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doW theorY: Curbing emotional investing

I n addition to starting the compa-
ny that publishes the Wall Street 
Journal, Charles Dow (1851–1902) 

also lent his name to one of the most 
popular U.S. stock market indexes 
(the Dow Jones Industrial Average) 
and created a theory regarding major 
shifts in stock market trends. While 
neither Dow nor those who refined 
the Dow theory after him believed 

they were creating a sure-fire way to 
beat the market, they did believe that 
following its principles could at least 
avoid the mistakes associated with 
greed and fear. 

three assumPtions 

Behind the Dow theory is a set of 
assumptions about how the stock 
market works: 

m the stoCk market moves in 
broad CYCliCal trends. Accord-
ing to Dow, there are primary 
trends, which are long-lasting 
(from months to years), and 
minor trends, which don’t last 
very long and run in the opposite 
direction of the primary trend. 
Primary up trends are called bull 
markets and primary down 
trends are called bear markets — 
these primary trends are marked 
by peaks and troughs in price 
charts. Within these broader 
trends, there are secondary 
(minor) countertrends called cor-
rections, which can retrace any-
where from 33% to 67% percent of 
the primary trend’s movement. 
Of course, no one ever knows in 
advance how long trends will last 
(that’s a key principle of the Dow 
theory). And since market prices 
fluctuate from day to day, it can 
be dangerous to read too much 
into a single day’s movement. 

m PrimarY trends Can’t be maniPu-
lated. While it may be possible 
for private interests to manipulate 
the price of one security for a rel-
atively short period of time, the 
Dow theory holds that the pri-
mary trend in the stock market as 

Continued on page 2

The WealTh advisor

M arriage is a partnership. 
You and your spouse are a 
team both personally and 

financially. But sometimes, that part-
nership needs a little work. Even if 
you’ve been married for decades, 
you may need a refresher course on 
financial planning basics. Here are 
six financial moves married couples 
should make.  

start talking — Talking about 
money isn’t always fun. Some cou-
ples avoid having conversations 
about finances because they’re bor-
ing, while others skip the talk be-
cause of money anxiety or conflicts. 
But your financial lives are deeply 
intertwined, through both good 
times and bad. You and your spouse 
need to be able to sit down with 
each other and talk honestly about 

your finances. If talking about fi-
nances is hard for you, consider hav-
ing a monthly check in, where you 
sit down together and go over im-
portant issues. Or set up a meeting 
with a financial advisor. Having a 
neutral third party guiding the con-
versation may make it easier to talk 
seriously about your finances.   

get on the same Page — No, 
you’re not going to agree on every-
thing, money-wise. But when it 
comes to major financial moves — 
like saving for retirement or manag-
ing spending and debt — you 
should be on roughly the same page 
(or at least in the same chapter). If 
you’re both working together for the 
same things, you’re much more like-
ly to get to where you want to be.  

Continued on page 3
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a whole is driven by forces much 
bigger than any single individual, 
cartel, breaking news, or rumor. 

m the stoCk indexes reFleCt all 
available inFormation. The Dow 
theory believes everything there is 
to know about a stock and the 
economy at a given moment is 
factored into the prices of stocks. 
This includes hopes, fears, and ex-
pectations of such factors as inter-
est rates, earnings, revenue, and 
product initiatives. Unexpected 
events can occur, but usually they 
affect the short-term trend.  

three PrimarY trend Phases 

According to the Dow theory, 
major trends consist of three phases 
of varying length: 

stage 1: aCCumulation or dis-
tribution. In this phase, the smart 
money — typically large institutional 
investors like investment banks, pen-
sion funds, or mutual funds — start 
major buying or selling programs. 
Initially, this looks like a secondary 
countertrend, but trading volume on 
the major exchanges noticeably in-
creases on up days, while volume 
tends to be lighter on down days. In 
a bull market, stocks are cheap but no 
one other than value investors seems 
to want to buy them. In a bear mar-
ket, there’s a high level of enthusi-
asm for stocks, and few people be-
lieve the bull market is over. 

stage 2: the big move. In this 
phase, there are many more days in 
which the indexes move in the direc-
tion of the primary trend than in the 
opposite direction. In bull markets, 
there are strings of up days, followed 
by shorter strings of down days, re-
flecting the spread of enthusiasm for 
stocks. In bear markets, the opposite 
occurs, as anxiety and pessimism 
that the prior bull market is over 
mounts. The result is a significant, 
long-term increase (bull markets) or 
decrease (bear markets) in the market 
averages. 

stage 3: exCess. The final phase 

of a primary trend is marked by ex-
tremely high levels of emotion — en-
thusiasm in bull markets and pes-
simism in bear markets — which are 
signs that the primary trend is about 
to change. These extremes can be 
seen in the behavior of individual in-
vestors. In bull markets, even the 
most conservative investors are buy-
ing stocks. On the other hand, in the 
excess stage of a bear market, every-
one is concerned about safety of prin-
cipal, while those who bought stocks 
at high prices have finally given up 
and sold their stocks at a loss. 

the indexes ConFirm the 
neW trend 

For Charles Dow, the primary 
trend was reflected in the Dow Jones 
Industrial Average, which today 
comprises 30 stocks. But Dow also 
looked to another index to confirm 
the emergence of a new trend. In his 
day, that was the Dow Railroad 
Index. Today, it’s the Dow Trans-
portation Index of 20 companies en-
gaged in the shipping and trans-
portation of manufactured goods. 
The idea was that a true change in 
the trend of business activity in the 
big manufacturing firms would 
show up in business for the compa-

nies they hire to move the goods they 
make. 

