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A MINIMAL DECLINE, BUT...

I have been stating, based on my recollections, that minimal declines like the one
we just saw are a hallmark of post-Breakaway Momentum markets. I've been adding
that a decline of more than 3% would be really pushing the limits of normal post-
Breakaway Momentum behavior and that a decline of more than 5% would be a deal-

breaker as far as the very bullish implications of Breakaway Momentum are concerned.

I decided this week to check my recollections. As it turned out, minimal declines
like the one we just saw are, indeed, very definitely a hallmark of post-Breakaway
Momentum markets but the biggest post-Breakaway Momentum declines were deeper
than I thought. The first column in the table on the next page lists the biggest pullbacks
the market staged during the first six weeks after it generated Breakaway Momentum;
the next column shows the biggest correction during the first three months. All data are
based on intraday highs and lows.

After reviewing the biggest pullbacks during the first six weeks after the market
generated Breakaway Momentum in the past, then, I discovered that the least of those
pullbacks was 2.4% -- and 75% of them were over 3%. The average of those first-six-
weeks-pullbacks was 4.5%, and 20% were more than 5%. During the first three months
afterwards, meanwhile, 45% of the biggest pullbacks were over 5% -- as was the average
of 5.6% itself. As a result:

¢ It would be unprecedented if the S&P does not stage a decline of at least 2.4%
by August 24 (the six-week mark from July 12%'s Breakaway Momentum).

* A decline of more than 3% would not be pushing the limits of normal post-

Breakaway Momentum behavior.

* And a decline of more than 5% would not be a deal-breaker.
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BIGGEST POST-BREAKAWAY MOMENTUM PULLBACKS (IN %)

IN FIRST IN FIRST

BAM DATE 6 WEEKS 3 MONTHS
Jul 14 1949 2.5 3.1
Nov 20 1950 5.8 5.8
Jan 26 1954 2.4 2.4
Jan 24 1958 5.0 5.0
Jul 12 1962 4.9 8.4
Nov 12 1962 2.8 2.8
Jan 18 1967 3.9 4.2

Dec 7 1970 2.4 2.5
Dec 8 1971 3.3 3.3
Jan 14 1975 5.4 8.5
Jan 14 1976 4.3 4.8
Aug 16 1982 5.0 9.4
Oct 13 1982 9.1 9.1
Jan 23 1985 4.2 4.2
Jan 15 1987 4.7 9.2
Feb 5 1991 2.4 4.7
Jan 6 1992 3.5 4.7
Mar 23 2009 6.4 7.0
Jul 23 2009 4.6 5.6
Sep 16 2009 6.5 6.5
AVERAGE 4.5 5.6

I should stress, though: if the S&P does decline 2.4% or more and follow the past
precedents the new bull market leadership is unlikely to go down as much as that
and/or is likely to come roaring back faster than the market itself. This is also the case
in lesser declines, as the chart of the Technology SPDR on the next page vividly
demonstrates. Waiting for a pullback in the market to buy market leadership, in other
words, doesn’t always work out all that well. In addition, if the S&P does stage a
pullback of at least 2.4% between now and August 24 the pullback could start from a
higher point instead of this general area. There is thus no certainty than any such

pullback will end up pushing the S&P a whole lot lower than where it is now.
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The Market Now. The market just completed a minimal 1.4% correction. As just
noted, though, based on past precedents it should stage at least a 2.4% decline sometime
between now and August 24th. (As a guideline, a 2.4% decline from Friday’s new high
would take the S&P down to 2130.) Even if it does stage a 2.4%-plus decline, though,
there is no way to tell what level the S&P will be at when it begins. In addition, the new
bull market leadership is unlikely to go down as much as the market itself and/or come
roaring back faster than the market itself during the corrective process. Playing a
possible 2.4% correction, in other words, probably entails more risk than reward. This
is especially the case when the S&P’s ultimate upside potential is above 2400 -- and if
the S&P goes up 10%, some leadership areas will go up a lot more than that.

NAAIM Survey Update: 93 this week vs. 101 last week.
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Leadership. This is the most important issue investors need to deal with here,
since leadership should rotate into more and more aggressive areas of the market as the
advance evolves. The areas that look the most promising in that regard are S&P Small-
Caps (SML), S&P Mid-Cap Growth (IJK), Emerging Markets, Gold, Healthcare
(especially Medical Equipment), Natural Gas and Technology. Technology, in fact, may
well eventually prove to be the main thrust of leadership in this bull market.

Fidelity Sector Funds. 82% positive vs. 90% a week ago. Switching program
holdings: #1 Gold, #4 Telecommunications and #14 Natural Gas.

This Week’s Political Markets:

PROBABILITY AS OF AUG. 7 THAT THE DEMOCRATS
WILL WIN THE WHITE HOUSE (PER PREDICTIT.ORG): 71% +4

PROBABILITY THAT THE DEMOCRATS WILL WIN FL: 68% +6

PROBABILITY THAT THE DEMOCRATS WILL WIN OH: 65% +4
PROBABILITY THAT THE DEMOCRATS WILL WIN PA: 75% +5

-- Walter Deemer
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