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Tiime for another”Freaky” update 
 
We enclose below our pieces from 24th August and 21 June and provide a quick update 
below 
 
1990,1998 and 2007 comparison 
 

 

2007 

? 

1998 

1990 

 
We retain our optimistic assessment (Yes optimistic) that this is more like 1990 and 1998 and 
that while we are likely to have another fall in the DJIA towards 11,000 in the weeks ahead 
that may well be the platform (barring policy mistakes) for the turn 
 
However>>>>>  Something has to give between this more optimistic chart and the less 
optimistic 1987 chart below 
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Comparison of 1987 and 2007-09-07 
 

 
For the umpteenth time we hope this is not the
narrowing here where one overlay breaks dow
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We hold with our freaky chart scenario on DJIA…..BUT ***24 August 2007**** 
 

It would be remiss of us not to draw attention to a scenario that is not our base case and that could 
be a danger 
Before you all jump up and down saying here it comes- “the attempt to water down the bearish view 
with the bullish alternative” that is not what we are looking at. What we are looking at is a scenario 
(not our base case at this stage) that is worse than our base case. 
 
First let us once again revisit the “freaky chart redux” with 1998 now added into the fray along with 
1990 and 2007. This remains our core expectation. 
 

� 

� 

� 

� 

1990: The Djia peaks on 17th July 1990 and turns. T
takes it down 21.8% over 63 trading days over shoo
by 0.5% 
1998: The Djia peaks on 17th July 1998 and turns. T
takes it down 21.6% over 31 trading days 
2007: The Djia peaks on 17th July 2007 and turns. T
time when the 200-week moving average was sitting
 

With the 2 prior occasions averaging 21.7% down over 47 t
correction goes according to plan) would be to see the DJIA
around 19 Sept 2007 and no later than 11 Oct 2007. 
 
Our base case view has for some time been the 1990 focus as 
housing and Kuwait while the credit crunch of 1998 also caught
consequence we believed (and still do) that the Equity move is 
event. 
This obviously differs from 1987 and 2000 when equities were o
 
If this is the case then there is something quite important that w
the back of housing, high oil prices, an early summer squeeze h
ultimately Saddam’s misguided Kuwait incursion) and in 1998 (O
crunch and the Russian crisis) the Federal reserve under Alan G
interest rate cuts to diffuse the situation. This gave the Equity m
“all over it” and ready to do whatever was needed. As a conseq
quite deep at 21.8% and 21.6% respectively (High to low moves
were re-testing the highs by early 1991 and late 1998 respective
 
So let us head to our much less desired/favoured scenario…
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First we will repeat a note below that was sent out on 21 June 2007 
 

Take with a pinch of salt…..BUT  *****(21 June 2007 Re-print)******** 
 
 

• The last 2 years have been very good years for the stock market in an extremely 
strong bull market that began 5 years ago. 

• This has been fuelled by leverage buyouts/merger mania 
• Massive amout of money raised by packaging low quality fixed income securities that 

have high interest rate due to high risk of loss 
• Large IPO issuance 
• Inflation concerns have become elevated 
• We have a new leader at the helm of the Federal reserve. 
• USD has been declining amid concerns about the trade and budget deficits 
• U.S. long end yields have started to push up sharply again to new high in the move 

having corrected back for a number of months 
 
 
 
 
A good summation of 2006-2007???? 
 
 
 
Close but 20 years off 
 
 
 
The above refers to 1986-1987 
 
 
 

Please see the chart on page following. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Comparison of the price action in the DJIA between August of 1986 until 
the peak in August 1987 and June of 2006 to the high this month 
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August 1986- 
August 1987 

June 2006- 
June 2007 

 
 
 
Now let us look at this chart today 
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Update of 21 June chart above 

 

28 trading 
day gap 

28 trading 
day gap 

• After the initial downturn in 1987 from the 25th August peak the DJIA had a good bounce of 
7.1% peaking on 02 October. This was 28 trading days after the 25th August peak. 

• After this the real down move began with a 10-trading day down move into Friday October 
16th 1987 and on Monday 19th October 1987 the DJIA dropped 22.6% in one day. 

• The peak set in this rally, as we know was 17 July 2007 (Just like our favoured scenario of 
1990 and also identical to 1998). Today is 28 trading days since that peak and the rally so 
far is 6.24% (7.1% would take us to 13,407) 

 
As we have continued noted this is not our base case scenario, but smarter people than us 
who we respect have articulated concerns about a 1987 dynamic. What therefore would be 
the concerns we could articulate that this more negative scenario could develop? 

• In 1990 we had a domestic housing downturn, higher oil price and external event to 
deal with(Kuwait) while in 1998 we had a domestic credit issue (LTCM) and the 
external event of the Russian debt crisis. 