For the second index to confirm 
the first, the Dow theory looks for 
both averages to be moving in the 
same direction. And, new highs or 
lows in one index are accompanied 
by new highs or lows at the same 
time or shortly thereafter in the other 
index. 

The Dow theory isn’t intended to 
help short-term traders. What it’s de-
signed to do is tip off long-term in-
vestors to changes in the trend, so 
they can shift their money from 
stocks to another asset class, like 
bonds or cash, during a full business 
cycle. 

Please call if you’d like to discuss 
this in more detail.     mmm

doW theorY 
Continued from page 1

2

FR2023-0213-0137

 
When adult Children return home

O nce your child has grad- 
uated from college, don’t  
assume that your financial 

responsibilities are over.  Adult 
children return home to live for a 
variety of reasons — they can’t find 
a job, they have too much debt to 
afford living alone, or they have di-
vorced and need financial support.  
Use the situation to help reinforce 
basic financial concepts: 

m set a time Frame.  Don’t let your 
child move in for an open-ended 
time period. Financial goals 
should be set and followed, so 
your child is working toward fi-
nancial independence and living 
on his/her own. 

m Charge rent. There are in-
creased costs when your child 

returns home — additional food, 
phone bills, utilities, etc.  Al-
though you don’t have to charge 
a market rental rate, you should 
charge something.  If you’re un-
comfortable taking money from 
your child, put the rent money 
aside in a separate account and 
use it to help your child when 
he/she moves out.  Also decide 
which chores your child is ex-
pected to perform. 

m Put Your agreement in Writ-
ing.  While putting everything 
in writing may seem too busi-
nesslike, it gives you an oppor-
tunity to clearly spell out your 
expectations and the rules of the 
house.  This can prevent future 
misunderstandings.     mmm
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but be Willing to ComPromise  
— Ideally, you and your spouse will 
be of one mind when it comes to 
money matters, but in reality, you 
might not always agree. That’s 
where compromise comes in. For ex-
ample, you may want to keep work-
ing until age 70 for maximum finan-
cial security, while your spouse may 
be dreaming of quitting his/her job 
at 60. You might want to meet in the 
middle by planning for a retirement 
that starts at 65 for both of you — a 
little earlier than you might like and 
a little later than your spouse might 
prefer.  

Put it in Writing — Don’t let 
inertia lead you and your spouse to 
skip key financial and estate plan-
ning tasks. Even if you want all your 
money and personal effects to go to 
your spouse, a will is still helpful in 
clarifying your wishes should you 
die unexpectedly. You may also want 
to set up a financial power of attor-
ney to ensure that your spouse can 
make financial decisions on your be-
half if you’re incapacitated. If you 
don’t do this, your spouse may have 
difficulty selling stocks or real estate 
while you are unable to make deci-
sions on your own. Meanwhile, a liv-
ing will and medical directive can 
make it clear to your spouse and 
your other family and loved ones 
what medical interventions you 
would want (or not want) if you are 
seriously ill. 

share inFormation — If the 
worst happens, will your spouse 
have the information he/she needs 
to keep the household running? 
Make sure that each of you knows 
how to access the bank and invest-
ment accounts — even the accounts 
for the household utilities. You each 
should also know how to locate im-
portant documents, like insurance 
policies, financial records, birth cer-
tificates, and the deed to your 
house.   

meet With an advisor togeth-
er — It’s not unusual for one spouse 
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lessons learned From the stoCk market

I f you pay attention to the stock 
market, you can learn some 
valuable lessons: 

m the market tends to revert to 
the mean.  There is a tendency 
for the stock market, when it has 
an extended period of above- or 
below-average returns, to revert 
back to the average return.  
Thus, following an extended pe-
riod of above-average returns in 
the 1990s, the stock market ex-
perienced a significant down-
turn, helping to bring the aver-
ages back in line. 

m don’t Chase PerFormanCe.  In-
vestors often move out of sec-
tors that are not performing 
well, investing that money in in-
vestments that are currently 
high performers.  But the mar-
ket is cyclical and often those 
high performers are poised to 
underperform, while the sectors 
just sold are ready to outper-
form. Rather than trying to 
guess which sector is going to 
outperform, make sure your 
portfolio is broadly diversified. 

m avoid strategies designed to 
get riCh quiCk in the stoCk 
market.  The stock market is a 
place for investment, not specu-
lation.  When your expectations 
are too high, you have a tenden-
cy to chase after high-risk in-
vestments.  Your goal should be 
to earn reasonable returns over 
the long term. 

m don’t avoid selling a stoCk 
beCause You have a loss.  When 
selling a stock with a loss, an in-
vestor has to admit that he/she 
made a mistake, which is psy-
chologically difficult to do.  

