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I have always thought that if, in the lamentable era of the “New 

Economics,” culminating in 1929, even in the very presence of dizzily 

spiralling prices, we had all continuously repeated, “two and two 

still makes four,” much of the evil might have been averted. 

Similarly . . . when many begin to wonder if declines will never 

halt, the appropriate abracadabra may be: “they always did.” 

Bernarp M. Barucu 

From his 1982 Foreword to Mackay’s 
Memoirs of Extraordinary Popular De- 

lusions and the Madness of Crowds 
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PREFACE 

The author has long felt the need for a definitive work on stock market 
timing, embracing not only the broad intermediate and long-term trends, but 
the specific forecasting of day-to-day price movements. So little information of 
a technical nature is provided along these lines in current market literature, 

and so much is yet to be put down on paper, that the writer considers the work 

at hand as merely a first attempt to fill the void. 

Any enlightenment on what the stock market or individual stocks are likely 
to do immediately becomes profitable information in the literal sense of the 

word, for nowhere else in the world is good information better rewarded in 

the monetary sense than in the selection of the right stocks at the right time, 

either for buying or for selling. In view of the fact that the most valuable type 
of market information is that of timing, the first stress must lie with the tech- 
nical side of the market, not the fundamental. It was the technical indicators 

which firmly ruled against paying $103 a share for U.S. Steel on January 4, 

1960, the morning following the settlement of the longest steel strike in Amer- 

ica’s history. It was the technical indicators which foresaw that the 1959 steel 

strike was likely to last more than three months. Fundamentals provided no 
enlightenment on steel strike duration, no hint that the market was more likely 

to go down on steel strike settlement rather than up. 

The book is designed to guide the user profitably through the rough spots 
of the day-to-day stock market, not only stressing the obvious, but magnifying 

the subtle nuances which also have an important bearing on what the market 

is likely to do next. 

At the heart of the book is a threefold purpose: (1) To show the user what 
to look for, (2) To interpret the information once identified, and (3) To act on 
that interpretation in the most profitable manner. Nothing worthwhile is 

gained without some effort. If the reader should acquire the desire to do some 

independent thinking for himself about the market after reading this volume, 

then the writer's initial efforts will have been justified. Once the reader be- 
comes increasingly aware of the advantages of independent thinking and re- 

vil 
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search, he will immediately begin to develop a fresh insight on market timing 

and, needless to say, will enhance his estate further in the process. 

As a daily stock market guide, the book is intended to help the user to do 

better by providing him with new and interesting stock market timing indicators, 

indicators tested by many years of market past performance. The use of these 

indicators should enable the reader to avoid the common mistakes of market 

misinterpretation; take advantage of the less obvious, but equally meaningful, 

buy and sell market signals; weigh the daily news with a knowledge of the 

probable market impact rather than what the public thinks the impact will be; 

recognize why certain stocks may be strong and others weak, and know where 

the probable direction of the market is pointed. 

The writer suspects that the book’s more unorthodox features will raise some 

eyebrows in conservative circles but, it is felt, anything that throws some light 

on why the market acts as it does justifies the descriptive devices employed. 
The Barron’s Confidence Index is treated at some length as a primary fea- 

ture, not only because of its very newness as an applied stock market indicator, 

but because of its high degree of timing accuracy, which has immediately placed 
it in the forefront of the major market indicators. Other than the writer’s brief 
article on the subject (Barron’s, September 7, 1959 entitled “Market Fore- 
caster?” ), no other literature pertaining to this indicator exists. The fuller treat- 

ment here is an attempted compensation for that lack. Based on the many 
inquiries received, the most pressing questions pertaining to the interpretation 

of the Index movements are answered in the form of a set of Confidence Index 
rules. While it has been impossible for the writer to acknowledge personally 
the questions on the Confidence Index which the many letters contain, it is 

hoped that the material here will suffice to satisfy the curiosity so understand- 
ably generated. 

Reference to the Confidence Index is not complete without an appreciative 
nod to Lawrence Zeiberg for first calling the author’s attention to the Index by 
lucky accident, both of us completely unaware at the time of its significance. 

The writer acknowledges the kind permission of Kaler Courses, Rochester, 

New York, to quote from Mark Weaver's “Making M oney on Declines in the 

Stock Market.” * 
In order to illustrate the constant presence of the basic day-to-day indicators 

and their application in daily market forecasting, some of the material the author 
has written for E. F. Hutton & Company in the form of market letters and supple- 

” Available through Kaler Courses, Greece P.O, Box 1, Rochester 16, N. Y. 
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mentary market wires is used in the first section in order to exemplify the points 
covered. 

The charts used in the section on the 200-day moving average price lines are 
reproduced with the permission of the Economic Trend Line Studies, 200 South 
Michigan Avenue, Chicago, Illinois. 

Acknowledgements would not be complete without reference to construc- 

tive criticism from A. L. Green, Ogden Edwards, and Richard Calvert, Sr., to- 

gether with a special vote of thanks to Robert B. Ritter for additional time spent 
in rounding out various points covered by the text with extra research. Thanks 
also are extended to the unmentioned many who have provided the author with 

the incentive to dig below the surface for new ideas on the market and look for 

novel applications of old ideas. Lastly, the writer is deeply indebted to E. F. 

Hutton & Company for constant encouragement as well as the daily opportunity 
to freely discuss many of the points covered here in their market letters and 
wires. 

In the introductory section you will learn that the natural law of markets is 

so fixed that the stock market provides a daily forecast capable of producing 
maximum profits for those who will open their ears and listen to what the market 

says. 
JosepH E. GRANVILLE 

New York, 1960 

The observations, opinions and conclusions made in this book are 

those of the author and should not be construed as those of E. F. 

Hutton & Company. 
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INTRODUCTION 

Why is it that numerous stock market opportunities to parlay $1,000 into a 
quarter of a million dollars in ten years constantly elude 99% of the people in 
the market? The figures sound ridiculous but the key to doing just that is 
potentially within your reach at all times if you will listen to what the market 
is saying and do exactly what that sign language indicates that you should do. 

Ten 100% Trapes Can Take A THOUSAND TO A 

QUARTER OF A MILLION 

Step 1 $1,750.00 Step 6 $28,722.83 
Step 2 3,062.50 Step 7 50,264.96 

Step 3 5,359.37 Step 8 87,963.68 
Step 4 9,378.89 Step 9 153,936.44 
Step 5 16,413.05 Step 10 269,388.77 

There it is, double your money every year in the market (less 25% capital 
gains tax). Of course it sounds too good to be true. It isn’t that 99% of the 

people can't do it, but it is because 99% of the people WON’T DO IT. Why? 
Simply because they do not know how to read the sign language of the market. 
Even among the comparatively few who do possess this talent there are many 
who refuse to heed what the market may clearly be telling them to do. 

It might be asked how can one double his money each year if the market goes 
through recurring cycles of bull and bear markets? Pick up the stock tables in 
your newspaper and study the range between the annual highs and lows on all 
the stocks. You will undoubtedly find literally dozens and dozens of price 
ranges exceeding 100%. That is a constant phenomenon through all types of 
markets. Keep in mind that a decline in the price of a stock is a gain 
for the short seller. In the newspaper you will find, therefore, the statistical 

proof that you can potentially double your money or more every year, but to 
do so you must avoid the commonest pitfalls which beset 99% of the people who 
would embark upon such a program. 

1 



INTRODUCTION 

Ten or THE COMMONEST PITFALLS 

. Listening to what others say instead of what the market is saying. 

. Buying a stock on good news. 

. Buying a stock in the face of a declining short interest. 

. Guessing at tops and bottoms. 

. Being wedded to the long side of the market by way of personal principle. 

Unwillingness to trade. 

. Ignorance of the technical indicators. 

. Overstaying the market. 

. Being blinded by the importance of dividends. 

. Being wedded to fundamentals. 

OWNDUA © bY 
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Avoiding the first pitfall will enable you to avoid all the rest. This book is 

intended to be your guide to translating what the market says. The principles 

are fixed and therefore the book is deemed to be fresh and applicable at any 

juncture in the market. There is nothing particularly difficult to grasp in the 

market sign language. Past performance shows it to be reliable because con- 

ditions change, backgrounds change, BUT PEOPLE DON’T. Anything that 

goes on outside of the market is capable of being tinged by bias and therefore 

all your attention must be centered on what the market says and only on what 

the market says. It speaks in terms of technical indicators and these are the 

tools you must use if your objectives in the market are aimed at the realization 

of MAXIMUM profits. 

Timing is everything 

Good information cuts risk. It is an important ingredient for success in the 
stock market but without a sense of timing, however, it is rather useless. Good 

information must include timing information and only the market itself can 
provide it. A good quality stock bought for trading purposes and purchased at 
the wrong time results in a loss while a poor quality stock bought at the right 
time can result in a profitable purchase. The latter is a successful transaction 
for the short-term trader but if that poor quality issue was held too long, it would 

inevitably result in a trading loss. Risk is reduced by putting a little more 
stress on buying the quality issue at the right time in view of the fact that poor 
timing with low quality issues can result in greater losses. 

Timing information then is the most valuable type of market intelligence and 
is the most sought after. There have been many theories on stock market 
timing and undoubtedly the father of them all is the famous Dow Theory. 
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What about the ripples? 

William Peter Hamilton, the great Dow theorist, would often go for days 
or even weeks between editorials on the stock market in the Wall Street Journal 
because he felt that the day-to-day action was not significant enough to comment 
upon on a daily basis. During such periods, however, some stocks would 
advance many points and market followers who were waiting for the Dow 
Theory to say something found themselves missing many a highly profitable 
trade. 

The Dow Theory speaks in terms of the great primary waves and the inter- 
mediate swings in the market but has very little to say about the ripples, the 
day-to-day movements. The Theory is likened to the face of a great clock but 
this writer maintains that the minute hand and the second hands are missing. 
The Dow Theory has a meaning ready when the industrial and rail averages 

are going through certain levels on the upside or the downside, but the Theory 
has nothing to say beforehand as to whether those particular levels in the two 

averages will be penetrated or when. Most serious members of the investment 

fraternity will tell you that they seldom bother with the day-to-day market, 

many of them quoting the Dow Theory on ripples. This writer maintains that 

this is nothing more than their way of saying that they do not understand the 

day-to-day market and would not even attempt to read it. They will say that 
only the intermediate and long-term movement of market prices is important to 
them. The writer has no quarrel with this but wishes to formulate a new and 

practical theory of reading the market which does not take away from the old 
but adds to it in a way that is sorely needed today. 

The market never wastes a single day 

The question might be asked the reader—how can one foresee the future 

trend of the market if he does not understand the present, what the market is 

saying today? The new theory, therefore, reverses the Dow Theory and puts 
some needed emphasis on the day-to-day stock market movement. After all, 

ripples make the waves and the waves make the tides. Oaks come from acorns, 

molecules are made up of atoms. When the wind blows it creates the ripples 

first. 

The basic premise 
The writer’s basic premise on looking at the stock market is this: like snow- 

flakes, no two days in the market are exactly alike, but inasmuch as snowflakes 



4 
INTRODUCTION 

are merely forms of water and water is always H2O, then there are basic ele- 

mentals in stock market action which never change, only their molecular com- 

binations differing. If the elements can be understood, then their combinations 

are capable of being correctly interpreted. The new Theory reduces the 

market and its economic stimuli to a set of elemental points, observations, and 

market truisms. Every day in the stock market some of these elementals apply 

in combination with others. Each elemental constitutes a separate market indi- 

cator as to where the market is headed. Any one of them taken alone means 

little inasmuch as more important market indicators can dilute or even negate 

the importance of that single one. The weighing of all the indicators, however, 

can be formulated and weighed in terms of past performance. This then can 

be labeled as the total indicator concept. 

Every little movement has a meaning of its own 

Everything that the market does has a meaning and is capable of being inter- 

preted either positively or negatively, bullishly or bearishly. Some things, of 

course, have greater weight than others and combinations of these elementals 

are so overpowering that the market almost always reacts the same way follow- 

ing their occurrence. Some elementals are powerful enough standing alone to 

lift the market or depress it. When these factors are equal and opposite, the 

effect of their combination is often cancelled or neutralized and the trend of 

the market is unchanged. 

This is not a Monte Carlo system for beating the market 

There is no perfect system for stock market timing and never will be. How- 

ever, it is reasonable to believe that market timing can be immeasurably im- 

proved through a wider recognition of what constitutes the interacting cross- 

currents of bullish and bearish stimuli on the market. The majority of market 

observers have a rather limited conception of the number of factors in the market 
that can successfully be used as market indicators. 

Know the indicators—most people don’t 

Ask the average market student how many indicators he is following and the 
usual answer is two, three, five, maybe even ten. Some have one favorite indi- 

cator upon which they place a great deal of reliance, odd lot figures for example, 
something that will be discussed in detail later on. This book embraces a large 
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number of points, observations, and truisms and uses them all as indicators. 
If a majority of these elementals are saying the same thing and that majority 
constitutes twenty, thirty, or even forty time tested indicators, the conclusions 
would appear to be more reliable than those derived from the use of a limited 
number of market pointers. 

The market can never talk too much but others can 
Nothing is hidden in the market if you know what to look for. The stock 

market is saying something every day. As a market letter writer, the author 
has often succumbed to the temptation to tell the market what to do. This is 
useless. The market does all the talking and its message can be interpreted by 
simply understanding what constitutes the important indicators. 

The very lack of action at a given time can save the investor and trader thou- 
sands of dollars. If the market indicates that it is on the brink of an important 
decline, buying is best deferred. As the reader will come to see later in the 

book, certain combinations of circumstances always get together just prior to 

such declines. Recognition of these factors alone are just as profitable as 

making money on the long side of the market, in fact in many cases more 
profitable inasmuch as market declines in terms of time are always sharper than 
the advances. It may take a stock a month to climb 10 points but it can lose that 
gain in three days. 

By the use of a daily set of unemotional indicators, the trader and investor can 
at all times hear what the market is actually saying and not be influenced unduly 

by what the newspapers and other majority opinion moulders are saying. 

If it’s obvious to the public it’s obviously wrong 

Many times the stock market will trace out what appears to be a very illogical 
pattern. In the face of overwhelming bullish news stocks may begin to pro- 

gressively sell off and nothing bewilders the uninitiated more than this. Shall 

stocks be held or should they be sold? Adherence to only the obvious factors 
affecting the stock market often results in the wrong answer to this question and 

the obvious factors may indicate that stocks should be held. The decline con- 

tinues and what constituted the less obvious factors then comes to the fore and 

becomes obvious. By that time, however, everybody is aware of these factors 

and bearishness becomes widespread. The public majority then begins to 

dump stocks just at a time when the less obvious market indicators are spelling 
out a bullish buy signal. As usual, the heavy public selling coincides with the 
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timing of important market lows. The uninformed are selling and the informed 

are buying. The uninformed are selling stocks they paid a retail price for at 

wholesale prices and the informed who sold at retail prices are rebuying them 

at wholesale prices. 

A fortune never fell into the pockets of the public 

Stock market profits belong to those who are capable of doing their own think- 

ing. Was Wall Street screaming caution in August 1929? Of course not. 

Yet, all the less obvious indicators pointed to only one thing and, as everybody 

knows, it happened. Did the newspapers come out in 1932 and proclaim the 

great buying opportunity that then existed in the market? Of course not. Yet, 

the same less obvious indicators were pointing upward. Once the recovery in 

the market got underway in 1932, did anybody come out and tell the public to 

get out of stocks again that Fall because a banking crisis lay directly ahead? 

Of course not. Yet, the same indicators called for a decline with a return close 

to the previous 1932 lows. 
When the Dow-Jones Industrial Average was at 190 on the quiet summer day 

of August 14, 1937, how many traders and investors had any inkling that the 

market was on the brink of one of the sharpest retreats in market history? Were 

they warned of some of the things that lay ahead? Of course not. What were 
they told? Well, one of the leading financial journals of the day told the public 
that (a) business failures and liabilities were at the lowest level of any July since 
1919, (b) it was believed that business in the autumn would rise to further 

heights, (c) it was believed that demand for commercial loans would increase 
in the fall owing to large crops and an expected general improvement in busi- 

ness, (d) the depression at long last was being surmounted, (e) construction 

reached a new high level for the recovery, (f) Canadian industrial activity 

during July was 20% above a year ago, (g) department store sales were rising, 

(h) auto manufacturers were raising car prices, (i) rayon production reached 

a new record and (j) steel output rose 9% in July over the previous month. 

The next day in the stock market saw the start of a decline which carried the 
Dow-Jones Industrial Average from 190 down to the 90’s in 74% months. Yes, 
Fall business was good, good for those who sold short that summer. 

The newspapers and financial magazines weren't saying much about the fact 
that General Motors had been declining since November 1986 and what that 
meant in the light of past performance. Nobody was aware of what the indices 
of confidence were saying. Few had taken the trouble to interpret the meaning 
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of the declining loan ratio. There was little or no discussion about the fact that 
the majority of stocks had topped out by the end of 1936. That was nothing 
new. It happened in 1928 but that was different. 

Develop a green thumb for stocks 
Every stock has its season. Like tomatoes, many a stock price moves from 

the hardy seedling stage, to the flowering of the fruit, to the ripening stage, and 
then to full maturity. Following that, the overripe or rotting stage sets in, 
equivalent to the price of a security declining after a major peak is reached. 
Too often, attracted by undue price activity and volume, the public is tempted 
to buy at the end of a major advance and pay full retail for a stock which, like an 
overripe tomato, is on the verge of deterioration. The time to buy the stock is 
when it is in the “green” stage, but to do this a knowledge of the stock’s “season” 
is necessary. 

In the summertime motorboats are in full season. Bargain prices are hard 
to find because demand is at a peak. Logically enough, Outboard Marine, the 
outstanding motorboat manufacturer is doing well and probably the stock is also. 
The public, now conscious of the timeliness of the outboard craze, rushes in to 
buy the stock, attracted by the fact that the stock is on the move and is a market 
leader. Soon after buying the stock in midsummer, it starts to decline much to 
their bewilderment. [Ilogical? Of course not, no more illogical than plucking 

an overripe tomato and watching it rot within hours. Outboard Marine has a 

tendency to be “green” in the winter and spring and “red” in the summer. 

Keeping in mind the tomato analogy, the informed trader buys in the green 

stage and sells in the red stage. It can be likened to a traffic light—green for go 
and red for stop—green for safety and red for danger. Fur coat sales reach a 
peak in the winter months but the smart buyer picks up the bargains in the 
summer. There isa time to buy and a time to sell but the smart stock trader sells 

by strategy, not by necessity. 

The seasonal swings in stocks can be very profitably taken advantage of once 
the reader quickly masters the rudimentary points, observations and truisms 
which combine themselves into an over-all market strategy for maximum stock 
market profits, a strategy which is the stock in trade of the true market profes- 
sional. A knowledge of a wide range of market indicators constantly in motion 

can materially aid the reader to think and act independently so as not to be per- 
suaded into buying when the indicators say sell and not to be talked into selling 
when the indicators say buy. 
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One musi trade—not invest 

The greatest stock market forecast of all time was made by J. P. Morgan and 

it consisted of but three words—“Stocks will fluctuate.” Because of this truism, 

professional traders are able to get more mileage out of their capital than the 

one-way trader or the capital gains or income investor. A $20 stock that goes 

up 20 points and comes down 20 points nets the investor no capital appreciation, 

the one-way trader 100% on his money, and the professional trader 200%. 

This is assuming the improbability that the stock was bought at the low and 

sold at the top by the one-way trader and sold short at the top and covered at 
the bottom by the professional “round-trip” trader. 

The majority of market traders are in the “one-way” class because most people 
are averse to selling a stock short (profiting on declines by selling unowned 

stock at a high price with the expectation of buying for delivery—covering—at 

a low price). Because of the “one-way” complex, the trading public is usually 
at a loss as to how to conduct themselves profitably in a bear market swing. 

They either try to buck the trend and get carried right down with the stocks or, 
at best, sell on the way down and sit out the move for the remainder of the swing. 

The seasoned professional trader, however, operates successfully in all types 

of market weather, recognizing the most basic of all market truisms—stocks will 

fluctuate. The day-in-day-out stock trader is therefore quite concerned with 
the so-called “ripples,” the day-to-day movement. The non-professional in- 
vestor and trader can also profit by better understanding these daily market 

movements, the existing literature on the subject up until now being quite 

conspicuous by its absence. 

Stop calling the doctor when your stocks 

are sick—be your own diagnostician 

Just as a book had to be written to save mothers from constantly calling their 
doctor to interpret various temperature readings, so then this book is designed 
to be a “Dr. Spock” sort of coverage on the market to help the reader intelligently 
interpret the daily temperature readings of the market and the stocks he holds. 

The broad picture is so broad that the meaning is shallow 
The market is a constant phenomena of motion. To transform this motion 

into the solid state in terms of a “still life” portrait that will serve as a fair re- 
semblance of the market at any particular time, necessarily results in something 
that smacks of unreality. This is no less real, however, than the comparison of 
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a living human being to his inanimate portrait. One changes and the other 
doesn't, but there is always a resemblance. This portrait of the stock market 
is painted with the objective in mind of bringing out the hidden hues of alternat- 
ing bullish and bearish characteristics in terms of weighing a series of ever- 
present indicators. A greater awareness of what these indicators are and how 

they should be interpreted will tend to keep the market portrait in sharper focus, 
a clearer picture of what is going on in the market at any particular time. Nu- 
merous portraits of the market exist, many of them great and of lasting useful- 
ness, but far too many are painted with the broad strokes of generality with no 
specific action designated for the situation at hand. A greater emphasis is 
placed here on the day-to-day movements, the fine portrait details that come 
into view upon closer examination of the market picture. 

The word technical does not mean difficult 

Probably what prompted the writing of this book more than any other single 
thing is that so often misspent efforts go into the determination of a stock’s value 

—(e.g.—earnings, dividends, management changes, etc.) and these efforts often 

go up in smoke because no effort was made to assess the timing of the market. 
ONLY SUPPLY AND DEMAND MOVES STOCK PRICES and that is meas- 

ured in terms of money moving into stocks and out of stocks and it is this move- 

ment that is first detected by the technical market indicators. In short, funda- 

mental stock analysis is of very minor value in terms of timing the market. 

Inasmuch as market timing is of prime importance, common sense dictates 

consultation with the technical indicators before an investment is made. With- 

out this consultation, the investor runs the risk of investing in a sound stock at 89 

when it might have been purchased at 59 three months later. The funda- 

mentalist would counter this by arguing that the investor was not trading in the 

stock but was taking a long-term position. This type of argument is shallow 

because in the above case the stock would have to make a round-trip of 60 points 

just for the investor to be standing still and in the meantime this “informed 

buyer,” while receiving income, would actually be receiving nothing more than 

small doses of his own capital and, to make the situation more ludicrous, would be 

taxed on this gradual return of his own money because the return of capital 

would be classified as “dividend income.” No matter how viewed, the long- 

term approach does not successfully argue against “buying at the best price,” 

the best price obviously being the lowest price. The fundamental approach 

cannot compensate for poor market timing. All bullish news in the world 

does not make an investor happy if his stocks are going down. 
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The trend of the market is of secondary importance compared to 

recognizing the trend beforehand 

It is essential that one learn to conduct his stock market participation profit- 

ably during bear markets as well as bull markets, inasmuch as bear markets 

must periodically occur. Americans are generally optimistic by nature and 

for this reason take great unnecessary losses during these periodic bear markets. 

It is hoped that the reader will gain a better understanding of why these periodic 

downswings in the market occur and how to recognize the signs of their occur- 

rence before they take place. Knowing the trend of the market in advance of 

the crowd enables the technically informed stock trader to continue profitable 
trading regardless of what that market trend is. 

The mechanics of the market are as simple as ABC once you 

learn the language 

A better understanding of the mechanics of the market in terms of accumula- 

tion and distribution and the psychology generated on these natural recurring 

phases is essential for maximum profits, regardless of whether these profits accrue 
from the investment or trading approach. As one market technician * recently 

put it: “To understand why a period of technical correction in the speculative 
stock market offers a number of excellent, although selected, opportunities for 

capital gains, it is necessary to realize just what a technical correction is. It is 

just another term for the accumulation phase which always follows a distribution 
phase. The stock market is a trading place where stock certificates are bought 
and sold. It is here that the seemingly incurable tendency of the uninformed 
public to swing to extremes of optimism and pessimism makes itself manifest 
to the naked eye.” 

In view of the fact that industrial activity and stock prices rise together 36% 
of the time, fall together 15% of the time, and diverge 49% of the time (stocks 
leading business), it is clear that the fundamental approach to the market alone 
cannot provide the answers to market timing, answers equally important to the 
investor as well as the trader. 

Only the technical approach offers the maximum potential for trading profits 

IN ORDER TO TRADE SUCCESSFULLY WITHOUT PROFITLESS IN- 
TERRUPTION ONE MUST ADOPT THE TECHNICAL APPROACH FOR 
CORRECT TIMING. 

*T. H. Mitchell. 
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Before getting into this book any further, try to clear your mind completely 
from an orthodox overemphasis of the importance of earnings, management, 
what you read in the newspapers about so and so company’s president putting 
forth an opinion about the business outlook, inflation, etc. You buy stocks 
because you would like to see them make you a profit. In order to do this 
successfully over and over there is only one reliable source of information to 
guide you, and that is the market itself. The market story is told in technical 
terms of volume, price, averages, high and lows, support levels, resistance levels, 
quality of leadership and many other things which can readily be grasped. 
The beauty of it all is that there is nothing difficult about it. It is merely a case 
of interpreting this “sign language” in terms of apples and oranges. Anything 
the market says is “technical” but again I must repeat—“technical” does not 
mean difficult. The technical approach is the only key the market provides to 
correct timing and TIMING IS EVERYTHING. 

Believe it or not, 90% of all investors and traders are deaf to the daily market 
technical message. They buy a stock at 90 because they are told (or they “hear” 
—a favorite expression) that the company will earn $10 a share in a given year 
and then are dumbfounded when the stock declines to 60 a few months later. 
First of all, they don’t ask themselves the first obvious question—why were they 
told this? You can’t always believe what you hear but you can trust what the 
market tells you and when a stock goes from 90 to 60 the technical approach 
to the market just would not allow you to stay in the stock to suffer that decline. 
You would have cut your losses short long before. Now, it is easy to tell a 

person to cut his losses short and practically all books on the stock market offer 
this advice to the reader. Unfortunately that is as far as they go. They give 
only a generality without the specific 1-2-3 evidence to look for in order to en- 
able the generality to be exactly applied. 

Like an amateur boxer, the market telegraphs its punches 

The market has never made an important move that wasn’t previously sig- 
nalled clearly by the important technical indicators you will read about here and 
subsequently learn to use to your immediate advantage. Most people are not 
aware of these signals. This is quite apparent, even among the many so-called 
professionals along the canyons of Wall Street. If you have any doubts along 
these lines, simply inspect in retrospect what the majority of brokerage houses 
were recommending to their customers in December 1959—the bland buying 
of issues which were clearly in evidence technically at the time to be on the 
verge of bear market declines of some magnitude. 
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If you had purchased cyclical stocks in December 1959 you learned the hard 
way that only the technical approach to the market is the reliable approach. 
The technical indicators clearly signalled the sharp decline in the cyclical issues 
which took place early in 1960. 

Before you apply the principles in this book, read it all the way through and 
refer to it every day because the market will be telling you something new each 
day. 
What you must first do now is familiarize yourself with a “feel” of the day-to- 

day market. This is done by learning what the day-to-day indicators are and 
how they should be interpreted. 
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DAY-TO-DAY INDICATORS 

Here, You Will Learn the Daily Sign Language of the Market 
and the Construction of a Daily Forecasting Formula 

The Six Most Important Things to Look at in the 

Financial Section of Your Daily Newspaper 

In some respects the stock market trend is easier to recognize in the broader 
sweep of its primary and intermediate swings than in its day-to-day movement. 
Actually, the market has something to say every day. First of all, it is a case of 

knowing what to look for and secondly, the quick and accurate interpretation 
of those findings. The stock market is its own best indicator and, as the reader 
will discover, tips its hand as to what it is going to do the next day 95% of the 
time. 

In order to make this daily forecast, the first requirement is a copy of a morn- 
ing edition newspaper containing a complete financial section. In that sec- 
tion will be found the key daily market indicators. Of course they are not so 
labeled and therefore must be identified as such. The majority of the day-to- 
day stock market indicators are derived from six segments of the daily financial 
section: 

. The Market Averages. 

. Most Active Stocks. 

Volume. 

. New Highs and Lows. 

. 80 Dow-Jones Industrial Stocks. 

. Pacific Coast Stock Exchange Prices. 
13 
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1. The market averages 

The table of market averages should contain the closing Dow-Jones Industrial 

Average as well as the closing Dow-Jones Rail Average together with the incre- 

ments of daily change. In the same Table, there should also be a closing level 

of the Standard & Poor 500 Stock Index together with its increment of daily 

change. A sample reproduction of this daily table from the New York Times is 

seen below: 

TABLE I 

Market Averages 
Tuesday, Jan. 12, 1960 

The New York Times Averages; Dow-Jones Stock Averages. , 
e 

ee 

Sassen net lao inaustriats ..0025 65849 66043 COTS . = : ustriaiS o. . 6 B . 
High, Low. Last. Chgejo0rails ........157,98 155.53 156.45 —1.06 

28 rafls. .....c04-109,38 107.59 108,21 — .87|15 utilities ..... 87.60 86.35 86.69 — .53 
25 industrials ..706.21 691.48 697.84 —7.62|69 Stocks ....... 218.10 214.46 215,86 —1.89 
50 composite ...407.79 399.53 403.02 4.25} Standard & Poor’s Indexes. 4 

‘Domestic Bonds 425 industrials ., 63.28 62.20 62.74 — .43 Key Market Indicators 
ails causes 33.98 33:38 33.65 — -i¢ : ‘ 

10Indus. 1 b iitles "3252 44:76 44:19 44.42 = 109 5-6 Disparity 
ere tas 109.14 +.31 70.08. bs 08 83 cer 671500 en $690 sae Sadi — 36 70 +. .14 +, .07. +, .15 +. omposite .. 58. i 4l — : 

- 13-16 Genuity 
Daily, Monthly and Yearly Range of Times Averages 19-20 Overdueness 
DAILY RANGE OF 5¢ STOCKS YEARLY BANGE OF 5 STOCKS 99°80 Reverenle 

Net 1980, High Low, Last, Chee. High, Date Low... Date. Last. 
Jan, W.eeovee-413,05 404.97 407.27 — 4,71|1960....420,12 Jan, 4 399.53-Jan. 12 403.08 | 34 35 3-Day Rule 
Jan. 8B.00+000.415,02 409,07 411.98 — 1.04] 1959.++-427.89 Aug, 3 354.60 Feb. 9 415.70 
Fan, Veeseeee416.23 410.76 413.02 — 2.68/1958---.368.41 Dec. 31 265.21 Apr. 10 366.57 | 44-45 True Level of the 
Jan, 6..0000+.420,03 41354 415.70 — 2.61 1957....347.74 July 16 261.07 Dec. 28 283.92 

Jan, S.c00000.420.00 412.27 418.31 + 4,33/1956....354.18 Aug, 9 307.62 Jan, 23 935.39 Market 
Jan. 4.ec000ee420.14 412.71 413.98 + .28|1955....35812 Dec. 9 257,85 Jan. 18 332.47 7 

1959 ae ane 1954....275.11 Dec. 31 17757Jan.11 271.46 | 48-49 The Closing 
Dec. 31...20060415,72 411.78 413.70 + 1.25/1953....197.53 Jan. 5 163.00 Sept.15 178.23 : 

*/1952....196.78 Dec. 31 165.88 May 1 195.71 | 52-53 Rebounds & Declines f ; L 195. MONTHLY ANGE OF 50 STOCES op [ok HSEH8 Oct. 15 157.86 Jan. 2 88 

71960, High. Date, Low. Date, Last. hee.) 1949. ...134.57 Dec: 30 104.48 June 14 133.78 
DAILY RANGE OF DOMESTIC BONDS 

1960....112.58 Jan. 5 107.59 Jan. 12 108.21|1994--+- 95.53 Dec, 
1959. <..122.96 July 9 101.19 Nov. 17 109.05] 1253---» $2.64 Jan. 
YEARLY RANGE OF 25 INDUSTRIALS | 1951. °": 97:82 Feb, 

1960....728.78 Jan. 4 691,48 Jan, 12 697.84/1950;... 97.82 Feb. 92.15 July 
49.... 94.02 Jan. 24 89.88 July. 

Dec. <..417.68 21 400.08 3 413.70 4 
Nov. :..402:93 30 382.28 17 400.93 + 4.65/Jan, 11..83,08 — .08)Jan, 6..83.12 + .27 

$2:402:90 “6 387.21 1 396.28 + 3:76|jan: 8..83.16 + .04| Jan. 5..8285 + 37 
Sept, "415.37 2 31732 22 39252 —2264) Jan. 7.:83.12 © °.. Jam. 4.:82.48 + “16 
aly Sa 2 408.23 4 423.49 p88 YEARLY RANGE OF DOMESTIC BONDS 

ee TEL ER Go kOe | NON besser reagan pene 
April ..397.87 27 369.92 1 390 18.771 1959. ... 87.18 Apr. 27 82.23 Dec. 29 82.32 (385.74 13 370.05 32 371.25 — 3.34|1858---- Ape 4 aay ee 
Ber ered Sal anaice) o. Sek ie cote | eke ‘Apr. 9 79.7LNov. 14 86.34 

YEARLY: RANGE 25 RAILROAD 1958, $5.63 Tam, 6 52:88 Bee is 53 a8 leeee A an. . . 
oF : 54.006 95-53 30 90.46 Jan. 4 95. 

2 87.71 June 17 0.38 

9 90.39 
9 84 

1959....737.06 Aug. 3 598.35 Feb. 9 718.36'19 

A total of eighteen market indicators can be derived from the Market Averages 
table. These are listed on the right of the table. Only some of these eighteen 
indicators are in force on any particular day. 
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2. Most active stocks 

The table of miost active stocks contains the fifteen heaviest traded stocks of 

the day. Part of the complete table includes the number of issues traded, the 
number of advances, the number of declines, the number of new highs, the num- 

ber of new lows, and the odd-lot transactions. A sample reproduction of this 

daily table from the New York Times is seen below: 

TABLE II 

Most Active Stocks 

Tuesday, Jan, 12, 1960 
N. Y. STOCK EXCHANGE 

Hupp Corp 2.164200 1134 = 1% 
Ford Mot s..ssseee.. 55,300 88 -b 36 
Sea. Mot o-eo5 ncn .. 51,700 52h — 2 
as Indust 42.6: ee a ee 
m Motors ...eseeee 43,400 8934 +2 , 

Anpebi ee. <o-o0c 40,000 10734 +7 Key Market Indicators 
Chrysler ...seseee+.. 38,200 657g — Ye 14 _ Plurality 
Std Oi] N J..sescee 36,200 4839 — %4 . 
a8 Pack ccostcsce 32,500 22% + Ve 4 ae 
AC TIN .secntevecce 30,900 7% .. roup Interest 

Cosden Pet .....0,+2 30,300 2378 .. P - 
46-47 General Motors Indicator U S Steel ..... eeeee 26,300 9614 — 1% 

Am Tel & Tel ..+0.s 26,300 817% + 50-51 Odd-lots 
E ee sesseee a i: —- Gen Elec pcg tbsid oo 54-55 Highs and Lows 

Ad- Dee New New 
Issues vances clines Highs Lows 

Yesterday...1,245 376 660 S§ 30 
dan. 11..... peye RLY fh) bY ey) 
Jan. 8......1,249 428 $92 18 19 

Qdd-Lot Transactions 
Jan. 11, 1960 

Pure Short Other Total 
chases Sales Sales Sales 

Shares ....501,111 2,789 372,147 374,936 

AMERICAN EXCHANGE 
Net 

‘ Volume Last Chg. 

