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"New L~adership" is_ a.p,h;:ase which.has_~cI'9PRed up regularly: in.these.writings~along with. those_of 
most other financial commentators. In many ways'the phrase is yet-another Wall Street euphemism mean
ing --- in simple terms --- that a lot of stocks, which were not going up before,are going up now, and 
a lot of other stocks, which were going up, have stopped doing so. Regardless of the politeness of 
the phraseology, the phenomenon has been a fact of stock market life over the past three months, and it 
has decided implications for successful portfolio management. 

Through the early part of 1980, at least until the popular averages began moving sideways early last 
fall, the distinctive feature of the stock market was strong upside action on the part of energy-related, 
high-technology, and defense groups. This sort of leadership was broad enough to have a pronounced 
upward effect on the major market averages. (Broadly defined, energy constitutes almost a third of the 
weight in the S & P 500). It is not surprising that the onset of correctionary phases in these groups 
coincided with the recent halt in upside progress for the major averages. For example, for the past 
three months, group indices for International and Domestic Oils are down 11 and 12 percent respectively, 
and these two groups rank 97th and 99th out of 102 industry groups in terms of price performance over 
that period. This downside drag has proved too great a force for the major market indicators to over
come. 

The last quarter is an interesting time-frame over which to measure individual group performance. 
Such a measurement takes US back to the second week of December last year, and it was in that week 
that the Dow-Jones Industrial Average touched its December low of 908.45 from which point the year
end rally began. That rally, fairly dynamic- in extent, carried over 10 percent to 1004.69 in early Janu
ary. The entire period since has been spent in a retracement phase during which the Dow lost three
fourths of the ground gained, and other averages retraced their entire upside moves and, in some cases, 
a bit more. The S & P 400 as of this Wednesday was 1. 5 percent above its level on December 10. 

It might well be cQnclude_dthat, in such a p~riod,~pp~ljunitie!lJ"0Lm!l~jngful gains in the stoC .. k. __ ...,.t_~ 
market would be limited. Such has hardly been the case. If one isolales lhe 10 b-est-acting groups pver' 
the three months, one finds that they have moved ahead by amounts ranging from 20 to 38 percent. 73 
of 102 groups have turned in performances on the plus side and 70 have outperformed the S & P 400. 
Again it is the dominance of energy and energy-related stocks in capital-weighted averages which 
accounts for this discrepancy. The heavy weight of these industries in broad-based market indicators 
has caused those indicators to perform in, at best, an unexciting fashion. Nonetheless, attractive in
vestment opportunities have existed and continue to exist in industry groups possessing a smaller relative 
importance. 

Eliminating a couple of groups dominated by takeover candidates, the 10 best performing group 
indices over the past three momths have been as follows: 

1. Air Transport 6. Restaurants 
2. Mobile Homes 7. Truckers 
3. Air Conditioning 8. Steel 
4. Chemicals 9. Tires & Rubber 
5. Soft Drinks 10. Department Stores 

It is not easy to find a common denominator for this new leadership, but, on analysis, a few factors 
emerge. There is, first of all, a flavor of "smokestack America," the basic industry stocks which 
turned in a strong market performance in the 1974-76 period and have been largely quiescent since. 
There is also, in the reemergence of such groups as Department Stores, Soft Drinks, and Restaurants, 
a suggestion of a revival of interest in stocks affected by increased consumer spending. This is an 
interesting phenomenon, since the conventional wisdom would hold that the outlook for such an increase . I 

is questionable, at best. Finally, s common thread thst seems-to-15ind -mucll'of-th'E!neW -market leadership 
is relative cheapness. By and large,msny of the issues now outperforming the market se~m to be priced 
fairly low in relation to their current earning power, vis-a-vis a great many leaders which, in the 
process of the 1980 market rise, became fairly well exploited. 

Whether the present leadership continues a transitory phenomenon or something more permanent, 
is of course, the crucial question. Technical patterns, however, would suggest that the latter is 
more likely to be the csse. 
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