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Dow Theory for the 21st Century        Schannep Timing Indicator               COMPOSITE Indicator 

Sometimes it Seems So Easy 

  

OVERVIEW: When the market’s going up, and one is fully invested, it’s time 

to remember the old Wall Street adage not to confuse brains with a bull 

market. Below is a chart of two bull markets, interrupted by a short bear 

market. A possible chart pattern called a ‘Measured Move’ may be materializing. The idea is that the 

first move will repeat itself after the ‘recess’. Don’t get the idea it will be a straight line advance, but if 

this plays out we are looking for much higher new all-time highs this year (as we have been expecting 

for some time). This pattern also developed in the October 2009 Letter and worked out well. Hopefully, 

it will be this easy: 

 

We write a lot about the economy in these Letters, and you may wonder why we don’t just stick to the 

stock market. The answer, of course, is because the economy affects corporate profitability, which in 

turn affects how stocks react. The chart on the left shows that profits are doing very well indeed over the 

last four years, and that has been driving the stock market upward. However, the next largest increase is 

“Public debt per capita” due to the $4 billion(!) daily increase over the last four years (source: Treasury 

Department). The ‘flat-line’ on the chart is Jobs, and that has been the biggest negative for the economy 

and the market these last few years since the recession ended in 2009. 

Dow Jones: 13,860.58 
S&P 500: 1,498.11 

NYSE:  8,890.74 
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Chart is courtesy Wall Street Journal. 

And yet, if you can believe the chart below comparing Government spending versus Unemployment 

(and I do), the solution is simple. If Federal spending would stabilize and continue to drop as a percent 

of Gross Domestic Product (GDP) we would get a lower unemployment rate. In the absence of any real 

Government spending reductions, the economy would have to grow faster than spending rises for the 

unemployment rate to improve. Thanks to the continuing, although slow, expansion of the economy, 

despite the 4
th

 Quarter’s pause, the Federal spending as a percent of GDP has been coming down. Like 

the title of this Letter, sometimes it seems so easy: 

 
Chart courtesy scottgrannis.blogspot.com 

The DOW THEORY for the 21
st
 Century: This Indicator signal is in a BUY mode (GREEN) at 

13,412.55 from the January 2
nd

, 2013 signal. The setup for this signal was shown in last month’s Letter 

and kept up-to-date in the Subscribers area. The last several Sell signals have not worked out very well 

for investors primarily due to the Federal Reserve Board’s very easy money and credit policies. When 

there are no other viable investment vehicles available with bank savings accounts, Treasury notes, and 

CD rates of less than 1%, the smart money goes into the stock market. The chart at the top of this Letter 

illustrates what that demand does for stock prices. Consequently, Sell signals have not resulted in a 

sufficient further decline to allow buying back into the market at a lower price. The only way market 
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timing can be successful is to Buy back at a lower level than the previous Sell signal. Fortunately, over 

the longer-term the usual bull and market cycles have produced enough room to profit. No indicator is 

perfect, or even near-perfect, and as Charles Dow hypothesized according to Robert Rhea 80 years ago: 

“The Dow Theory is not an infallible system for beating the market. Its successful use as an aid in 

speculation requires serious study, and the summing up of evidence must be impartial. The wish must 

never be allowed to father the thought”. The Original DOW THEORY got a Buy signal on January 

18
th

 when the Industrials finally joined the Transports with highs on both indices above their full-year 

2012 highs. Thus 13,649.70 was the level of the Buy signal for the original/classic/ traditional Dow 

Theory. As I e-mailed you at the time: “No action is called for now, unless you are not as fully invested 

as you should be for a bull market, but this is a welcome confirmation of our earlier signal”. Most 

investors have trouble getting back into a market that they had previously been out of, but as we’ve seen 

before (and will undoubtedly see again) it is best to get ‘back on the train when it is leaving the station’ 

and heed the market’s signals. 

Schannep TIMING INDICATOR: This Indicator’s signal has been in BUY mode (GREEN) with an 

average entry level of 11,746.50 from the time of the last Capitulation Indicator Buy signal on August 

8
th

, 2011 at 10,809.85 to the completion to 100% invested on October 27
th

, 2011 at 12208.55. 

Momentum is obviously very positive. As the chart in last month’s Letter showed, the real cost of money 

has been so stimulative that the monetary part of this Indicator stays in a ‘Positive’ status, thus making it 

hard for a Sell signal to occur. That has actually been a blessing these last few years. Because of this 

Indicator’s staying in a Buy mode, the Sell signals by the Dow Theory have been somewhat muted and 

our Composite has been either partially or totally invested over the last four years that are depicted in the 

Chart on the first page. 