Silver Creek .oosceee 39,400 2% — Ve 
Reeves Sound ..seeee 22,900 l1%4 + 1% 

Israel Am Oil...0... 21,300 Ife — ¥% 
Nuclear Corp ....++6 21,100 3%. W% 

Jupiter Oils ....--0+ 38,200 2 eo 

A total of fifteen market indicators can be derived from the Most Active Stocks 

table. These are listed to the right of the table. Only some of these fifteen 

indicators are in force on any particular day. 
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3. Volume 

DAY-TO-DAY INDICATORS 

The pertinent daily volume figures include the latest volume total and the 

total for the previous day for comparison. A sample reproduction from the 

New York Times is seen below: 

TABLE III 
(CORY BOLE ESD SIE CGE AL EP LLY LLP IDES DELETE LE GOSPEL LE LD EE ETI ED 

TUESDAY, JAN, 12, 1960 

Day's : romYear 19 Date——- 
Sales: Monday. Year ago. 1960, 1959. 

3,760,000 3,470,000 3,790,000 25,257,086 28,540,721 

NEW YORK TIMES 
DAILY AVERAGES 
50 COMBINED STOCKS 

ae 

|__d 

al 

—S 
et 

ES ie wes ass SSS 

inwwe aa e= 

SRAE 

BEREEe 

eo 

DAILY SALES MILUONS 

Key Market Indicators 

17-18 
21-24 
25-28 
36-37 

Dullness 
Light Volume 

Heavy Volume 
Churning 
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In conjunction with Tables I and II, twelve additional market indicators can 
be derived from Table III. These are listed to the right of the table. Only 
some of these twelve indicators are in force on any particular day. 

4. New highs and lows 

A sample reproduction of Table IV taken from the New York Times is seen 
below: 

46-47 

1959-60 Highs and Lows 
MONDAY, JAN. 12, 1960 TABLE IV NEW HIGHS=5 

Fair Whit Nat Stand 
Gould Bat Pac. Tin 
Leh Vin 1 

- ; NEW LOWS—30 
Key Market Indicators Allied ch wi MCA Ine 

A : m McIntyre new 38-39 Counter-cyclical Indicator Arch Hot Nat toad 
9 apital Air! ewp N Shi 42 Group Interest Deere Nat Air : 

. elta Air eab Coal General Motors Indicator sige Piissone oS 
Fed Pap Bd San Diego G 
Gen Mills Shahmoon Ind 
Glidden Std Brd pf 
Grand Un Stew War wi. 

Johns Manv In Bag C P 
Kayser Roth new Un Oil Cal 
Litton Ind Wash Wat 
Marquardt Westg El wh 

Five indicators stem from this table, three of them overlapping from other 
tables. 

5. The 30 Dow-Jones stocks 

are as follows: 

Allied Chemical 

Alcoa 

American Can 

American Telephone 

American Tobacco 

Anaconda 

Bethlehem Steel 

Chrysler 

DuPont 

Eastman Kodak 

General Electric 

General Foods 

General Motors 

Goodyear 

International Harvester 

TABLE V 
A little practice will enable the reader who is unfamiliar with the issues com- 

prising the Dow-Jones Industrial Average to get to know them quickly. They 

International Nickel 

International Paper 

Johns-Manville 

Owens-Illinois Glass 

Proctor & Gamble 

Sears Roebuck 

Standard Oil California 

Standard Oil of New Jersey 

Swift 

Texaco 

Union Carbide 

United Aircraft 

U.S. Steel 

Westinghouse Electric 

Woolworth 

Key Market Indicators 
11-12 Dow Distortion 

38-39 Counter-cyclical Indicator 

46-47 The General Motors Indi- 
cator 
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Six indicators are derived from the 30 Dow-Jones industrial stocks, four of 

them overlapping from other tables. Again, only some of them are in force 

on any particular day. 

6. Pacific Coast Stock Exchange prices 

A table of these prices is found under the heading of Out-of-Town Exchanges. 

A reproduction from the New York Times is on page 19. 
Four indicators are derived from Table VI, two of them overlapping from 

other tables. 
In addition to the six segments of the financial section which should be ex- 

amined daily, the following four miscellaneous day-to-day stock market indi- 
cators complete the list of the initial 55 which will be the most often referred to 
throughout this book when the day-to-day forecasting techniques are discussed: 

31 The Gold Indicator 

40-41 News Reflections 

43 Erratic Price Movement 

From here on, all the indicators referred to in the section on day-to-day fore- 
casting will be called points. All the favorable points have even numbers and 
all the unfavorable points have odd numbers. The New York Times basic 
material just shown in the preceding pages referred to the stock market as of 
the January 12, 1960 closing. Using a daily formula technique, a forecast of 
the January 13th market is now given. 

From Table II it is seen that the number of stocks declining on January 12, 

1960 outnumbered the advancing issues, 660 declines to 376 advances. This 

constituted a declining plurality. From Table I it is seen that the Dow-Jones 
Industrial Average fell 6.73 points. Point 3 now comes into play: 

Point 3. When the number of declines outnumbers advances together with a 

fall in the Dow-Jones Industrial Average, then the decline is likely to continue. 

The figure 3 then becomes the first number in the composition of the daily 
market forecasting formula. 

In Table II it is found that no less than six Dow-Jones stocks are represented 
among the 15 most active issues and five of them are down on the day. The 
average price of the 15 most active issues is $58.66 and that reflects high quality 
market leadership spearheading the decline. Good market leadership on a 
decline brings Point 9 into play: 
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Sales—130,000 shares, 

PACIFIC COAST 
. 100 Admiral ...... 21% 
6,900 AECO ........ 
400 A J Indust... 

1,100 Alleg Co . 12 
200 Alumin Ltd... 34 
100‘Alcoa_ ........ 10214 

1,000 Am irlin.... 22! 
100 Am. Bosch.... 27 

PET sin ice 81% 
100 Am Tobac .:.107%4 

1,300 Ampex. ......108 
300 Armco Stl...,.. 70 
700 Armour ...... 34% 
400 Atchison ..... 25% 
200 Atl Ref....... 40 

1,000 Atlas .. 
"200 Avco. Corp... 
100 Barnhart M.. .4 

Out-of-Town Exchanges 
PACIFIC COAST | PACIFIC COAST 

(Continued) 
les, 
600 Beth Stl...... 534 
400 Bishop Oll.... 10 

seoees 42 140,000 Black Mam... .15 
300 Boeing ....... 314 
600 Bolsa Chica... 4% 
200 Borg Warn.... 35% 
100 Budget. F. 
100 Burroughs 

200 Cap Airlin . 
100 Carrier ....... 4 
300 Case ....-es.s 
100 Celanese .,.... 
300 Chrysler ..... 
300 Cities Serv ... 
200 Colo Fuel .... 
400 Col Gas ....6 2 
1u0 Cons Electro .. 
200 Corn Prod ... 

Judahy Pack . 
‘urtiss Wr ... 

300 Di Giorg-A .. 18 

100 Dow Chem ... 
300 Dresser Ind .. 
200 Elect Bond ... 
400 El Paso N G.. 
100 Emers Rad ... 
300 Empor Cap .. oa 
100 Exeter Ol] .. 
200 eae Specialty 2s, 

b Whit ... 8,300 
300 Falreh Eng .. 9 

2,200 First America. ay) 
100 Flintkote ..... 3414 
200 Fla Pwr & Lt. a 
100 Fluor Corp ... li 
800 Food Mach ... ‘51 

1,100 Ford Mot ..# 87% 
300 Forem Dair .. 19% 
400 Friden .....-. 57 
100 Frueh Tra ... 27% 

, 3009 Gen Dynam .. 51% 
200 Gen Elec. .... 93 
300 Gen Explor .. 17% 

1,300 Gen Motors .,-52 . 
100 Gen Tel & El. 82% 

100 Gladden prod. 
200 Glad McBean.. 
400 Goodyear ..... 

1,200 Gra Bates Age 
1,500 Gr Lak O 
300 Greyhound ... 
300 Gulf Ot] ..... 34 
800 Hawai Pine .. 
100 Hilton Hot ... 3! 
100 Hoffman El .. 25% 
200 Holly Dev .... 
300 Honolulu Oil . 

1,400 Hupp corn ee ae 
9,600 Idaho Md .... .77 
1,500 Imper Dev ...-. 
100 Int Harv .....4 
100 Int Paper al 
400 Int T&T . 36% 
100 Interstate Pwr. 19% 
20 Jones & Lau . 81% 
100 Kaiser Al .. 51% 
200 Kaiser Indust. 1 
800 Kern Cty . 
700 Lear 
100 Lehman 2814 
50 Leslie Salt ... 52% 
eh Litton. Ind os 61 

Lockheed 
3,300 MJIM&M oil" 
100 Matson Nav.. 52 
100 Merch _ Pet .. 2 
100 Minn Pw * Lt 35 

Key Market Indicators 
82-33 Pacific Coast Prices 

48-49 The Closing 

Close. | Sales, 

ae 14 
15,000 rae Stl Wts ae 

(Continued) 
Close. 

200 Mission Dev .. 20% 
100 Monogram ... 7% 
100 Monsanto .... 514 
200 Montg Ward.. 50 
200 Nafi ...... oreo 14% 
500 Nat Theat ... 11% 
300 Natomas .....° a 
200 NY Central - 
200 Niag Moh .... : 33 

1,400 Nordon Corp. .17 
‘500 No, Am_ Avia. 
150 No Am Invest. 
100 Northrop ..... 28 

1,000 Occident Pet.. 6 
2,400 OccidntPetRts Ya, 

200 Pac Cem ..... 17 

100 Pac G & 
200PG & E 5pf.. 25 
200 PG&ESRedpt 

5 Ind 
{00 Pac North Air 
200 Pac Oil & Gas 

se eeee 

100 Packard Bell. 
100 Panam W Air. a 
300 Para Pict ..-. 
Bid Rates Dav 
2 enn RR 2... 
300 Psi ee 
100 Pifz colessieieis 
700 Philco 
500 Phillips’ Pet's: 
200 Rayonier .... 2 
400 Raytheon .... 51 
500 Renub. Stee rs 
900 Reserve O&G: 24 
100 Rexall. sce... 3% 
100 Reyn Met 6814 
200 Rheem ....... 25 
100 Richfield ... 75 
100 Safeway .... 37 
100 StL San F .. 2 
500 S Diego G&EL 24! 
100 Sd Imperial .: 8 
300 een 35 
100 Scherin io 1! 
100 Seab F; can 2s 
600 Sig Oll & Ga He 
100 Sinclair .... 
100 Sinclair .. 33 
ae een), Mob .. 40 

Cal Ed .. 58 
1,100° 80 Cal Pet .. 
1,300 South Pac .. 

100 Unit Airlin :.. 33 
200 Unit Indust cp 11 
500 Indust.cp Wits 

700 Un Sugar .... ah 

100=US Indust .. 11 
100-Us Rubber .. 60 
100 Utah Idaho’.. 7 

1,200 Varian Assoc_ 41 
5,100 Westates Pet.> 2.15 
1/100 Westates pf .. 5 

200 West D Strs 
100 West Air thle is 
100 Westing El . 
500 Wheel Stl 1884 

1,000 W Histon <6... 
1,900 Yellow Cab .. 
‘100 Zenith Rad . 100% 
Sales 161,200 shares, 
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Point 9. If the quality of market leadership improves on a downswing in the 

Dow-Jones Industrial Average, then it indicates that the market decline is likely 

to continue. 

The figure 9 then becomes the second number in the daily market forecasting 

formula and the formula looks like this so far: 
3-9 

In Table I it is seen that the Standard & Poor 500 Stock Index declined 0.36. 
Using the thumb rule of a Dow-Jones 10-1 ratio, the Standard & Poor 500 Stock 
Index only recorded a decline commensurate with a fall of 3.60 points in the 
Dow-Jones Industrial Average. This activated an application of Point 14: 

Point 14. If the decline in the Dow-Jones Industrial Average is not genuine (a 

less than commensurate dip made by the Standard & Poor 500 Stock Index) then 

the decline is suspect and the next move may be an upward one in the Dow- 

Jones Industrial Average. 

The number 14 takes its place in the daily formula which now looks like this: 
3-9-14 

January 12th marked the fifth consecutive decline in the Dow-Jones Industrial 
Average and Point 20 applied: 

Point 20. Five or six consecutive daily declines in the Dow-Jones Industrial 
Average heighten the probability of a quick upside reversal. 

This Point was added to the daily market forecasting formula: 
3-9-14-20 

In Table III it is seen that the trading volume on the decline rose from 8,470,- 
000 shares to 3,760,000 shares, a rise of 8.3%. Having already noted that 
market leadership was of good quality on the decline, Point 27 was in operation: 

Point 27. A decline on heavy volume with the quality of market leadership 
good on the dip indicates a further decline. 

The daily formula is thus lengthened as follows: 
3-9-14-20-27 

Referring to Tables II and V as well as Table VI, it is seen that General 
Motors was subjected to selling pressure. Point 47 applied: 
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Point 47. A declining trend for General Motors is a distinct signal for caution 

as far as the market, as measured by the Dow-Jones Industrial Average, is 

concerned. 

Including this additional point, the daily market forecasting formula now 
becomes 

3-9-14-20-27-47 
Despite the fact that there was some minor retracement of an almost 9-point 

decline in the final hours, it was not enough to prevent the Dow-Jones Industrial 

Average from closing under the December lows, a move carrying technical 
implications for a furtherance of the declining trend. The closing tape run-off 
showed no convincing evidence that the momentary late lift in the steels and 
motors would spark any general rebound at that juncture. A third of the 
30 Dow-Jones stocks closed at their lows of the day and a number of others 
were only slightly improved. Closing weakness was especially noticeable in 
stocks such as Allied Chemical, International Paper, and Johns-Manville. This 

market description calls attention to the weak closing and therefore Point 49 
is applied: 

Point 49. In the absence of overnight news, a weak closing in the market 

usually spills over with further weakness seen the next day. 

The daily formula is lengthened accordingly: 
3-9-14-20-27-47-49 

Part of Table II includes the Odd-Lot Transactions for the previous day and 

these showed a strong predominance of increased buying on balance. Point 51 

could be applied: 

Point 51. A trend toward increased odd-lot buying on balance is a bearish 

indication for the market. 

Adding this to the daily forecasting formula, it now looks like this: 

8-9-14-20-27-47-49-51 

Having been declining rather sharply for five straight days, Point 52 could 

also apply: 

Point 52. Technical rebounds are much more likely to follow sharp declines 

rather than periods of simple erosion. 

The formula is now as follows: 

3-9-14-20-27-47-49-51-52 
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A glance at Table II shows that the number of new lows outnumbered new 

highs by 6-1 as against less than 3-1 the day before. Point 55 applied: 

Point 55. A trend of expanding new daily lows is bearish. 

The daily market forecasting formula is now complete: 

3-9-14-20-27-47-49-51-52-55 

The above one-day formula contains three bullish points (even numbers ) 

and seven bearish points (odd numbers). Being predominantly unfavorable, 

a decline in the Dow-Jones Industrial Average is predicted for the market session 

of January 13th, 1960. 

On January 18th, 1960 the Dow-Jones Industrial Average declined 3.99 points. 

At first glance, the successful prediction of a market decline on a one-day 

basis may not appear to be too significant. However, a clear indication of what 

the Dow-Jones Industrial Average is expected to do each day represents a giant 

step toward assured stock trading profits. One must gain a feel for the day-to- 

day timing before he can fully capitalize on that skill in terms of buying and 

selling specific stocks. 

Successful day-to-day timing embraces the collective application of as many 

indicators as possible in order to insure a more reliable forecast. Many people 
have their various favorite indicators which are closely followed. Some follow 

three, four, or five things they feel are significant. Others may follow five or 

ten market indicators. More astute market students may follow fifteen, twenty, 

or even thirty indicators, technical, fundamental and psychological. When it 

is realized that there are actually hundreds of indicators constantly in daily 

motion, a new market concept is necessary, and with it occurs the necessity 
to weigh the market impact of these day-to-day indicators on balance. If ten 
indicators point to a market advance and five suggest a market decline, the 

balance is bullish (favorable) and the market is expected to rise. If seven 

indicators are bearish (unfavorable) and three are bullish then the unfavorable 

balance calls for a market decline. Some indicators alone are almost powerful 
enough to turn the market up or down and it takes that many more offsetting 

influences to overcome them. A market forecast may be based on five indi- 

cators all pointed in the same direction, and yet those five may be in the minority 

portion of the total number of indicators used and thus the forecast goes awry. 

The Theory at hand is reduced to a daily formula derived from those indicators 

in application that day. The reader can easily learn to recognize after a while 

which combinations of the daily indicators are the most favorable or unfavorable. 

The next step involves a thorough familiarization of the 55 basic day-to-day 
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indicators. Each day the six vital segments of the daily newspaper financial 
section should be examined in terms of which of the 55 points apply. 

Plurality 

Disparity 

Leadership 

The 55 Basic Day-to-Day Indicators 

10. 

. When the number of declines outnumbers advances together 

with a rise in the Dow-Jones Industrial Average, then the 
market is on the verge of a decline. 

. When the number of advances outnumbers declines together 

with a fall in the Dow-Jones Industrial Average, then the 

market is on the verge of an advance. 

. When the number of declines outnumbers advances together 

with a fall in the Dow-Jones Industrial Average, then the 

decline is likely to continue. 

. When the number of advances outnumbers declines together 

with a rise in the Dow-Jones Industrial Average, then the 

market advance is likely to continue. 

. When the Dow-Jones Rail Average moves more negatively 

than the Dow-Jones Industrial Average, then this is con- 

sidered to be a signal for a near-term decline in the Dow- 

Jones Industrial Average. 

. When the Dow-Jones Rail Average moves more positively 

than the Dow-Jones Industrial Average, then this is con- 

sidered to be a signal for a near-term advance in the Dow- 

Jones Industrial Average. 

. If the quality of market leadership deteriorates on an up- 

swing in the Dow-Jones Industrial Average, then it is pretty 
reliable evidence that a near-term decline is in the making. 

. If the quality of market leadership deteriorates on a down- 
swing in the Dow-Jones Industrial Average, then it is pretty 
reliable evidence that a near-term advance is in the making. 

. If the quality of market leadership improves on a downswing 

in the Dow-Jones Industrial Average, then it indicates that 
the market decline is likely to continue. 

If the quality of market leadership improves on an upswing 

in the Dow-Jones Industrial Average, then it indicates that 
the market advance is likely to continue. 
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Weighting 

Genuity 

Dullness 

Overdueness 

Light Volume 

11. 

12. 

13. 

14. 

15. 

16. 

17 

18. 

1 

20. 

21. 

22. 

DAY-TO-DAY INDICATORS 

A noticeable advance in one or more Dow-Jones stocks such 

as DuPont, resulting in a gain for the industrial average, is 
an indication that an intermediate high is at hand and that a 

subsequent decline lies ahead. 

A noticeable decline in one or more Dow-Jones stocks such 

as DuPont, resulting in a loss for the industrial average, is an 

indication that an intermediate low is at hand and that sub- 

sequent advances lie ahead. 

If the advance in the Dow-Jones Industrial Average is not 
genuine (a less than commensurate gain made by the Stand- 

ard & Poor Stock Index) then the rise is suspect. 

If the decline in the Dow-Jones Industrial Average is not 
genuine (a less than commensurate dip made by the Standard 

& Poor 500 Stock Index) then the decline is suspect and the 
next move may be an upward one in the Dow-Jones Industrial 
Average. ; 

If the Dow-Jones Industrial Average declines and is matched 
by an equal or greater decline in the Standard & Poor 500 

Stock Index then the decline is likely to continue. 

If the advance in the Dow-Jones Industrial Average is genu- 
ine (matched by an equal or greater gain in the Standard & 
Poor Stock Index) then the advance is likely to continue. 

When dullness prevails following a previous advance, that is 
bearish. 

When dullness prevails following a previous decline, that is 
bullish. 

Five or six consecutive daily advances or more in the Dow- 
Jones Industrial Average heighten the probability of a quick 
downside reversal. 

Five or six consecutive daily declines in the Dow-Jones In- 
dustrial Average heighten the probability of a quick upside 
reversal. 

A rise on light volume lacks conviction, especially if the 
quality of market leadership is poor. 

A rise on light volume is not necessarily bearish if the quality 
of market leadership is good on the upswing. 
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Heavy Volume 

Reversals 

Gold Indicator 

Pacific Coast 

The 3-Day Rule 

Churning 

23. 

29. 

30. 

3l. 

32. 

33. 

34, 

35. 

36. 
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A decline on light volume is not necessarily bullish if the 

quality of market leadership is high on the decline. 

. A decline on light volume is especially bullish if the quality 
of market leadership deteriorates on the decline. 

. Arise on heavy volume with a deteriorating quality of market 

leadership indicates that a reaction is near. 

. Arise on heavy volume with a good quality of market leader- 
ship means the advance can continue. 

. A decline on heavy volume with the quality of market leader- 
ship good on the dip indicates a further decline. 

. A decline on heavy volume with the market leadership of 
poor quality suggests a bullish near-term reversal of direction. 

When the Dow-Jones Industrial Average runs up to a new 

rally top followed by a failure to hold the gains of the day, 
the market direction is about to turn down. 

When the Dow-Jones Industrial Average sinks to a new 
low on an intermediate decline and closes well above the lows 
of the day, the market direction is near-term bullish. 

When the gold group picks up strength across the board, 
then the market usually follows soon afterwards with a reac- 
tion. 

If Pacific Coast Stock Exchange prices close well above New 
York reaction lows, then this augurs well for an up day in 

New York in the next session. 

If Pacific Coast Stock Exchange prices close well under New 
York rally tops, then this indicates a down day in the next 

New York session. 

There are seldom ever more than three consecutive sharp 

daily declines, Either the fourth day sees a reduced rate of 
decline or a sharp rebound. 

There are seldom ever more than three consecutive sharp 

daily advances. Either the fourth day sees a reduced rate 

of climb or a sharp decline. 

After the market declines sharply for a few days and follows 
this with a small net change in the Dow-Jones Industrial 

Average on heavy volume, this churning action is the normal 

prelude to an important bullish reversal. 
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Counter-cyclical 
Indicator 

News Reflections 

Group Interest 

Maintenance 

Erratic Price 

Movement 

True Level of the 

Market 

The General Motors 

Indicator 

37. 

38. 

39. 

40. 

41. 

42. 

43, 

44, 

45. 

46. 

DAY-TO-DAY INDICATORS 

After the market has been rising for a few days and follows 

this with a small net change in the Dow-Jones Industrial 

Average on heavy volume, this churning action is the normal 

prelude to an important bearish reversal. 

Persistent weakness in counter-cyclical stocks such as Ameri- 

can Tobacco, General Foods, Sears Roebuck, Woolworth, 

etc., often coincides with or signals a healthy market uptrend 

ahead. 

Persistent strength in counter-cyclical stocks such as Ameri- 
can Tobacco, General Foods, Sears Roebuck, Woolworth, 

etc., often coincides with or signals a market downtrend 

ahead. 

When the market disregards bearish news, that is a bullish 
market indication. 

When the market turns a deaf ear on bullish news, that is a 

bearish indication. 

As interest tends to shift from group to group, there is a 
distinct tendency to go from primary to secondary quality 
issues within a given group before interest has completely 

shifted from the group entirely. 

Usually a very erratic price movement in a key stock is typi- 

cal of some pre-top market action. 

Every time the general market outpaces the Dow-Jones In- 
dustrial Average on the upside, the Dow-Jones Industrial 
Average is slated to make a later broad advance. 

Every time the Dow-Jones Industrial Average outpaces the 

general market on the upside it is vulnerable to a quick 

return to the more realistic levels dictated by the general 
price level of the market. 

General Motors has a distinct tendency to top out ahead of 
the general market and therefore, as long as this stock is 
advancing, the general current trend of the market is healthy 
and is expected to continue rising. 
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47, A declining trend for General Motors is a distinct signal for 
caution as far as the market, as measured by the Dow-Jones 
Industrial Average, is concerned. 

48. In the absence of overnight news, a strong closing in the 
market usually spills over with further strength seen the next 

SU 

market usually spills over with further weakness seen the 
next day. 

50. A trend toward decreased odd lot buying on balance is a 
bullish indication for the market. 

Odd Lots 
51. A trend toward increased odd lot buying on balance is a 

bearish indication for the market. 

52. Technical rebounds are much more likely to follow sharp 

Hope hic ds Derlince declines rather than periods of simple erosion. 

53. Technical declines are much more likely to follow sharp 

advances rather than periods of slow gradual rise. 

54. A trend of expanding new daily highs is bullish. 
Highs & Lows 

55. A trend of expanding new daily lows is bearish. 

The 55 Points in Action 

Point 1. When the number of declines outnumbers advances together with a 

rise in the Dow-Jones Industrial Average, then the market is on the verge of 

a decline. 

This is a useful day-to-day indicator although it is among the weakest of the 
bearish day-to-day signals. The resulting decline may only last a day or so but 
its duration will be determined by the force of the other indicators at work. 
When the Dow-Jones Industrial Average is rising and a plurality of issues rise 
with it, that is healthy and capable of continuation, especially if the volume is 
rising on the upswing. As the upswing continues, its force becomes spent and 
the continued upsurge in the industrial average depends more and more on the 
advances in a lesser number of issues. It is at this point that volume may tend 
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to drop and more issues decline than advance. Point 1 comes into prominence 

and, while a decline in the industrial average may not immediately follow (a 
single occurrence of the Point only being very mildly bearish), a series of Point 

1’s becomes distinctly bearish and would be soon followed by a series of Point 3's. 

SpeciFIC MARKET EXAMPLES 

Tuesday, January 6th, 1959 

Dow-]onesiindustrials ayn eincy Ysaete oea ee 591.37 Up 1.20 

Dow-Jones? Rails. 2) siw-ess ee nk es eee 161.86 No Change 

Stock Exchange, VOlmesw. ves rae eee soe ae 3,690,000 

Issiessl raded Uacae. core ccc ceren eee aes 1,254; 496 up, 

529 down 

“Although the Dow-Jones Industrials were higher for the seventh consecutive 
session, the market as a whole was irregularly lower. Rails halted their advance. 

Volume was considerably lower and other leading stock averages reflected a 
decline. The advance in the Dow-Jones Industrials was mostly attributed to a 
2% point gain in American Telephone but the Pacific Coast Stock Exchange 
showed a price 2% under the New York close and the indications point to a 
further period of profit-taking becoming a little more pronounced.” 

Result: The next day the Dow-Jones Industrial Average fell 8.22 points. 
Thursday, May 28th, 1959 

DOW) Ole smINCUStTiOlS Gr ceca. = oe ee ee 639.58 Up 2.90 

Dovw-Jonesaausace os ese ae e ee 167.87 Off 0.20 

Stock Mxchange: Volume... «03.760. 2 ssc conn 2,970,000 

Issues Traded :.; .teetsoee ete mee ee ee 1,204; 486 up, 

506 down 

Friday, May 29th, 1959 

Dowclones ndustiialste nee ne, coe ne 643.79 Up 4.21 

Dow lones: Naile eea a tee ee secant ce 167.33 Off 0.54 
prock Exchange Volumes... ccc... cee aan soe 2,791,000 

Issties* Traded ?.2 techie Cece. ee ee 1,189; 487 up, 

497 down 

The above two examples offer a classic illustration of the formation of a minor 
market top. Declines outnumber advances, volume dips on the move to a new 
high, the market narrows (fewer issues traded) as the new high is reached, rails 
continue to decline on the industrial advance, and the advance can be traced 
to strength in a handful of Dow-Jones issues. 
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Result: May 29th, 1959 saw a minor market top. The Dow-Jones Industrial 
Average fell from 643.79 to 617.62 by June 9th, a straightline decline of 26.17 
points. 

Thursday, July 30th, 1959 

Dow-lones industrials sign. o6.6<e sant sos cae 673.37 Up 0.19 

TIGWe ORCS Ea Sm Se halal i Car eee 167.82 Off 0.67 

Ntoci HXCnanpe + VOlINS lsu oicees sete ac cee 3,240,000 Down 6.3% 

LESTE Wa Ce C9 Ci grec <b ee 2,210; 420 up, 

565 down 

Friday, July 31st, 1959 

Dita] ODUSSINICUISITINISUR Pantie. es ct ok cece: 674.88 Up 1.51 

Dow: |onest hails swears book, oo ee es 167.80 Off 0.02 

stock Exchange, Volume ........6.5.0.000s6 2,270,000 Down 29.9% 

| ESTES BTS O%s Doe a els te Rae nn 1,196; 487 up, 

496 down 

Monday, August 3rd, 1959 

Dow: [OnesatNOOstriniSe pace os ce iowa a estas 678.10 Up 3.22 

DowlGHes Halisear ncter soe matte es eee 167.58 Off 0.22 

stock Exchange Volume, 2 ec, ayeie cites. comin: 2,410,000 Up 6.1% 
Feioom LTaUeti eet ye os hace ete ea ha ee 1,188; 523 up, 

427 down 

Here is another classic example of a top formation: Industrial average up, 
rails down, general drop in volume, market growing narrower and declines 
outnumbering advances While advances outnumbered declines on August 3rd, 

the many negative indications considerably outweighed that minor one-day 
positive indication and the market was set to go down. (The Dow-Jones 
Industrial Average fell 62 points over the next seven weeks. ) 

Point 2. When the number of advances outnumbers declines together with 

a fall in the Dow-Jones Industrial Average, then the market is on the verge of 

an advance. 

This point does not occur very often and when it does, being the weakest of 
all the bullish points, it must be fortified with other bullish points in order to 
comprise a bullish daily forecast. It is easily outweighed by any of the nega- 

tive points. 
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MarRKET EXAMPLE 

Monday, December 8th, 1958 

Dow-Jones ‘Industrialsis..y..0 es see see 506.08 Off 0.67 

Stock Exchange Volume Grew... dens 26 oe 3,590,000 

Issues V1 traded be ree ee ae Se ree 1,250; 535 up, 

494 down 

Result: The Dow-Jones Industrial Average advanced 8.90 points in the next 

two days. 
Thursday, May 21st, 1959 

Dow-Jonest industrials ys tee iene oe 631.65 Off 0.22 

IDow-JonessRdilss 7 tet one. sence ee 169.34 Up 3.46 
Stock Exchange Volume <4...) .-eaae ea 3,230,000 

Issues Lraded fy) ae ee ne eee 1,211; 522 up, 

469 down 

Result: The next day the industrial average rose 3.09 points. 

Point 3. When the number of declines outnumbers advances together with 

a fall in the Dow-Jones Industrial Average, then the decline is likely to continue. 

This is one of the commonest of the bearish indications (although more 

bearish than Point 1) and is easily outweighed by more powerful bullish indi- 

cators. It is more likely to prove effective in the early stages of its occurrence. 

MARKET EXAMPLES 

Tuesday, August 4th, 1959 

Dow-Jones Industrials 
Issues Traded 

SE Rs rene tra 5 676.30 Off 1.80 

SOC Oars ee Re Ore TO Ce 1,229; 416 up, 

573 down 

Wednesday, August 5th, 1959 

Dow-Joness ndustrials sg: 5 ape ae eee 672.33 Off 3.97 

Issuesie rade. ee; osu. es er eek eee 1,207; 367 up, 

620 down 

Thursday, August 6th, 1959 

Dow-Jones Industrials 
Issues Traded 

bch Basan ae ee Rees 671.98 Off 0.35 

e's aoe kdb Othe meee see ane ete eee 1,204; 429 up, 

533 down 
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Friday, August 7th, 1959 

Dowslanes  Maustriaig ae cate tet ts ool eee 668.57 Off 3.41 

ISSUES LAUER ee tats pa 8 nh Bata: 1,198; 383 up, 

605 down 

Monday, August 10th, 1959 

Dow-loressindustrials: ci... 60.0 sv ccn sess 653.79 Off 14.78 

Ssseem LTAUEC Were Ee oc Sen es ae 1,238; 121 up, 

979 down 

By the time the fifth day was reached, the point had reached the peak of its 
effectiveness as seen by the temporary climactic rise in the daily declines to 979 
on August 10th. With that many stocks declining in one day, the next day is 
very seldom a day of further decline. On August 11th the Dow-Jones Indus- 
trial Average rose 4.28 points. 

Point 4. When the number of advances outnumbers declines together with 

a rise in the Dow-Jones Industrial Average, then the market advance is likely 

to continue. 

This rule, the opposite of Rule 3, is common and easily outweighed by more 

powerful bearish indicators. It is more likely to prove true in the early stages 
of its occurrence. 

