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June 16, 1989 
-----EEspecially ~g-iven-'o -T-h-uraday!s-"-weak-ness.- it ....... is .-..:hard ..... to 'avoid--tfle~mpres8ion ...... tha t .... there .... has ...... been .... some _____ 1 __ 

change in the character of the market, although that impression is difficult to quantify. The Dow. 
after all, made a new bull-market high as recently as Monday,. However, this high. at 2518.66. was 
virtually identical to the one posted on June 2. and not all that much above one posted over three 
weeks ago when the average moved above 2500 for the first time,. A modest flattening of the uptrend 
is, thus, perceptible. 

One can conveniently divide the major cycle so 
far into two phases, the first of which moved the 
DJIA from 1766.74 in December, 1987 to 2183.50 last 
October. The second began on November 16 at 
2038.58 and brought the average to its Monday 
high. Coincidentally, in percentage terms, these 
two advances are identical to within a tenth of a 
point at 23.5%. However. the most recent one took 
place in far less time, and the advance has been at 
an annual rate of 45%. It is the technical 
condition of that second-phase advance shown at the 
right by a 10-point point-and-figure chart on the 
Dow, which should now be our major concern. 

As the chart suggests, this is the third 
noticeable interruption in the rise so far. The 
first one took place during February and March, 
with the average holding in a trading range between 
2240 and 2350. New highs in April were 
followed by a much smaller consolidation between 
2370 and 2420, and we now have the most recent c:ilooO 

1---t·-----lpause.-bclween~O~and_2510r.---------------------~--------------------------------------~----I~-
This range has. as yet, not been violated. and there is, at the moment, no suggestion that It is 

anything more than another consolidation. Were a downside penetration to 2460 to take place, a 
decline to the support around 2420 would be indicated. There are, of course, many ways in which this 
pattern could broaden, and it will need to be watched. At this stage, however. neither it nor 
individual tops on most stocks suggest anything particularly worrisome. 
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As the table above shows. the action for the various averages on the bull-market leg since 
November has been remarkably similar, and there are only tentative indications of a possible shift in 
leadership_ The three major averages. the Dow, the SAP 500 and the S&P Industrials have posted almost 
identical percentage advances over the seven-month rise. and their action on each up and down swing 
has likewise been similar. Through the high of last April, at least, it has been the Dow Jones 
Transportation Average Which has been the star of the show. posting a rise half again as great as that 
of the IndustrIals. Some suggestion that it may be running out of steam arises from its somewhat 
larger decline in early May and slower rise since that time. 

The performance of the Dow Jones Utilities has, of course, been poor on an absolute basis, but 
much of this is explainable by their characteristically lower volatility. Interestingly. on the last 
leg up, from the beginning of May, this normally staid indicator has been the best performer. ThIS. 
we think, has some implications for interest rates. This subject was discussed at length in this ~ ~ ... 
space back on May 5th. 

It is notable that, so far, the two speculative indices, the AMEX and OTe Industrials, have failed 
to outperform theIr senior brethren. It has long been an open question as to whether the secondary 
sector of the market is going to have its day in the sun during this advance. 

There appears, in summary, to be no suggestion of any major change in market direction or 
character, other than the possibility of a consolidation and 4-5% correction. along the lines of 
February-March. Further eVIdence of deterioration would have to manifest itself before anything worse 
than this could be foreseen. 
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