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Capsule Summary of Stock Market Trends

NYSE Primary Trend - Neutral/Bearish - Index Unchanged at -1

The S&P 500 made yet another minor new high last week. The DJIA came within a whisker of besting its
July 16th closing high of 17138.20. The NYSE Composite Index came closer to making a new high than it
has at any time since its 11104.72 closing high on July 3rd. Long-term government bond yields continue
to decline year-over-year, last week at a pace of 17%. In the past, the stock market has not begun
declines in excess of 10% (never mind major bear markets) when interest rates have been declining at a
pace in excess of 10% year-over-year. Sentiment indicators are not showing the kind of universal
bullishness that normally precedes major market tops. At the present time, the onset of a major bear
market is judged to be extremely unlikely and will remain so, in our view, through year-end. It appears
that upside potential will remain limited to minor new highs unless and until there is a short-term
correction of 5-10%.

NYSE Intermediate Trend – Neutral/Bearish – Index Unchanged at -3

While buying interest seems to be waning as the averages move up, there is no evidence of an
appreciable increase in selling pressure. Usually, there is a period of several weeks of rising short-term
selling pressure before corrections in excess of 5%. At the DJIA’s closing high last December prior to a
short-term correction of 7.3%, short-term selling pressure was very low. Although the closing high was
seen in the DJIA in December, the correction did not get underway until the third week of January. During
those three weeks, there was a rise in short-term selling pressure even as the S&P 500 moved to a minor
new high from which a correction of 5.8% ensued. 

So far, the market is continuing the pattern we have seen for many months now, minor new highs
followed by minor pullbacks (1-5%), followed by minor new highs. This pattern is not likely to be broken
until there is a correction of 5-10% that restores enough of the market’s technical health to permit
something more on the upside than just minor new highs followed by minor pullbacks.

NASDAQ Primary Trend - Neutral/Bearish - Index Unchanged at -2

While the Nasdaq averages recorded new highs for the bull market again last week, the Friday-to-Friday
weekly gain was considerably less impressive than it has been in recent weeks. The Nasdaq market may
be getting a bit winded given the 15-20% gains in the Nasdaq averages since the April lows. The
Composite Index is up 15% over the past four months, and the NDX has gained 18.8%. Some short-term
profit-taking would come as no surprise, but a major decline is extremely unlikely. If the DJIA and/or the
S&P 500 were to correct 5-10% at some point between now and year-end, the Nasdaq averages could
decline a bit more than 10%, but that appears to be the limit of the downside risk at the present time and
for the foreseeable future.
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General Market Comments

The operative principle in the market currently is, Nothing changes if nothing changes. As long as
weakness is confined to minor pullbacks, rallies are likely to remain limited to minor new highs. 

As stated in last week’s Report, “At the present time, one of two scenarios seems likely between now and
year-end. One, the market continues the pattern we have seen since March-April: minor new highs
followed by minor pullbacks followed by minor new highs, etc. In the absence of a short-term correction,
upside potential is likely to remain modest. Two, the market experiences a health-restoring short-term
correction of 5-10% that provides us with a good buying opportunity. If such a correction does occur, it is
not likely to produce lows below the lows seen in February.”

A short-term correction of roughly 8-9% would land the DJIA in the general vicinity of the highs recorded
last year in early August (15658.36) and mid-September (15676.94). The high in late May last year was
15409.39. A return to that price level would constitute a 10% decline from the 17138.20 closing high to
date.

Between now and year-end, market weakness is likely to remain in the 1-5% minor pullback category,
with the possibility of a short-term correction of 5-10% at some point. Neither a major bear market nor an
intermediate term correction (10-20%) appears likely.

Once we move into next year, however, things could change. The only time since 1960 that we have
seen a major top in the year following an off-presidential election year was 2007, so that is possible but
historically the odds do not favor it. The 1987 decline also occurred in a year following an off-presidential
election year, but it was not a major bear market in terms of duration. Although the averages suffered big
declines, the correction only lasted 2-4 months.

An intermediate term correction (10-20%) is more likely. These occurred in 1971 (-16.1%), 1975
(-11.1%), 1979 (-11.2%), 1999 (-11.5%) and 2011 (-16.8%). 

For now, while gains may be hard to come by in a market inching higher rather than rallying strongly,
significant losses are also likely to be avoided in the averages between now and year-end.

Susan R. Berge

This report reflects our opinions as to the securities mentioned, but is not an offer to buy or sell them or a solicitation of o rders to buy or sell them. This information, obtained from sources believed reliable, is not
necessarily complete nor is it guaranteed. Our corporation, its officers, directors or stockholders, or members of their familie s, may at times have a position in the securities mentioned herein and may make

purchases or sales of these securities while this memorandum is in circulation.
 Copyright 2014 Berge Consulting Group, Incorporated