SPECIFIC MARKET EXAMPLES 

Wednesday, June 24th, 1959 

Dow,Jonestindustrialsiy, © i... <)- oi. ax eae 634.27 Up 3.54 
Dawa OUCSE AUR iy icak oon s+ escola et eek 167.15 Up 2.36 

Stock Iexchanges Volume... .. < #< ssc 3,180,000 

[ssnesal Paced a ee hee hc ee eee cae 1,199; 559 up, 

418 down 

Thursday, June 25th, 1959 

Dowel oneseindistralss: 96. ae ects ose 637.23 Up 2.96 
DW) ONOSE RUS Me he ee cr a rape nuts tases sone sca Os 167.64 Up 0.49 

Stock MxchaugesVOlMIME?) 28.2... ce ay 3,250,000 

[sctice@hl radecieee fone ve led ael ite Boke occa 1,196; 560 up, 
431 down 
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Friday, June 26th, 1959 

Dow-Jones Industrials wusegans ss eee ee 639.25 Up 2.02 

Dow: ones: Raustie; ccna rans eras or 167.17 Off 0.47 

Stock, Exchanges VOlMImMe 77s.) saeass osc e 3,100,000 

Issties «1 itacleclie sapere rere ees een: 1,202; 552 up, 
433 down 

Monday, June 29th, 1959 

Dow-lonesrindtistrials es eer iis ate tt a 643.06 Up 3.81 
IDGWel Guess Alsi, created eh ieee Ne aaesete ome 168.18 Up 1.01 

Stock Hixchanvger V OMIMNe. seve were oye 3,000,000 
Tsstieseelratled Mall. Files by tear ee aaa eee 1,201; 669 up, 

336 down 

Tuesday, June 30th, 1959 

Dow! | ones tndustria sme sci ee ee tere eee 643.60 Up 0.54 
Dow- Jones Rails See wah ee atenete mete va eee 167.62 Off 0.56 
procksHixchancny Oluimemris a airoee te pore 3,201,000 

Issues ail raded sont) seine Senile. Day oes 1,216; 564 up, 

425 down 

Wednesday, July Ist, 1959 

Dow. jonessindustrials 1. ce. st oo. ee ee 650.88 Up 7.28 
Dow Jones tails eee ee vee ace ete, eee 168.40 Up 0.78 
stock) Exchanges Volume: 5.25.8. .6 en eee 3,150,000 

Tsstics #LVAGCU mya tan crue ee ae ee 1,218; 665 up, 

328 down 

Thursday, July 2nd, 1959 

Dow-lones lndmstrials sua. sose re ces freee es 654.76 Up 3.88 
LO WelONes tale. een te ot 168.92 Up 0.52 

Stocker ecianvany OCI yee tee nee ee 3,610,000 

PASE oL SS! Wg Ke Fela bab area iar ara ARR ay UR Poe 1,242; 642 up, 

371 down 

Monday, July 6th, 1959 

Dow-Jones Industrials: jas. deve dace. eee 660.09 Up 5.33 
LI OW 2] OLS *EUALLS op sy wig icretn eo sealer edat ain 169.12 Up 0.20 
StocksExchanges\V OlUmMe yu. s1 aan tee 3,720,000 
Isstesmd aden. rev nn aerate eRe ree eens 1,255; 600 up, 

429 down 
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Tuesday, July 7th, 1959 

DIOWe ONeseiNClisttia Sm ancy cet ees 5 Woue.e vents ee 663.21 Up 3.12 

POW EDOTGOR Raa Sete ie cos i Ghar > oa ete ROS 8 171.21 Up 2.09 
stocksiixcnange: Volume wi. oo scare econ 3,840,000 

Issues gl raded Mises. haw tee cork cevkn See ees 1,243; 529 up, 

493 down 

Wednesday, July 8th, 1959 

Dow-lOnespinuustriaisaen corsay acess sak te 663.81 Up 0.60 

Dowa| GnesnAaiisra nates ees oar earns nee 173.56 Up 2.35 
Stock Hxchangou Volume. a..3 saves eee ee 4,010,000 

Testiese. | FACLeCUL meee cach Gece ee are ore 1,240; 525 up, 

478 down 

Here the topping out was seen in the volume climax which was accompanied 
by a fractional rise in the industrial average. Rails and industrials moving 
generally together for ten consecutive trading days was the last quality upmove 
in the market prior to the August 3rd, 1959 top. Once the rails topped out on 
July 8th, the remaining advance was only seen in the industrials, and that was 
only in a few. 

Point 5. When the Dow-Jones Rail Average moves more negatively than the 
Dow-Jones Industrial Average, then this is considered to signal a near-term 

decline for the industrial average. 

Point 5 is among the weaker group of bearish day-to-day indicators but, 
in any kind of series, is distinctly bearish. Rails cannot decline for any great 
length of time without eventually having an adverse technical significance for 

the industrials. 
Quoting from the July 29th, 1959 market letter: 
“The possible August intermediate top (within the 660-680 zone) and subse- 

quent decline has been previously discussed in the April 80th, May 11th, 14th, 

25th and 27th market letters. A significant phenomenon has been seen in the 

market just prior to the formation of intermediate tops and that is the backward 

action in the rails. To illustrate these capsule pictures of market anatomy, 

daily closings in the industrials and rails for each week prior to the intermediate 

tops of 597.66 on January 21st (followed by a 23 point decline), 614.69 on 

March 13th (followed by a 18 point decline), 629.87 on April 27th (followed 
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by a 14 point decline), and 643.79 on May 29th (followed by a 26 point 

decline) are compared with the recent Dow-Jones Industrial readings. 

January 21, 1959 Top March 13, 1959 Top 

Industrial Average Rail Average Industrial Average Rail Average 

591.64 164.63 609.52 163.74 

594.81 167.38 609.96 163.29 

595.75 167.17 611.14 163.49 

594.40 166.57 611.49 163.74 

595.69 167.20 613.75 164.18 

597.66 167.24 614.69 164.25 

April 27, 1959 Top May 29, 1959 Top 

Industrial Average Rail Average Industrial Average Rail Average 

627.08 168.87 634.74 169.67 

629.23 168.36 632.35 168.87 

625.15 167.55 632.38 168.42 

623.27 167.42 636.68 168.07 

627.39 168.00 639.58 167.87 

629.87 167.22 643.79 167.33 

August 3, 1959 
Industrial Average Rail Average 

661.48 167.00 
664.38 167.89 
664.63 168.09 
663.72 167.69 
669.08 167.71 
672.04 167.51 
673.18 168.49 
673.37 167.82 
674.88 167.80 
678.10 167.58 

Monday, August 3rd, 1959 

“Again it will be noted that the Dow-Jones Rail Average did not respond 
to the advance in the industrials. The last ten market sessions now show a 
total gain of 16.62 points for the Industrial Average and a small fractional net 
gain of 0.58 for the carrier index. This is typical pre-top action.” 

This divergent action between the industrials and rails was strikingly seen 
prior to the market recovery peak reached in November 1959. In terms of 
points the divergence was even greater than that prior to the August 3rd, 1959 
market top. 
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Wednesday, November 4th, 1959 
“The technical position of the market continues to deteriorate and is now in 

approximately the same position it was in during the latter part of July. At 
that time it will be recalled that rails were already down from their July 8th 
high and that the run-up in the industrials was specifically traced to the gyra- 
tions in a few stocks, principally DuPont. Since October 22nd, the industrials 
have advanced 20.15 points while the rails have declined 2.41 points. Once 
again, rails were the first to top out. They reached their closing rebound peak 
at 159.99 on October 16th. If the same degree of lead holds this time, then 

the industrial average is very close to a sharp decline.” 
Thursday, November 5th, 1959 

“A little strength in Eastman-Kodak, Owens Illinois Glass, DuPont, and 

General Electric was largely responsible for keeping the Dow-Jones Industrial 
Average fractionally higher on the day thus far. This was not enough, how- 

ever, to draw attention away from the selling in Ford, Blaw Knox, International 

Harvester, Deere, Union Carbide, Standard Oil of New Jersey, Johns-Manville, 

New York Central, Socony Mobil and many others. Tax selling was prominent 
in Atlantic & Pacific, Dresser Industries, Lykes Steamship and many other 
depressed issues, especially the oil group. The continued divergent move in 
the industrial and rail averages is a very worrisome technical factor. From 
October 22nd to noon today the Dow-Jones Industrial Average has climbed 
20.78 points while the Dow-Jones Rails have fallen 3.12 points, the rails down 

today for the eigthth consecutive session.” 
By the time the reversal pattern (see Point 29) was seen on November 9, 

1959, divergence showed the industrials up 25.83 points since October 22nd 
and the rail average off 0.78. The Dow-Jones Industrial Average then declined 

16.46 points following the November 9th rebound top. 

Point 6. A decline in the Dow-Jones Industrial Average accompanied by a 

good rise in the Dow-Jones Rail Average usually signals a near-term advance 

for the industrials. 

Point 6 is more bullish than Point 5 is bearish. By itself, it is among the 

weaker bullish day-to-day indicators but in conjunction with other bullish 

indicators it adds considerable positive weight to the daily market forecast. 

For instance, in conjunction with Point 12 the market almost always goes up 

the next day. 
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MARKET EXAMPLES 

Tuesday, December 23rd, 1958 

Dow-Jones Industrials 2... 2.04. +s50- oa: 566.39 Off 4.84 

Dow-Jones Rails) Te. case snive ss tse se creme 154.28 Off 0.06 

Stock’ Exchange: Voliune™.. 2.0... seswe yee 2,870,000 

[ssués el raded sete ae taea cla ede vant ates 1,261; 380 up, 

627 down 

‘On the sharpest contraction in volume in many weeks, the market lost 

ground throughout the day in the pre-holiday absence of bids. Rails, however, 

displayed a firmer tone and it is expected that a resurgence of demand will be 

in evidence for the carriers following this period of tax selling.” 

Result: The next day the Dow-Jones Industrial Average advanced 6.34 points 

and continued to rise until January 7th, a total straight gain of 24.98 aes 
Friday, April 10th, 1959 

Dow-Jones Industrials 2s jateaee ass sset eat 605.97 Up 0.47 
Dow-Joness Rails. Asse. weltews em Ae sly 163.11 Up 1.00 

“Rails showed some promising strength in an otherwise irregular trading 
session. For the week, the Dow-Jones Rail Average managed to post a gain 
of almost a point as against an almost six point decline in the Dow-Jones 
Industrial Average. With the carrier index now making an upside penetra- 
tion from a little price plateau which has taken a week to form, the near-term 

outlook for the market as a whole has perceptively improved. Strength in the 
rails has often preceded a good move in the industrials and the recent ability 
of the market to hold above the 601.71 Dow level of March 81st tends to 
strengthen the technical capacity of the market to generally follow suit. This 
may take a little more time but current indications would favor a resumption 
of over-all strength before the month is out.” 

Result: The Dow-Jones Industrial Average promptly moved up to 629.23, 
an unbroken rise of 23.26 points over the next seven market sessions. 
Wednesday, May 20th, 1959 

DOW") OCs LOUMStUIAI ait ee eo ean ee 631.87 Off 3.57 

LOW s JONES TNGUS «aac ec cad eee ears Stites 165.88 Off 0.74 

(May 2Ist wire) “The market is repeating the performance of yesterday 
with some slight variations. The first hour saw the Dow-Jones Industrial 
Average only down fractionally while the Rail Average edged higher.” 
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Thursday, May 21st, 1959 

BiOWs Ones iclustitalsie ya eae Gace ont ee 631.65 Off 0.22 
Dow: loness Rails weve a4 eu ic ule 169.34 Up 3.46 

“In a stunning advance to a new 1959 high, the Dow-Jones Rail Average 
confirmed previous conclusions that the market had not been seriously thrown 
off balance by the recent rotating group declines and that new highs were 
seen to lie directly ahead. The advance in the carriers was so emphatic (the 
best one-day upsurge since last November) that it was the major factor in 
reversing the declining trend of the industrials.” 

Result: The Dow-Jones Industrial Average scored a rise of 12.14 points 
between May 21st and May 29th, 1959. 

Point 7. If the quality of market leadership deteriorates on an upswing in 
the Dow-Jones Industrial Average, it is pretty reliable evidence that a near-term 
decline is in the making. 

Point 7 is another weak bearish indicator which, when combined with more 

bearish signals, adds considerably to the downward pull on the market. _ Its 
effect is easily outweighed by strong bullish points. 

MarKET EXAMPLE 

Friday, August 14th, 1959 

Dorwe] pies WACUstrialss yews fc sons one ane 658.74 Up 3.31 
Diuw- Jones: Railssis sen gc) Sekt wc ec Pe 162.35 Up 0.22 
stocks Exchanges Volumes oyu. 24.» ote ved 1,990,000 Down 1.4% 
LSSNiGg ee (TAC AT ed vcaits wicker alee sire os es 1,179; 551 up, 

399 down 

“While the Dow-Jones Industrial Average scored a fairly worth-while gain, 

the market was technically weak on five counts: (1) The volume on the advance 

fell to the lowest level seen in 15 months, (2) the quality of leadership deteri- 
orated in a marked manner, (8) the follow-through from the decline of last 
Monday was distinctly different from that of last November when the market 

experienced a quick 3-day 26-point decline, (4) the more comprehensive 

Standard & Poor 500 Stock Index only made a gain commensurate with an 

advance of 1.40 in the Dow, and (5) the rail average was slow to follow the 

industrials. These indications are typical earmarks suggesting further down- 
side tests ahead.” 
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Market Result: The Dow-Jones Industrial Average fell 12.21 points in the 

next three days. 

Wednesday, November 19th, 1958 

Dow-Jones Industrials ........-.-+++++++++- 565.97 Up 1.08 

Stock Exchange Volume ......:..-..0+--200% 4,090,000 

Issues “Traded re ren ae oie eee eae 1,248; 583 up, 

454 down 

“Backing and filling for the second day, the market tacked on a moderate 

rise on only slightly expanded volume. The first nine volume leaders averaged 

about $14 in price and thus it is seen that secondary quality leadership remains 

prominent. Many leading higher priced issues have already been turning down 

in a marked fashion after scoring earlier intermediate tops, some as early as 

August. Their downtrend is easily lost sight of in the wake of the high activity 

in low priced shares.” ; 

Result: The Dow-Jones Industrials rose 0.27 the next day and then plummeted 

25.72 points in the three following sessions. 

Point 8. If the quality of market leadership deteriorates on a downswing in 

the Dow-Jones Industrial Average, it is pretty reliable evidence that a near- 

ferm good advance is in the making. 

Point 8 is more bullish than Point 7 is bearish. When combined with other 
bullish indicators the market forecast is deemed to be heavily on the positive 

side. 
Market leadership is best evidenced by a look at the 15 most active stocks of 

the day and, more specifically, at the average price of the 15 most active issues. 
That daily list of stocks constitutes market leadership and the average price 
of those 15 issues indicates the quality of the leadership. For example, suppose 
the Dow-Jones Industrial Average drops a few points on a particular day and 
volume rises sharply. On the surface, this would appear to be a prelude to 
a further market decline. Suppose also that on the same day the market 
leadership deteriorated, meaning that the majority of the 15 most active issues 
were low-priced issues of doubtful quality and that they were generally down 
on the day on heavy volume. This would then indicate that quality stocks 
were not the prime selling targets and that quality issues, being conspicuously 
absent for the most active list, were not being sold in heavy volume. This 

phenomenon is typically followed by a market advance in the majority of cases. 
It is a particularly useful point for it enables the astute stock trader to step in 
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the next day and buy at a time when all the surface indications (big decline 
on heavy volume) suggest a further market decline. 

Market ExAMPLE 
Thursday, September 25th, 1958 

Dovw-Jones industrials 44. cies oP o50 dase ce- 525.83 Off 2.32 
ptock Exchange Volume... ....<sc.cseneecs. 4,490,000 Up 43.9% 

“Interspersed by recovery moves, the market declined on a broad front in 
three distinct selling waves, the final pressure eliminating previous gains with 
the close at the lowest level of the day. Despite this action, the 15 most active 
stocks were only fractionally mixed but the quality of the leadership had con- 
siderably deteriorated, the average price dropping to a low of $21.27.” 

Result: The Dow-Jones Industrial Average advanced from 525.83 on Sep- 
tember 25th to 545.95 on October 18th, ten out of twelve of these succeeding 

daily sessions seeing the market move higher. 

Point 9. If the quality of market leadership improves on a downswing in the 

Dow-Jones Industrial Average, then it indicates that the market decline is 

likely to continue. 

Point 9 alone is only mildly bearish and only when it is weighted with other 
negative indicators does it take on real downside significance. What this 
point indicates is that selling is coming into some of the quality issues. This 
is best expressed by a decided rise in the average price of the 15 most active 
issues with a further confirmation seen by the inclusion of one or two Dow-Jones 
issues in the most active list accompanied by minus signs. 

MARKET EXAMPLE 

Thursday, August 6th, 1959 

Dow-Jones Industrials 02% 55.0.6. ves deers oes 671.98 Off 0.35 
Dow-jones: Hallge. 9 sere, aan oe ei vse ee 2 165.23 Off 0.20 
Siock Exehnange: V Olme wii) 55s 0. vdieo ce « eke 2,610,000 Down 0.7% 

ASSES eI PACE we ee a oe ale oe dew ses cues 1,204; 429 up, 
533 down 

“The market tried to make a little better showing but failed somewhat in 

the closing hour. Small mid-day rebounds were not able to show a follow- 

through and the closing tone suggested some further corrective movements 
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ahead. The number of new highs only expanded to 23 and the number of 

new lows rose to 19... . The 15 most active stocks only registered six plus 

signs and the average price rose to $46.37. It is more bullish when high-priced 

issues lead the market up rather than down.” 

Result: The Dow-Jones Industrial Average fell 18.19 points in the next two 

market sessions. 

Point 10. If the quality of market leadership improves on an upswing in the 

Dow-Jones Industrial Average, then it indicates that the market advance is 

likely to continue. 

What this rule indicates is that strong buying is coming into some of the 

quality issues. This is best expressed by a decided rise in the average price 

of the 15 most active stocks with a further confirmation seen by the inclusion 

of one or two Dow-Jones issues in the 15-most-active-stock-list, accompanied by 

plus signs. 

SPECIFIC MARKET EXAMPLE 

Thursday, April 2nd, 1959 

Dow-Jonestindustrials <2 -..... eee. ssa 607.52 Up 4.58 
Dow-]oness iails@e. cesarean mire 161.08 Up 2.27 
Stocks Exchanges Volume ing (224. ¢ auctor wen 3.220,000 

Tsslies Sl raced rene Lakes eaten ae 1,219; 663 up, 
319 down 

“Quality issues led the market in the first strong rallying session seen in over 
two weeks. The opening upswing was followed by some easing from the 
earlier highs but the reduction in the volume of trading during this phase pro- 
vided enough technical encouragement for the market to surge strongly ahead 
in the final hour, prices at or near the best of the day. The most promising 
feature of the advance was the accompanying strength in the rails. . . . The 
quality of the leadership was apparent in the fifteen most active stocks, only 
five issues being priced under $30 and only one of these priced under $10.” 

Result: The Dow-Jones Industrial Average rose 4.41 the next day. 

Point 11. A quick price run-up in one or more Dow-Jones stocks such as 

DuPont resulting in a gain for the industrial average is an indication that an 

intermediate high is at hand and that subsequent declines lie ahead. 

This point is on a par with Point 7, both being only mildly bearish. Only in 
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conjunction with other negative indications does it take on real downside 
significance. 

MarRKET EXAMPLES 

Monday, November 17th, 1958 

Dow>] ones. Incdiustrials.ese aces «valoda vs 567.44 Up 2.76 
BLOCK: EXCDANVGAVONING | eras itt cn cue, 4,540,000 
ISSUES S LYAGGU eee etre ete lores vot eth. 1,279; 597 up, 

451 down 

“Following a rather erratic pattern, the market opened higher on high 
volume and continued to gain until late in the afternoon when various diver- 
gences became apparent. After being up 3.67 at 2 P.M., profit-taking cut earlier 
gains to an approximate net gain of 2.63 at the close. Over 60% of the net 
gain in the Dow-Jones Industrial Average was traced to a 634 point rise in 
Goodyear. Closing volume was close to 4,500,000 shares. Much of the 

closing softness crept into the picture after United Fruit cut the dividend, 
which resulted in a quick 7% point sell-off followed by an equally quick 
rebound to 44 for a net loss of 2% points. The market had a very professional 
appearance and showed some signs of tiring in its long upward trek.” 

Result: The Dow-Jones Industrial Average fell 2.55 the next day, rose 1.85 

over the second and third day, and then scored a total third, fourth and fifth 

day decline of 25.72 points. 
Thursday, May 28th, 1959 

Dovw-Jones: dndustrialss petite ih. isle oath 639.58 Up 2.90 
DOW el ONOSE DAIS 2 oto ices so ein ahie 167.87 Off 0.20 

“Despite the fact that declines outnumbered advances, there were a dozen 

good plus signs within the 15-most-active-stock-list and (excluding 10 preferred 
stocks) new highs outnumbered new lows by 2-1 again. It is important to 
note that three steels were among the new highs as well as a good representation 

of machine tool and textile issues. Also seen were new highs in five Dow-Jones 
issues. The outlook for a still higher market remains unchanged in the fact 

of the trend toward tighter money.” 

Friday, May 29th, 1959 

Dowsiones IMCuUStials oc. ccn sce srener sense 643.79 Up 4.21 
Dow-lones: hails sigh fee ee vein oy silateeetons 167.33 Off 0.54 
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“Almost 91% of the Friday net gain was attributed to the advances in Ameri- 

can Telephone, General Foods, Westinghouse, and Proctor & Gamble.” 

Monday, June Ist, 1959 

“On continued comparative light volume the market managed to edge higher 

with the majority of Dow-Jones stocks and other blue chips receiving most of the 

attention.” 

Result: The Dow-Jones Industrial Average dropped from 648.79 on May 29th 

to 617.62 on June 9th, 1959, a straightline dip of 26.17 points. 

Tuesday, July 28th, 1959 

“DuPont is now 4 points higher than it was on May 29th, the last inter- 

mediate high in the market. On that day it hit 261 and closed at 260. Inter- 

mediate tops are often seen when this stock runs up to new highs.” 

Wednesday, July 29th, 1959 

“DuPont held the gains of yesterday and ran up to still another high but this 

has often been characteristic action corresponding at or near temporary market 

tops.” 

Thursday, July 30th, 1959 

“Reflecting a further confirmation of the topping out pattern, the market 

closed on an unsatisfactory note with downside activity predominating. The 

technical picture is weakening now. The number of new highs fell to 36 

and only 15 stocks closed at new highs. Among the stocks making new highs 
were four Dow-Jones issues and none of these closed at the new high. Another 
significant point of interest is seen in the fact that 16% of the stocks making 
new highs were preferred issues. The divergent action in the industrials and 

rails pointed out on Wednesday continued and the weakness is more emphatic 

now because the rails had one good day in between and were not able to 

follow through. A look at the more comprehensive Standard & Poor 500 Stock 

Index shows a decline commensurate with a drop of 1.20 in the Dow-Jones 

Industrial Average and this took place in the face of strength in DuPont and 
Allied Chemical. New highs in these stocks, especially DuPont, have so often 

coincided with the timing of intermediate market tops.” 
Friday, July 31st, 1959 

“The month of July closed with the Dow-Jones Industrial Average at a new 

all-time high, thus fulfilling everything that the Barron’s Confidence Index 

(See Page 158) foresaw for June and July. In the late days of July the fore- 

runner signs that an intermediate top in the bull market has been reached or 

is about to be seen are now apparent. The number of new highs in the Friday 

session fell from 36 to 22 and only 7 stocks closed at new highs. The gain 

made by the industrial average was wholly traced to the advances in DuPont 
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and Owens Illinois Glass, DuPont accounting for 66% of the rise. A new 
high in DuPont has taken place at about the same time as each of the previous 
intermediate market tops since last January. It was noted last week that back- 
wardness in the rails in the face of an advance in the industrials has preceded 
each of the previous temporary market tops and today saw a continuation of 
this pattern. In the last nine market sessions the Dow-Jones Industrial Aver- 
age has advanced 18.40 points while the Dow-Jones Rail Average has only 
added a fractional gain of 0.80. While the sharp dip in volume still reflects 
a reluctance to sell, it at the same time reflects indecision occurring at a time 

of record earnings reports.” 
Monday, August 3rd, 1959 

“In the first market session of August, the market appeared rather dull and 
incapable of holding earlier gains. Strength in DuPont, Goodyear, General 

Foods, Allied Chemical and Texaco was largely responsible for carrying the 
Dow-Jones Industrial Average up to almost 680 by noon, a previously stated 
target level for an August intermediate top. At that level hesitation was 
apparent. At the moment, it would appear that the high point of the day has 
been seen.” 

Result: August 8rd, 1959 saw the market at an important intermediate top 
of 678.10 which was followed by a two-month downtrend which carried the 
Dow-Jones Industrial Average 62 points lower. At this writing, the August 

3rd, 1959 peak was matched and slightly bettered in the opening days of 
January 1960 for an important technical double top formation (bearish). 

Point 12. A fast decline in one or more Dow-Jones Industrial stocks such as 

DuPont resulting in a loss for the industrial average is suggestive that an 

intermediate low is at hand and that subsequent advances for the market lie 

ahead. 

Point 12 is among the milder bullish indicators and must be fortified with 
other positive points in order to comprise a truly reliable bullish daily market 
forecast. 

MARKET EXAMPLES 

Monday, January 26th, 1959 

Dawes) anes sincustialee,, see anos. cent. s ee 592.37 Off 3.70 
Dow Oues = HallSaae wt) ea eta carers wee es 164.07 Off 1.59 
Staem exchance VOMMIG se nk ce osae cs oe se 3,980,000 Up 10.5% 
TScUGem CACC eect re ec ose jaws eee oes 1,264; 419 up, 

615 down 
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“The market declined in the late trading on rising volume to mark the widest 

sell-off since January 7th. The selling was more concentrated on the higher- 

priced stocks, low-priced issues being more closely mixed on the day with sev- 

eral specialties making strong gains. Wider declines in Eastman Kodak and 

Westinghouse Electric accounted for almost 457% of the net decline in the Dow- 

Jones Industrial Average, the dip being less severe as measured by the more 

comprehensive Standard & Poor 500 Stock Index. That average only dipped 

0.23, equivalent to about 2 points in the Dow-Jones reading on a correlated 

basis.” 

Result: The Dow-Jones Industrial Average advanced 2.29 the next day. 

Tuesday, April 7th, 1959 

Dow-Jones Industrials .............+++++-+- 610.34 Off 0.82 

Dow-Jones Rails oo. se 4 «usm» siilvlo nes we vs 162.62 Off 0.20 

Stock Exchange Volumes «sac.asas sence ees 3,020,000 

[sstieSaelTAGCUmert ecto. seme esas Meet ries 1,245; 456 up, 

538 down 

“Moving in a typical fashion following a technical failure to score a new high 

on the recent rally, the market continued to back down on light offerings. 

American Telephone, down past 3 on news that a large fund cleaned out its 

holdings, is considerably weighting the decline thus far. The dip in that stock 

accounts for almost a third of the 2.58 point drop in the industrial average. 

Volume still shows evidence of falling off on market weakness and this pattern, 

if it persists, could encourage a fresh upturn and a second test of the high.” 
Result: The Dow-Jones Industrial Average dipped another 4.84 points and 

then rose 24 points on eight consecutive daily advances. 
Thursday, May 21st, 1959 

“The first hour saw the Dow-Jones Industrial Average only down fractionally 
while the Rail average edged higher. The second hour saw a little extension 

of yesterday's weakness with the volume rising on the decline. However, the 

loss of 2.12 in the industrial average could be largely traced to the declines in 

Allied Chemical, DuPont, Union Carbide, and International Paper, these four 

stocks accounting for 80% of the net decline up till noon. The implication is 

that the market is not undergoing anything more than the usual periodic back- 
ing away from the recent highs.” 

Result: The Dow-Jones Industrial Average rose 12.14 points to reach a new 
high by May 29th, 1959. 
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Monday, June 8th, 1959 

Dovws onesnindustrials@ en ain, ofc soak aia 621.62 Off 8.36 
DOW eLONeS AUST Me ats «ook 161.66 Off 2.32 
Stock Exchange Volume orcs eee et ee 2,970,000 
TsSGes'S1 PACEC Maer e Ue ae BON NU od hs 1,232; 207 up, 

854 down 

“After gradually eroding most of the day on sharply reduced volume, stocks 
fell quickly on a late tape of selling during the final half hour of trading. 
Relieved by what appeared to be a hint of climactic selling, the market may be 
very close to an extended advance. While more selling may have to be en- 
countered first, it is expected that any further declines will be met with stiff 
downside resistance, the Dow-Jones Industrial Average making its turn above 
the May low of 614. Wider declines in stocks such as Dupont and Union 
Carbide did much to create the impression that the market was about to fall 
apart. These pockets of depression equally serve to turn the market up quickly 
when the rebound comes.” 

Result: The market declined the next day by 4 points and then the Dow- 
Jones Industrial Average went into a 60-point rally right up to the August 3rd, 

1959 intermediate peak. 

Point 13. If the advance in the Dow-Jones Industrial Average is not genuine 

(matched by a commensurate gain in the Standard & Poor 500 Stock Index) 

then the rise is highly suspect. 

Point 13 is another of the mild bearish indicators easily outweighed by many 

of the bullish points. In conjunction with several negative indicators, expecta- 
tions for an impending market downswing are considerably enhanced. 

An important thumb rule to determine the genuineness (genuity) of an ad- 

vance in the Dow-Jones Industrial Average is to compare the reading with that 
of the more comprehensive Standard & Poor 500 Stock Index. The ratio of the 

Dow-Jones Industrial Average reading to the S & P Index is approproximately 

10-1. A 4-point advance in the Dow-Jones Industrial Average should be 

matched by at least a 0.40 gain in the S & P Index. Anything considerably 

below 0.40 would indicate that the Dow-Jones advance was not typical of the 
general market. A decline would be expected to follow. Like some of the 
bearish points, Point 13 is not always followed by a decline immediately but 
a series of 13’s would increase the vulnerability of the market by reflecting the 
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increased disparity between the more advanced Dow-Jones Industrial Average 

and the level of the general market. In the case of such disparities, one of two 

things would be expected to take place. Either the general market would come 

up to the Dow or the Dow would come down to the general market price level. 

Past performance indicates that it is far more likely that the Dow-Jones Indus- 

trial Average would fall. The blue chip issues (represented by the Dow-Jones 

Industrial Average) are the last to fall in the start of a bear market. This would 

also point up the danger in buying stocks late in a bull market simply because 

they were considered to be behind the market. 

MarKET EXAMPLE 

Monday, July 27th, 1959 

DOW] Ones ei naustrialsa un. series © cre veo ree ie 669.08 Up 5.36 
Dow=Joress Rails are sewn. rues ean oe cele ene 167.71 Up 0.02 
Stock Exchanges Volume mua eeras sae eee 2,910,000 Up 6.8% 

Issties Sl raded Beret ee eee en cae at 1,208; 565 up, 

427 down 

“Representative blue chip equities advanced and carried the Dow-Jones 
Industrial Average to a new record high, both closing and intra-day. The 

advance was not quite as strong as implied by the better than 5 point jump in 
the Dow Average. The more represenative Standard & Poor 500 Stock Index 
showed a rise commensurate with a 3.70 gain in the Dow.” 

Result: While other minor bullish factors enabled the average to climb an- 
other 9.02 points, the market was only five days away from the important 
August 3rd, 1959 peak and a subsequent 62-point decline. 
Friday, August 14th, 1959 

Dow-jonessndustiials@re saan awste ets. ert 658.75 Up 3.31 
Dow-]onesd Hailses: sy oe sean eck ee pie 162.35 Up 0.22 
Stocks IXchan@ Gav Olui Guster centr eae 1,990,000 Down 1.4% 

Tesuesy lraded ae nee cee oe en ee ee 1,179; 551 up, 

399 down 

“The more comprehensive Standard & Poor 500 Stock Index only made a 

gain commensurate with an advance of 1.40 in the Dow.” 

Result: The Dow-Jones Industrial Average fell 7.95 points over the next two 
days. 
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Point 14. If the decline in the Dow-Jones Industrial Average is not genuine (a 
less than commensurate dip made by the Standard & Poor 500 Stock Index) 
then the decline is suspect and the next important move may be an upward one 
in the Dow-Jones Industrial. 

MARKET EXAMPLE 

Monday, March 30th, 1959 

EI Oe IO MeSBLUCUSLIIAIS emer ee cies cet ere tte 602.65 Off 3.93 
Dow-lonessRailsgemaencees oe ee Cote 159.10 Off 0.64 
tock: Exchange, VOlme co.cc, vais. cues 2,940,000 
Issies V1 Traded @. io es Me. Acs. ee 1,257; 383 up, 

666 down 

“Despite a string of constructive news items over the long holiday weekend, 
the market experienced a lackluster opening, failed to rally, and then declined 

to the lowest level seen during March. About the best that can be said for 

the market performance yesterday is that comparatively little volume was gen- 
erated on the decline. The drop in the final hour and a half of trading was 

accompanied by considerably less volume than that which was seen in last 
Thursday's late buying. The Dow-Jones Industrial Average reflected a sharper 
dip than did the more comprehensive Standard & Poor Index of 500 Stocks 
and this is usually a constructive sign. The fact that the market closed at or 

near the lows of the day, however, would suggest that the easing tendencies of 

the last two weeks may persist a while longer.” 
Market Result: The Dow-Jones Industrial Average decline 0.94 the next 

day and then advanced 10.22 points by April 3rd, 1959. 

Point 15. If the decline in the Dow-Jones Industrial Average is genuine 

(matched by an equal or greater commensurate loss in the Standard & Poor 500 

Stock Index) then the market decline is likely to continue. 

MARKET EXAMPLE 

Friday, August 28th, 1959 

Dow-Jones Industrials’... 66.0 .ws were sess 663.06 Off 0.28 
Dow -|oies Nats at crass cr wees 3 8% 163.49 Up 0.42 
Stochi Exchange: VOUMIC cancer sac -s5 abet ia" 1,930,000 Down 244.3% 

Testes te ACCU mete ie te etcn eae ae accle shecs Aas 1,141; 458 up, 

446 down 
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“Following a mid-week three day lift in the market, dullness set in to check 

the rise. Profit-taking was more apparent in a look at the more comprehensive 

Standard & Poor 500 Stock Index which made a decline commensurate with a 

drop of 1.50 in the Dow-Jones Industrial Average.” 
Market Result: The Dow-Jones Industrial Average rose 1.35 and then de- 

clined 23.43 points straight. 

Point 16. If the advance in the Dow-Jones Industrial Average is genuine 

(matched by an equal or greater commensurate gain in the Standard & Poor 500 

Stock Index) then the advance is likely to continue. 

MARKET EXAMPLE 

Thursday, April 2nd, 1959 

Dow-jonestindistriaise weewece sos ee ances 607.52 Up 4.58 
Dow-Jones Rails ce 00. weer se ten eee wrote oe 161.08 Up 2.27 
Stock Exchange Volinicws... 0007s. se os 3,220,000 

Issues ML TAC ed onc foc acothen sete asks oe cokes 1,219; 663 up, 

319 down 

“Over 86% of the entire gain in the Dow-Jones Industrial Average stemmed 

from the advance in Chrysler, DuPont, Goodyear, International Paper, National 

Steel, United Aircraft, U.S. Steel and Westinghouse. The more comprehensive 

Standard & Poor Index of 500 Stocks registered an almost commensurate gain 
and thus a good followthrough performance would appear to be well indicated.” 

Result: The next day the Dow-Jones Industrial Average rose 4.41. 

Monday, April 13, 1959 

Dow slOnessINCustrials 1... er eet ore tee eee 607.76 Up 1.79 
Dow] onesahalisw ei) ac etrcuee saath « 164.21 Up 1.10 
Stock Exchange Volume... .......:s<0.0++0-0% 3,140,000 

Issues radedac thee rte ect eet eee 1,239; 555 up, 

454 down 

“A string of favorable corporate earnings reports provided some fundamental 
impetus to share prices, the market responding with a moderate rise on an in- 
crease in volume. The number of daily new highs outnumbered new lows by 
better than 3-1 and the more comprehensive Standard & Poor Index of 500 
Stocks scored a higher commensurate gain than did the Dow-Jones Industrial 
Average.” 
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Market Result: The Dow-Jones Industrial Average followed with a further 
unbroken gain of 21.47 points. 

Point 17. When dullness prevails following a previous advance, that is bearish. 

