










1 
The Nature of Cycles 

Most individuals who are attracted to the metals futures markets feel that the 
best way to maximize return on their money is to trade for the short term. 
Their reasoning is quite logical. "After all," the person argues, "I can make 
more money trading each turn in the market than I can by staying in for the 
long pull." On the surface this makes sense! The conclusion, however, presup­
poses a virtually infallible short-term trading technique that, as experience 
teaches, is a rare if not totally nonexistent commodity. Although I am not say­
ing that it is impossible for an individual investor to net considerable profit 
from trading short-term market swings, I am saying that the odds do not favor 
successful completion of such a task. I have observed, time and time again, in­
dividuals who are correct about the trend of a given market, but who, in fact, 
end up with zero profit or with losses because they did not follow a long-term 
orientation. I have said many times before, and I will say it again, that short­
term trading, or the "hook" as I call it, is not for the average investor. No mat­
ter how often I make this point, however, there are still the doubting Thomases 
who either feel omnipotent or have succumbed to the popular myth that it is 
indeed possible to "scalp" the markets. 

It is possible, of course, to make money trading for the short term. Never­
theless, most individuals cannot make the type of time investment necessary to 
trade effectively during the short term. Many futures investors are professional 
people who have considerable demands on their time. A physician or attorney 
who must practice his or her particular skill, for example, cannot leave the 
operating room or courtroom to call a broker (although some probably do). 
Short-term trading is a full-time business venture. Consequently, it must be 
treated as such, and total dedication is necessary, or losses and inconsistency 
will be the end result. Many techniques have been developed for short-term 
trading; several will be discussed later in this book. Most, if not all, techniques, 
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however, require constant market monitoring and considerable work. Trading 
by computer, the new wave in investing, certainly makes many things possible 
that were not previously practical. Trading by computer also requires consis­
tency, attention, and most of all time. 

The issue of short-term trading versus long-term trading is easily resolved 
as a matter of personal preference, practicality, and individual temperament. 
Regardless of which avenue is selected, the role of cyclic patterns is a force 
to be reckoned with. The short-term trader knows how important daily 
and weekly patterns are in the markets, and the long-term trader knows the 
value of repetitive price history. Either for those who are unaware of these 
long-standing relationships or for those who are skeptical, I offer the ex­
planation that follows as a brief discourse on cycles, as well as some limited 
evidence of their existence and behavior. Many texts offer a more thorough 
analysis. * 

You should know, prior to my discussion, that I use the terms "cycles," 
"patterns," "seasonals," "seasonality," and "repetitive behavior" interchange­
ably. They all refer to essentially the same type of thing. The key is repetition. 
For my work, anything that is relatively predictable as a function of its repeti­
tion or tendency toward repetition is considered cyclical. I am not using the 
term "cycle" to refer to symmetrical, sine wave types of events. The essence, as 
I indicated earlier, is repetition over time, not necessarily symmetry. 

The trading systems developed during the last fifty years have focused pri­
marily on the isolation and determination of short-term to intermediate-term 
price trends. In addition, a number of trading systems presented to the public 
focused primarily on the long term. It is, however, a matter of interpetation as 
to what constitutes long-term trading as opposed to intermediate-term trading. 
It is the rare individual indeed who can accumulate and hold a position, 
whether in stocks or futures, for longer than a one-year period. In fact, the odds 
of holding a position for longer than six months are considerably greater in 
stocks than in futures market, due to the intrinsic nature of the futures market 
with its specific expiration dates and months. Many futures contracts, however, 
have a two- or three-year life span, and longer-term trading is certainly possi­
ble. 