The COMPOSITE Timing Indicator: The Dow Theory for the 21st Century BUY returned this 

Indicator from 50% to 100% invested (GREEN) on January 2
nd 

at an average level of 12,579.52 (half 

from the Schannep Timing Indicator’s Buys at 11746.50 and half on this new Dow Theory for the 

21
st
Century’s Buy at 13412.55). It happens that January 2

nd
, being the first trading day of the year, has 

an amazing record over the years of being at or near the lowest/best level of each year. 

The Special Report “The Single Best Day to Buy Each Year…Usually” shows that nearly half of the 

time when the market was in a bull market, as now, the low for the year was in January. Since I first 

wrote that Special Report in 2005, the word seems to have gotten out to investors. Buyers have made the 

first trading day of the year an UP day 7 of the last 8 years (+308.41 in 2013, +179.82 in 2012, +93.24 in 

2011, +155.91 in 2010, and +258.30 in 2009, -220.86 in 2008, +11.37 in 2007, and +129.91 in 2006). 

These results speak to the desirability of buying on the last trading day of the year so as to benefit from 

the first day’s strength (You may want to note that now under ‘things to do’ in your December 2013 

calendar). Even after the rise on the first trading day, those day’s closing levels have still been within 

0.6% (this year-to-date) to 8.7% of their annual lows in 6 of those 8 years (the only exceptions were the 

bear market declines during 2008 and 2009). 

=> The BOTTOM LINE: When the market has a strong start in early January, the year as a whole has 

tended to end favorably. For the first eight trading days of 2013 the S&P 500 was up 3.22%. This ranked 

it as the 13th best start to a year in the index’s history, according to Bespoke Investment Group by way 
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of First Allied Asset Management. As the chart demonstrates , there have been 16 other years in which 

the first eight days exceeded a 3% return, and the index had gained an additional 10.52% for the 

remainder of the years (on average), with positive returns 81.3% of the time. For all other years since 

1928, the S&P has gained just 5.58% on average for the remainder of those other years. There have been 

other studies using anywhere from just the first day, or the more famous “First Five Days” to the entire 

month of January and they all reach similar conclusions: Chances are good the rest of the year will also 

be good. 

 

No matter how you look at it: historically, fundamentally, or technically, yet newer all-time highs look 

like a real probability this New Year. Bring it on, we’re ready! 

Jack Schannep 

for the Schannep Team 

Dow Jones: 13,860.58 

S&P 500: 1,498.11 

NYSE 8,890.74 

The Dow Theory Schannep Timing Composite 

for the 21
th

 Century Indicator Indicator 

GREEN GREEN GREEN 

100% Invested 100% Invested 100% Invested 

We now have a page on Facebook, LinkedIn, and Twitter in case you are interested. 

As of 1/31/13 our Composite Timing Indicator Portfolio is 100% invested, with approximately 

equal amounts in each of the Exchange Traded Funds that track the DJIA (DIA), the S&P500 

(SPY) and NYSE Composite (NYC) Indices. For the last 12 months this portfolio with dividends 

http://www.facebook.com/pages/TheDowTheorycom/232595720114883?sk=info
http://www.linkedin.com/company/2319037
https://twitter.com/thedowtheory
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reinvested is only UP +8.7% (thanks to the whipsaw in June) vs. the Dow Jones UP +9.9% and the 

S&P500 UP +14.3% excluding dividends. For a longer term perspective, since the Bull Market’s 

all-time high on October 9
th

, 2007 at 14,164.53 this portfolio is UP +17.3% while at the same time 

the Dow Industrials are still DOWN –2.0% and the S&P is DOWN –4.2% from 1565.15, excluding 

dividends. With dividends included both are in positive territory. Here is a graph of our Composite 

Timing Indicator portfolio’s record since the previous all-time highs on Oct 9
th

, 2007 compared to 

the market itself (courtesy TimerTrac.com). 

Note the one month lag, as this is available to the Public and only Subscribers have access to this 

Indicator’s current results: 

 

I have chosen Exchange traded major-market Index funds and cash funds as the best pure play versus a 

Buy & Hold strategy. I concentrate on the big picture, the trend of the major stock market indices which 

usually influences the price direction of most individual stocks. This real portfolio is both the core 

portfolio of this Letter and also a bench-mark for your own investment results. Indices are unmanaged 

and cannot be invested in directly. The performance data quoted represents past performance, which is 

not a guarantee of future results. Investing involves risk including the loss of your original investment. 

For Subscriber service, please e-mail: Editor@TheDowTheory.com  
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