MarKeET EXAMPLE 

Monday, August 3rd, 1959 

OW TONCS NU ctria Same errr ete ia «ts 678.10 Up 3.22 
Br Wes OGeSs LeallS eter gre ete ities sents aie ce oe 167.58 Off 0.22 

LOC SCHanverVOLUING ance eet anes eo 2,410,000 Up 6.1% 
ASsuies mlTaded Gh. wre bee See Oe oe ee ae 1,188; 523 up, 

427 down 

“In the first market session of August, the market appeared rather dull and 
incapable of holding earlier gains. Strength in DuPont, Goodyear, General 
Foods, Allied Chemical and Texaco was largely responsible for carrying the 
Dow-Jones Industrial Average up to almost 680 by noon, a previously stated 
target level for an August intermediate top. At that level hesitation was ap- 
parent. At the moment, it would appear that the high point of the day has 
been seen.” 

ISO Wes 
“In the first August trading session the Dow-Jones Industrial Average ran up 

to an intra-day peak of 683.90 in the early hours with the balance of the day 
devoted to selective profit-taking. It was the dullest Monday in many a week 
and there were further signs that the Confidence Index forecast for an August 
intermediate top would be verified. When dullness prevails near an important 
bottom, that is bullish. When dullness prevails at a new market top, then there 
is some cause for temporary concern.” 

Market Result: August 3rd, 1959 was the high mark for the stock market. 

A 24.31 point decline immediately followed between August 8rd and August 

10th, 1959. 

Friday, August 28th, 1959 

Dow-Jones Industrials ............+++.s-+-- 663.06 Off 0.28 
Dow-lones Rails ge. cece c sence ecsc anes en 163.49 Up 0.42 

Stock txcnance VOlMMG vases sl lacs: 1,930,000 Down 24.3% 

Testis A TaAGeC una tee ret re werk ares hae anes 1,141; 458 up, 

446 down 
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“Following a mid-week three day lift in the market, dullness set in to check 
the rise.” 

Market Result: The Dow-Jones Industrial Average rose 1.35 the next day 

and then scored a straight decline of 23.43 points. 

Point 18. When dullness prevails following a previous decline, that is bullish 

and the market is expected to turn up shortly. 

Dullness implies very light volume and very few outstanding feature moves. 
The majority of price changes are fractional and the market picture is quite 
unexciting. If the earlier market decline was the prelude to a sharper and 
more sustained downward move, then volume would be rising with the down- 

ward momentum increasing. Dullness following a short period of decline im- 
plies that the selling pressure has run its course and that supply and demand is 
just about in balance. 

MarRKET EXAMPLE 

Tuesday, March 31st, 1959 

Dow loness Lodtstrialsm ome tee ee 601.71 Off 0.94 
Dow-lones = Ralls memertte cm eee met eee 158.65 Off 0.45 

Stock Mxchanve. Volumes see eee tee ee 2,819,000 

Issues @lraded¥eecr eens ee ee ee 1,231; 387 up, 

587 down 

“After opening slightly lower, indications that the selling of the past few days 
may have run its course began to appear. The light first hour volume on the 
opening continuation of yesterday's weakness may have encouraged a little 
scattered buying but the slightly improved tone is not wholly convincing and has 
yet to spread to the major body of the general list.” 

Result: The Dow-Jones Industrial Average climbed 10.22 points during the 
next three market sessions. 
Thursday, April 9th, 1959 

Dow-onessindustrialss.s,.0 an oy aan ene 605.50 Off 0.94 
Dow-JOnes Nails ects eons ven ere aa 162.11 Off 0.42 
Stock Exchange Volume .................... 2,830,000 
Issues Lraded Merri. oe ae eae ees 2 1,213; 449 up, 

492 down 

Notice the close similarity of the above average readings, stock exchange 
volume and issues traded with the March 81st example. Each day terminated 
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a decline of 5-6 Dow points. Point 18 does not occur too often but when it 
does it can be reliably acted upon. 

“The market continued to back and fill in a narrow range with a decided lack 
of selling pressure, volume again drying up as the averages worked a bit lower. 
The more comprehensive Standard & Poor Index of 500 Stocks reflected the 
market stability yesterday by closing practically unchanged.” That is a typical 
descriptive phrase related to dullness on a dip. 

Result: The Dow-Jones Industrial Average rose 23.75 points during the next 
eight consecutive market sessions. 
Monday, May 18th, 1959 

Dow-jones, Industrialseen cess 7 ee Ves 633.53 Off 1.00 

Ow (ones. As My Be tere ek ie aes a 166.22 Up 0.32 
stock. Excaanve Volumcisrens..0. uae mee ae. 2,970,000 

TSCUCS eR PaCeUlere nice er eure ce ee er et 1,260; 439 up, 

592 down 

“Market action was construed as being quite bullish yesterday. The very 
slight easiness was accompanied by the lightest volume seen in some time. 
Eleven of the most active issues closed higher and, while it would appear as if 
new lows outnumbered the new highs, it must again be pointed out that 25 of 
the 44 new lows were preferred issues. The Dow-Jones Rail Index persistently 
edged higher and, while the Dow-Jones Industrial Average was off a point, the 

decline could only be traced to the wider downside moves in American Tobacco 
and DuPont. Without these two dips, the average would have been up on the 

day. The more comprehensive Standard & Poor Index of 500 Stocks showed 
the market to be about even on balance, very contructive action following 
Friday's late sell-off.” 

Result: The Dow-Jones Industrial Average rose 1.91 the next day and by the 
end of the month was 10 points higher. 

Point 18 cropped up again on May 26, 1959 and this fortified the expectations 

for a further advance in the market, the Dow rising 11.41 points in the ensuing 

three sessions. 
Monday, June 15th, 1959 

Dow-jonessIndustrialsy woagewe- 5 oe ds ee 624.59 Off 2.83 
Dow. Jones alle ere ao cctaels is wn pate os oo 162.85 Off 0.17 
Stacks ExchangewVOMING yay rs ous eemeemoc ss ae 2,410,000 

Testis @L SaClCc mee We og sien re es cate 1,184; 389 up, 

579 down 
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“Declining on the lightest volume seen in the better part of a year, the market 
continued to trace the typical pattern which usually follows a sharp sell-off in 
a bull market. This consists of four steps—the decline, the sharp rebound, the 

secondary decline on light volume with a successful testing of the first low, and 
the recovery to a fresh high. The market is currently going through the third 
step and, while this may take another week or so of dull irregularity, the fourth 

step (summer rally) is still a logical expectation.” 
Result: The Dow-Jones Industrial Average declined 3.19 the next day with 

Point 18 still in effect and then went into a practically unbroken advance of 
42 points. 

Important Exceptions When Interpreting Dullness 
The foregoing illustrations pertaining to market dullness all took place in a 

bull market. Point 17 holds true in both bull and bear markets but Point 18 

holds true ONLY in a bull market. In a bear market dullness following a 
decline is bearish. 

Point 19. Five or six or more consecutive daily advances in the Dow-Jones 
Industrial Average heighten the probability of a quick downside reversal. 

MarRKEeT EXAMPLES 

Time Period Consecutive Advances Declined on the Following Days 
Feb. 28, 1958 to Mar. 11th 8 9th through 13th (5) 
Apr. 30, 1958 to May 6th 5 6th and 7th (2) 
June 25, 1958 to July 7th 8 9th and 10th (2) 
July 15, 1958 to July 22nd 6 10th (1) 
Dec. 15, 1958 to Dec. 21st 5 6th and 7th (2) 
Dec. 24, 1958 to Jan. 6th ff 8th (1) 
Feb. 26, 1959 to Mar. 5th 6 7th (1) 
Mar. 9, 1959 to Mar. 13th 5 6th (1) 
Apr. 10, 1959 to Apr. 2lst 8 9th and 10th (2) 
May 8, 1959 to May 14th 5 6th and 7th (2) 
June 24, 1959 to July 8th 10 llth (1) 
July 27, 1959 to Aug. 3rd 6 7th through 11th (5) 
Oct. 23, 1959 to Oct. 30th 6 7th (1) 

Point 19 is one that deserves a little latitude in the interpretive sense. The 
longer the market advances without any retreat the more overdue that back- 
tracking becomes. Therefore, Point 19 usually shows up a day or so before 
the decline sets in. For this reason, its first appearance can easily be bullishly 
outweighed by other daily indicators. However, if the balance of the other 
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indicators have turned bearish, then Point 19 is usually enough to tip the scales 
in favor of a decline the next day in the Dow-Jones Industrial Average. 

Notice in the above examples the following observations: (1) In the majority 
of cases the market only declined for one or two days following each lengthy 
advance. (2) Most of the consecutive advances fell within the 5-6 day length. 
(3) Advances lasting as long as 10 days usually culminate in very important 
market tops. 

Point 20. Five or six consecutive daily declines in the Dow-Jones Industrial 

Average or more heighten the probability of a quick upside reversal. 

MARKET EXAMPLES 

Time Period Consecutive Declines Advanced on the following days 

Mar. 12, 1958 to Mar. 19th 5 6th day (1) 
Mar 25, 1958 to Apr. 7th 9 10th day (1) 
Oct. 20, 1958 to Oct. 27th 6 7th to 9th (3) 
June 1, 1959 to June 9th 7 8th and 9th (2) 
Aug. 4, 1959 to Aug. 10th 5 6th (1) 

Nov. 10, 1959 to Nov. 16th 5 6th and 7th (2) 

Point 20 also deserves a little latitude in the interpretive sense. Point 20 

is the first bullish preparation sign for a market advance as a market decline 

enters its fifth day. If the negative daily indicators outweigh this bullish factor, 

the advance may be delayed until the bullish indicators predominate. 

Notice in the above examples the following observations: (1) In the majority 

of cases the market only advanced for one or two days following each lengthy 
decline. (2) Most of the consecutive declines fell within the 5-6 day length. 
(3) Declines lasting as long as 9 days usually culminate in important market 
bottoms. 

Point 21. A rise on light volume lacks conviction, especially if the quality of 

leadership is poor. 

THE Point in ACTION 

Friday, August 14th, 1959 

Dowelones -Industriqisas ee Serres ee ae 658.74 Up 3.31 
Dow-Jomes Rats 7e ape cote os 0's sue oer ah nc tes 5 162.35 Up 0.22 

Stock=Hxchange .VOIUMG se. c...- vas oe cea eee 1,990,000 Down 1.4% 

lsstioss | Faded Meee ete a we eeu ete. 1,179; 551 up, 
399 down 
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“While the Dow-Jones Industrial Average scored a fairly worthwhile gain, 

the market was technically weak on five counts: (1) The volume on the advance 

fell to the lowest level seen in 15 months, (2) The quality of leadership deterio- 

rated in a marked manner, (3) The followthrough from the decline of last Mon- 

day was distinctly different from that of last November when the market 

experienced a quick 3-day 80 point decline, (4) The more comprehensive 

Standard & Poor 500 Stock Index only made a gain commensurate with an 

advance of 1.40 in the Dow, and (5) The Rail average was slow to follow the 

industrials. These indications are typical earmarks suggesting further down- 

side tests ahead.” 

Result: The Dow-Jones Industrial Average dropped 12.21 over the next three 

days. 

Point 22. A rise on light volume is not necessarily bearish if the quality of 

the leadership is good on the upswing. 

THE PoInT IN ACTION 

Tuesday, February 10th, 1959 

Dow-JOness ndustyials amen ee eee ee eee 582.65 Up 8.19 
Dow-jones, Rallsacc. os oer nee ee. are 160.03 Up 2.09 
Stock] xchanves VOlimnG gare a ee eee ee 2,960,000 Down 5.4% 

Issueselraded een rok ee eae eee 1,209; 862 up, 

183 down 

“The market rebounded with vigor and completely offset Monday's sharp 
decline. Leadership was good on the upswing as indicated by an average price 
of $40.34 in the 15 most active issues. The number of daily new highs rose to 

26 and only 1 new low was seen. The outstanding feature of the rebound is 
that it was done on the smallest volume seen thus far this year and that is some 

cause for concern.” 

The good quality of leadership offset what would normally be considered 

less convincing, the sharp rise on reduced volume. 

Result: The Dow-Jones Industrial Average rose 1.38 the next day. 

Point 23. A decline on light volume is not necessarily bullish if the quality of 
market leadership is high on the decline. 

If high quality market leadership is seen on a decline (a high figure for the 
15 most active issues), it means that the selling is meaningful even though 
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over-all market volume is light. Such light volume declines more often lead 
into sharper declines rather than immediate recoveries. The Point signifies 
that the important money has decided to lighten up a bit and the market 
takes its cue from this and makes a sharper decline later. The Point is useful 
when in conjunction with other daily bearish market indicators. When out- 
weighed by bullish daily indicators it is of little influence and then attention must 
revert to the predominating bullish influences. 

THe Point in ACTION 

Friday, February 6th, 1959 

Diow-[oness industrials eaemimeiee sei: «5 ais soars 582.33 Off 3.79 

Powe Oness HAUS) Aerie tb ete oa i ae 160.35 Off 0.49 

Sipchs Exchanves Volume: vn ay. eee e ae oe 3,010,000 Down 4.1% 

ESSUES LTA ree 26k OM ek HOR AS aes aes 1,198; 311 up, 

660 down 

“Friday's trading indicated a further degree of hesitation and uncertainty 
pending a clearer view of what lies ahead. The volume of trading continued 
to decline but this factor, while bullish in implication (when accompanied by 
a predominance of bullish daily indicators), provided no reliable clue that a 
dynamic upturn was imminent. Other signs collectively suggested that some 
lower levels still lie ahead.” 

Market Result: In the next session the Dow-Jones Industrial Average fell 7.87 
points. 

Monday, February 9th, 1959 

Dow-lones Wicristrialsats sehr ease tees eis 574.46 Off 7.87 
ayy | OMS AUS ee tai a ye ogee eens 157.94 Off 2.41 

picks exchange VOWMCs.. 2s ie. . cas ate oe nes 3,130,000 

Tegiss el TAL COG oe ott Os aes sie oe es 1,234; 199 up, 

895 down 

“Following a weekend of news predominantly on the negative side, the 

market declined sharply, the Dow-Jones Industrial Average reaching a new 

low for 1959 and the lowest since December 24th. The Dow-Jones Rails 

reached the lowest point since December 31st. The downswing was most 

emphatic during the first hour of trading, subsequent declines showing a de- 

creased rate of fall. In the final hour there were some scattered firming 

tendencies but these failed to prevent the market as a whole from closing at the 

lows of the day. The action in the final hour tended to dash hopes for an 
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immediate rally. However, technical rallies more often follow sharp declines 

rather than patterns of continuous erosion and thus today marks the first real 

pivot point in the decline, the first significant test. Either the market will rally 

sharply or will make a further sharp dip.” 

Market Result: The next day the Dow-Jones Industrial Average rose 8.19 

points. Point 23 was in force before the 7.87 decline and just before the 8.19 

advance. However, a look at the daily forecasting formula shows why Point 

23 was effective one day and not the next. Before the 7.87 drop the daily 

formula was 3-9-23-41-47-49, all bearish while the prediction for a rally was 

seen in the formula the next day. It was then 3-9-23-34-38-47-48-50-52, pre- 

dominantly bullish. 

Point 24. A decline on light volume is especially bullish if the quality of the 

market leadership deteriorates on the decline. 

Like Points 19 and 20, Point 24 often shows up as a leading indicator of 

several days rather than calling for a rise in the market the very next day. 
When it looks like the market is going to fall apart and Point 24 is present, 
buying stocks with confidence in the face of the decline can commence. 

On January 21, 1959 the Dow-Jones Industrial Average touched an interim 
high of 597.66. Between that date and February 9th the industrial average 
fell to 574.46, the low of the year. While it might have looked like the market 

was going to go considerably lower, Point 24 showed up on February 4th and 
February 5th, 1959. While the Dow-Jones Industrial Average declined another 
11.66 points by the 9th, the market was back up to a new all-time high by 
February 20th, a quick gain of 27.56 points from the February 9th low. This 
was typical February action, a month that often sees an interim dip in the 
market that in retrospect has often been the best buying opportunity of the year. 

Point 25. A rise on heavy volume with a deteriorating quality of market 

leadership indicates that a reaction is near. 

In January 1959 the seasonal year-end rally topped out on January 2\st. 
The Dow-Jones Industrial Average had risen to an interim high of 597.66 and 
the daily volume had been approximating 4 million shares a day. Leadership, 
judging from the average price of the 15 most active issues, had been improving 
up until January 15th, and from that date until well into February deteriorated 
rapidly. Heavy volume with faltering leadership represents a poor quality 
advance and preparation for the inevitable decline can be quite profitable. 
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Market EXAMPLE 

Wednesday, January 21st, 1959 

Dove loness ocustrigis cu taai tcc ccten tice 597.66 Up 1.97 

DOws [Ones s Hat smenamem saws cra beta Siuehea hs Sccile. ok 167.24 Up 0.04 

stocks ixchange, VOlUME 6 tics: ccc deca 3,940,000 

Esstieswh TAGECL amt ts Menus Meme oe Cle seer 1,232; 613 up, 

380 down 

Volume had risen 7% on the new rally top and leadership continued to 
deteriorate. Rails were static and, without the aid of several Dow stocks, the 
market averages would have been little changed. DuPont accounted for 41% 
of the net gain in the industrial average. 

Result: The Dow-Jones Industrial Average fell from 507. 66 to 574.46 over 
the next two weeks. In the meantime there had been a slight upturn in the 
Dow from 588.53 to 593.96 but on that day Point 25 again showed up and the 
decline to 574.46 was immediately resumed. 

Thursday, March 12th, 1959 

Soe TONGS ANOUStriaiSie. fu tas hare A eck 613.75 Up 2.26 

HB Je cd Farete REE eS OS Ee eee eee 164.18 Up 0.44 

BUGCR etxCLaNgeny ONNNC 6 eter eee ee 4,690,000 
Tssviese TradedGs yy paectte on ee reeks ee eee eh 1,213; 580 up, 

419 down 

“The bull market again demonstrated its degree of maturity with the Dow- 
Jones Industrial Average rising to a fresh all-time high on sharply expanded 
volume. Except for the decline in American Motors, the list of the 15 most 
active stocks was a solid string of plus signs with fractional gains in the minority. 
The most active stocks accounted for 20.7% of the total trading and the domi- 

nant degree of interest in low-priced issues was reflected by the sharp drop to 
$22.02 in the average price of the 15 most active issues. The strong demand 
for the low-priced shares has also been reflected in the dwindling number of 
stocks on the big board selling for less than $10 a share. While a few months 
ago some 150 stocks were available in that price range, only 50 odd issues in 
that category remain today. Not since 1946 have so many low-priced issues 
moved up so sharply in such a short period of time. This type of interest is 

more amply reflected on the American Stock Exchange where yesterday's volume 

of trading was the largest since November 5, 1929. These constitute the signs 

of bull market maturity but they provide no hint as to how far the move will 

carry and how long it will take to reach the top.” 
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Result: The Dow-Jones Industrial Average scored an interim top the next 

day of 614.69 and then went into a 13 point decline over the next two weeks, 

dropping 6.81 the very next day. Point 25 showed up again on March 13th 

and March 17th and fortified the contention that a further temporary dip lay 

immediately ahead. 

Point 26. A rise on heavy volume with good quality market leadership indi- 

cates that the advance should continue. 

Tue Point In ACTION 

Monday, January 5th, 1959 

Dow-jones# Industrials ©, cuneate ase ee eee 590.17 Up 2.58 

Dow-jones Railsts....--. oes seme ne te oe 161.86 Up 2.14 

Stock Exchange: Volume. gay. 6s ses tess ae 4,210,000 Up 24.5% 

Issuesslradcda en tiene enne teeta oman rte ee 1,279; 652 up 
431 down 

The Dow-Jones Industrial Average had just risen 23.78 points without a 

single reaction. It was overdue for a reaction (having advanced for six 

straight sessions) but all the technical points were bullish with the exception 

of Point 19 (overdueness). The daily formula of 4-10-19-26 said the market 

was good for another advance. 

Result: The next day the Dow-Jones Industrial Average rose 1.20. 

Thursday, January 8th, 1959 

Doww-]onesslndusirialsm pn ieene seen 588.14 Up 4.99 
Dow Jones Hallsae....c-mreitn seta: arte aor ok 162.80 Up 2.70 

Stock MxchangesVOlUIncentie ts ee er 4,030,000 

Issues <1 raged. "ne cote See ae eee ee ee 1,230; 767 up, 

270 down 

“In a broad rebound from the sharp mid-week decline, advances outnumbered 
declines by almost 3-1 and the Dow-Jones Industrials (mostly aided by wide 

gains in American Telephone and DuPont) made a better than 60% recovery. 
The much broader Standard & Poor 500 Stock Index recovered almost 73% of 

the Wednesday loss and thus the technical indications would point to a further 

advance. Low priced issues (under $10) advanced on balance for the fifth time 

in the last 21 sessions. The 66 remaining issues in this category showed 28 up, 

15 down, and 23 unchanged. The 15 most active issues accounted for 16.4% 
of the total trading. This figure used to run close to 20% and the recent change 
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reflects a broader interest in the market and a slight degree of reduced interest 
in the very low-priced shares.” 

Result: The Dow-Jones Industrial Average rose 4.58 points the next day. 

Point 27. A decline on heavy volume with the quality of market leadership 
good on the dip indicates a further decline. 

This Point indicates that the selling is temporarily important and that the de- 
cline will probably continue for awhile longer. 

MarKET EXAMPLE 
Tuesday, April 28th, 1959 

Dome [onese Incuistrinlsuec ciAvaatis uch 628.87 Off 1.00 

TOW | Onlese Hall sien tees oy, eee 166.08 Off 1.14 
Stock Exchanve Volumo=. 44.00.08 lee 3,920,000 Up 1.8% 

IssuessT raged Marea se eee 1,254; 376 up, 

673 down 

With a negative 3-27-41-55 formula, the market was signalling a further dip 
ahead but this combination is of only day-to-day significance. 

Market Result: The Dow-Jones Industrial Average declined 5.12 points over 
the ensuing two sessions. 
Wednesday, May 6th, 1959 

Dow-Jones Industrial Average .............. 624.39 Off 1.51 
DOW JONES REALS Bates ge an he ee tae es 165.21 Off 1.50 

Stock Exchange Volume ................0+: 4,110,000 Up 22.3% 
Issuestl radecieare ty as ee ee. see 1,253; 414 up, 

631 down 

“Declines outnumbered advances for the eleventh time out of the last thirteen 
sessions. Despite the fact that electronic issues and a handful of other selected 
issues scored some wide to sensational gains, softness in copper, steel, rail and 
international oil stocks helped to drag the market into minus territory during the 
final hour. Volume rose to the highest level seen in some days. However, 
daily new highs were again outnumbering daily new lows but the large num- 
ber of 54 new lows was a repeat of the Tuesday figure, a further confirmation of 
the fact that the market is still in the throes of a rolling correction capable of 
carrying the list lower this month, but not too much lower.” 

Market Result: The Dow-Jones Industrial Average declined 8.75 points the 
next day in one of the widest declines of the year. 
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Thursday, June 4th, 1959 

Dow-Jones Industrialsiy sees aes 2a eee 630.54 Off 6.85 

Dow-Jones/ Railstv ein cco ey ie en 162.91 Off 1.92 

Stock Exchange Volamou aus, avs eee feed oe 3,210,000 Up 10.3% 

Issues Traded aes ees cet id aera eee 1,257; 216 up, 

861 down 

In this decline Point 27 showed up but some tapering off in the volume on the 
late selling suggested that the market might get a brief breathing spell between 
the heavy declines. Such was the case. 

Market Result: The Dow-Jones Industrial Average only fell 0.56 the next day 
but the day following that saw an 8.86 point drop. Point 27 in conjunction 
with other daily bearish indicators usually precedes some pretty sharp setbacks. 

Point 27 showed up on June 9th but by then the daily formula had changed 
to 8-9-20-27-30-38-47-48-50-52, predominantly bullish. The Dow-Jones-Indus- 

trial Average rose 9.55 points the next day. 

Point 28. A decline on heavy volume with market leadership of poor quality 

on the decline suggests a bullish near-term reversal of market direction. 

When the market turns down and the average price of the 15 most active 
stocks is low it signifies that the selling is of poor quality. The absence of blue 
chip stocks in the 15 most active issues indicates that the important money is 
not selling out. The Point is bullishly taken because stocks are moving from 
weak hands into strong hands. Such market declines offer good buying oppor- 
tunities for the astute trader for these dips are invariably followed by healthy 
market advances. 

THE Point IN ACTION 

Monday, January 26th, 1959 

Dow-Jonessindiisttialssqtisnt.e sie cent es 592.37 Off 3.70 
Dow-Jonesa Rails yeti 5 toate ee eek ae 164.07 Off 1.59 
Stock: Exchange. Volumen... arn ocn ee 3,980,000 Up 10.5% 
Issues raged swe te. ee ee ee ee 1,264; 419 up, 

615 down 

Market leadership had begun to deteriorate in quality a week earlier and pro- 
gressively got worse as the market started downhill following the termination of 
the usual year-end rally. On January 26th the decline included drops of 4 to 5 
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points in such key stocks as Eastman Kodak and Westinghouse. The buying 
opportunities were indicated by the daily formula of 8-12-14-28 at the close of 
the day. The 12-14-28 combination is very bullish on a day-to-day basis and 
that threesome underscores the “phony decline.” 

Market Result: The Dow-Jones Industrial Average advanced 2.29 the next 
day. At the end of that day, however, the daily formula became 1-5-7-11-18- 

21-47, indicating more selling ahead (the Dow dropped 6.13 on January 28th). 
The decline ended on February 9th and then the bull market continued from 
where it left off in January. 

On February 16, 1959 Point 28 showed up and the Dow-Jones Industrial 
Average went off 1.20 the next day. However, on the second, third and fourth 

days the Dow average spurted almost 16 points. 
March 6th, 1959 provides an interesting example. On that day the fore- 

casting formula only consisted of two numbers, being 8-28. The Dow-Jones 
Industrial Average had scored six consecutive advances and had fallen back on 
March 6th. Point 28 signified that the advance was going to continue with 
little interruption. It did. Five consecutive daily advances followed imme- 
diately. 

Point 28 ranks among the most bullish of all the 55 daily market indicators. 
It has an almost perfect record of forecasting market advances. When the 
market may appear to some as being the weakest, the presence of Point 28 is 
saying “step in and buy.” May 7th, 1959 offers an excellent example of this: 
Thursday, May 7th, 1959 

Dow-lones: tudustrials: 27 api. 5's. nati <2 615.64 Off 8.75 
Dovw-Jones Hats oy hoc ts sins asia oe: 162.58 Off 2.63 
Stock Exchange Volume 24): j..<.065e0s0e5s0% 4,530,000 Up 10.2% 

Testiesel VACCU Pe ee ae nc ce oo dale namire 1,241; 144 up, 

922 down 

“In the sharpest one-day decline of the year, the market fell to a level where it 

is expected that some technical support may be seen. It was the sharpest break 

since last November and was not considered to be too surprising in view of the 

fact that reliable technical indicators such as the Confidence Index (ratio of 

primary to secondary bond yields) clearly pointed out that such action was in 

store prior to May 26th and time was running out. The sudden backtracking 

on a broad front is considered to be, therefore, mostly technical. It was fore- 

shadowed by an almost persistent record over the last three weeks of declines 

outnumbering advances, a rising trend in the number of new 1959 lows, and 
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the steady reduction in the monthly short interest. F ortunately, we have a 

little insight into what may take place next. The Confidence Index seems to 

be as reliable in indicating upturns as well as such declines as just seen. The 

Index has been in a solid rising trend for the past three weeks and seems to be 

pointing to a relatively hasty recovery to new highs over the weeks to come.” 

On the day of that sharp decline the daily formula became 3-8-28-30-52, a 

very bullish combination. The Dow-Jones Industrial Average went into an 

immediate 22-point advance covering the next five market sessions. When the 

market declines sharply and everyone starts asking the question “how low?”, 

look for the presence of Point 28 and when it shows up, start buying stocks. 

Point 29. When the Dow-Jones Industrial Average runs up to a new rally top 

followed by a failure to hold the gains of the day, the market direction is about 

to turn down. 

Tue Point In ACTION 

Monday, August 3rd, 1959 

Dow-Jonesalndustrials se. cu: oa eee ere 678.10 Up 3.22 

Dow) oness Rails ayo. ere- tho uhawieury- tens eee = 167.58 Off 0.22 

Stock: E.xchaul oo OND mrs tas one mie ere ere 2,410,000 Up 6.1% 
ISSUES) LTadeCeece ee cy ene cere ete nals oe oe 1,188; 523 up, 

427 down 

“In the first market session of August, the market appeared rather dull and 

incapable of holding earlier gains. Strength in DuPont, Goodyear, General 
Foods, Allied Chemical and Texaco was largely responsible for carrying the 

Dow-Jones Industrial Average up to almost 680 by noon, a previously stated 
target level for an August intermediate top. At that level hesitation was ap- 
parent. At the moment, it would appear that the high point of the day has 
been seen. DuPont was up 4 points earlier and is now only up 114. Goodyear 
rose to 146 and backed down to 145. U.S. Steel ran up to 105% and is back 
down to 104%. United Aircraft ran up to 5434 and is back down to 54%. 
Standard Oil of New Jersey hit 55 again and backed off. American Can rose 
to 45% and then retreated. Allied Chemical hit 128% and fell back to 127%.” 

Result: August 3rd, 1959 marked the high level of that year, only bettered 

temporarily on the last day of the year, a few days before a sustained decline 
set in. 
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Point 30. When the Dow-Jones Industrial Average sinks to a new low on an 

intermediate decline and closes well above the lows of the day, the market 

direction is near-term bullish. 

THe Point in ACTION 

Tuesday, June 9th, 1959 

Dove |Gnes :Nausttialssn seman cot tees eee 617.62 Off 4.00 

Plows OUCSENGUSE Rs. . Laas ins rete. eed carte 160.41 Off 1.20 

BLOCK MexChaANGe VONING tei oc cst aarae sess 3,490,000 
LESS PTS id hea (6 ere tee By Se a Se ae pre a 1,224; 302 up, 

711 down 

“Again the market attempted to check declining tendencies in the opening 
hour, only to succumb to some further weakness later in the day. However, 
differing from the Monday sell-off, the market encountered some support just 
short of reaching the May low of 614 in the Dow-Jones Industrial Averages. In 
the final twenty minutes of trading, over a third of the decline was quickly re- 
traced. The rapidity of the rebound in many key stocks was such that, if the 

trading had lasted another fifteen minutes, another third of the decline would 
probably have been eliminated.” 

Result: The Dow-Jones Industrial Average rose 9.55 points the next day. 

Point 31. When the gold group picks up strength across the board during a 

general market advance the market usually follows soon after with a reaction. 

MarKET EXAMPLE 

Thursday, November 13th, 1959 

Dow-fones* Industrials 773. =. 2s. seeee wens. 560.75 Off 1.64 

Stock. Exchange. Volumeys: i a5. sunae eee aaa. 4,200,000 

Assulesel TANGO cr sakes eras acs bas eel eae 1,240; 456 up, 
563 down 

Note: While the average was down this particular day, the market was still 

in the midst of a solid uptrend. 
“On rather substantial volume, the market opened active and mixed and then 

proceeded to work lower, volume showing little tendency to dry up on the de- 

cline. Many special situations tended to hold up rather well but the majority of 

issues took part in the dip. . . . Gold shares were again fwm to slightly higher.” 
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Result: Eight days later the market declined 25.72 points 
in a three day period. 

Thursday, August 27th, 1959 

Dow-Jones Industrials ...........++++-+e+ 663.34 Up 5.77 

Dow-Jones Rails ........-..eeeeeeeeeeeeees 163.07 Up 0.54 

Stock Exchange Volume ...........-2+--+0+> 2,550,000 Up 15.3% 

Issues ‘Traded 4 ccet ieee ere eat ere aie ces 1,152; 610 up, 

331 down 

“The market rallied behind the steels and motors and lifted the volume of 

trading to the best level seen in several days. Low-priced speculatives such 

as Callahan Mining and United Whelan have been active during the last two 

or three days and South American Gold & Platinum has done over 14,000 shares 

today since the opening. Low-priced share prominence removes a little of the 

quality emphasis of the rally. There is some significance in the fact that the 

gold group is again stirring. Gold stocks are crisis stocks and are often acti- 

vated following a turn in the aircrafts, the latter group fitting into a tension 

cycle.” 
Result: The Dow-Jones Industrial Average fell 0.28 the next day, rose 1.35 

on the second day, and then plunged 23.43 points on the next three days. 

Point 32. If Pacific Coast Stock Exchange prices close well above New York 

reaction lows, then this augurs well for a New York rally starting in the next 

session. 

MARKET EXAMPLE 

Tuesday, November 25th, 1958 

Dow-Jonese Industrials paves a. a eee es 540.52 Off 4.37 
Stock lixchan@eaV OlUinele os. ac. oon eee arts 3,940,000 

Issties  L raced gts vce aries ie a eas See 1,230; 367 up, 

642 down 

Note: The market had been declining for three days on a sharp reaction of 
25.72 points in the Dow-Jones Industrial Average. 

“Proving the old adage that declines are always sharper than advances, the 

market continued to fall and has now succeeded in erasing the gains of the past 
four weeks in the last three sessions. The rate of descent is temporarily slow- 
ing down. This fact, coupled with the sharp reduction in volume on the con- 
tinued decline, would seemingly point to either a further reduction in the rate of 

fall or a small rebound. Undoubtedly, the half-hearted mid-morning attempt to 

a comeback was disappointing and its failure to sustain itself provoked late 
selling, steel shares the major target. Pacific Coast Stock Exchange prices closed 
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generally higher for those issues having been the most depressed over the last 
three days on the New York board. Some profit-taking declines were seen in 
stocks having been the strongest over the last three sessions. These results 
enhance the likelihood of some rebounding tendencies on Wednesday.” 

Result: On Wednesday, November 26th, 1958, the Dow-Jones Industrial Av- 
erage rose 8.63 points and another 8.31 points on Thursday and still another 2.61 
points on Friday. 

Point 33. If Pacific Coast Stock Exchange prices close well under New York 
closing levels, then this indicates a down day in New York during the next 
session. 

Exchanges such as the Pacific Coast Stock Exchange remain open some 45 
minutes after the New York Stock Exchange closes. On important market days 
a clue to the New York opening the next day may be found in the way certain 
stocks closed on the West Coast. If the price of a stock closes on the West Coast 
at a level lower than anything seen in New York on the same day, then that 
stock will probably sell down on the New York opening the next day. 

A good example of this was seen on August 17, 1959. Shortly before the 
close in New York, United Fruit Company announced the omission of their 

dividend which broke a 60-year dividend paying record. The announcement 
came at 3:15 P.M. and thus the stock had only 15 minutes to trade on the New 
York Stock Exchange that day. The stock closed at 32 in New York but sold 
down to 29% on the Pacific Coast Stock Exchange during the 45 minutes of 
trading after the New York close. The next day the stock opened in New York 
at 29 and in subsequent months went as low as 23 before partially recovering. 
The United Fruit action tended to shake some confidence and the Dow-Jones 
Industrial Average declined 7.63 points on August 18, 1959. 