It has often been said that "the big money is made in the big pull." Inves-' 
tors, traders, and speculators with considerable experience know that to pay 
attention to the small up-and-down moves within a secular trend can fre­
quently be destructive to the profit picture of a trading program. Not only does 
short-term trading increase commission costs, it also increases the probability 
of error and requires considerably more work than does a well-balanced and 
instituted program of long-term trading. The traditional chart patterns de­
scribed by Edwards and McGee have considerable merit in long-term trading 
programs. They can be used effectively to isolate the start of major price 
trends, and they can also be used to isolate significant tops and bottoms in most 

• Jacob Bernstein, The Handbook of Commodity Cycles: A Window on Time (New York: 
Wiley, 1982); Edward R. Dewey and O. Mandino, Cycles: Mysterious Forces that Trigger Events 
(New York: Hawthorn Books, 1971); Edward R. Dewey, Cycles-Selected Writings (Pittsburgh: 
Foundation for the Study of Cycles, 1970). 
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markets. For this purpose, the investor would use either weekly and/or 
monthly continuation charts, and/or monthly cash average price charts. 

In addition to the more traditional techniques (particularly trend-line and 
chart-formation analysis described above), cyclic analysis, the study of repeti­
tive price patterns, offers a relativey new and promising area of methodology 
for the investor and trader. The works of Edward R. Dewey and the Founda­
tion for the Study of Cycles have made significant additions to the fund of in­
vestment analysis knowledge. It is unfortunate that so few investors and 
analysts recognize the value of cyclic analysis in their work, despite their 
knowlege that many events are cyclical and subject to highly accurate trend 
forecasts, given the existence of these underlying patterns. Nevertheless, com­
puter technology has slowly and steadily increased our ability both to analyze 
price cycles and to use them as forecasting tools in assisting our selection of in­
vestments. Computer technology has facilitated accumulation of large data 
bases and software libraries, and their use, in turn, has not only validated cyclic 
analysis, but has refined it as well. Today more and more traders, speculators, 
investors, farmers, bankers, and business people are becoming aware of cyclic 
behavior in the marketplace. Many employ cyclic forecasting methods in their 
work. 

Price forecasting, however, is distinctly different from determination of 
trends. In forecasting a price move, one seeks to anticipate where prices are 
going, whereas trend following attempts to "ride the coattails of a price move" 
after it is clear that the move has started. Forecasting and trend following are, 
therefore, two distinctly different endeavors. This point is underscored because 
many individuals fail to distinguish a forecast from a reality. Forecasts do not 
necessarily become realities; following an established trend, however, signifi­
cantly reduces risk, thereby increasing potential profits. 

Drawing from the work of Edward R. Dewey and the Foundation for the 
Study of Cycles, I began, in 1970, to apply cyclic analysis to the futures market. 
I was quite impressed with the results and observed that many markets had 
distinct cyclic tendencies on both a long-term and short-term basis. My first 
studies were in the copper market where I had access to work done by the 
Foundation, including its lengthy copper study involving several hundred 
years' worth of data. In addition, the Foundation offered a study of cotton 
cycles that clearly demonstrated not only the existence of cycles in this market 
but their potential profit as well. * The results were staggering, and I was most 
impressed with both the copper and cotton cyclic studies. My work thereafter 
moved toward an analysis of shorter-term cyclic events in the futures markets, 
and I spent considerable time refining my techniques. In 1981, I authored The 
Handbook of Commodity Cycles, which was a definitive exposition of trading 
techniques in the futures markets using cyclic analysis. 

To understand the nature of cycles is both a simple and a complex task. On 
the surface it would appear that we are in close touch with all of the forces 
around us that are governed by cyclic laws. The change from night to day and 
back to night again, fluctuations of the seasons, biological mechanisms, the 

• Edward R. Dewey, "The 5.91 Year Cycle in Cotton Prices," Cycles, October 1954, 5 (8), pp. 
227-283. 
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cycles in chemical reactions, and a host of other events are all related in one 
form or another to cyclic patterns. Physicists, biologists, and medical re­
searchers have long been aware of cycles and naturally occurring events, yet 
they have been uncertain, until recently, about how these cyclic events might 
be used to human benefit. Dewey, however, clearly demonstrated the existence 
of repetitive patterns in economic data. * The area of economic cycles has re­
ceived considerable attention particularly through the works of various econo­
mists·t 