When evaluating your stock in-
vestments, objectively review 
the prospects of each one, mak-
ing decisions to hold or sell on 
that basis. 

m make sure an investment Will 
add diversiFiCation beneFits 
to Your PortFolio.  Diversifica-
tion helps reduce the volatility 
in your portfolio, since various 
investments will respond differ-
ently to economic events and 
market factors.  Yet it’s common 
for investors to keep adding in-
vestments that are similar in na-
ture.  This does not add much in 
the way of diversification, while 
making the portfolio more diffi-
cult to monitor. 

m CheCk Your PortFolio’s Per-
FormanCe PeriodiCallY.  Com-
pare your actual return to the re-
turn you targeted when setting 
up your investment program.  If 
you aren’t achieving your tar-
geted return, you risk not reach-
ing your financial goals.  Now 
honestly assess how well your 
portfolio is performing.  Are 
major changes needed to get it 
back in shape? 

m no one knoWs Where the mar-
ket is headed.  No one has 
shown a consistent ability to 
predict where the market is 
headed in the future.  So don’t 
pay attention to either gloomy 
or optimistic predictions.  In-
stead, approach investing with a 
formal plan so you can make in-
formed decisions with confi-
dence. 

Please call if you’d like to dis-
cuss strategies for your investment 
portfolio.     mmm

to take on a bigger role in the day-to-
day financial planning process, ei-
ther out of choice or necessity. But 
even if one spouse takes a hands-off 
approach to money, both of you 
should still be present at meetings 
with your financial advisor. That’s 

because you’re a team, and your ad-
visor will be better able to provide 
appropriate advice if he/she can 
hear from both of you.  

Please call if you’d like to dis-
cuss this in more detail.     mmm 
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Will Your Child Finish College in Four Years? 
When planning for college costs, a common assumption 

is that your child will obtain a bachelor’s degree in four 
years.  But how realistic is this assumption? 

According to the Department of Education, approximate-
ly 41% of college students graduate in four years, increasing 
to 60% of students graduating in six years.  Taking an addi-
tional year or two to complete college can add substantially to 
the overall cost.  There are several reasons why students take 
longer than four years to complete their degrees: 
m Many students find they need to work to help finance the 

cost of their college education.  That could mean they ei-
ther take time off from college to work or they take a 
smaller course load each semester. 

m A substantial number of students transfer colleges.  Cred-
its don’t always transfer equally between colleges, which 
may prolong the time needed to complete a degree. 

m Many students change majors, which typically involves 
additional coursework.  The National Center for Educa-

tion Statistics estimates that 80% of students switch ma-
jors at least once. 

What can a parent do to help shorten the amount of 
time the child spends obtaining a college degree?  Actively 
get involved in helping the child with his/her selection of 
a college and a major.  Since students who change colleges 
and majors often extend the time needed to obtain a de-
gree, helping your child with those selections could help 
ensure they make good initial selections.  Parents should 
honestly assess the child’s abilities and goals when making 
those decisions. 

Once the child is in college, the parent should also 
monitor the child’s progress.  Find out how many courses 
your child needs to take to complete college in four years.  
If the child falls behind, perhaps a summer class or two can 
get him/her back on track.     mmm          FR2023-0213-0137

                                                                         Month-end 
Indicator                               Apr-23   May-23   Jun-23     Dec-22   Jun-22 
Prime rate                                8.00         8.25          8.25          7.50         4.75 
Money market rate                 0.51         0.53          0.54          0.33         0.10 
3-month T-bill yield               5.07         5.30          5.18          4.35         1.75 
10-year T-bond yield              3.44         3.64          3.81          3.88         2.98 
20-year T-bond yield              3.80         4.01          4.06          4.14         3.38 
Dow Jones Corp.                     5.26         5.60          5.54          5.54         4.80 
30-year fixed mortgage          6.97         7.24          7.24          6.80         5.98 
GDP (adj. annual rate)#      +3.20       +2.60       +2.00       +2.60       -1.60 
                                                          Month-end                    % Change 
Indicator                              Apr-23    May-23    Jun-23      YTD   12-Mon.   
Dow Jones Industrials      34098.16  32908.27  34407.60      3.8%     11.8% 
Standard & Poor’s 500       4169.48    4179.83    4450.38     15.9%     17.6% 
Nasdaq Composite           12226.58  12935.29  13787.92     32.0%     25.0% 
Gold                                      1982.55    1964.40    1912.25       5.5%       5.2% 
Consumer price index@      301.84      303.36      304.13       2.2%       4.0% 
Unemployment rate@              3.50          3.40          3.70       0.0%       2.8%  
# — 3rd, 4th, 1st quarter   @ —  Mar, Apr, May  Sources:  Barron’s, Wall Street Journal 

Past performance is not a guarantee of future results.

4-YEAR SUMMARY OF DOW JONES  
INDUSTRIAL AVERAGE, 3-MONTH T-BILL &  

20-YEAR TREASURY BOND YIELD 
JULY 2019 TO JUNE 2023
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