Point 34. There are seldom ever more than three consecutive sharp daily de- 

clines. Either the fourth day sees a reduced rate of fall or a rebound. 

Tue Port In ACTION 

(Example used in Rule 32.) The market broke 25.72 points in three days 

between November 21st and November 25th, 1958. On the fourth day the 

market rallied sharply with the Dow-Jones Industrials rising 8.63 points. Tues- 

day, September Ist, 1959 to Thursday, September 3rd, 1959 the Dow-Jones In- 

dustrial Average broke 23.43 points in three sharp declines. 

On September Ist, 1959 the market fell 8.51 according to the Dow-Jones 

Industrial Average, 9.90 points more on the 2nd. 
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Point 35. There are seldom ever more than three consecutive sharp daily ad- 

vances. Either the fourth day sees a reduced rate of climb or a decline. 

THE Pornt IN ACTION 

Monday, December Ist, 1958 

Dow:Jones Industrials eet emer nee 560.07 Up 2.61 
Stock: Exchange. Volumes mena arnt 3,800,000 

Issviés VT raded fe gre cae eeu tine eee 1,256; 644 up, 

400 down 

Note: The Dow-Jones Industrial Average had been rising for three days with 

sharp advances of 8.68 and 8.31 consecutively on the first and second day. 
“The third day of the rebound from last week’s decline saw the rate of climb 

diminishing and a 340,000 share drop in trading. Much of the net advance in 

the Dow-Jones Industrial Average was attributed to gains in a small number of 

key stocks. Profit-taking was a little more apparent with the number of de- 

clines showing a marked increase while advances were 25% under the Friday 
figure. Low-priced stocks were again in the forefront and no Dow-Jones stocks 
were represented among the 15 most active issues. The average price was a low 

$23.41." 

Result: The Dow-Jones Industrial Average fell almost 4 points over the next 

five days. 

Point 36. After the market declines sharply for a few days and follows this 

with a small net change in the Dow-Jones Industrial Average on heavy volume, 

this churning action is the normal prelude to a strong bullish reversal. 

This point does not occur very often but when it does it is one of the clearest 

signals that a strong upturn in the market is imminent. 

Point 37. After the market has been rising for a few days and follows this 
with a small net change in the Dow-Jones Industrial Average on heavy volume, 
this churning action is the normal prelude to a strong bearish reversal. 

THE Point IN ACTION 

Thursday, November 20th, 1958 

Dow-Joness idUstria sity een oe 566.24 Up 0.27 
Stock Exchange Volumeé.70,- ss. 0s ae. 4,320,000 up 5.6% 
Issness Traded. Osea cere eat rar te eee 1,243; 555 up, 

469 down 
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“Again the market exhibited much divergence of direction. After opening 
mixed, volume was heavy in the first hour with only a small net change in the 
industrial average of 12¢ up. This churning action developed into a firming in 
the industrials and a weakening in the rails. By 2 P.M. the industrials were up 
well past a point. Fresh weakness came into the picture in the final hour, the 
market closing on a late tape on the downside with a resulting net change of zero 
in the Dow-Jones Industrial Average. Volume ran higher and was approximately 
up to 4,400,000 shares. This type of action usually precedes a decline and thus 
some lower prices are now expected.” 

Market Result: An immediate 3-day 25.72 point decline ensued. 

Point 38. Persistent weakness in counter-cyclical stocks such as American To- 
bacco, General Foods, Sears Roebuck, Woolworth often coincides with a healthy 

market trend. 

MARKET EXAMPLE 

Quoting from the June 9th, 1959 market letter: 

“The weakest portion of the general list yesterday contributing the largest 

number of stocks to the expanded list of new lows was the utilities, preferreds, 

tobaccos, foods, oils and aircrafts. It is felt that if the stage was really set for 

a general move out of stocks and into bonds, then the so-called defensive stocks 

would be putting on a stronger show here. But such issues constitute the great- 
est portion of the daily new lows.” 

Result: On June 9th the Dow-Jones Industrial Average declined to 617.62, the 

buy point preceding the subsequent advance to 680 on August 8rd, 1959, a 63 

point climb in the industrial average. 

Quoting from the June 16th, 1959 market letter: 
“Again the majority of the new lows were made up of food, tobacco, baking, 

utility, finance, preferred, meat packing, oils and aircraft stocks. The term de- 

fensive has been used to describe most of these groups (exceptions being oils 

and aircrafts). This term applies to those stocks having a previous record of 

being somewhat impervious to serious market declines. The record shows that 
when the market is about to embark on a serious decline, these defensive groups 
are already on the rise.” 

“Here are a few examples. . . . Keeping in mind the market lows of 1949, 

1953, and 1957, American Tobacco made a straightline advance throughout 

most of 1948, all of 1949 and reached a top in January 1950. It rose sharply 

toward the end of 1952 and continued rising until late in 1953. It declined 
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from 1955 to 1957 and started a sharp ascent in the middle of 1957. This is 

typical defensive action. See also the performances of Reynolds Tobacco, Philip 

Morris, General Foods, etc. The point is that these so-called defensive stocks 

show a previous record of having been in a rising trend prior to a serious general 

market backtracking. The fact that these countertrend issues are making new 

lows now supports the contention that the general market is still some distance 

away from an important peak level.” 

Point 39. Persistent strength in counter-cyclical stocks such as American To- 

bacco, General Foods, Sears Roebuck, Woolworth, etc. often coincides with or 

signals a market downtrend. 

Tue Point IN ACTION 

Thursday, November 19th, 1959 

Dow-Jones Industrials Wele..-7..209-.5" + - 28 643.32 Up 1.33 

Dow-jones Nas ewe cs ye en ce er nrg 149.34 Off 0.07 

Stock Exchange Volumigouw. see. ee were ess 3,230,000 Down 11.8% 

Issules# Traded 9225 fee eus Sates eae ealee aere 1,200; 468 up, 

489 down 

“Attention is again called to the fine price performance of the counter-cyclical 

equities such as American Tobacco, Sears Roebuck, Montgomery Ward, Plough, 

etc. The buying in these stocks reflects the degree of indecision on the current 

market trend. The trends and indications of American Tobacco have been 

pointed out before (See Page 67), the use of the stock as an indicator.” 
Result: The market was six weeks away from the January 5, 1960 peak in the 

Dow-Jones Industrial Average. 

Point 40. When the market starts to disregard bearish news, that is a bullish 

market indication. 

On January 8, 1959 New York Central again omitted the dividend payment 

and a very poor carloadings report was issued. The market ignored these news 
items and the Dow-Jones Industrial Average advanced 4.99 points that day. 
The presence of Point 40 indicated a further advance. The next day the Dow 
rose another 4.58 points. On that day also Point 40 was present. The Federal 
Reserve Board had adopted a policy of credit restraint, brokers loans were 

again rising, and the State of the Union address with its inclusion of a balanced 
budget objective failed to be taken seriously. The Dow-Jones Industrials re- 
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treated slightly for two days and then advanced irregularly until the interim 
January 21st high. 

Point 41, When the market turns a deaf ear on bullish news, that is a bearish 
indication. 

Tue RvuLE In ACTION 

Tuesday, October 21st 1958 

Dowslonesmindustrialsiwamietin: saews alee. 543.72 Off 0.47 
pick HeCnan ge: VOlUMG rac i iack ks cies bie ee + a 4,010,000 
LESSIG Wee To fs Wee he 2S ae oe eee ere 1,211; 437 up, 

548 down 

“Tracing a rather inconclusive pattern for the day, the market eased lower 

and then firmed up a bit late in the session. Despite the bullish copper news, 
the majority of copper shares closed irregularly lower.” 

Result: The market declined for six consecutive sessions with a fall in the Dow- 
Jones Industrial Average of 8.72 points. Copper shares were particularly heavy 
throughout this six-day dip. 
When the market declines in the face of good news, that is a more bearish 

type of decline than if it had gone down on bad news. Declines on good news 
are much more likely to catch the majority by surprise and find them in a rather 
fully invested position. Never lose sight of the fact that it is only money that 
moves stocks up or down. If a person is fully invested in stocks and is caught 
off guard by a rather serious fall in values, all the bullishness in the world is not 

going to move those stocks back up again unless someone buys them. A fully 
invested position then is going to move in the direction of supply rather than 
demand. If the investor has no additional capital he cannot affect the demand 
side of the stock equation, only the supply side. 

Point 42. As interest tends to shift from stock group to stock group, there is a 

distinct tendency to go from primary to secondary issues within a given group 

before interest has completely shifted from the group entirely. 

THe Point In ACTION 

Thursday, October 9th, 1958 

Dow-Jones Industrials ii5 2. 4 265i cee as 539.61 Up 0.30 
Stocki Exchange Volume gous... 04-0 aon 3,670,000 
ISSUES LTHOCU es re rer ere oes oeleoae's 1,196; 545 up, 

406 down 
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Based on previous good grade steel leadership as well as some selective 

strength in the better-grade oils, moves into Detroit Steel, Dover Corp., Harsco, 

Poor & Company, Shahmoon Industries and Universal Cyclops Steel were ex- 

pected to materialize. This broadening of the market into secondary issues 

was coupled with a further rise in the Dow-Jones Industrial Average. 

Result: The Dow-Jones Industrial Average rose another 6.34 points before 

a temporary reaction set in. 

Point 43. Usually a very erratic price movement in a key stock is typical of 

some pre-top market action. 

Tue Point IN ACTION 

Monday, July 27th, 1959 

Dow-Jones Industrials’ 2.2 5s0.0..s..--es¢6- 669.08 Up 5.36 

Dow-JonésiRails a ..a cst ee ieee. os ee 167.71 Up 0.02 

Stock-Exchangve Volumiems..cs = =... ere 2,910,000 Up 6.8% 

Issuesalraded tamer tan vets. seni t me oe ok 1,208; 565 up, 

427 down 

“Other indications of decreasing upside impetus include the failure of the 

rails to participate as fully as the industrials in the current advance and the 

erratic moves in some of the higher priced stocks. American Home Products 
opened at 187, a new high, ran up to 193 to score another peak and then closed 
at 181 for a net loss of almost 4.” 

Result: The Dow-Jones Industrial Average reached the high of the year one 

week later on August 3rd, 1959. 

Monday, November 17th, 1958 

Dow-Jones sIndustrials teens eee seek oe ee 567.44 Up 2.76 

Stock MexchanGesV Olumem eats es <0 ey errr 4,540,000 

Issues “rade eye dees. Garo k een eet. 1,279; 597 up, 

451 down 

“Following a rather erratic pattern, the market opened higher on high volume 

and continued to gain until late in the afternoon when various divergences be- 
came apparent. After being up 3.67 at 2 P.M., profit-taking cut earlier gains to 
an approximate net gain of 2.63 at the close. Over 60% of the net gain in the 
Dow-Jones Industrial Average was traced to a 6% point rise in Goodyear. Clos- 
ing volume was close to 4,500,000 shares. Much of the closing softness crept 

into the picture after United Fruit cut the dividend which resulted in a quick 
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7% point sell-off followed by an equally quick rebound to 44 for a net loss of 
242 points.” 

Result: The Dow-Jones Industrial Average dropped 27 points over the fol- 
lowing week. The November 1958 short but sharp break was preceded by a 
one-day 7-point run-up in Norfolk & Western Railroad stock. 
Tuesday, February 3rd, 1959 

Dow. lonesaInuustvial Smee. acne ran st ass: 592.34 Up 0.11 
Gwe Tones calle mente cee, cree ee 162.33 Up 0.76 

Stock Exchange Volume .................... 3,220,000 
ISSUCSE LIAUCO Ue eek retiene tere eet ft « 1,218; 527 up, 

431 down 

“The feature of the day was a late run-up of over 9 points in Lukens Steel, 
closing at the high . . . steels had a generally quiet day with little net change 
outside of the fireworks in Lukens.” 

Result: The Dow-Jones Industrial Average fell almost 18 points over the next 
four sessions. 

Point 44, Every time the general market outpaces the Dow-Jones Industrial 

Average on the upside, the Dow-Jones Industrial Average is slated to make a 

later broad advance. 

This point crops up more during the early phase of a bull swing rather than 
the later stages. Actually it is quite rare in itself and was rather conspicuous 
by its absence during 1959. Like on-balance odd-lot selling, it is a very bullish 
occurrence. The phenomenon is best evidenced by an ascending advance- 
decline line running right through intermediate lows. 

Point 45. Every time the Dow-Jones Industrial Average outpaces the general 

market on the upside it is vulnerable to a quick return to the more realistic levels 

dictated by the general price level of the market. 

Tue Point In ACTION 

Friday, August 7th, 1959 

Dow, loness LUGUstiAls se ite ccc. ceca S cake toc: 668.57 Off 3.41 

Norte [OMCs BIAS mt eames eggs sce yale natn, cxee 164.45 Off 0.78 

Stock Exchance VOMINC ve soa. ets as esse ess 2,580,000 Down 1.1% 

Tssuestel TAGE Meee eis. Cee ee saeties hee Oe 1,198; 383 up, 

605 down 
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“Last October 27th the Dow-Jones Industrial Average at 535 was moving at 

2% under the previous high while some 366 issues were down 10% or more 

under their previous highs. Less than 4 weeks later, the Dow Average plum- 

meted 30 points in three days to return to a level commensurate with where the 

general market actually was at that time. Every time the Dow-Jones Industrial 

Average outpaces the general market it is vulnerable to a quick return to the 

more realistic levels dictated by the general price level of the markt. A close 

look at the Friday market prices shows a temporary vurnerability for the indus- 

trial average far greater than anything seen thus far since the upswing from the 

1957 lows. On Friday the Dow-Jones Industrial Average fell to less than 2% 

under the August 8rd all-time peak but examination of the entire list reveals 

that 597 stocks are already down 10% to 20% and more below their 1959 highs. 

A matching 10% drop in the Dow-Jones Industrial Average would carry the 

reading down to the 612 area, a 56 point drop from here. The point is, the 

vulnerability is in the average more than in the general list. Almost half of the 

entire list has already made a 10% to 20% correction.” 

Result: The next session saw the Dow-Jones Industrial Average fall 14.78 

points. 

Point 46. General Motors has a distinct tendency to top out ahead of the Dow- 

Jones Industrial Average and therefore, as long as this stock is advancing, the 

general current trend of the market is healthy and is expected to continue 

ascending. 

Some years ago a very popular movie called “Magic Town” was released. 
The plot involved the efforts of a national public opinion group to discover a 
“typical” American town, so typical of the entire country that it would enable 
the group to get the jump on other polling concerns who had to laboriously poll 
a large cross section of the entire country to come up with the same results. 
Over the years, stock market observers have searched for various “magic town” 

stocks in order to better forecast the movements of the entire market by merely 
technically projecting the movements of that one stock. This writer believes 
that if one such stock had to be chosen, General Motors would be the best 

and most logical choice. 
By taking the chart of the more comprehensive Standard & Poor 500 Stock 

Index over the past 14 years and superimposing it over the chart of General 
Motors, it is difficult to tell the difference. This implies that the General Motors 
price movement is as typical of the entire market as an individual stock can 
possibly be. It also implies that if one can forsee the moves in General Motors, 
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then he can forsee the general trend of the entire market. The stock has the 
characteristic of tending to lead the Dow-Jones Industrial Average and this con- 
firms the evidence that the general market always tops out ahead of the 80-Dow- 
Jones stocks as a group. Or, to put it another way, the blue chip issues are the 
last to fall in the beginning of a bear market. General Motors then is con- 
sidered to be a good leading indicator of the Dow-Jones Industrial Average. 

THe Point In ACTION 

Thursday, May 14th, 1959 

DROW TOneSsnUusiiialsi aie atti aa ee kanes 637.04 Up 3.99 

PII IUNESBN OLGA Ee con aoe otis On wee ee Te ee irs 166.30 Up 1.16 

BLOG arena eer V OMIME 298.555 0s nits dale eons Ste 3,660,000 
SSSIIOS Te PAGO bec eee ean Aoi. chilies Sok sc bs 1,242; 606 up, 

408 down 

“General Motors is back to the November 1958 level of 52 and, while some 

temporary resistance may be seen, a move beyond 52 would be considered to 
be a fresh bullish signal for the stock and for the market.” 

And later the same day: 
“The market moved into high gear with steel shares pacing the upswing all 

the way. Motors, chemicals, coppers, oils, and rails participated in the advance 

and the high quality of market leadership was typified by the fact that General 
Motors was the most active stock of the day, selling at the highest level since 
1955 and not far from an all-time peak.” 

Result: The market remained in a healthy uptrend up until July. General 
Motors topped out on July 8th, 1959 and the rise in the Dow-Jones Industrial 
Average beyond that date was not trustworthy although other indicators sig- 
nalled the last advance to the August 8rd, 1959 peak. 

Point 47. A declining trend for General Motors is a distinct signal for caution 

as far as the market (measured in terms of the Dow-Jones Industrial Average) 

is concerned. 

General Motors is a prime durable goods stock. The usual cycle of group 
rotation suggests that once a key durable goods stock tops out and starts down, 
that the general market is in for some type of general retreat. The degree of 
lead varies in the case of General Motors but a continuing decline in GM is 
another sign calling for some question as to how long a broad uptrend in the 
market may persist. 
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Looking at the General Motors chart, it is noticeable that the stock topped 

out in January 1946, well ahead of the general highs of May 1946 and the 

September break. The stock topped out again in the latter part of 1952, presag- 

ing the 1953 general market decline. The stock made an important fresh top 

in late 1955 and the ensuing decline signalled the major market 1956-57 topping 

out. Another new top was reached in July 1959 and the subsequent decline 

signalled the general market retreat which started following the August 3rd, 

1959 high. 
Even the minor moves in the market are usually well forecasted by what 

General Motors does. On November 12th, 1958 the stock provided a clear 
signal of some market trouble ahead: 
Wednesday, November 12th, 1959 

“The market rolled back several selling waves throughout the day and man- 
aged to right itself during the late afternoon hours. Volume rose on the backing 
and filling. While the Dow-Jones Industrial Average at the close gave the 
impression that the market scored a marked recovery from the earlier weakness, 

the more comprehensive Standard & Poor Composite Index of 500 Stocks tacked 
on a very small gain and General Motors continued to ease from the 52 top. 
It is felt that the GM price is as important as any stock market index and is 
even more reliable than some as a market indicator. When the GM price starts 
to go down in the face of a continued rise in the Dow-Jones Industrials, then 
the need for caution is underscored.” 

Result: The market reached the highest level of the month five days later and 
then proceeded to record the sharpest technical decline of the year. 

Point 48. In the absence of overnight news, a strong closing in the market 

usually spills over with further strength seen the next day. 

MarKET EXAMPLES 

Tuesday, January 13th, 1959 

Dow jones a ncustrials see eae eee eee 590.70 Off 1.94 
Dow-JoneseRails< eee mee ea. ark, 163.45 Off 0.22 
stock Exchange, Volumes, .cinldemcsiwonianes 3,790,000 Down 12% 
Issues. Lraded axit.g on omen ce ee nti earl eee 1,288; 480 up, 

5598 down 

“Stocks were lower on reduced volume, best recovery tendencies noted dur- 
ing the final hour of trading.” 
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Market Result: The market rallied 5.05 Dow points over the next three ses- 
sions. Point 48 was also present on January 14th which allowed the strength 
to continue through the 16th. 

Wednesday, February 18th, 1959 

Pdr [Omes mL UCUStTAls soe es...) cla toate cs ow: 588.82 Up 2.11 
EIOWS LONCSME GUGM rca ate cae dc sales ec 162.18 Up 1.28 
Stock Exchange Volume .................... 3,480,000 Up 9% 
Issiesm Frade ey. 2. * Wane? Hie eee 1,224; 662 up, 

366 down 

“Making a better showing in the face of bullish news which included a rise 

in personal income to record highs and the strong upsurge in steel production, 
the market had a much better tone in the late trading and showed good promise 

of moving higher.” 

Market Result: The Dow-Jones Industrial Average advanced 6.22 the next day. 

Point 49. In the absence of overnight news, a weak closing in the market usu- 

ally spills over with further weakness seen the next day. 

This point is especially true if the Dow-Jones Industrial Average has been up 
during most of the day or at least part of the day. This is the fourth most 
reliable bearish indicator and, inasmuch as it is too common to exemplify by any 
one specific example, its obvious description is sufficient. 

THE ADVERTISING CAMPAIGN 

Very often a deceptive phenomenon, which the writer chooses to call “the 
advertising campaign,” can be noted in the tape run-off at the end of the trading 
session. In these few minutes occur the recording of the last transactions of 

the day. A true strong closing in the market includes not only rising prices at 

the end of the day but also some rising volume. It is sometimes observed that 

here and there a key stock will be boosted in price on the tape run-off with 

hardly any volume and, more often than not, this occurs in a Dow-Jones issue, 

a stock that will affect the market average. For instance, suppose DuPont had 
been under pressure most of the day, falling from 240 to 235 by 3:30 P.M., and 

that on the tape run-off the stock was put up to 237 on a mere round lot. That 

100-share trade was responsible for a last minute boost of better than .50 in the 
Dow-Jones Industrial Average. The trader and investor who follows the market 

via the newspaper reports only sees the overall volume in DuPont with the clos- 

ing price 2 points above the low of the day and does not know whether the 
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volume was done on the decline or on the late advance. If he figures that 

the market had made a promising improvement at the close (traced to very 

light volume rebounds in one or two Dow-Jones issues ) and buys those particular 

Dow-Jones stocks the next morning on the premise of their closing strength, 

then the light volume upticks have neatly misled him and the “advertising 

campaign” has been successful. This type of “strength” constitutes such a de- 

ception that it is taken to be instead an indication of weakness and thus this 

discussion is appropriately placed with Point 49. A deceptively strong closing is 

no different than an out-and-out weak closing. The deception may be further 

confirmed by looking at the closings on the Pacific Coast Stock Exchange to see 

if there was a matching of the late New York upticks in those key Dow-Jones 

issues. 

Some of the closing upticks are due to short-covering by floor traders who 

clean their slate for the day but a little practice in observation soon enables 

one to differentiate. ' 

Point 50. A trend toward decreased odd lot buying on balance is a bullish 

indication for the market. 

The theory of the trend in odd lot transactions is based on the valid assump- 
tion that the public is most often wrong at or near important market turns. 
The public usually buys and sells stock in lots of less than 100 shares and thus 
the odd lot figures best reflect what the public is doing. When a sharp decline 
in the market takes place and the public rather than the professional element 
is doing the liquidating, then that is considered to be a poor brand of selling, 

uninformed selling. That kind of selling is only providing the professional 
element with a grand opportunity to take the stock off their hands at wholesale 
prices. It is said that stock is then moving from weak hands into strong hands 
and that is bullish. 

MarKET EXAMPLE 

Wednesday, January 28th, 1959 

Dow-Jones Industrials = 55... ven sae anes 588.53 Off 6.13 
Dow-]Oness Ras aaa re wine eee ee eee 161.35 Off 2.30 
Stock Exchange Volumien.y0 ens ioeeeck ane 4,190,000 

Issues Lranedl spac aera eek lat a 1,248; 217 up, 

850 down 

“Following yesterday’s unconvincing rise, the market moved in a narrow 
irregular band of fluctuation in the early hours and then turned suddenly 
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weaker late in the afternoon. Prices dropped rapidly with the tape running 
11 minutes behind the floor. By 3 P.M. the Dow-Jones Industrial Average was 
off 7 points and some selected firming tendencies were noted. There were no 
large blocks of stock seen on the selling, the majority of the selling figures in 
the one to five hundred share lots.” 

Results: The Dow-Jones Industrial Average rose 5.43 over the next two ses- 
sions and the February declines coming later proved to be an excellent buying 
opportunity, the market moving ahead to new highs by the final week of Febru- 
ary. The odd lot figures for January 28th indicated that it was the public 
doing the selling that day, not the professionals, and therefore it was perfectly 
natural for the market to turn up for the next two sessions, especially since 
Point 50 was in combination with other bullish indicators such as Points 28, 
48 and 52. 

WARNING AGAINST OVER-RELIANCE ON Opp-LoT FIGURES 

Odd-lot trading as a market indicator is NEVER ALWAYS RIGHT. It is 
only one of many indicators and is not infallible to error at times. Check to see 
that other indicators agree or disagree on balance. Odd lots gave a false signal 
in 1948 and 1953. 

Point 51. A trend toward increased odd lot buying on balance is a bearish 

indication. 

The following of the daily odd lot figures is necessary in order to understand 
not only the attitude of the public toward the market, but the probabilities as 
to whether a given advance or decline is likely to continue. When the public 
has evidenced a bearish attitude toward the market by stepping up their selling 
in relation to their buying, stocks are therefore going from weak hands into 
strong hands and a true buying opportunity in the market is near. The market 
will suddenly reverse a downtrend while the public is still leaning toward the 
sell side. The market professionals have been taking stock just as fast as the 
bearish public would give it to them and thus the informed buying was done 
close to a climactic bottom. 

After the advance in the market has continued for some time, the public 

sheds the previous bearish attitude and the odd lot buying on balance increases 
in a marked manner. The sharp increase in the on balance odd lot buying 
usually commences somewhere relatively near the end of the upswing and thus 
the informed elements are pleased to accommodate the public with all the stock 
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it wants at the then advanced prices. When daily volume rises and the odd 

lot figures show an advanced degree of on balance odd lot buying, heavy public 

participation on the bullish side, the time has come to think about some serious 

selling. 

THe MousE—THE BELL—AND THE CHEESE 

After a bull market has been in force for a number of years (an ascending 

number of market highs divided by periodic reactions), the public becomes 

conditioned to believe that every reaction is a buying opportunity, fresh peaks 

always lying ahead. This belief is evidenced by the fact that during the early 

part of these reactions the public steps up the buying. It is like the trained 

mouse who has come to expect the cheese every time he hears the bell ring. 

One day the bell rings but there is no cheese. Undismayed, the public con- 

tinues to step up their on-balance buying until it is fearfully realized that this 

time the market decline is getting out of hand and maybe the slide is’ something 

more than the usually described “healthy” reaction. As long as they thought 

this dip was a buying opportunity (as evidenced by their frantic increased 

buying on balance), one could safely expect a further general market decline. 

When the decline has reached the point where the public turns bearish and 
starts dumping stocks, then the decline is just about over. 

To illustrate the consistency of the public’s ability to guess wrong on the 

market at or near important turns, a look at the 1937, 1946, 1957 and 1960 

downturns is sufficient. The public was bearish on the market in 1935 and 
1936 to such an extent that they were actually sellers on balance and this was 
a particularly bullish sign. They did not start buying stocks on balance until 
January 1937, two months after the real peak of the market was reached. The 
Dow-Jones Industrial Average reached the top on March 10, 1937 but the 

majority of stocks topped out in November 1936, at the exact point where the 
public started to reduce their on-balance selling. Not recognizing the vulner- 
ability of the 1937 market (clearly forecasted by every important technical 
indicator described in this book), they continued to buy heavily on balance 

right through 1937 and were carried down through the major part of the down- 
trend, a decline which took the Dow-Jones Industrial Average from 194 back 

to 95. 

The odd lot buyer was right on the market in 1945 but when the top of the 

bull market was reached in May 1946, the time of the major turn, he again 

failed to recognize the fact that a peak had come and gone and he bought stocks 
heavily on balance right through the entire decline from 212 in the Dow-Jones 
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Industrial Average down to 163. As fast as he bought, the professionals sold. 
The 1957 downturn again saw the public buying heavily on balance through- 

out most of the decline from 521 to 416 in the Dow-Jones Industrial Average 
and turn increasingly toward the selling side after the climactic October 1957 
bottom. The market was particularly bullish in July 1958 when the public 
was actually selling on balance. Buying on balance did not resume fully until 
December 1958 and then it increased sharply throughout 1959 abbreviated by 
brief reverses in trend which coincided with temporary market dips. The 
temporary downturn in February 1959 was checked when the odd lot ratio 
temporarily turned up (the public becoming cautious). With the market rise 
resumed, the public quickly turned bullish again and the heavy on balance odd 
lot buying continued. 
When the Dow-Jones Industrial Average scored the first of two important 

peaks, that of August 3rd, 1959 at 678.10, the public continued to buy heavily 
on balance as the industrial average fell to 616 by late September. At that 
point the public grew more cautious (the odd lot ratio turning up) and the 
technical rebound immediately got underway. With the market advance 

resuming, the public again reverted to bullishness and bought heavily on bal- 
ance right up through January 1960. 

The second major top in the Dow-Jones Industrial Average was reached on 

January 5th, 1960 at 685.47, a day after the long steel strike was settled. The 

reaction that followed was sharp and sustained but the public, again hearing 

the bell, continued to rush into the market looking for the expected cheese. 

Each day the public tended to step up the buying on balance, expecting the 
inevitable upturn that the past performance of the long bull market had always 
promised them. Because of the increased odd lot buying the technical picture 
grew weaker and weaker and the declining trend continued. The first good 

technical rebound did not occur until the daily odd lot buying on balance 

began to recede, the public turning toward the bearish side. 
Used as a daily market indicator, the odd lot figures take on increased signifi- 

cance after the market has made a reversal of direction. The trend of the odd 

lot buying will then help to suggest whether the decline is a buying opportunity 

or whether the advance is a selling opportunity, especially if the advance is 
a rebound or the decline is a reaction. On a day-to-day basis, odd lot figures 

must be interpreted in combination with all the other daily indicators and 

therefore in itself may tend to have more of a cumulative effect rather than an 

immediate day-to-day impact. However, when the odd lot figures are bearish 

in conjunction with a bearish set of other indicators, then a downside forecast 
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is much more reliable and this is equally true when their bullish conclusion is 

in gear with the bullish day-to-day points. 

Tue OnLy RELIABLE MEASUREMENT OF Majority OPINION 

With an increasing awareness that majority opinion on the market is most 

often wrong at the time of important market turns, it becomes vastly important 

to be able to verify whether bullish or bearish opinion is in the majority and 

not guess on this important point. Each side is very quick to point out that 

it is the other side that constitutes the majority opinion. Fortunately, there is 

a measurement that removes all doubt on the question and that ruling is found 

in the daily odd lot trading figures. Heavy on-balance odd lot buying shows 

the public to be bullish and public opinion is always considered to be synony- 

mous with majority opinion. Cautiousness or outright bearishness as indicated 

by a sharp reduction in on-balance odd lot buying or extremities such as on- 
balance odd lot selling would indicate an emphatic bearish majority opinion. 

ARE THE Opp Lot Trapinc Ficures A TRUE INDICATION OF MARKET 

SENTIMENTS AT ALL TIMES? 

During a long and rather serious decline in the market accompanied by daily 
odd lot trading figures showing persistent buying on balance, the question 

arises as to whether the odd lot purchases were made on day orders or open 
orders. The correct determination of which would indicate whether the odd 
lot buying on balance was really a bearish market indication or whether the 
public was not as enthusiastic as the odd lot figures on the surface would lead 
one to believe. If the bulk of the odd lot on-balance buying was done on day 
orders then the technical indications of the odd lot figures could be 100% 

accepted. A large percentage of open buying orders, however, would indicate 

that the current odd lot on-balance buying did not reflect the current thinking 
of the public and therefore the market would be much closer to a reversal of 
the decline. In the early 1960 market decline it was found that practically 
all of the odd lot buying was being done on day orders. This indicated that 
the public did not expect a serious decline in the market and therefore continued 
to buy on balance. Each day the odd lot figures reflected the current thinking 
of the public rather than past thinking as would have been indicated if there 
had been a high number of open buy orders being executed on the decline. 
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Tue Myru or Tue “SECOND PUBLIC” 

Some advisory services and market letter writers often refer to a future 
expected strong upmove in the market characterized by heavy public buying. 
Before too much reliance is placed on such market forecasts, odd lot figures 
should be consulted so as to ascertain the degree of current public buying and 
that of the past so as to not fall into the trap of later looking around for the 
mythical “second public” to come conveniently into the picture to buy the 
stocks then for sale at record futuristic levels. The “second public” does not 
exist. If odd lot on-balance buying has been unusually heavy and persistent 
for a long period of time, there will be no rise to undreamed heights just around 
the corner. The odd lot figures would show that the public is already in the 
market in a big way in that case and the question then arises as to who con- 
stitutes this mysterious “second public,” the future beneficiaries of stock now 
widely held by the public. Under these circumstances, past performance sug- 
gests that such stock widely held by the speculative public for a rise will be 
sold to professionals at a lower price rather than to the “second public” at a 
higher price. 

Point 52. Technical rebounds are much more likely to follow sharp declines 

rather than periods of simple erosion. 

Illustration of this Point is best shown in the Table below. Each of the 

sharpest declines during 1959 in the Dow-Jones Industrial Average is shown 

with the resulting action the following day. The forecasting formula is also 

shown for the day of the decline. In each of the cases where a sharp rebound 

failed to result, the answer was usually found in the forecasting formula. 

Percentage 

Sharpest Declines During 1959 Formula Next Day Rebound 

January | 8.22 3- 6-— 9-27-52 Up 4.99 60% 

January 28 6.13 3- 8-28-48-50 Up 1.87 30% 

52 

February 9 7.87 3- 9-23-34-38 Up 8.19 104% 

4748-50-52 

March 16 6.81 3- 6— 8-28-52 Up 4.81 70% 

March 23 4,81 3- 8-24-32-52 Up 1.17 24% 

55 

May i 8.75 3-— 8-28-30-52 Up 5.72 65% 

June 2 6.06 3- 8-28-3947 Down 0.06 Loss 

48-52 
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Percentage 

Sharpest Decline During 1959 Formula Next Day Rebound 

June 4 6.85 3+ 9-27-3147 Down 0.56 Loss 

52 

June 8 8.36 3- 8-20-24-38 Down 4.00 Loss 

47-52 

June 9 4.00 3+ 9-20-27-30 Up 9.55 238% 

38-47-28-50-52 

July 13 6.21 3- 9-23-47 Up 0.35 6% 

August 10 14.78 3- 9-14-20-27 Up 4.28 29% 

31-34-47-49-52 

55 

August 18 7.63 3- 8-28-47-55 Down 4.26 Loss 

August 19 4,26 3- 8-28-30-39 Up &.49 199% 

47-55 

September 1 8.51 3- 9-27-39-47 Down 0.10 Loss 

49-52-55 

September 3 9.90 3+ 9-14-2347 Up 6.28 63% 

49-55 ' 

September 9 5.02 3- 6- 9-27-39 Down 4.23 Loss 

47-52-55 

September 10 4.23 3- 6-12-24-34 Up 3.98 94% 

47-48-50-52-54 

September 21 7.63 3- 9-15-27-34 Down 1.70 Loss 

39-47-49-52-55 

September 30 8.42 3- 6 8-14-24 Up 1.92 22% 

47-52 
October 20 4,29 3- 8-14-27-39 Down 2.68 Loss 

47-A9-55 
October 22 7.10 3- 8-14-28-33 Up 7.48 105% 

34-47-49-52-55 
November 16 7.20 3-— 9-15-20-27 Up 1.16 16% 

34-41-47-49-52 
50 

December 9 4.13 3- 9-15-2346 Up 1.48 35% 
49-55 

December 22 4.10 3- 6 8-14-18 Down 1.64 Loss 

2449-55 

Point 53. Technical declines are much more likely to follow sharp advances rather 

than periods of slow and gradual rise. 