As stated above, cycles, at least on the surface, appear to be simple. The 
ordinary conception of a cyclic pattern is a move from a low to a high, back to a 
low again, with a repetition of the process for x number of times. The more 
times a process is repeated, the more we tend to call it a cycle. Given a suffi­
ciently long history of price repetition, cycles become natural laws. Cyclic 
events, of course, affect virtually everything experienced by living organisms. 
This simple view is clearly expressed in the philosophies of Eastern civilization, 
and it serves as well as the focal point of many world religions. The process of 
life, death, and rebirth and the afterlife can be viewed as a cyclic event. Reli­
gious writings have, for hundreds of years, reiterated the underlying theme of 
cyclic repetition. On this basis the cycle and its role is reasonably simple to ob­
serve, and its understanding requires no further explanation. 

It is, however, a considerably more complex task to understand the manner 
in which cycles function in economic data. Shown in Figures 1.1 through 1.4 are 

Figure 1.1 The 40-50 week cycie in pork belly tutu res. 
(Reprinted with permission of Commodity Price Charts, 219 Parkade, Cedar Falls, IA 50613.) 

* Edward R. Dewey, Cycles-Selected Writings (Pittsburgh: Foundation for the Study of 
Cycles, 1970), Chapter VI. 

t See J. A. Schumpeter, Business Cycles (New York: McGraw-Hill, 1939). 
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Figure 1.3 Cycles in cash silver, 1870-1960~ 
(Reprinted with permission of Commodity Research Bureau, 75 Montgomery St., Jersey City, NJ 
07302.) 

a number of charts that illustrate various cyclic tendencies in a number of dif­
ferent areas. What is shown here is the actual trend of the given variable plot­
ted against an ideal cycle (dashed zigzag line) of the length specified. Cycles are 
ordinarily measured from top to top and bottom to bottom, although it is pos­
sible for a bottom-to-bottom measurement and top-to-top measurement to be 
given for each cycle. Ordinarily, then, when one refers to the 9.2 year cycle in 
wheat prices, one is referring to an average cycle length determined for a con­
siderable period of time. Of course, every cycle in wheat prices will not be ex­
actly 9.2 years, rather, the central tendency, or arithmetic mean, will be 
approximately 9.2 years. Throughout the data base some cycles will be longer 
and some will be shorter than others. The main consideration is analyzing eco­
nomic cycles is that to a certain extent they are predictable, and prediction in 
and of itself implies profit potential. A further and more important considera­
tion in relation to cyclic patterns is the fact that cyclic patterns themselves do 
not consider news events in their fluctuations. It is an interesting and always 
uncanny fact that most market-cycle tops are formed on positive news, with 
most bottoms occurring when the news is the worst. Simply following the news 
without knowledge of the cycle would lead one to expect a continuation of the 
trend. The cycle, however, when it is in a topping area, can alert the investor to 
the fact that the news should not be followed. Literally hundreds of market 
tops and bottoms can be cited as examples of prices peaking when the news is 
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Figure 1.4 Various silver cycles. 
(Reprinted with permission of Commodity Research Bureau, 75 Montgomery St., Jersey City, NJ 
07302.) 

the most promising and bottoming when the news is the most negative. In fact, 
by following cycles one could in a roundabout way predict when the news 
would probably be bad and when the news would probably be good. (Please 
take the time to consider this last, most significant point.) 

In addition to cycles that are longer term, there are also many cycles of 
shorter duration, and I have divided these cycles into several categories: 

1. The long-term cycle for our purposes is considered to be any cyclic 
pattern longer than two years. 

2. The intermediate-term cycle is considered to be any cyclic length 
longer than three months but shorter than two years. 

3. The short-term cycle, usually measured in trading days (market days), 
is any cycle longer than six days but shorter than three months. 

4. The ultra short-term cycle is any cycle shorter than six days. 

Figures 1.5 througft 1.7 show several recent examples of intermediate-term 
cycles; Figures 1.8 through 1.10 show several recent examples of short-term 
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