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A correction at last - How deep?

After over ten months of rally the stock market has at last began to get a respite. Since the March low in stocks
there have been two feeble attempts at a correction, one in July and another in October and November. In June and
July of 2009 we had an 8% correction and In October-November of there was a 5% correction. All during this pe-
riod we were in the bullish phase of the 24-
month or two year cycle. That cycle has
now topped, and our estimate is that we
should see the S&P correct at least 10%,
with a price target low around 1026 to
-~1100 1010. This decline is also marked by the 17
-------- -week cycle, a variant of the short term cy-
so - cle around 20-weeks made famous by Jim

| Hurst. In the chart we see that we have

@ three cycles aligned: the above mentioned
24-month and 17-week cycles plus the im-
o 1" portant but not dominant 3-week cycle. The
fffff 3-week cycle does not determine trend but
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,,,,,,, 1™ it determines swings within a trend. Cur-
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trend has changed and is now down. The 3-
week cycle has been down until the end of January and is now turning. On a short term basis we should see a
bounce and in about four sessions the decline should continue until early March. Since the market has already de-
clined 6.5%, which we consider to be a half way down, and argues for a correction of more than 12% with the
above mentioned target in the neighborhood of 1010. This constitutes a 50% correction of the swing from the July
low to the January high. The one fly in this ointment is the time. We have corrected for about a week but expect
the next significant rally to take place in about 7 weeks. This argues for several counter trend rallies and a side-
ways movement. We expect that the counter trend rally should not break above 1120 on the S&P cash. Yes, we are
bearish and feel that this correction should at least reach 1026. If we go deeper, and we feel this is a strong possi-
bility, then we have begun another significant bear phase. Domestic Equities: We now wish to own only large cap
dividend paying stocks, or no stocks at all, or short positions, and/or inverse ETFs when the counter trend rally
completes itself by the end of the week. International equities We now wish to stand aside on international equi-
ties until the correction is complete. In the next rally we will want to increase our weighting of international equi-
ties. Bonds: We continue to be neutral as yields are not likely to fall or rise significantly. Energy: We continue
neutral to bearish on energy as we continue in a trading range. Metals: The short cycles remain bearish short term,
but we are entering a price range where accumulation could begin for the next rally, although prices should go a
bit lower. Foreign Exchange: The US dollar should remain strong for another several weeks.
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Daily Nasdaq 100
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