Illustration of this Point is shown by the Table below. Each of the sharpest 
advances of 1959 in the Dow-Jones Industrial Average is shown with the re- 

sulting action the following day. The forecasting formula is also shown for 

the day of the advance. In each of the cases where a sharp decline failed to 
result, the answer was usually found in the forecasting formula. 
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Percentage 
Sharpest Advances During 1959 Formula Next Day Decline 
February 10 8.19 4-10-22-46-48 Up 1.38 Gain 
February 13 6.08 4— 5— 7-11-13-25 Off 0.06 0.9% 

43-48 
February 19 6.22 4— 7-25-4648 Up 7.17 Gain 
February 20 uaw 4— 5-10-26-35-48 Up 0.70 Gain 

53 
March 3 5.75 4—10-26-42-48 Up 1.06 Gain 
April 16 5.08 4-10-16-19-26-46 Up 6.48 Gain 

48 
April 17 6.48 4— 5-10-19-26-35 Up 3.02 Gain 

46-48 
May 8 5.72 4-10-26-46-54 Up 3.67 Gain 
May 13 5.39 4—10-26-35-46-48 Up 3.99 Gain 
June 10 9.55 4-10-16-46-48 Up 0.32 Gain 
June 17 6.65 4-10-26-38-48-54 Up 1.36 Gain 
July 1 7.28 4— 5-10-16-19-22 Up 3.88 Gain 

46-48-54 
July 6 5.33 4— 5-10-19-26-35 Up 3.12 Gain 

46-53-54 
July 21 6.94 4— 7-26-46-48-54 Up 2.90 Gain 
July 27 5.36 4— 5— 7-11-13-25 Up 2.96 Gain 

43-4648 
August ll 4.28 4_]0-11-22-39-46 Down 2.93 68% 
August 20 8.49 4-10-22-46-48 Up 0.37 Gain 

August 27 5.77 4— 5-16-26-31-35 Down 0.28 5% 

46-48-53 
September 23 7.57 4-10-16-22-46-48 Up 8.83 Gain 
September 24 8.83 4-10-16-25-43-46 Down 0.26 3% 

49-53 
October 16 5.74 4-10-26-29-39-46 Down 3.56 62% 

49-53 

October 23 7.48 4-]0-22-46-48 Up 4.54 Gain 

October 26 4.54 4— §5- 7-13-2547 Up 4.57 Gain 

October 27 4.57 4— 5-10-11-26-35 Up 1.42 Gain 

48-53-55 

November 18 6.37 4-10-11-13-26-31 Up 1.33 Gain 

32-39-46-48-53-54 

November 30 6.66 4— 7-13-19-26-39 Up 5.20 Gain 

4748-53-54 

December 1 5.20 4— 7-13-19-25-29-33 Down 3.09 59% 

4546-49-53 

December 8 9.72 4-10-11-13-26-35-43 Down 4.13 42% 

4648-51-53 

December 14 4.57 4— 5-10-11-13-26-43 Down 1.29 28% 

46-54 
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Point 54. A trend of expanding new daily highs is bullish. 

This Point is only exceeded in terms of bullish impact by Points 30, 36, 42, 44, 

and 50. The bullishness of the Point is directly reflected in the “spearhead” 
nature of the statistic. Oftentimes other day-to-day indicators present such 
a mixed appearance that this point usually serves to indicate the most probable 
immediate path the market will take. In view of the fact that there is an 
expanding number of new highs, this means that among the list are some stocks 
scoring “breakouts”, upside chart penetrations of earlier high points. These 
price moves attract fresh buying interest on the technical implications for higher 
prices yet to come for those particular stocks and thus rising volume is a natural 
accompaniment to an increasing number of new daily highs. 

During a reactionary phase in a bull market the impetus toward a rising 
trend in the number of daily new highs is never seriously dented. A large 
number of stocks may come down only a handful of points under their previous 
tops, only to soon emerge again in greater strength on the market uptum, a still 
greater number of new highs seen. The opposite is true when the reaction is 
the first leg of a bear market. In that case very few stocks are just sitting under 
their top price layer. The majority are just short of making new lows, one or 
two bad days in the market resulting in a sharply rising number of daily new 
lows. The technical implications are equal and opposite. The downside pene- 
trations of previous lows attract growing volume on the downside and the 
market decline deepens and accelerates. 

It is highly important to be able to differentiate between a reaction in a bull 
market and the first downleg in a bear market. A close study of the high-low 
trend can provide a major clue as to the difference. In February, 1959, the 
market was declining but the statistics showed that on the 6th (a typical day 
during the decline) there were 42 new highs and only 3 new lows. In addition 
to the 3 new lows, 124 additional stocks were within 3 points of entering the 
new low list and 42 of these were preferred stocks. The public was turning a 
bit cautious toward the market and this confirmed the near-term rally back to 
new market highs. That February downswing was mild, seasonal, and a typical 
reaction in a bull market. It was therefore an excellent buying opportunity. 
Consider now how different the January-February downturn in 1960 was when 
compared with the mild reaction of a year before. On February 5th, 1960, 
there were 7 new highs and 65 new lows. Volume was running 20% lighter 
on the decline than a year before but this was far more disturbing because the 
quality of market leadership was excellent on the downside movement. This 
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fact indicated that a selling climax still lay ahead, the public still bullish as 
shown by the odd lot trading figures at that time. A selling climax, however, 

would seriously upset the entire technical balance of the market and this was 
shown by digging a bit under the surface of the market, what was immediately 
obvious being the least significant. In addition to the 65 new lows, 619 of 
the Big Board issues were selling at levels within 3 points or less of scoring new 
1959-60 lows. This was a considerable difference from the previous February 
“reaction.” Being aware of this “sub-surface” condition, it became evident 

that a potential sharp rise in the number of new lows was imminent on any 
further market weakness. Each new low carries the technical impetus toward 
still lower prices and the potential downside market acceleration implied by 
the near-term possibility of another 619 stocks making new lows was immense 
to say the least. No reaction in a bull market ever had that many stocks on 
the brink of scoring a new low. The decline was closer in resemblance to that 

of a first downleg in a bear market. 

Point 55. A trend of expanding new daily lows is bearish. 

This point is combined in the Point 54 discussion. 

How THE Datty MarKET ACTION FormMuLAS WoRKED IN 1959— 

A One YEAR Past PERFORMANCE 

Next Day 

Date Formula Industrials Rails 

Jan. 2, 1959 4-19-26-33 590.17 Up 2.58 161.86 Up 2.14 

Jan. 5, 1959 4-10-19-26 591.37 Up. 1.20 161.86 eta 

Jan. 6, 1959 J— 5— 7-11-13 583.15 Off 8.22 160.10 Off 1.76 

17-1922 1-33 

Jan. 7, 1959 3— 6 9-27-52 588.14 Up 4.99 162.80 Up 2.70 

Jan. 8, 1959 4-10-11-16-26 592.72 Up 4.58 163.58 Up 0.78 

40 

Jan. 9, 1959 4— 5 7-16-25 592.64 Off 0.08 163.67 Up 0.09 

40 

Jan. 12, 1959 2- B- 9-29-37 590.70 Off 1.94 163.45 Off 0.22 

39 

Jan. 13, 1959 3-— 6 9-23-39 591.64 Up 0.94 164.63 Up 1.18 

42-48 

Jan. 14, 1959 4— 6-10-26-39 594.81 Up 3.17 167.38 Up 2.75 

48 

Jan. 15, 1959 4-10-26-31-39 595.75 Up 0.94 167.17 Off 0.21 

49 
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Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Jan. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

Feb. 

25, 
26, 
27, 

1959 

1959 
1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 
1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 
1959 
1959 

1959 

1959 

1959 
1959 

1959 

Formula 

4— 5-10-29-37 

49 

3- 8-2447-48 

4-10-13-22-39 

3-29-39-41-49 
4— 5-10-22-41 

48 
3-12-14-28 

1l- 5 7-11-13 
21-47 
3- 8-28-48- 50-52 

3 8-15 

3- 8-24 

4-10-22-46-48 
4— 7-17-21-29 

49 
3-24 

4— 5- 7-11-13 

4— 5-48 
5-10-2648 

DAY-TO-DAY INDICATORS 

Next Day 

Industrials Rails 

594.40 Ottelas 166.57 Off 0.60 

595.69 Up 1.29 167.20 Up 0.63 

597.66 Up 1.97 167.24 Up 0.04 

595.69 Off 1.97 166.17 Off 1.07 

596.07 Up 0.38 165.66 Off 0.51 

592.37 Off 3.70 164.07 Off 1.59 

594.66 Up 2.29 163.65 Off 0.42 

588.53 Off 6.13 161.35 Off 2.30 

590.40 Up 1.87 161.13 Off 0.22 

593.96 Up 3.56 161.91 Up 0.78 

592.23 ORT is 161.57 Off 0.34 

592.34 Up 0.11 162.33 Up 0.76 

589.38 Off 2.96 161.60 Off 0.73 

586.12 Off 3.26 160.84 Off 0.76 

582.83 Off 3.79 160.35 Off 0.49 

574.46 Off 7.87 157.94 Off 2.41 

582.65 Up 8.19 160.03 Up 2.09 

584.03 Up 1.38 160.95 Up 0.92 

581.89 Off 2.14 160.12 Off 0.83 

587.97 Up 6.08 160.77 Up 0.65 

587.91 Off 0.06 161.35 Up 0.58 

586.71 Off 1.20 160.90 Off 0.45 

588.82 Uns r 162.18 Up 1.28 

595.04 Up 6.22 164.21 Up 2.03 

602.21 Up 7.17 164.39 Up 0.18 

602.91 Up 0.70 164.52 Up 0.13 

601.18 Orel 163.09 Off 1.43 

602.00 Up 0.82 162.73 Off 0.36 
603.50 Up 1.50 162.20 Off 0.53 
605.03 Up 1.53 162.00 Off 0.20 
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Date 

March 2, 

March _ 3, 

March 4, 

March 5, 

March 6, 

March 9, 

March 10, 

March 11, 

March 12, 

March 13, 

March 16, 

March 17, 

March 18, 

March 19, 

March 20, 

March 23, 

March 24, 

March 25, 

March 26, 

March 30, 

March 31, 

Apeigae 1, 

April 2, 

April 3, 

April 6, 

April 7, 

Aprils? 8, 

1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

25-42 

2 6 814 

87 

Next Day 

Industrials Rails 
610.78 Up 5.75 164.43 Up 2.43 
611.84 Up 1.06 164.65 Up 0.22 

611.87 Up 0.03 165.12 Up 0.47 

609.52 Off 2.35 163.74 Of 1.38 

609.96 Up 0.44 163.29 Off 0.45 
611.14 Up 1.18 163.49 Up 0.20 

611.49 Up 0.35 163.74 Up 0.25 
613.75 Up 2.26 164.18 Up 0.44 

614.69 Up 0.94 164.25 Up 0.07 

607.88 Off 6.81 162.62 Off 1.63 

612.69 Up 4.81 163.67 Up 1.05 

610.87 Off 1.82 164.07 Up 0.40 
610.02 Off 0.85 163.22 Of 0.85 

610.37 Up 0.35 162.62 Off 0.60 
605.56 Off 4.81 160.41 Off 2.21 

606.73 Uprliz 160.64 Up 0.23 

606.47 Off 0.26 160.17 Off 0.47 

606.58 Up 0.11 159.74 Off 0.43 

602.65 Off 3.93 159.10 Off 0.64 

601.71 Off 0.94 158.65 Off 0.45 
602.94 Up 1.23 158.81 Up 0.16 
607.52 Up 4.58 161.08 Up 2.27 
611.93 Up 4.41 162.22 Up 1.14 

611.16 Off 0.77 162.82 Up 0.60 

610.34 Off 0.82 162.62 Off 0.20 

606.44 Off 3.90 162.53 Off 0.09 
605.50 Off 0.94 162.11 Off 0.42 
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Date 

April 9, 
April 10, 

April 18, 

April 14, 
April 15, 
April 16, 

April 17, 

April 20, 

April 21, 

April 22, 

April 23, 

April 24, 

April 27, 

April 28, 
April 29, 

April 30, 

1959 
1959 
1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 
1959 
1959 
1959 
1959 
1959 

1959 
1959 
1959 

1959 

1959 

1959 

Formula 

3— 9-14-18—-23 

4. 6-7 

4-10-16-22-38 

54. 

4-10-16-26—46 

4—10-26-54 

4-10-16-19—26 

46-48 

4— 5-10-19-26 

35-46-48 

J— 5-10-19-22 

42-54. 

l- 5-11-13-19 

3- 8-12-15-31 

49 

3- 6— 9-14-48 

4— 5-26-31-48 

54 

1- 5-10-11-26 

46 

3-27-41-55 

3- 6 8-24 

3- 6 8-14-28 

4-10-22 

1-5 

12 5-31 

3-27-49-55 

8— 8-28-30-52 

4-10-26-46-54 

4— 5— 7-25-31 

42-54 

1-10-11-13-35 

46 

4-10-26-35-46 

48 

4-10-19-26-31 

46-53-54 

3— 8-14-24-31 

49 

3- 6 8-12-14 

18-24-31-38-—46 

4—11-13-17—46 

3— 8-14-28 

2- 6-12-14-31 

48 

DAY-TO-DAY INDICATORS 

Next Day 

Industrials Rails 
605.97 Up 0.47 163.11 Up 1.00 
607.76 Up 1.79 164.21 Up 1.10 
609.53 Upalas, 165.90 Up 1.69 

612.50 Up 2.97 166.55 Up 0.65 
617.58 Up 5.08 168.38 Up 1.83 
624.06 Up 6.48 168.92 Up 0.54 

627.08 Up 3.02 168.87 Off 0.05 

629.23 Up 2.15 168.36 Off 0.51 

625.15 Off 4.08 167.55 Off 0.81 
623.27 Off 1.88 167.42 Off 0.13 

627.39 Up 4.12 168.00 Up 0.58 
629.87 Up 2.48 167.22 Off 0.78 

628.87 Off 1.00 166.08 Off 1.14 

625.87 Off 3.00 167.06 Up 0.98 
623.75 Of 2.12 166.82 Off 0.24 
625.06 Up 1.31 167.67 Up 0.85 
625.06 Unchanged 167.15 Off 0.52 
625.90 Up 0.84 166.71 Off 0.44 
624.39 Off 1.51 165.21 Off 1.50 
615.64 Off 8.75 162.58 Off 2.63 
621.36 Up 5:72 163.85 Upi27 
625.03 Up 3.67 163.87 Up 0.02 
627.66 Up 2.63 164.63 Up 0.76 

633.05 Up 5.39 165.14 Up 0.51 

637.04 Up 3.99 166.30 Up 1.16 

634.53 Off 2.51 165.90 Off 0.40 

633.53 Off 1.00 166.22 Up 0.32 

635.44 Up 1.91 166.62 Up 0.40 

631.87 Off 3.57 165.88 Off 0.74 
631.65 Off 0.22 169.34 Up 3.46 
634.74 Up 3.09 169.67 Up 0.33 
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May 

May 

May 

May 

May 

May 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

June 

Date 

22, 
25, 

1959 
1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 
1959 
1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

Formula 

4— 5-21-49 

3 9-11-27-47 

49 

l— 5-18-26-46 
54 

4— 5-10-2248 
1— 5- 7-21 

I= 5— 7-11-17 
21-35-39 

3— 9-17-23-29 
49 

3-— 8-28-39-47 
48-52 

2- 5-23-49 

3- 9-27-31—47-52 
3- 6- 9-20-23 

3- 9-20-27-30 
38-47-48-50-52 

4-10-16-46—-48 
4-10-16-22-49 

54 

3- 9-17-23-47 

3- 9-18-23-38 
47-54 

4-10-26-38-48 
54 

4-10-26-38-48 
54 

1-10-11-17-22 
29-48 

1-10-22-29-38 
49-54 

3- 6 9-14-23 

38-46 
4-]0-26-38-46 

48-54 

4— 7-16-25-46 

54 
4— 5-10-16-26 

89 

Next Day 

Industrials Rails 

632.35 Off 2.39 168.87 Off 0.80 

632.38 Up 0.03 168.42 Off 0.45 

636.68 Up 4.30 168.07 Off 0.35 

639.58 Up 2.90 167.87 Off 0.20 

643.79 Up 4.21 167.33 Off 0.54 

643.41 Off 0.28 166.62 Off 0.71 

637.45 Off 6.06 165.34 Off 1.28 

637.39 Off 0.06 164.83 Off 0.51 

630.54 Off 6.85 162.91 Off 1.92 

629.98 Off 0.56 163.98 Up 1.07 

621.62 Off 8.36 161.66 Off 2.32 

617.62 Off 4.00 160.41 Off 1.20 

627.17 Up 9.55 162.78 Up 2.32 

627.49 Up 0.32 163.25 Up 0.47 

627.42 Off 0.07 163.02 Off 0.23 

624.59 Off 2.83 162.85 Off 0.17 

621.40 Off 3.19 161.64 Off 1.21 

628.05 Up 6.65 163.09 Up 1.45 

629.41 Up 1.36 164.16 Up 1.07 

629.76 Up 0.35 164.21 Up 0.05 

631.71 Up 1.95 164.79 Up 0.58 

630.73 Off 0.98 164.79 Unchanged 

634.27 Up 3.54 167.15 Up 2.36 

637.23 Up 2.96 167.64 Up 0.49 

639.25 Up 2.02 167.17 Off 0.47 

643.06 Up 3.81 168.18 Upeler 
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Aug. 

Aug. 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 
1959 
1959 
1959 

1959 

1959 
1959 

1959 

1959 

1959 
1959 
1959 

1959 

1959 

4— 5-10-16-19 

26-46-54 
4— 5-10-16-19 

2246-48-54 
4-10-19-26-46 

48-53-54 
4— 5-10-19-26 

3546-53-54 
4— 7-19-25-35-46 

48-53 
4- 6 7-13-19-25 

37-47-55 
3- 8-24-47 
4- 5- 7-25-37-46 

4— 5— 7-25-46 
3-— 8-24-47-55 
3- 9-23-47 
3- 9-23-30-47 
4— 7-26-46-48 

54 
4— 7-25-46-54 
4— 7-29-37-46 
2- 8-24 
4- & 7-11-13-25 

43-46-48 
4-10-11-26 
4— 7-11-2547 
1- 5-10-13-22-29 

39-47-49 
1- 5- 7-1]-19-21 

47 
4- 5- 7-11-17-19 

25-29-46-49-53 

3-39-49-55 
3- 9-21-39-47 

3- 9-23-39-46-49 
55 
3- 9-23-39-47-49 

59 
3- 9-14-20-27-31 

34—44-47-49-52-55 

DAY-TO-DAY INDICATORS 

Next Day 

Industrials Rails 
643.60 Up 0.54 167.62 Off 0.56 

650.88 Up 7.28 168.40 Up 0.78 

654.76 Up 3.88 168.92 Up 0.52 

660.09 Up 5.33 169.12 Up 0.20 

663.21 Up 3.12 17121 Up 2.09 

663.81 Up 0.60 173.56 Up 2.35 

663.09 Off 0.72 172.98 Off 0.58 

663.56 Up 0.47 W222 Off 0.76 

657.35 Off 6.21 170.46 Off 1.76 

657.70 Up 0.35 Tiao Up 1.09 

660.57 Up 2.87 170.34 OniZL 

658.29 Off 2.28 168.49 Off 1.85 

657.13 Off 1.16 166.95 Off 1.54 

654.54 Off 2.59 165.75 Off 1.20 

661.48 Up 6.94 167.00 Up 1.25 

664.38 Up 2.90 167.89 Up 0.89 

664.63 Up 0.25 168.09 Up 0.20 

663.72 Off 0.91 167.69 Off 0.40 

669.08 Up 5.36 167.71 Up 0.02 

672.04 Up 2.96 167.51 Off 0.20 

673.18 Up 1.14 168.49 Up 0.98 

673.37 Up 0.19 167.82 Off 0.67 

674.88 Up 151 167.80 Off 0.02 

678.10 Up 3.22 167.58 Off 0.22 

676.30 Off 1.80 167.33 Off 0.25 

672.33 Off 3.97 165.43 Off 1.90 

671.98 Off 0.35 165.23 Off 0.20 

668.57 Off 3.41 164.45 Off 0.78 

653.79 Off 14.78 161.35 Off 3.10 

658.07 Up 4.28 162.51 Up 1.16 



DAY-TO-DAY INDICATORS 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Aug. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Date 

1 

12, 

13, 

14, 

Li; 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

Formula 

4-10-11-22-39--46 

2- 6 8-24-3946 

54 

1l- 5— 7-13-22 

39-47-55 

4— 5— 7-11-13-21 

47 

3- 9-11-15-23-33 

39-43+47-55 

3-— 8-28-47-55 

3— 8-28-30-39-47 

55 

4-10-22-46—48 

4— 5-10-17-22-29 

37-39-47 

3S 8-18-24-39-47 

A 111351722 

46 

4— 5-10-11-13-26 

46 
4— 5-16-26-31-35 

46-48-53 

2— 6 9-15-23-29 

31-47 

4— 5-10-11-22-29 

39-45-4649 

3- 9-27-39-47-49 

52-55 
3- 9-23-29-46-55 

3- 9-14-23-47-49 

55 
4— 5-— 7-]]-21-45 

46-51 

3 9-27-47-49-51 

55 

3- 6 9-27-39-47 

52-55 

3- 6-12-24-3447 

4850-52-54 

4. 5— 7-1]-21-31 

46-49-51 

3-15-47-49-55 

3- 6 9-11-27-30-47 

55 
4— 5-10-13-17-22 

31-39-47-49-55 

9) 

Next Day 
Industrials Rails 

655.14 Off 2.93 162.89 Up 0.38 

655.43 Up 0.29 162.13 Off 0.76 

658.74 Up 3.31 162.35 Up 0.22 

658.42 Off 0.32 162.18 Off 0.17 

650.79 Off 7.63 160.75 Off 1.43 

646.53 Off 4.26 159.25 Off 1.50 

655.02 Up 8.49 163.98 Up 4.73 

655.39 Up 0.37 163.20 Off 0.78 

653.22 Off 2.17 162.38 Off 0.82 

655.96 Up 2.74 162.42 Up 0.04 

657.57 Up 1.61 162.53 Up 0.11 

663.34 Up 5.77 163.07 Up 0.54 

663.06 Off 0.28 163.49 Up 0.42 

664.41 Up 1.35 163.45 Off 0.04 

655.90 Off 8.51 161.60 Off 1.85 

655.80 Off 0.10 160.84 Off 0.76 

645.90 Off 9.90 158.47 Off 2.37 

652.18 Up 628 15861 Up 014 

642.69 Off 9.49 156.19 Off 2.42 

637.61 Off 5.02 155.32 Off 0.87 

633.38 Off 4.23 154.52 Off 0.80 

637.36 Up 3.98 156.42 Up 1.90 

633.79 Off 3.57 154.65 Off 1.77 

630.80 Off 2.99 154.34 Off 0.31 

632.41 Up 1.61 154.59 Up 0.25 

629.00 Off 3.41 153.23 Off 1.36 
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Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Sept. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Date 

KE 1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

Formula 

3— 9-15-23-31-39 

4346-49-55 
3- 9-15-27-37-39 

47-49-51-55 
3- 9-15-27-34-39 

47-49-52-55 

3— 6 9-15-18-23 

34—36-39-43-47-52 

4-10-16-22-46—-48 

4—10-16-25-43—46 

49-53 
3- 8-11-15-18-24 

46 

4 "{-17-21-39 

4 7-13-25-29-37 
39-46-49 

3 6— 8-14-9447 
52 

4— 6-10-12-13-18 

22-30-40-47-48 

4— 5 7-l]-13-17 

21-46-49 

1— 5-13-17-21-29 

31-39-46 

3- 6-23-4748 

2- 6 9-15-18-23 

39-47 

3-14-18-24—47_-49 

4— 5-13-17-22-48 

54 

A- 5-16-17—21-29 

46-49-54 

3— 8-15-28-29-37 
47-49 

3- 6— 9-15-24-39 
41-47-55 

4-10-13-22-31-39 

46-48 

4-10-26-29-39-46 

49-53 

3- 9-14-23-39-43 
47-49-55 

3- 8-14—-27-39-47 

49-55 

DAY-TO-DAY INDICATORS 

Next Day 

Industrials Rails 

625.78 Off 3.22 152.45 Off 0.78 

618.15 Off 7.63 150.62 Off 1.83 

616.45 Off 1.70 150.28 Off 0.34 

624.02 Up 7.57 152.47 Up 2.19 

632.85 Up 8.83 154.77 Up 2.30 
632.59 Off 0.26 154.25 Off 0.52 

636.47 Up 3.88 154.77 Up 0.52 

640.10 Up 3.63 157.13 Up 2.36 
631.68 Off 8.42 157.40 Up 0.27 

633.60 Up 1.92 159.14 © Up 1.74 

636.57 Up 2.97 158.85 Off 0.29 

637.01 Up 0.44 157.82 Off 1.03 

636.06 Off 0.95 158.78 Up 0.96 

635.37 Off 0.69 159.34 Up 0.56 
633.04 Off 2.33 158.38 Off 0.96 

636.98 Up 3.94 158.67 Up 0.29 
638.55 Up 1.57 158.34 Off 0.33 

637.83 Off 0.72 157.67 Off 0.67 

634.27 Off 3.56 157.11 Off 0.56 

637.48 Up 3.21 158.58 Up 1.47 

643.22 Up 5.74 159.99 Up 141 

639.66 Off 3.56 158.11 Off 1.88 

635.37 Off 4.29 157.09 Off 1.02 

632.69 Off 2.68 157.18 Up 0.09 
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Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Oct. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Nov. 

Date 

21, 

22, 

23, 
26, 

27, 

28, 

29, 

16, 

18, 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 

1959 

Formula 

3- 6-14-18-23-39 

46-49-55 

3- 8-14-28-33-34 

47-49-52-55 

4-10-22-46-48 

4— 5— 7-13-25-47 

48 

4— 5-10-11-26-35 

48-53-55 

1- 5— 7-11-13-25 

39 

1- 5— 7-11-13-19 

25-29-35-37-39-40-53 

4— 5 7-11-13-17 

19-25-32-35-46-49-53 

5D 
3+ 8-28-32-47-49 

1- 5— 7-11-13-25 

47-55 

1- 5 7-11-13-17 

21-33-39-40-46 

4— 7-13-25-31-39 

46-48 
l— 7-27-29-37-39 

47-49-55 

3— 9-12-14-23-39 
43-47-49 

9-23-39-47-49 

3- 8-28-39-41-47 

49-55 

3— 9-13-23-39-47-55 
3- 9-15-20-27-34-41 

4749-52-55 

1- 5— 7-25-39-46-49 

4-10-11-13-26-31-32 

39-46-48-53-54 

1- 5-11-13-17-31-39 

47-49-53 

4—°5— 7-11-1351 7-21 

29-31-39-47 

J- 5 7-11-13-19-29 

37-39-4143 

1- 5 7-11-19-25 

39-46 

93 

Next Day 
Industrials Rails 

625.59 Off 7.10 154.92 Off 2.26 

633.07 Up 7.48 156.95 Up 2.03 

637.61 Up 4.54 156.78 Off 0.17 

642.18 Up 4.57 156.33 Off 0.45 

643.60 Up 1.42 155.61 Off 0.72 

645.11 Up 1.51 155.15 Off 0.46 

646.60 Up 1.49 154.50 Off 0.65 

645.46 Off 1.14 153.74 Off 0.76 

645.74 Up 0.28 152.51 Off 1.23 

647.57 Up 1.83 151.58 Off 0.93 

650.92 Up 3.35 154.10 Up 2.52 

650.92 Unchanged 154.14 Up 0.04 

648.14 Off 2.78 152.96 Off 1.18 

647.32 Off 0.82 152.45 Off 0.51 

644.26 Off 3.06 151.44 Off 1.01 

641.71 Off 2.55 149.45 Off 1.99 

634.46 Off 7.25 146.81 Off 2.64 

635.62 Up 1.16 146.65 Off 0.16 

641.99 Up 6.37 149.41 Up 2.76 

643.32 Up 1.33 149.34 Off 0.07 

645.46 Up 2.14 149.36 Up 0.02 

646.75 Up 1.29 148.25 Off 1.11 

649.69 Up 2.94 147.21 Off 1.04 

651.10 Up 1.41 146.91 Off 0.30 
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Nov. 

Dec. 

Dec. 

Dec. 

Date 

sy 

24, 

28, 
29, 
30, 

1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 
1959 
1959 
1959 

1959 

1959 
1959 
1959 
1959 
1959 

1959 

1959 

1959 
1959 
1959 

Formula 

4— 5— 7-11-13-19-25 

39-45—46-53 

4— 7-19-21-39-46-48 

53 

4— 7-13-19-26-39 

47-48-5354 

4 7-13-19-25-29-33 

4546-49-53 

3 6 8-14-18-24-47 

A. 7213=91-31=46 

4— 7-1]1-13—25-39-47 

4— 7-l1-13—29-39-41 

43-46-54 

4—-10-11-13-26-35—43 

4648-51-53 

3 9-15-23-46-19-55 

1- 5-10-11-13-41447 

3-— 8-18-24—46-55 

4— 5-10-11-13-26—-43 

46-54 

3 6 9-15-27-29-31 

47-49-55 

4— 7-13-21-31-46 

3— 8-2447 

4— 7-25-31-46-48 

3- 9-14-27-29 

3 6 8 14-18-2449 

55 

3- 8-15-18-24-31 

47-49 

4— 7-11-21-31-39-43 

47-49 

3- 9-14-27-31-39-46-55 672.23 
4-10-16-26-31-46-48-55 676.97 
4— 5-10-16-26-3146-49 679.36 

Weighting of each point 

DAY-TO-DAY INDICATORS 

Next Day 

Industrials Rails 

652.52 Up 1.42 148.60 Up 1.69 

659.18 Up 6.66 150.11 Up L5l 

664.38 Up 5.20 150.94 Up 0.83 

661.29 Off 3.09 151.31 Up 0.37 

662.96 Up 1.67 152.49 Up 1.18 

664.00 Up 1.04 152.73 Up 0.24 

665.67 Up 1.67 153.01 Up 0.28 

675.39 Up 9.72 154.90 Up 1.89 

671.26 Off 4.13 154.38 Off 0.52 

672.74 Up 1.48 154.40 Up 0.02 

670.50 Off 2.24 153.65 «+ Off 0.75 

675.07 Up 4.57 154.09 Up 0.44 

673.78 Off 1.29 154.85 Up 0.76 

675.20 Up 1.42 154.99 Up 0.14 

673.90 Off 1.30 154.33 Off 0.66 

676.65 Up 2.75 154.78 Up 0.45 

675.92 Off 0.73 154.61 Off 0.17 

671.82 Off 4.10 154.40 Off 0.21 

670.18 Off 1.64 154.05 Off 0.35 

670.69 Up 0.51 154.28 Up 0.23 

669.77 Off 0.92 153.32 Off 0.96 

Up 2.46 153.72 Up 0.40 

Up 4.74 154.02 Up 0.30 

Up 2.39 154.05 Up 0.03 

Each Point is now evaluated as to how often it was followed by the expected 
advance or decline determined by whether the point is bullish or bearish (odd 
or even). By this table of results it will become clearer as to which points 
have the heaviest bullish or bearish weighting. This information is particularly 
essential because it will show which points are capable of outweighing a greater 
or equal number of opposite points. 
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Tn 1959 there was a total of 144 advances in the Dow-Jones Industrial Average, 
107 declines, and two unchanged days, a total of 253 market sessions. 

Followed by an Followed by a 
Total Occurrences Advancing Day Declining Day 

Point ] 31 (12.2% ) 19 ( 61%) 12 ( 39%) 
Point 2 10 ( 3.9%) 4 ( 40%) 6 ( 60%) 
Point 3 93 (36.7% ) 48 ( 51%) 45 ( 49%) 
Point 4 113 (44.6% ) 70 ( 62% )* 41 ( 36%) 
Point 5 71 (28.0% ) 40 ( 56%) 31 ( 44% ) 
Point 6 35 (13.8% ) 20 ( 57%) 15 ( 43%) 
Point 7 65 (25.6% ) Sia oa je 27 ( 41%) 
Point § 41 (16.2% ) 24 ( 58%) 17 ( 42%) 
Point 9 48 (18.9% ) 21 ( 43%) 27 ( 57%) 
Point 10 61 (24.1% ) 44 ( 72%)* 16 ( 26%) 
Point J] 49 (19.3% ) 29 ( 59%) 20 ( 41% ) 
Point 12 8 ( 3.2%) 4 ( 50%) 4 ( 50%) 
Point 13 44 (17.3%) 26 ( 59% )* 17 ( 38% ) 
Point 14 25 ( 9.8% ) 14 ( 56%) ll ( 44%) 
Point 15 17 ( 6.7%) 9 ( 538%) 8 ( 47%) 
Point 16 18 ( 7.1%) 13 ( 72%) 5 ( 28% ) 
Point 17 20 ( 7.8% ) 8 ( 40% ) 12 ( 60%) 
Point 18 17 ( 6.7%) 13 ( 76%) 4 ( 24%) 
Point 19 27 (10.6% ) 18 ( 66%) 9 ( 34%) 
Point 20 5 ( 19%) 3 ( 60%) 2 ( 40%) 
Point 2] 26 (10.2% ) 10 ( 38%) 16 ( 62%) 
Point 22 25 ( 9.8% ) 17 ( 68% )* 7 ( 28%) 
Point 23 29 (11.4% ) 10 ( 34%) 19 ( 66%) 
Point 24 26 (10.2% ) 19 ( 73%) 7 ( 27%) 
Point 25 36 (14.2%) 19 ( 52%)* 16 ( 44%) 
Point 26 40 (15.8% ) 33 ( 82% ) 7 ( 18%) 
Point 27 19 ( 7.5%) 8 ( 42%) 1l ( 58%) 
Point 28 16 ( 63%) 9 ( 56%) 7 ( 44%) 
Point 29 29 (11.4%) 9 ( 31%) 20 ( 69%) 
Point 30 6 ( 2.3%) 6 (100% ) 0 ( 00%) 
Point 3] 32 (12.6% ) 17 ( 538%)* 14 ( 43%) 
Point 32 5 ( 19%) 4 ( 80%) 1 ( 20%) 
Point 33 7 ( 2.7%) 3 ( 42%) 4 ( 58%) 
Point 34 6 ( 2.3%) 5 ( 83%) 1 ( 17%) 
Point 35 14 ( 5.5%) 9 ( 63% ) 5 ( 37%) 
Point 36 1( 4%) 1 (100% ) 0 ( 00%) 
Point 37 14 ( 5.5%) 2( 14%) 12 ( 86%) 
Point 38 14 ( 5.5%) 10 ( 71%) 4 ( 29%) 
Point 39 63 (24.9% ) 28 ( 44%)* 34 ( 54%) 
Point 40 5 ( 1.9%) 4 ( 80%) 1 ( 20%) 
Point 4] 14 ( 5.5%) 6 ( 43% ) 8 ( 57%) 
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Followed by an Followed by a 

Total Occurrences Advancing Day Declining Day 

Point 42 Do ( 19%) 5 (100% ) 0 ( 00%) 

Point 43 13 ( 5.1%) 3 ( 23%) 10 ( 77%) 

Point 44 1 ( 0.4% ) I (100% )”* 0 ( 00%) 

Point 45 3 ( 12%) 1 ( 33%) 2 ( 67%) 

Point 46 71 (28.0% ) 44 ( 62%)* 26 ( 36%) 

Point 47 71 (28.0% ) 35 ( 49% ) 36 ( 51%) 
Point 48 50 (21.7% ) 44 ( 80% )* 10 ( 18%) 

Point 49 72 (28.4% ) 22 ( 30%) 50 ( 70% ) 
Point 50 3 ( 12%) 3 (100% )** 0 ( 00%) 

Point 5] 2 ( 0.8% ) On (20072) =e 2 (100% ) 
Point 52 ESR 1G) 12 ( 66%) 6 ( 34%) 

Point 53 19\( 7.5% ) Ll (2577) 8 ( 43%) 
Point 54 31 (12.2% ) 26 ( 84%) 5 ( 16%) 

Point 55 43 (17.0% ) 17 ( 39%) 26 ( 61%) 

* These points were also followed by some sessions where the Dow-Jones Industrial Average remained 

unchanged on the day. 

