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Last week we tried to identify the gradual rotation of leadership that appears to be taking place in 

the Standard & Poors industry group indices within the framework of an ongoing bull market. It was 
---pointed-_out ....that. the --stron-g-~long-t-erm-performance Lof,.,the....mterest-sensltive .... groups have, _ since~the -first ~ 

of the year, continued to move ahead but are starting to show signs of a loss of momentum. To put this 
long-term performance in proper perspective we have taken a monthly average of S & P groups that 
either constitute an inflation hedge or would be a disinflation beneficiary and have created two seperate 
indexes. Inflation hedge groups would include, among others, metals, gold, copper and the entire ener-
gy sector. Disinflation beneficiary groups would include groups such as airlines, drugs ... foods and the 
interest-sensitive sector--banks, insurance and utilities. 
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INFLRTlaN HEDGE VS DISINFLRTlaN BENEFICIARY RRTla 

The chart above shows the monthly close of the S & P 500 and the ratio of the inflation hedge index 
to the disinflation index from January 1972 through March 1986. If the inflation hedge index is advanc
ing more than the disinflation beneficiary index the ratio line is going up (1972-1980). Clearly it can be 
shown from the chart above that the inflation hedge sector has underperformed those groups which are 
disinflationary benefiCIaries since the start of the bull market-August 1982. But it is possible to go back 
even further than this date to identify the beginning of this significant change in the market environment, 
a change that has sustained itself to the present. The ratio reached its high at the end of 1980 coinci
dent with the high in the S & P 500. This date by hindsight signaled the peak of the ratio of inflation 
hedge stocks relative to those stocks that are beneficiaries of disinflation. It was during the subsequent 
correction in the market to the August 1982 low that the inflationary-hedge index turned down. Tlus oc
curred while the disinflationary beneficlary index continued to move ahead in the face of a 15% dechne m 
the S & P 500. The final confirmation of this significant internal change came when the market rallied 
dramatically in AugusL 1982, but failed to include the inflation hedge sector. Currently. from the ratio 
peak of December 1980, the inflation hedge sector has declined with minor interruptions approximately 30% 
thru March 1986. The disinflation beneficiary index on the other hand has increased 185% to date. This is 
not to suggest that an immediate switch into the disinflation beneficiary sector was warranted shortly 
after the peak in the ratio in December, 1980. Rather we would suggest an examination of the ratio over 
time would reflect the gradual internal change within the market. By the August 1982 low this change 
should have been clearly identified with appropriate shifts in weighting made in order to participate in 
the advance which was to come. 

Where are we now in terms' of this ratio? The raho based on data available from 1960 to date cur
rently is at the lowest level since April 1972, the historical low for the series. Although it seems likely 
to expect further strength in the disinflahonary beneficiary sector of the market in the immediate future, 
it would seem wise. as we discussed last week to monitor series of this type that attempt to measure 
shifts in market sentiment. 

Dow Jones Industrials (12: 00 noon) 
S & P 500 (12:00 noon) 
Cumulative (4/3/86) 

1765.09 
231. 69 

2611. 93 
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