• This time we have a potential double whammy with 2 domestic issues- Housing and 
Credit crunch intertwined together. 

• As detailed above 1987 had a new FED who held a firm line on monetary policy and 
did not capitulate until the market did crash. 

• The present FED seems to be trying to give a good repeat of that attitude. Call us 
cynical but last Friday’s move looks to us all the hallmarks of a move to try and avoid 
a Fed funds cut rather than a precursor to one. If that is the case then there has got 
to be a real danger that we soon hear some noises to that effect. Given the cuts still 
priced in to the market that rhetoric if it comes would not be well received. 

• On that note another observation. Despite continued rhetoric from the Fed over the 
course of this year that sub-prime and all associated with it was contained what have 
we had in recent days? We have heard from Poole and Lacker pretty much the same 
message. Don’t panic …everything is fine (1998/2000 anyone?). In the U.K there is a 
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well known children’s storybook character that has the moniker “Where’s Wally’ and 
in the U.S. it is “Where’s Waldo”. Do we need to invent a new one????  Where’s 
Ben?. If there is one thing in the last few weeks that strikes us more than anything is 
that at a time when confidence/leadership are key (A la J.P. Morgan) we have not 
had a peep from Mr. Bernanke. Are we the only ones who think this is amazing???? 

 
 
Bottom line we hold our view that these are trying times and that the worst is not over. 
We also hold our view that lower yields will be seen in the months ahead on the back of 
credit, housing, the economy and equities. 
 
We believe that as this develops the Fed WILL show leadership, will cut rates as necessary 
and will ultimately stabilise the situation. 
 
If we are wrong in this assessment then as we have said previously, without the Bernanke 
PUT we may have to entertain the idea of the Bernanke crash. 
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Disclaimer         
This communication has been prepared by a member of the Sales and Trading Department of 
Citigroup, which distributes this communication by or through its locally authorized affiliates 
(collectively, the “Firm”). Sales and Trading personnel are not research analysts and the 
information in this communication is not intended to constitute “research” as that term is defined 
by applicable regulations. Compensation of Sales and Trading personnel includes consideration 
of the performance of this Department’s activities. The views expressed herein may change 
without notice and may differ from those views expressed by other Firm personnel.  

You should assume the following: The Firm may be the issuer of, or may trade as principal in, the 
financial instruments referred to in this communication or other related financial instruments. The 
author of this communication may have discussed the information contained herein with others 
within the Firm and the author and such other Firm personnel may have already acted on the 
basis of this information (including by trading for the Firm’s proprietary accounts or 
communicating the information contained herein to other customers of the Firm). The Firm 
performs or seeks to perform investment banking and other services for the issuer of any such 
financial instruments. The Firm, the Firm’s personnel (including those with whom the author may 
have consulted in the preparation of this communication), and other customers of the Firm may 
be long or short the financial instruments referred to herein, may have acquired such positions at 
prices and market conditions that are no longer available, and may have interests different or 
adverse to your interests.  

This communication is provided for information and discussion purposes only. It does not 
constitute an offer or solicitation to purchase or sell any financial instruments. The information 
contained in this communication is based on generally available information and, although 
obtained from sources believed by the Firm to be reliable, its accuracy and completeness is not 
guaranteed. Certain personnel or business areas of the Firm may have access to or have 
acquired material non-public information that may have an impact (positive or negative) on the 
information contained herein, but that is not available to or known by the author of this 
communication.  

Financial instruments denominated in a foreign currency are subject to exchange rate 
fluctuations, which may have an adverse effect on the price or value of an investment in such 
products. Investments in financial instruments carry significant risk, including the possible loss of 
the principal amount invested. Investors should obtain advice from their own tax, financial, legal 
and other advisors, and only make investment decisions on the basis of the investor’s own 
objectives, experience and resources. 

This communication is not intended to forecast or predict future events. Past performance is not a 
guarantee or indication of future results. Any prices provided herein (other than those that are 
identified as being historical) are indicative only and do not represent firm quotes as to either price 
or size. You should contact your local representative directly if you are interested in buying or 
selling any financial instrument, or pursuing any trading strategy, mentioned herein. No liability is 
accepted by the Firm for any loss (whether direct, indirect or consequential) that may arise from 
any use of the information contained herein or derived here from.  

Although the Firm is affiliated with Citibank, N.A. (together with its subsidiaries and branches 
worldwide, “Citibank”), you should be aware that none of the other financial instruments 
mentioned in this communication (unless expressly stated otherwise) are (i) insured by the 
Federal Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or 
other obligations of, or guaranteed by, Citibank or any other insured depository institution.  

This communication contains data compilations, writings and information that are proprietary to 
the Firm and protected under copyright and other intellectual property laws, and may not be 
redistributed or otherwise transmitted by you to any other person for any purpose. 

Copyright © Citigroup 2006. 
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