** While these points were only spasmodically recorded during the year 1959, they actually occurred 
more often than indicated and the high percentage of probability regarding the action of the market on 
the days following these signals is considered to be valid. 

Based on the initial weighting of each of the 55 basic points, the various bullish 
and bearish combinations can now be tested. First the list must be placed in a 
graded order of importance in order that the most effective combinations can 
readily be seen. 

Points 

30-36—-42—44-50 

ButuisH Points In ORDER OF IMPACT 

Weighting 

100% 
84% 
83% 
82% 
80% 
76% 
73% 
72% 
71% 
68% 
66% 
62% 
60% 
58% 
57% 
56% 
50% 

40% 
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BEARISH Points IN OrpDER OF IMPACT 

51 100% 
37 86% 
43 77% 
49 70% 
29 69% 
45 67% 
23 66% 
21 62% 
55 61% 
17 60% 
27-33 58% 
9-41 57% 

39 54% 
47 51% 
3 49% 

15 47% 
5-25 44% 

31-53 43% 
7-11 41% 
1 39% 

13 38% 
35 37% 
19 34% 

Based on the above graded weighting, combinations such as 4-10-16-26-46- 

48-54 (or any part thereof) would have greater indication for a market rise the 

next day than any of these points taken separately. Point 4 alone has only 

shown a record of 62% advances the following day and Point 10 has a record of 

showing 72% advances the next day. In combination, however, the 4-10 oc- 

curred 52 times in 1959 and the Dow-Jones Industrial Average rose sharply 
the next day 38 times or 73%. Various combinations of the bearish points such 

as 5-11-13-17-19-25-29-31-35-37-89 -41-43-45-47-49-51-53-55 were sufficient to 

account for the 27% of the time the 4-10 combination failed to produce a rise in 

the Dow average the next day. 

Now, if the 4-10 is bullish, the 4-10-16 should be that much more bullish. 

The 1959 record is as follows: The 4-10-16 combination occurred 14 times and 

was followed by a rise in the Dow-Jones Industrial Average 12 times, or 85.7% 
of the time, a considerable improvement over the 4-10 combination alone. 

The 4-10-26 combination record is as follows: It occurred 31 times in 1959 

and was followed by a rise 26 times, or 83.8% of the time. 
Combining the 4-10-16 with the 4-10-26, the record for the 4-10-16-26 is as 
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follows: This combination occurred 8 times in 1959 and was followed by a good 

rise the next day 8 times, or 100%. 

That solidifies the essence of the Point System: Each point alone means little, 

but in combination, the indications for a rise or a fall in the Dow-Jones Indus- 

trial Average become amazingly clear. 

The same mechanics hold for the bearish combinations. Point 3 occurred 

93 times in 1959 with a record of declines the next day of 45, or only 49% of 

the time, not a very bearish point taken by itself. When added to Point 23 (a 

point followed by declines in 66% of the cases) the batting average on declines 

rises to 68% for the 3-23 combination. 

Progress report 

You have now been introduced to the 55 basic technical stock market indi- 

cators which tell the daily market story. Picking the right general time in which 

the market is most likely to rise or fall enables you to eliminate in one stroke 

a great deal of trading risk. Interpreting the 55 Points you have just read about 

already has elevated your perception of the market to a level considerably above 

that of the crowd or “public”. You now have a daily grip on the market and, 

while you have yet to apply these indicators to the buying or selling of specific 

securities, you are aware of what direction to swim in. The development of 

your particular stroke comes later. 

Picking up an earlier theme, your improved view of daily market timing now 

enables you to neatly avoid an additional number of the commonest pitfalls in 

Wall Street money making. Not only are you placing your principal reliance 

on what the market itself is saying (which no longer subjects you to the uncer- 

tainties of biased motivations), but you are made more fully aware of the added 

profit potential which lies in timed trading versus untimed investment. 
Ability to understand the daily market encourages TRADING rather than in- 

vestment and trading produces the maximum profits. Ten successful 100% 

trades can snowball $1,000 into a $250,000 while the same amount invested 

in the most glamorous of all growth stocks might only grow to $10,000 or $15,000 

under optimum conditions and at the same time you would be asking too much 
of that single stock. Such an advance would put a terrible technical strain on 

the chart pattern of the stock in question. 

In adopting a willingness to trade in stocks rather than merely invest, you will 

acquire an attitude which will protect you from the common pitfall which in- 

variably traps the greatest number of well-meaning investors and uninformed 

traders, the shift from a rising market to a falling market. The following of 



DAY-TO-DAY INDICATORS 99 

the daily indicators will provide the necessary signal as to whether following 
the long side of the market is still the prudent thing to do. Nothing frustrates 
or slows down the investor in his quest for stock market profits faster than a 
surprise bear move, an unexpected decline of some duration. The technically 
informed trader can see it coming but the fundamentalist cannot unless he is 
clairvoyant. The market technician can oftentimes double his profits on the 
decline while the investor sails headlong into it and takes a 50% loss simply 
because he has unprofitably conditioned himself to only the buying of stocks 
for profit rather than the buying and selling for profit. 

You can now apply the 55 daily market indicators and denote the following: 
Whether an advance should be followed or used as a selling opportunity. 

(Here particular attention is paid to plurality, disparity, quality of leadership, 
weighting, genuity, overdueness, volume, the 3-day rule, General Motors, the 

closing, odd lots and highs and lows.) If advances outnumber declines, the 

rails are in step with the industrials, the most active stock list embraces a num- 
ber of blue chip issues, no one Dow-Jones stock price change distorts the gain 
of the previous day, the Standard & Poor 500 Stock Index is in line with the 

Dow-Jones advance, a decline is not overdue by virtue of the number of con- 
secutive advances, volume is rising on the buying, the market has not made three 

consecutive sharp rises, General Motors is rising, the market closed strong, the 

odd lot buyer is only moderately bullish to slightly cautious and new highs are 
rising in relation to new lows, then YOU KNOW THE MARKET IS GOING 

HIGHER and any buying you do the following day will be favored by the 

technical indicators as being propitious. 
Conversely, you are aware that the odds are more weighted against your stock 

should the advance in the market be tinged by disparity, poor leadership, a 

weighted rise, negative genuity, overdueness for the downside, declining volume, 

three sharp advances already having occurred, a dip in General Motors, a profit- 

taking at the closing, bearish odd-lot figures (heavy on-balance buying) and 

declining new highs coupled with rising new lows. In such a case the market 
is about to go down and you either hold off buying more stock in the expecta- 
tion of lower prices or you sell the stock you already have or you do both. The 
major technical indicators yet to be described may be telling you that such a 

decline will be only temporary and thus a BUYING OPPORTUNITY. The 
daily indicators are just that—daily, but put together day after day they begin 

to spell out a trend and the successful trader must know the trend, not just the 

daily picture. However, the daily picture understanding is the first require- 

ment here. This will enable the trader to only buy stocks just prior to clearly 
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designated PLUS days and sell stocks just prior to clearly designated MINUS 

days. 
This provides a head start over the person who buys General Motors at 42, 

for instance, simply because he thinks it will be higher a month later but has 

purchased it without regard to the particular day. The stock might be 45 a 

month later but meanwhile have declined to 39 first where the trader picked 

it up, having noted technical indications that the market would decline first and 

rise later. The trader sells a month later at 45 for a 6-point gain but the person 

who paid 42 for the stock may be reluctant to sell with only a 3-point gain less 

commissions and he hangs on. Meanwhile the stock falls again to 39 and the 

trader buys again and the other person is again in the loss column. This could 

go on indefinitely, the stock fluctuating between 39 and 45 with the informed 

trader profiting on each swing and the other person waiting without success for 
a price above 45 before he sells. Or he may have bought the stock for income, 
but if he bought the stock without regard to market timing he might have paid 
45 and eventually sold it at 39, a loss of three years in dividends. Just picking 
the right day to purchase a stock can make a big difference to a market trader 
where every chunk of time and point differential is of vital importance. If the 
informed trader buys a stock at 39 by waiting he is actually 6 points ahead of 
the uninformed person who pays 42 for the stock only to see it go to 39 there- 
after. The stock has to move a roundtrip distance of 6 points (42 to 39 and 
back to 42) with profits at zero for the uninformed and 6-points for the in- 
formed, the trader who bought at 89, sold at 42, went short at 42 and covered 

at 39. Timing is everything. 

You are now possessed of the market rudiments of day-to-day forecasting, 
but rudiments only. Of course you need more, otherwise the book could end 
right here and you could count yourself among the select group of those who have 
a pretty good idea of where the market is going for the next twenty-four hours, 
at least where the market averages are going. But one does not buy and sell 
averages and stocks are seldom bought for just a day and therefore you will 
become more aware of what to specifically do as the book expands into the 
realm of the intermediate indicators and the specific types of stocks to buy and 
sell for the maximum profit opportunities. 
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INTERMEDIATE TERM INDICATORS 

This section will introduce you to the Confidence Index, 
a remarkable stock market indicator, together with a series of 
major guideposts which tell us where the market is headed. 

The True Theory of Confidence 

Securities analysts, portfolio managers and ordinary investors constantly are 
on the lookout for a reliable means of forecasting stock market movements. 
Over the years, scores of such techniques have emerged, although probably not 
more than five or six are used widely. Despite the claims of some adherents, 
none of the favored tools is infallible. Some are more effective, others less so. 

As a result, the search continues for a new device, particularly one which signals 
not only the major trends, but also intermediate swings and week-to-week 
changes. An indicator which appears to meet these needs is Barron’s Con- 
fidence Index.” 

The proof of any prognosticating device is in its performance. In this regard, 
the Confidence Index has passed some severe tests. In retrospect, it apparently 
predicted the 1932 bottom, the 1937 top and the downswing which fol- 
lowed, the 1946 high (and drop), the 1956-57 triple top, the 1957 break, the 
1958-59 advance and the late 1959 downswing and early 1960 slide. Ob- 
viously, then, the indicator deserves a closer look. 

As its name suggests, the Index attempts to measure investor confidence. 
Specifically, it represents the ratio between the average yield on Barron’s 10 

® The Confidence Index is published in Barron’s Financial Weekly every Monday morning (Barron’s, 
50 Broadway, New York, N.Y.). The figure is located on the first page of the Market Laboratory section 
in the middle of the right hand column. The figure has been published here every week since January 
8th, 19382, The first public revelation of its stock market correlation occurred in the E. F, Hutton & 
Company market letters and this was followed by the author’s article in the September 7th, 1959 issue 
of Barron’s entitled Market Forecaster?. 

101 
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highest-grade corporate bonds and that on Dow-Jones 40 bonds (the ratio of 

primary to secondary bond yields). The ratio is high when investors demon- 

strate confidence by buying lower-grade liens, low when they take refuge in top- 

grade issues. Correlated with the movements of the stock market, the Index 

becomes a highly sensitive forecasting instrument, predicting the extent as well 

as the timing of general price advances and declines. 

Confidence Index traces the flow of smart money 

Correlations without logic are seldom reliable. The logic behind the Bar- 

ron’s Confidence Index-stock market correlation is this: the Index is simply 

pointing out the direction the smart money is moving in. When the Confidence 
Index moves up it means that important money is moving away from the safest 

bonds toward more speculative bonds. When the Confidence Index declines 

it means that the smart money is gravitating back toward the safer issues and 

away from the speculative bonds. Correlation with the stock market becomes 

obvious. A series of advances in the Confidence Index is going to result in 

more money flowing into equities (gravitating toward risk) and a series of de- 

clines in the Confidence Index is going to result in money flowing out of equities 

(gravitating toward safety). The flow of smart money shows up in the bond 
market before it shows up in the stock market. 

Smart money can be identified in retrospect by anybody. If the stock market 
goes into a sustained advance the smart money was that money which flowed into 

equities just before the rise. Conversely, if the stock market goes into a sus- 
tained decline the smart money jumped out of stocks first. Therefore, see what 

the smart money is doing in the bond market and you will know in advance what 
it will do in the equity market, either come in or go out. The Barron’s Con- 

fidence Index tells you in one weekly figure whether the smart money is gravi- 

tating toward safety or risk. 

Confidence Index and stock market timing 

The time lag between the changes in the Confidence Index weekly readings 
and the stock market average movements is subject to various durations, but the 
correlation theory is sound enough to underscore this indicator as one of the 
most sensitive and accurate market timing devices. To emphasize this in the 
broadest possible sense, the stock market has never gone down following a 
lengthy series of Index advances and the market has never continued to rise 
following a series of Index declines. In the positive sense, the market has always 
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risen following a rising trend in the Confidence Index and has fallen following 
a declining trend in the Index. The lead time is generally two to four months. 

Highlights of past performance 

Tue FORESHADOWING OF THE 1987 DECLINE 

In 1937 the Dow-Jones Industrial Average reached a high of 194.40 on March 
10th and a secondary top of 190.02 on August 14th and thereafter went into the 
sharpest slide since the 1929 bust. The financial community was caught com- 
pletely off guard by the slide which got underway in earnest in August 1937. 
The Confidence Index had been published every week for the previous five 
years but nobody had taken the trouble to see what it was all about. Here is 

the record: 

Date Index Dow-Jones Industrials 

November 6, 1936 84 181.60 

November 13, 1936 79 182.24 

November 20, 1936 79 180.74 

November 27, 1936 78 182.81 

December 4, 1936 78 180.97 

December 11, 1936 78 181.10 

December 18, 1936 76 179.42 

December 25, 1936 76 wee 

January 2.51937 Ti Wii2 

January 9, 1937 76 182.75 

January 16, 1937 fie 185.73 
January 23, 1937 v7 186.69 

January 30, 1937 77 185.74 
February 6, 1937 78 187.11 
February 13, 1937 79 190.03 

February 20, 1937 80 189.37 

February 27, 1937 79 187.30 

March 6, 1937 80 194.15 

March Ee Sy 80 190.58 

March 20, 1937 80 184.04 

March aes y/ 80 184.95 

April 21037 79 182.75 

April 9, 1937 79 178.94 

April 16, 1937 79 180.75 

April 23, 1937 79 178.54 

April 30, 1937 79 174.27 

May 7, 1937 79 175.89 

May 14, 1937 79 169.15 

May 21, 1937 79 173.83 
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Date 
May 28, 

June 4, 

June 11, 

June 18, 

June 25, 

July 2, 
July 10, 

July Vs 

July 24, 
July 31, 

August th 
August 13, 

August 20, 

August 27, 

September 3, 

September 10, 

September 17, 

September 24, 
October Vy, 

October 8, 

October 15, 
October 22, 

October 29, 

November _ 5, 
November 12, 

November 19, 

November 26, 
December _ 3, 

December 10, 

December 17, 
December 24, 

December 31, 
January Gy 
January 14, 
January 21, 

January 28, 
February 4, 
February 11, 

February 18, 
February 25, 

March 4, 
March 11, 
March 18, 
March 95, 

April ib, 
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Dow-Jones Industrials 

174.71 

175.14 

170.77 

168.69 

169.59 

Wy Dey 

176.72 

179.72 

184.85 

185.61 

186.41 

190.02 

182.95 

175.91 

L727 

157.98 

162.15 

147.38 

153.89 

144.03 

135.48 

132.26 

138.48 

128.92 

133.09 

118.13 

118.26 

120.55 

126.72 

124.98 

r2736 

120.85 

128.21 

131.84 

130.69 

120.66 

120.52 

124,94 

126.29 

131.58 

127.78 

122.44 

118.41 

108.57 

103.02 
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THE Tre-OFF ON THE 1946 Market PEAK 

The Dow-Jones Industrial Average reached a peak of 212.50 on May 29, 1946 
and subsequently broke sharply to 163.12 by October 9th, 1946. Here is the 
record of what the Confidence Index was saying beforehand: 

Date 
January 11, 

January 18, 

January AT 

February 1, 

February 8, 
February 15, 
February 22, 
March L 

March 8, 

March ibe 

March 22, 
March 29, 

April 5; 
April 12, 
April 19, 
April 26, 
May 3, 

May 10, 

May iv; 

May 24, 

May 31, 

June iF 
June 14, 

June 21, 

June 28, 

July 5, 

July 12, 
July 19, 
July 26, 

August 2, 

August 9, 

August 16, 
August 23, 
August 30, 

September 6, 

September 13, 
September 20, 
September 27, 
October 4, 

1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 
1946 

1946 

Index 

88.0 

Dow-Jones Industrials 
200.04 

202.18 

199.50 

205.79 

204.38 
203.09 

187.23 

189.42 

193.70 

191.66 

197.19 

199.56 

204.04 

206.96 

208.06 

204.59 

203.25 

207.10 

206.56 

207.69 

212.28 

209.96 

210.36 

203.09 

205.62 

206.72 

204.20 

201.13 

197.63 

202.82 
203.57 

200.69 
197.75 
189.19 

179.96 

173.39 

169.06 

174.09 
169.80 
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Date Index Dow-Jones Industrials 

October 11, 1946 11.3 167.97 

October 18, 1946 78.6 171.65 

October 25, 1946 (Nes 168.76 

November 1, 1946 79.1 171.76 

November 8, 1946 78.6 170.79 

November 15, 1946 79.1 169.67 

November 22, 1946 7a) 163.51 

November 29, 1946 76.5 169.78 

1957 Downturn No SurpRISE 

The Dow-Jones Industrial Average topped out on July 12, 1957 at 520.77 and 

the subsequent decline carried the average over 104 points lower. Here is what 
the Confidence Index said: 

Date Index Dow-Jones Industrials 
May 22, 1957 89.9 504.02 ‘ 

May 29, 1957 89.1 504.93 
June 5, 1957 88.7 505.63 
June 12, 1957 88.0 511.79 

June 19, 1957 86.8 500.00 

June 26, 1957 86.0 503.29 
July 3, 1957 87.8 516.89 
July 10, 1957 87.1 520.77 
July Lin 1957 88.0 515.73 
July 24, 1957 88.3 514.59 
July 31, 1957 87.5 505.10 
August 7, 1957 87.2 496.78 
August 14, 1957 87.4 488.20 
August 21, 1957 86.6 475.74 
August 28, 1957 85.7 484.35 
September 4, 1957 85.1 478.63 
September 11, 1957 85.8 481.02 
September 18, 1957 85.0 468.42 
September 25, 1957 86.0 456.89 
October 2, 1957 84.2 461.70 
October 9, 1957 83.6 441.16 
October 16, 1957 83.3 433.83 
October. 23, 1957 82.3 435.15 

Condence Index capable of being temporarily outweighed 
The Barron’s Confidence Index has an amazing long-term record of calling 

the turns in the trend of the market, but it is still one indicator and capable of 
being outweighed by other indicators, principally the monthly trend of the short 
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interest. It is most reliable and emphatic when in agreement with a majority 
of other timing indicators. 

Starting with the F ebruary 1955 top of 95 in the Confidence Index, a series 
of declining bottoms in the Index trend was seen with readings of 91.8 on April 
5, 1955, 91.3 on June 14, 1955, 91.1 on July 5, 1955, 90.1 on August 16, 1955, 
88.7 on September 6, 1955 and 88.0 on May 15, 1956. Several assaults on this 
May 1956 level of 88.0 in the Index ensued. The Index touched 88.1 on June 
12, 1956, 88.2 on July 3, 1956, 88.0 on July 31, 1956, 88.1 on August 28, 1956, 
88.2 on both October 8rd and October 10, 1956, 88.1 on December 5, 1956, 88.2 

on January 16, 1957 and a downside penetration to 87.3 on January 23, 1957. 
THAT WAS THE FIRST HINT OF TROUBLE AHEAD FOR THE 1957 

STOCK MARKET. Another downside penetration of that level occurred on 

February 27, 1957 at 87.2 and a temporary bottom was reached at 86.9 the 

following week of March 6, 1957. The pattern of declining bottoms persisted 
with readings of 86.3 seen on April 10, 1957 and 86.2 on April 24, 1957. In the 

face of these Confidence Index declines, WHAT WAS HOLDING THE STOCK 

MARKET UP? The answer is provided by a look at the monthly trend of the 

short interest. Between February and June 1957 the short interest rose four out 
of those five months. 

The Confidence Index rose from 86.2 on April 24, 1957 to 89.9 on May 22, 
1957. This move also prevented the market from declining until July 1957. 
Two consecutive monthly declines were seen in the short interest in the July— 
August 1957 period and at that point there was nothing in the entire technical 

picture to hold the market up. From the May 22, 1957 Confidence Index level 

of 89.9 the decline in the weekly readings continued with little letup, the April 
24, 1957 low of 86.2 being penetrated on the downside on June 26, 1957 at 86.0. 

The Confidence Index then continued to slide but a selling climax occurred in 

the market on October 22, 1957 and this terminated the 104-point decline. 

The Confidence Index kept declining until January 1958 but, inasmuch as the 

short interest turned up in September 1957 and followed this upswing in Oc- 
tober and November 1957, the further decline in the Confidence Index until 

January 1958 had already spent its bearish force. The next thing of importance 

was to await the reversal of the declining Confidence Index trend. 

Massive 1958-59 upswing predicted by Index 

Reaching a major low of 75.6 on January 13th, 1958, the Confidence Index 

turned up and scored an almost unabated climb to 89.0 on September 15th, 

1958, an almost unbroken advance lasting eight months. The Dow-Jones In- 
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dustrial Average touched a low of 436.89 on February 25th, 1958 (six weeks 

after the Confidence Index low) and rose to an interim high of 567.44 on No- 

vember 17th, 1958, two months after the Confidence Index high. (Incidentally, 

the sharp weekly rise in the Index on September 2nd, 1958 signalled the upsurge 

in the Industrial Average which followed the Democratic election sweep of 

November 4th, 1958. ) 

After the September 15th, 1958 high of 89, the Confidence Index in the fol- 

lowing week scored the sharpest weekly decline of the year, falling to 86.9. On 

September 29th the Index rebounded to 88.1. Thereafter, it continud to fall 

until it reached 84.5 on November 8rd. Up to this time the greatest forecasting 

accuracy resulted from using a two to four month lead. Therefore, the setting 

up of the next timing zone for market vulnerability was measured by adding two 

to four months to the date of the previous Index high, regardless of an upturn in 

the Index at some time after that date. In this case, measuring two to four 

months from the September 15th Index high set up a vulnerable timing zone 

of November 15th, 1958 to January 15th, 1959. The next technical reaction 

in the stock market was thereby signalled. 

By late 1958 the maximum point of vulnerability was closer to the 60-day 
lead than to the 120-day lead. Accordingly, measuring 60 days from the Sep- 
tember 15th high and 60 days from the point of the September 22nd sharp 
weekly decline, the Confidence Index was predicting an intermediate top in 
the market around November 15th and a sharp decline around November 22nd, 
to be followed by a sharp rebound the following week, which would carry the 

market back almost to a new high The record shows that the Dow-Jones 
Industrial Average scored the November high of 567.44 on the 17th of the month, 

a Monday. On the 2Ist, 24th and 25th the Dow-Jones Industrial Average 

plummeted almost 26 points. The greatest part of the decline took place on 
Monday the 24th, when the average lost close to 15 points. 

The Industrial Average rebounded with equal vigor (as predicted by the 

September 29th recovery in the Confidence Index) and by mid-December had 
climbed to a new high. Meanwhile, the Index had turned up following the 
November 8rd low, thus signifying the late November market downturn would 
be temporary. The Index continued to rise until it reached 89.2 on January 
26th, 1959. Thereafter, it declined once more. 

The January 26th, 1959, Index high of 89.2 and subsequent decline called for 
new market highs to be scored between that date and March 26th, 1959, and a 
decline between March 26th and May 26th. The Dow-Jones Industrial Aver- 
age reached a new all-time high on March 18th, 1959 at 614.69, and then re- 
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treated to an intermediate low on March 81st, 1959 at 601.71. The subsequent 
recovery carried the Industrial Average to another all-time high in early May 
followed by a quick fall to 614. The latter decline was well within the March 

26th—May 26th Confidence Index caution zone, and had been predicted by the 
action of the Index 60 days before, when it began to slide from an intermediate 

high in February, continuing downward through March 30th. On April 6th, 

1959 the Confidence Index rose, forecasting the turn in the market which oc- 

curred on June 9th, 1959. The decline in the market from the May 29th high 
was not clearly seen by the Confidence Index, but the June 9th upturn was 
pinpointed. Therefore, the short dip after May 29th, 1959 should have been 

viewed as a buying opportunity. Whatever the Confidence Index does not 
foresee is not important. 

The Confidence Index then made a series of weekly advances and returned 

to the old top of 89.2 on May 4th, 1959. This sequence signalled a sharp stock 
market rise from the June lows, with the best quality of the advance occurring 
up to the week of July 4th, 1959. Thereafter (and this illustrates the ability 
of the Index to forecast the minor or interim weekly moves), the Index back- 
tracked on May 11th, 18th, and 25th, thus pointing to an interim low in the 

market in the week ending July 25th. The market obliged, and the industrial 

average fell back from 663.81 on July 8th to 654.54 on July 20th, 1959. 

At this point, the Confidence Index made one of the most accurate predictions 
on record. The reading jumped from 87.5 on May 25th to a new top of 89.6 
on June Ist, 1959. Adding 60 days to that reading, the Index was calling for 
a sharp run-up in the Industrial Average from the July 20th intermediate low to 

a new record top on August 8rd (August Ist was a Saturday). On that very 

date, 60 days after the signal, the Industrial Average set up an important top 
of 678.10. After its June 1st peak, the Index went into a two month decline. 

The characteristics of the June Ist, 1959 Confidence Index top of 89.6 were 

reminiscent of the important previous market tops which signalled the 1937 and 

1946 stock market downturns. 
Following the June Ist 89.6 peak, the Confidence Index declined for nine 

weeks and reached an interim low of 87.2 on August 3rd, 1959. Three con- 

secutive weekly advances were then scored followed by a fresh retreat. The 

Dow-Jones Industrial Average declined sharply from the August 3rd, 1959 level 

of 678.10 but, instead of bottoming out in the first week of October (the 60-day 

lead), the Dow-Jones Industrial Average reached a low on September 22nd, 

1959 at 616.45, seven weeks after the Confidence Index low. In view of the 

fact that the Confidence Index had been introduced to a much wider audience 



110 INTERMEDIATE TERM INDICATORS 

on September 7th, 1959 by way of the writer's Barron’s article on the subject, 

a shortening of the lead time (anticipation) in that instance was a natural 

phenomenon. 

In the Barron’s article, the writer stated that if the Index bettered the June 

Ist high of 89.6 the bull market would gain a new lease on life, but if the Index 

moved under the August 8rd low of 87.2 then the market was in for some trouble. 

In the short period between September 21st, 1959 and October 12th 1959 

the Index went through both the high and the low. While this was seemingly 

an unprecedented move in that short period of time, it was not beyond in- 

terpretation. The high of September 21st, 1959 was 89.7 and that was achieved 

with the minimum degree of upside penetration, a tenth of a point. In- 
mediately following the new high in the Confidence Index, four consecutive 
weekly declines ensued. The fact that the new high in the Confidence Index 

was only a tenth of a point higher than the previous high, lasted only one 

week, and was followed immediately by an emphatic decline, meant that the 

constructive period in the market could carry the Dow-Jones Industrial Average 

back to a new high but that the previous market decline tendencies would be 

resumed. The subsequent Confidence Index action (the decline) tended to 

dilute or even negate much of the previous constructive interim market action. 
The Dow-Jones Industrial Average acted accordingly. The Confidence Index 

called for an advancing October (with a temporary setback late in the month), 

a continued rise going into November, a retreat in the second week, an advance 

to a new market high anytime between November 20th and January 20th and 

then the sharpest downturn in several years predicted to also start within the 
November 20, 1959 to January 20, 1960 period (60-120 days measured from 

the September 21, 1959 Index high point of 89.7). 
The Dow-Jones Industrial Average went through all the predicted convolu- 

tions and topped out at a new record high of 685.47 on January 5, 1960, just a 
handful of points above the August 3rd, 1959 intermediate top. This was pre- 
viously forecasted by the Index when it surpassed the June 1, 1959 reading of 
59.6 on September 21, 1959 by a mere tenth of a point. 

1959-60 market decline predicted with amazing clarity 

The Confidence Index record prior to the 1959-60 decline gave the clearest 
technical indications of the ensuing slide of any technical indicator in existence. 
The exact timing was nothing short of phenomenal. Here is the record starting 
with the first of the double top highs in the Index recorded on June 1, 1959: 



Date 

June ie 

June 8, 

June 15, 

June 22, 

June 29, 

July 6, 
July 13, 
July 20, 
July 27, 
August 3, 
August 10, 

August Tis 
August 24, 

August ole 

September 7, 

September 14, 

September 21, 

September 28, 
October 5, 

October 12, 

October 19, 

October 26, 

November 2, 

November 9, 

November 16, 

November 23, 

November 30, 

December 7, 

December 14, 

December 21, 

December 28, 

January 4, 

January 11, 
January 18, 

January 25, 
February 1, 
February 8, 

February 15, 

February 22, 
February 29, 

March tp 

March is 
March 21, 

March 28, 
April 4, 
April 1], 
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1959 

1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 
1959 

1959 

1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 
1959 

1959 
1959 

1959 
1959 

1959 

1959 

1959 
1959 

1959 

1960 

1960 
1960 
1960 

1960 

1960 
1960 

1960 
1960 

1960 
1960 

1960 
1960 

1960 

1960 

Dow-Jones Industrials 

643.41 

621.62 

624.59 

631.71 

643.06 
660.09 

657.35 
654.54 

669.08 

678.10 

653.79 

658.42 

653.22 

664.41 

642.69 

633.79 

618.15 

636.47 

637.01 

638.55 

639.66 

637.61 

645.46 
650.92 

634.46 
646.75 

659.18 
665.67 

675.07 
675.92 
669.77 

679.06 
667.16 

653.86 

645.85 
622.62 

619.43 

622.23 

628.45 
630.12 

604.02 

606.79 

617.00 

621.78 
618.54 

624.89 
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Date Index Dow-Jones Industrials 

April 18, 1960 83.0 630.77 

April 25, 1960 82.8 611.13 
May 2, 1960 82.8 599.65 

May 9, 1960 81.5 607.48 

May 16, 1960 79.9 617.39 

The ensuing stock market decline developed into the sharpest January market 

downturn on record and the worst first quarter performance in almost fifty years. 

Prior to this market decline, the Confidence Index had fallen from the Sep- 

tember 21st peak of 89.7 to 84.0 by December 14, 1959. Counting ahead 60 

to 120 days, it was seen that the early 1960 stock market decline would not 

bottom out on the first move until sometime between February 15th and April 

15th, 1960. In view of the fact that the Index only rebounded to 86.1 by 

February 1, 1960, the bottoming out in the February 15th to Ep 15th period 

was seen to be wholly temporary by the Index. 

Overlapping of signals 

After making a small double top at 86.1 on the rebound, the Confidence 

Index then started to resume the previous decline and between February 15, 

1960 and May 16, 1960 plummeted 6.2 points, a very sharp slide for the Index. 

This effected an emphatic downside penetration of the mid-December 84.0 

low, the May reading falling to 79.9. The mid-December low in the Index 

had predicted the fall to just under 600 in the Dow-Jones Industrial Average 
which took place early in March. The timing here created an overlapping 
of signal areas. The December-February rebound in the Index readings from 

84.0 to 86.1 set up a market rebound area between February 15th and April 
15th while the Index decline from the rebound high of 86.1 signalled the slide 

to resume sometime between April 15th (measured from second 86.1) and 

June 15th. If the measurement was taken from the first 86.1 reading on 

February 1st then the decline would recommence sometime between April 1st 
and June Ist. When the signal areas overlap, as they would in the latter case, 

the more emphatic of the two signals recorded by the Confidence Index is the 
important one and this tends to dilute the significance of the first signal. The 
selling area between April Ist and June Ist or April 15th and June 15th was 
much more significant than the rebound area between February 15th and April 

15th because of the sharpness of the Confidence Index decline in moving from 

84.2 to 83.0 in one week which broke through the previous major Index bottom. 
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The overlapping of the signal areas showed the March-April market rebound 
start to be wholly transitory in nature. 

Dow theory bear market signal follows Confidence Index forecast 

True to the Index, the stock market continued to decline well into the Febru- 
ary 15th to April 15th bottoming zone, setting off a classic Dow Theory bear 
market signal on March 3, 1960 and making the upturn a few days later from 
just under the 600 level in the Dow-Jones Industrial Average. The average 
fell from 685.47 to 599.10 with little or no relief during the January-March 
period and the public (as shown by the odd-lot trading figures) continued to 

buy stocks on balance in apparent disbelief that the market could make a mean- 
ingful decline in the face of such glowing predictions for a business boom 

ahead. It is important to note that the Confidence Index move from 84.2 to 

79.9 occurred after the March 8rd 1960 Dow Theory bear market signal and 

thus confirmed the validity of that signal. It is also important to note that 

the Confidence Index called the decline from the very start and well ahead of 

Dow Theory, the continued C.I. declines demonstrating that this time the 

Dow signal was not overly late on the move. 

A move into the 70’s by the C.I. usually forecasts business decline 

The Confidence Index fallout in the Spring of 1960 was forecasting not only 
a later resumption of the January-March decline, but a further backtracking in 

business. Past performance shows that when the Confidence Index makes a 
retreat such as the 1959-60 move from 89.7 to 79.9 (at this writing) it usually 

continues into the low 70’s and such a level has most often preceded important 
recessionary periods in the stock market and the economy. The Confidence 
Index ignores majority opinion but the stock market seldom ignores the Confi- 

dence Index trend. 

