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The 'boy' "Called' ou t -"Wolf, Wolf t ·"· anci" th'e villagerlPCame-"u t 'to he1p' ·hlm.c'" A''few ~~ ~ -' "'-. 
days afterward he tried the same trICk, and again they came to his help. Shortly 
after this a Wolf actually came, but this time the villagers thought the boy was 
deceiving them again and nobody came to his help. 

Aesop 

The year-end rally extended its near-perfect record of continuing past year-end, with 1990's 
initial trading day producing a 57-point move to new highs on the Dow. The current market cycle 
will, therefore, be known (at least) as the 1987-1990 bull market. 

Despite the strength, technical action can hardly be said to have improved, and particularly 
abysmal has been the action of market breadth, as shown in the chart below of our daily breadth 
index from October, 1987 to date. 
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We use the Aesop quote as prologue to a discussion of breadth since it is an indicator which led 
us astray back in 1988. Breadth an~lysis, our readers will be aware, involves the construction of 
an index based on the difference between advancing and declining stocks. (Th~re can be further 
refinements_ We divide that difference by the number of issues unchanged.) In any case, the theory 
runs. new highs in the averages should be confirmed by peaks in breadth, and repeated failures so to 
confirm constitute an early-warning (often a very-early-warning) signal of an impending top. 

As the chart shows, just such action took place between March and October of 1988. Three 
successive market rallies took the Dow to higher levels, f,rst at 2086, tlien at 2158, and finally at 
2183. The breadth peak on each one of these rallies was lower, thus producing a classic divergence. 
It was not a very good signal. The 1989 rally broke the breadth downtrend early in that year, and 
the new high was finally confirmed in July with the Dow on its way to 2700. Barely a month after 
this belated confirmation, a new divergence appeared. Breadth peaked on August 8 with the Dow just 
under 2700. The corresponding peak at the average's 1989 high was noticeably lower. The level of 
the breadth index at Tuesday's new high was lower still_ 

We intend to monitor breadth closely during 1990. Its historical record is, in our view, not 
tarnished by the false 1988 warning. Further new market highs unconfirmed by breadth may well, at 
this stage, signify the arrival of the bull market's final phase. 
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