Phenomenon of divergent penetrations over a short period 

Occasionally the Confidence Index will reach a low then move up and make 
a new high and immediately follow this with a new low. 

The phenomenon of divergent penetrations in the Confidence Index is not 
without precedent. In the table below it is seen that the same thing occurred 
in the period between April 24th, 1957 and June 26th, 1957. When this 

phenomenon occurs it is the second penetration that determines the direction 
of the Confidence Index trend. 
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April 24, 1957 86.2 (Low) Aug. 3, 1959 87.2 (Low) 

May 1, 1957 87.2 Aug. 10, 1959 87.8 

May 8, 1957 87.9 Aug, 17, 1959 88.0 

May 15, 1957 87.1 Aug. 24, 1959 88.1 

May 22, 1957 89.9 (High) Aug. 31, 1959 87.9 

May 29, 1957 89.1 Sept. 7, 1959 89.0 

June _ 5, 1957 88.7 Sept. 14, 1959 88.3 

June 12, 1957 88.0 Sept. 21, 1959 89.7 (High) 

June 19, 1957 86.8 Sept. 28, 1959 88.9 

June 26, 1957 86.0 (Low) Oct. 5, 1959 88.2 

July 3, 1957 87.8 Oct. 12, 1959 86.4 (Low) 

Subsequent Confidence Index action is as follows: 

July 10, 1957 87.1 Oct. 19, 1959 85.3 

July 17, 1957 88.0 Oct. 26, 1959 86.5 

July 24, 1957 88.3 Nov. 2, 1959 85.8 

July 31, 1957 87.5 Nov. 9, 1959 85.2 

Aug. 7, 1957 87.2 Nov. 16, 1959 85.3 

Aug. 14, 1957 87.4 Nov. 23, 1959 85.3 

Aug. 21, 1957 86.6 Nov. 30, 1959 85.3 

Aug. 28, 1957 85.7 Dec. 7, 1959 84.4 

Sept. 4, 1957 85.1 Dec. 14, 1959 84.0 

Sept aellje 1957 85.8 Dec. 21, 1959 85.0 

Sept. 18, 1957 85.0 Dec. 28, 1959 84.6 

Sept. 25, 1957 86.0 Jan. 4, 1960 84.7 

Oct 1997 84.2 Jan. 11, 1960 85.7 

Oct, 9) 1957 83.6 Jan. 18, 1960 85.1 
Oct. 16, 1957 83.3 Jan. 25, 1960 86.0 
Oct. 23, 1957 82.3 Feb. 1, 1960 86.1 

What makes the Confidence Index tick? 

It would be possible to compute the Confidence Index on a daily basis but in 
the light of past performance the added degree of accuracy would not be com- 
mensurate with the effort. 

In breaking the Confidence Index down into its component parts some further 

valuable information about its workings is revealed. As mentioned previously, 

the Index is the ratio of the yield of Barron’s 10 High-grade Bonds to the yield 

on the Dow-Jones 40-Bond Average. Between September 18th and Novem- 

ber 6th, 1959 the yield on the 10 High-grade Bonds declined from 4.70% to 

4.67%, indicating that there was a slight price rise. Meanwhile, the yield of 
the Dow-Jones 40-Bond Average rose from 5.24% to 5.48%. It is clear then 

that the downturn in the Confidence Index during that period was due, pre- 
dominantly, to the downturn of the 40-Bond Average. Pricewise, the 40-Bond 
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Average declined from 82.30 to 81.51, or .96%. The reason for that decline 
is seen by viewing the four component parts of the Dow-Jones 40-Bond Average 
with their performances during the September-November 1959 period: 

Sept. 18 Nov. 6 
High-Grade Rails 79.23 78.58 Declined .82% 
2nd Grade Rails 80.77 78.31 Declined 3.05% 
Public Utilities 81.95 82.36 Advanced .50% 
Industrials 87.25 86.82 Declined .49% 
40-Bond Average 82.30 81.51 Declined .96% 

It would appear from these figures that the decline of the 40-Bond Average 
was due, partly from a lower price of High Grade Rails—but in much greater 

measure from the decline of the 2nd Grade Rails. It was rails, and rails only, 
that brought the 40-Bond Average price down so low, and that brought the 
Confidence Index down to 85.2 on the November 9th reading. 

It appeared, then, that a loss of confidence in late 1959 developed, not in the 

general picture, but only in rails. The natural questions which arise at this 

point may be summarized as follows: If the loss in confidence developed in 
the rails can we reasonably predict a drop in the industrials? Would it be 
more reasonable to expect a drop in the rails? Does this mean that we should 
look beyond the Confidence Index, and into its four components, to learn 

whether the Confidence Index will really reflect future performance of the 

Dow-Jones Industrials? 
Past performance supplies the answers to these questions. In a similar table, 

the range from the 1929 highs to the 1932 lows is shown for the four components 
of the 40-Dow-Jones Bond Average: 

1929 Highs 1932 Lows 
High-Grade Rails 92.51 71.37 Declined 22.8% 
2nd Grade Rails 97.06 47.72 Declined 53.9% 

Public Utilities 96.27 82.50 Declined 14.3% 

Industrials 100.76 59.66 Declined 40.7% 

40-Bond Average 96.32 65.78 Declined 31.7% 

Second Grade Rails contributed the most to the decline in the 40-Dow-Jones 
Bond Average and that in turn to the declining Confidence Index. It did not 
change the validity of a signalled decline for the Dow-Jones Industrial Average. 

In another example, the decline in the Confidence Index from 84 on November 

6, 1936 to 75 on August 7, 1987 is broken down in terms of the component parts 

of the 40-Dow-Jones Bond Average: 
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November 1936 August 1937 

High-Grade Rails 113.46 108.27 Declined 4.5% 

2nd Grade Rails 95.19 81.24 Declined 14.6% 

Public Utilities 107.09 103.64 Declined 3.2% 

Industrials 107.79 106.65 Declined 1.0% 

40-Bond Average 105.40 101.34 Declined 3.8% 

Here again we find that the second grade rails contributed to most of the 

decline in the Confidence Index without disturbing the validity of the signalled 

forthcoming general market decline. 

One more test for good measure: The Confidence Index in 1946 peaked out 

at 88 on January 11th. The Dow-Jones Industrial Average reached a peak 

on May 29th, 1946 at 212.50. Between these two dates the Confidence Index 

declined from 88 to 86. This is broken down as follows: 

January 1946 May 1946 ; 

High-Grade Rails 117.99 116.74 Declined 1.0% 
2nd Grade Rails 102.40 99.95 Declined 2.3% 

Public Utilities 110.05 108.71 Declined 1.2% 

Industrials 106.58 105.04 Declined 1.4% 

40-Bond Average 108.80 107.93 Declined 0.3% 

And once more we find that the second grade rails contributed the most to 

the weighting of the Confidence Index without any distortion of the signal for 

a general market decline. 

The Confidence Index and Majority Opinion 

It has been found that when the Confidence Index is in disagreement with 
majority opinion, the record of past performance favors the Confidence Index 
as being the true indicator in the majority of cases. 

Going back to the period just prior to the point of the 1937 downturn, we 
find that the Confidence Index was in disagreement with majority opinion. 
The Index had previously scored a major top of 84 on November 6th, 1936 
and had declined to 75 by August 18th, 19837. The Dow-Jones Industrial 

Average scored the first top on March 10, 1937 at 194.40, declined to 165.51 

on June 14th, and then turned around and advanced to a secondary top of 
190.02 on August 14th. 

The following exerpts are quoted verbatim from the August 14, 1937 issue 
of the Commercial & Financial Chronicle: (Italics are the author's) 
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Business failures 

“Commercial failures reported to Dun & Bradstreet in July showed the custo- 
mary seasonal decline from June, and consequently were at the same low level 

as has prevailed for a number of months. . . . In addition to being low because 
of the season, failures and liabilities in July are the lowest of any July since 1919.” 

“Comparing the failures in the different divisions of industry discloses that 
the reduction from a year ago was wholly in the smaller groups: namely, whole- 

sale trade, commercial service and construction. This is a reversal of trend for 

the construction industry, for in this division failures were larger in each of the 
preceding five months than in the corresponding month of 1936.” 

The New York Stock Market 

“Share prices moved slowly higher in a series of light sessions on the New 

York Stock Market this week. The upward trend was interrupted at times by 
small liquidating movements, but the main tendency toward advances was 

quickly reestablished on all occasions. Almost all groups of issues participated, 
but the tone was set mainly by industrial stocks. Reports of excellent grain 
and cotton crops prompted the belief that business in the autumn will rise to 
further heights, and on this basis, steel, motor, farm implement and other 

manufacturing stocks were quietly purchased. Rail and utility shares were 
in favor at times, but to a lesser degree than the industrial group. _ A little profit- 
taking developed early in the week in base metal stocks, but here also an 
upturn was noted in later sessions. Even the start of major war moves in 
the Far East failed to unsettle the market yesterday.” 

New York money market 

“Dull conditions again prevailed in the New York money market this week, 

and rates were carried over unchanged in all departments of the market. New 

York City banks found their reserves somewhat augmented, but it is now 

believed that demand for commercial accommodation will increase in the 

autumn, owing to large crops and an expected general improvement in business.” 

Gross and net earnings of U.S. railroads for the month of June (1937) 

“Financial results of railroad operations in the United States are beginning 

to reveal some unfavorable trends, despite the generally upward course of 
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business. Tn our tabulation of the earnings of the leading carriers for the month 

of June, presented herewith, the gross revenues show a material gain over the 

same month of 1936, but the increased costs of taxes, wages, pensions, materials 

and other requirements not only absorbed all the gain but more besides, so that 

net earnings actually decreased. The seriousness of this situation is suffi- 

ciently evident and its causes also are plain, but remedies are difficult to find. 
Higher costs are cutting heavily into the net earnings of all railroads, of course, 

but for some roads this aspect is aggravated, since long deferred maintenance 

and improvement expenditures now are being made in many instances, also 
the charges are higher. The deferments, it may be added, were a matter of 

necessity and not of policy, for the struggle to survive is well attested by the 
financial wreckage left among the railroads by the depression. 

“Now that the depression at long last is being surmounted, railroads of the 

country are sharing modestly in the improvement of business conditions. 

Construction contracts awarded in July (1937) 

“With the July record, once again construction has established a new high 
level for the recovery. According to figures of F. W. Dodge Corp., the July 
total for all classes of construction amounted to $321,602,700 in the 37 Eastern 
states, topping the previous high figure of the recovery reported of this year 
in the amount of $317,842,100 and representing an increase of 8% over the 
total of $294,734,500 reported in July, 1936.” 

“Canadian Industrial Activity During July Increased 20% Above the Same 
Month a Year Ago.” 

“Slight Increase in Index of Department Store Sales of Board of Governors of 
Federal Reserve System from June to July.” 

“General Motors, Ford and Other Automobile Manufacturers Raise Car 
Prices.” 

“Rayon Production During Second Quarter of 1937 Reaches New Record.” 
“July Steel Output Shows 9% Increase Over June.” 

All this foregoing quoted material appeared in the August 14, 1937 issue of 
the Commercial e+ Financial Chronicle, the day before the start of one of the 
most violent downswings in U.S. economic history. Majority opinion did not 
foresee it. Leading business indicators such as business failures, stock prices, 
and construction contracts were giving no warning as of August 14th, 1937. 
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However, the Confidence Index had provided an advance warning as early as 
November 1936. There was nothing new in the Index disagreement with 
majority opinion. It would have been far more difficult to explain if majority 
opinion was right and the Confidence Index wrong. 

The news always looks the very best just before a downturn in the market. 
On August 3rd, 1959 the Dow-Jones Industrial Average closed at 678.10. (The 
industrial average subsequently declined 62 points and as of this writing is 
still below the 1959 top.) The following excerpts are quoted from the August 
Ist, 1959 issue of Business Week: 

The first title on page 1 reads “Record Quarter, More to Come.” The article 

starts out with this sentence: “This week, prosperity was busting out all over.” 
Later on in the article the following was said: “Moreover, some government 

economists leaked word that they thought corporate profits were leveling off. 
As they saw it, higher costs were beginning to pinch the profit rise, and they 
forecast 1959 profits at about a $47-billion clip. But this week’s earnings 
reports and a Business Week survey of corporations across the country, add 

support to the more widely held view that corporate profits will reach a total 
of at least $50 billion this year, and perhaps go even higher.” These statements 
were all hedged, being based on a September 1959 steel strike settlement. 

Not only did the Confidence Index foresee the August 8rd intermediate top 
in the market, but it also foresaw a long steel strike of at least 3 months duration. 

It is of paramount importance for the reader to recognize the folly of follow- 

ing the crowd in the late stages of a major bull market. In order to escape the 
snare of delusion that blinds the public during that final sharp market advance, 

it is necessary to faithfully adhere to a wide set of unemotional indicators that 

are capable of cutting through the delusion and putting the market picture in 
true perspective. This can only be done by knowing what to look for. 

During the years 1928 and 1929, while the New York stock market was boiling, 
the cost of money was ascending sharply, the U.S. was losing gold, confidence 

was declining (yield ratio of high grade to low grade bonds), the loan ratio 
was in a sharp downslope (ratio of loanable resources to the demand for credit) 

and bullish market opinions abounded. The average man in the street was 

generally unaware of the meaning of this combination of circumstances and 

tended to cleave to the majority opinion moulders. On August 20th, 1929, Louis 

Guenther summed up the market situation. In the following quotation of his 

market letter of August 21, 1929 the writer has italicized the most significant 

points (significant in terms of things to look for): 
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Tue MARKET SITUATION 

Louis Guenther 

(August 21, 1929) 

If the heart is strong the body can resist severe indispositions. Judged from 

the standpoint of stamina the present market is fortified with a strong heart. it 

gave a powerful proof of its recuperative powers when it threw aside so readily 

the sharp reaction which followed the Federal Reserve Board’s decision to fulfill 

its recurrent warnings by increasing the rediscount rate a full point. 

In a sense the increase in the rediscount rate turned out to be a salutary market 

factor, for it removed this probability from the realm of uncertainty. The market 

had been trembling in apprehension over the possible effect. Now that the 

money rate is settled for some time to come the market can adjust itself to it. 

Judged from newspaper headlines it appears as if a broad bull market has 

again gotten underway. That is not actually the fact. The impressive advances 

recorded during the month have been confined to a selected group of securities— 

those widely known and described as “rich men’s stock” because of their abready 

high prices. The great bulk of the securities have been rather marking time, and 

in certain instances are selling at the lowest prices of the year. The buying 

power of concentrated wealth is the fulcrum behind the advance. Usually this 
power represents the keenest discernment of future probabilities. 

From a constructive viewpoint there is much room for further improvement in 
the stock market as a reflex of the remaining half-year of excellent business 
which is now accepted as a foregone conclusion. The opening for such better- 
ment is in the laggard industries: the oils, coppers, coal, leather and also the 
fertilizing business. The current prosperity should eventually spread to them. 

The Farm Board is helping the agricultural situation by its expeditious adaption 
to its financial problems. The oil trade is slowly mastering its overproduction 
problem; some improvement is noted in leather prices; coal is also slowly round- 

ing itself into better shape; only the textiles seem still to flounder around. If the 

red metal remains around 18 cents a pound, as it now bids fair to do, the mining 
companies not only can maintain their dividends but can in many cases pay more. 

This is more or less the broad picture of the market’s background. No recovery 
can come to the bond market until more reasonable interest rates prevail. 

The foreign situation is more complicated because of the difference of opinion 
of the Young Plan between nations. Yet that may still be adjusted satisfactorily. 
Still Europe needs our goods and will always find a way to buy them. These 
foreign complications, however, do postpone foreign financing in our market. 

Sharp technical reactions must be anticipated. If measured by points they 

may appear large, but that is due to the high-priced stocks involved. In percent- 
ages they will be in line with past experience. 

That thought must be kept in the background in market operations, and the 
wise and shrewd investor will take precautions to guard against such occurrences. 
He will also be prompted by conservatism to confine commitments entirely to 
such securities as bid fair to enhance in market value on expanding earning 
power, and not on hopes. 
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Times change but crowd psychology remains essentially the same. Low- 

priced stocks topped out in December 1928 but the crowd did not heed that 

warning. The idea was sold to them that if the important money was flowing 
into the blue chip stocks then this return to sane buying augured well for a 

continuation of the bull market ad infinitum. If they had been aware of the 
observation that blue chip issues are the last to rise in the beginning of a bull 
market and the last to fall in a bear market they would have recognized the big 
fling in the so-called “rich men’s stocks” as a sign of bull market maturity, not 
the start of a new sustained general upswing. Certainly the newspapers of the 

day were not going to tell the public this. Financial writers were hypnotized 
by the “averages” and if the averages went up then as far as they were concerned 
the market rose and that was that. When the blue chip issues are on the move 

in the early stages of a bull market then that is a reflection of keen discernment 

of future probabilities. After the general market tops out and the blue chip 
issues keep going up, that must be taken as a warning as to the future proba- 
bilities. That should tell the investor and trader that time is running out. 
More recent examples of this can be seen during the late 1950's, 1956 through 

1959. In April 1956 the Dow-Jones Industrial Average scored a major top, 

followed this with a decline and returned to record a double top in August 

1956, declined again and returned once more to a triple top in July 1957, a date 

followed by a 104-point setback in the industrial average. The market generally 

topped out in April 1956. By July 1957, 79% of the Big Board issues were 

already 1% to 39% under their April 1956 tops and yet the senior average said 

that the market was back to the all time high. This was only possible by the 

last run-up in the blue chip issues which went to make up the Dow-Jones 
Industrial Average. Most of the stocks were merely marking time at lower 
levels, some at the low of the year. 

Going into a more advanced phase of the long bull market, security prices 

recovered from the late 1957 lows and were on the upswing again. By October 

1958 the Dow-Jones Industrial Average had climbed to 535. At that time the 
Dow average was some 2% under the earlier 1958 high while 366 Big Board 

issues were running 10% or more under their 1958 highs. This discrepancy 

between the general list and the Dow average level had to be corrected and it 

was the following month by a quick 26 point drop in the Dow average ac- 

complished in only three trading sessions. By August 9th, 1959 the Dow-Jones 

Industrial Average had fallen just 2% under the August 8rd, 1959 high of 

678.10. However, there were 597 issues this time selling at levels 10% to 

20% and more under their 1959 highs. The Dow-Jones Industrial Average was 
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at a fresh point of vulnerability, the most vulnerable since July 1957, The 

disparity was shortlived. The industrial average fell to a level 62 points under 

the August 3rd, 1959 high before recovering. The recovery carried the average 

back to 675.39 by December 8, 1959, just 2.71 points short of matching the 

earlier 1959 top. At this point a new disparity was seen, much greater than all 

the previous ones. With the Dow-Jones Industrial Average only 1% under 

the 1959 top, exactly 900 Big Board issues were selling at levels 10% to 50% 

under their 1959 tops. What appeared to be an almost full recovery of the 

drop from the 1959 summer highs was nothing more than a delusion. It was 

the concentrated buying in a few Dow-Jones stocks that created a picture of 

general market strength. It must therefore be remembered that whenever the 

Dow-Jones Industrial Average runs up very quickly and the majority of the 

general list hangs back with prices 10% to 20% and more under earlier highs, 

then the industrial average is due for a very sharp backtracking. 

The Bathtub Analogy 

Looking at the market in terms of a bathtub, it might be said that the blue 

chip stocks, as represented by the Dow-Jones Industrial Average, are sitting 

on the surface of the water, the last to feel the downward suction toward the 

drain in the event of bull market termination. Under the surface the downward 

suction is much greater and is felt first. This is typical of a market getting 

ready to top out following a long bull run. It is another way of saying that the 
blue chips are the last to fall in a starting bear market. 

Points to guide you when interpreting the Index movements 

1. Whatever the Index is doing is usually reflected in the stock market 
between 60 and 120 days later. 

2. The Index is primarily useful in determining market timing and market 
direction, but not necessarily amplitude as measured by the Dow-Jones In- 
dustrial Average. 

3. The Index is simply pointing out the direction the smart money is moving 
in. 

4. Whatever the Confidence Index does not foresee is not important. 
If the Confidence Index is declining and the market is rallying the market 

offers a selling opportunity. If the Confidence Index is rising and the market 
is declining it offers a buying opportunity. 
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5. Major tops for the stock market are often signalled when the Confidence 
Index makes a sharp weekly upswing to a new high and then retreats im- 
mediately the following week with an equally sharp decline. 

6. Repetitive tops or bottoms in the Confidence Index usually signal very 
important near-term lows or highs in the Dow-Jones Industrial Average. 

7. The low in the Confidence Index following an unbroken series of declines 
is often more significant than the subsequent lows made after intermittent 
rebounds. 

8. The start of long bull swings in the stock market are more likely to be 
signalled by the first rises in the Confidence Index following a long period of 
previous declining moves in the Index. 

9. Lead measurements in the case of double, triple, or four-way Confidence 
Index bottoms, should be measured back to the last of the multiple Index 

bottoms. 
10. When the phenomenon of divergent Index penetrations is encountered, 

it is the most recent penetration that determines the direction of the Confidence 
Index trend. 

11. Regardless of what weights the Index (second grade rails etc.), the validity 
of the stock market signal is not distorted. 

12. When the Confidence Index is in disagreement with majority opinion, 
the record of long past performance favors the Confidence Index as being the 

true indicator in most cases. 
13. A penetration of a tenth of a point in the Confidence Index is not looked 

upon as being too significant, especially if the new high or new low is only main- 
tained for that one week. 

14. When overlapping 60-120 day signal time areas exist, the transitory 
nature of the shorter duration C.I. swing is stressed. 

15. While the Confidence Index is important, it is still only one indicator. 

It is the collective use of all the indicators that constitutes the most enlightened 
market forecast. 

Can the Confidence Index finally go haywire? 

It’s a funny thing, but no matter how much people are told something they 

tend to forget it in short order. The Confidence Index has been in public view 

since 1932 and yet was not correlated with the stock market until quite recently. 

It is a good example of how something can be right under our noses for years 

without being detected. People see but rarely observe. This writer seriously 
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doubts that enough people would act on the Confidence Index to destroy the 

forecasting ability. 

Look at the sales figures on the best sellers. A top best seller may sell 

250,000 copies and yet if four people read each copy that only represents a little 

over half of 1% of the population of the country. Out of the million readers 

how many would remember and act upon what they read? Memories are 

always short. Re-create the conditions of August 1929, August 1937, or August 

and December 1959 and the public majority would again be heavily weighted 

on the bullish side of stock market opinion. The public never stops and asks 

itself whether the conditions at hand were the same as those which preceded 

a previous rise or fall in the market. 

By the very mechanics of the theory behind the Confidence Index, it is 

difficult to imagine that the continuing shift of funds toward and away from 

speculative bonds would not continue to have the eventual reflection of that 

sentiment in the stock market. Something as basic as this cannot be ruled 

invalid. However, the lead characteristic could be shortened. This may 

happen in time but even as an eventual coincident indicator it would be valuable 

to the informed stock trader. There would still be a majority of the people 

remaining uninformed. 
There is no guarantee that any given market indicator will always remain 

valid. If this were so, then this book would not have been written. There 

may come a time when so many people are following the Confidence Index that 
the law of contrary opinion would dictate the prudence of moving in the opposite 
direction. However, that would bump heads with the actual theory of the 
Index. Why would the market go up if the smart money was moving toward 
safer bonds and why would the market go down if the smart money was shown 
to be moving toward the most speculative bonds? Only the lead characteristic 
would seemingly be capable of being temporarily distorted. 

Nevertheless, the Confidence Index is one indicator and one of the purposes 
behind this book is to present what the writer describes as the total indicator 
concept. A single indicator is like the lone mountain climber who runs the risk 
of falling down a deep crevice. The use of as many indicators as possible, on 
the other hand, is like the mountain climbing team all connected by a rope. 
When one climber falls down a crevice the others pull him up. 

Most single indicators have all taken their respective turns at giving false 
signals. The case of business failures (a leading indicator) reaching the lowest 

point since 1919 in the summer of 1937 was already cited. On the other hand, 
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the collective use of all the indicators cited in this book have never shown an 
instance in the past of a “collective falling into a crevice of falsity.” 

The Advance-Decline Line 

You have read now about the “bathtub” analogy. Is water flowing into the 
tub or out of itP Is money flowing into the stock market or out of it? Is the 
stock market getting stronger or weaker on balance? Does the underlying 
trend of the market agree with what the Confidence Index says or disagree? 
Well, let’s find out. How? By looking at the advance-decline line. 

In the section on Day-to-Day Indicators you were shown the daily forecasting 
importance of plurality. You learned in the simplest terms that a plurality of 
advances augurs well for a rising market and a plurality of declines underscores 
a weaker market despite the direction the Dow-Jones Industrial Average is 
moving in. Since the industrial average can go either up or down, there became 
four ways to read plurality. A record of continuing plurality changes constitutes 
the advance-decline line and this record must be faithfully kept if you wish to 
achieve maximum market success. 

How to set up your own advance-decline line 

An advance-decline line can be set up at any time and the course this line 
will take will correspond exactly with that of any advance-decline line set up 
before yours. You wish to find out in the broadest sense whether the market is 
actually gaining strength or losing it. By setting up this running record of daily 
plurality you will find that the cumulative differential between the daily ad- 
vances and declines reflect an over-all upward force or downward force existing 
in the market. More often than not, a major change in the direction of the 

market will show up here before it will in any of the other indicators. 

Set up a simple 7-column table under the following headings: 

. Date 

. Advances 

. Declines 

Cumulative Advances 

Cumulative Declines 

Cumulative Differential 

. Dow-Jones Industrial Average ID TA Ob 
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Suppose you started your Table with January 2, 1958 for example. On that 

day there were 806 advances and 165 declines. The differential was a reading 

of 641, a strong plurality of advances. The market rose the next day with 874 

issues rising and 187 issues declining, an even stronger plurality of 737 plus 

signs. This latter figure is added to the 641 advancing plurality of the day 

before and the cumulative differential for the two days is now 1,378. On 

January 2, 1958 the Dow-Jones Industrial Average closed ai 439.27 and the next 

day rose sharply to 444.56. Now, on the third day, January 6, 1958, there 

were 517 advances and 459 declines, a smaller plurality on the upside of 58. The 

cumulative differential for the third day rose to 1,436 but the Dow-Jones 

Industrial Average fell to 442.56. The advance-decline line (which is the 

cumulative differential), being more important than what the Dow-Jones Indus- 

trial Average was doing, was saying that the market was going higher. On the 

fourth day, January 7, 1958, there were 619 advances and 278 declines. This 

raised the cumulative differential to 1,777 advances and the Dow-Jonés Indus- 

trial Average promptly jumped to 447.79. 

TABLE OF ADVANCES AND DECLINES 

Cumulative Cumulative Cumulative Dow-Jones 

Date Advances Declines Advances Declines Differential Industrials 

1/2/58 806 165 806 165 641 439.27 
1/3/58 874 They 1,680 302 1,378 444.56 
1/6/58 517 459 2,197 761 1,436 442.56 
1/7/58 619 278 2,816 1,039 1,777 447.79 

The 1958 upturn as shown by the advance-decline line 

On February 4, 1958 the Dow-Jones Industrial Average reached a minor 

recovery high of 458.65 and the advance-decline line (cumulative differential ) 

was up to 5,593. This was followed by a decline in the market but on March 24, 
1958 the advance-decline line got up to 5,982 (a new recovery high) while 
the Dow-Jones Industrial Average was still under the February 4th high at 

453.75. This was followed by another decline in the market but on April 18, 

1958 the advance-decline line rolled through the previous top of 5,982 and 
reached a new high of 6,270 while the Dow-Jones Industrial Average was 

simultaneously down to 449.31. That second breakthrough by the advance- 

decline line above a previous top marked the prime buy point of the massive 
1958-59 market upswing. This was the pinpointing to the day of the start of 
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a climb already signalled previously by the Confidence Index by its reversal of 

trend in January 1958. 

Here is the example of how two key indicators work hand in hand. The 

Confidence Index, by turning up in January 1958, signalled a big upturn in the 

market to take place sometime between March 18th and May 18th, 1958. 
The advance-decline line singled out the the more specific buy spot with the mid- 
April bullish confirmation. 

November 1958 market break shown to be temporary 

The Confidence Index had risen from a low of 75.6 on January 13, 1958 to the 

first peak of 89.0 on September 15, 1958. Thereafter it fell rapidly to a low 
of 84.5 by November 8, 1958. This had set up a vulnerable area between 
November 15, 1958 and January 15, 1959 and a strong recovery area between 

January 3, 1959 and March 8, 1959. What did the advance-decline line say? 
The advance-decline line gave no indication at the time that it was at a very 

temporary top of 17,758 on November 20, 1958 when the Dow-Jones Industrial 
Average was at 566.24, just under the November 17th top of 567.44. However, 

on the recovery move the advance-decline line surpassed the 17,758 level on 

December 1, 1958 by reaching 17,825 and this beat the Dow-Jones Industrial 

Average on the breakthrough to a new recovery high by 16 days, the industrial 
average not bettering the November 17th high of 567.44 until December 17, 

1958 when it went through to 569.38. The Confidence Index warned of the 

retreat in the market but the advance-decline line called the turn on the recovery 

move. 

The market turned weak again and then made a strong recovery from the 

February 9, 1959 interim low of 574.46, the recovery occurring right in the 

middle of the Confidence Index January 3, 1959 to March 3, 1959 bullish turning 

area. The advance-decline line moved up and surpassed the 20,420 reading of 

January 21, 1959 on February 19th while the Dow-Jones Industrial Average was 

still under the January 21, 1959 high. Here again was the expected confirmatory 

move made by the advance-decline line which implied new stock market highs 

dead ahead. 

A major top in the market was well signalled by advance-decline line 

The advance-decline line (cumulative differential) moved up to a fresh peak 

of 22,001 on March 18, 1959 and then failed to better that mark in the months 
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which followed. When it moved under the February 9, 1959 interim low level 

of 18,469 on June 4, 1959 and reached 18,413 then the technical handwriting 

on the wall of a coming lower market was assured. However, the Confidence 

Index temporarily disagreed and firmly pointed to one more run-up in the 

Dow-Jones Industrial Average, something that occurred with great accuracy 

in June and July, tacking on another 50 points from the June 4, 1959 advance- 

decline signal for a lower market. 

The advance-decline line indicated that from March 13, 1959 on the market 

was losing strength on balance and that any further run-ups predicted by the 

Confidence Index would be done by a lesser number of stocks. When the 

August 8, 1959 top of 678.10 in the Dow-Jones Industrial Average was reached 

(as predicted by the Confidence Index) there was nothing left to sustain the 

market, the Confidence Index and advance-decline line now in gear on the 

downside. 

By late in September 1959 the advance-decline line had plummeted to a low 

of 12,783 on September 22, 1959. The Confidence Index called for an upturn 

in the market of temporary duration to occur sometime between October 8rd 

and December 8rd and the odd lot trading indications substantiated the turn in 

the market. The Dow-Jones Industrial Average stopped going down at 616.45 

on September 22, 1959 and rallied spasmodically all the way to 685.47 by 

January 5, 1960. 

The upswing from September 22, 1959 to January 5, 1960 was classic in the 
extent that it fooled the general public. While the Dow-Jones Industrial Aver- 

age ran up almost 70 points to what was generally proclaimed as a new all-time 
high in the market, the advance-decline was simultaneously proclaiming the 
deceptive characteristics of the advance. The advance-decline line had fallen 
from 19,335 on August 3, 1959 to 12,783 on September 22, 1959 but was only 

able to rebound to 14,846 on October 16, 1959. 

From that point on the market rapidly ran out of technical steam and moved 
into the critical timing area set up by the Confidence Index between November 

20, 1959 and January 20, 1960. The importance of the January 1960 downswing 

was confirmed on January 19, 1960 when the advance-decline line moved under 

the September 22, 1959 level of 12,783 and reached 12,593. Like the Confidence 

Index, the advance-decline line was also saying that the Dow-Jones Industrial 
Average would continue to decline until a move under the September 1959 lows 
was seen. This materialized on schedule in February and was confirmed by 

the Dow-Jones Rail Average in March. According to the Dow Theory, a bear 

trend in the market was confirmed. 
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The advance-decline line tests the 1960 rebounds and finds them wanting 

The Dow-Jones Industrial Average reached a temporary closing low of 611.33 
on February 16, 1960 and then rebounded to make an interim high of 632.00 

on February 26, 1960. This was then followed by a decline to a new low of 

599.10 on March 8, 1960. The next rebound carried the industrial average 

up to 630.77 on April 18, 1960, the second failure to move above the 632.00 

rebound level. This was followed by a sharp decline to 599.65 on May 2, 1960. 

Holding above the March 8, 1960 low, the market was encouraged to rise again. 

Reaching 625.43 on May 20, 1960, the industrial average again encountered 

upside resistance. 

Now look at the advance-decline line on each attempt to go above the 

Febraury 26, 1960 rebound level of 632.00 in the Dow-Jones Industrial Average: 

Date Advance-Decline Line Dow-Jones Industrials 

February 26, 1960 11,120 632.00 

April 18, 1960 9,918 630.77 

May 20, 1960 8,399 625.43 

Three failing attempts to get through a previous rebound level leaves the 
market in a very vulnerable state. The advance-decline line showed here that 

the market was weaker on balance at each critical juncture. The casual observer 

of a chart of the market averages alone would not be aware of this. 

Review and rules on advance-decline line interpretation 

The advance-decline line reflects the undertone of eventual market direc- 
tion. It is not only one of the most important day-to-day indicators (see 
Plurality—Points 1 through 4), but is equally useful and even more definitive in 

the longer-term sense. The advance-decline line has rather persistent leading 

characteristics, making its move ahead of the Dow-Jones Industrial Average in 

the greater number of cases. 
The following important market observations could have been made based 

on the 1958-60 advance-decline line trend: 

1. The suggested end of the bull market was shown by the peak in the advance- 

decline line recorded on March 13, 1959. 

2. This was not immediately apparent until, some months later in retrospect 

when the status of the Line could be compared with subsequent Dow-Jones 

Industrial Average tops: 



130 INTERMEDIATE TERM INDICATORS 

Advance-Decline Line Dow-Jones Industrial Average 

(Cumulative Differential) Rally Tops 

March 13, 1959 22,001 March 13, 1959 614.69 

April 27, 1959 21,138 April 27, 1959 629.87 

May 14, 1959 20,385 May 14, 1959 637.04 

May 29, 1959 19,623 May 29, 1959 643.79 

July 8, 1959 19,490 July 8, 1959 663.81 

August 3, 1959 19,335 August 3, 1959 678.10 

January 5, 1960 14,492 January 5, 1960 685.47 

Notice how each successive Dow-Jones Industrial Average top was matched 

by a failure of the advance-decline line to return to previous levels. Notice 

especially the sharp drop in the line between August 8, 1959 and January 

5, 1960 coincident with the return trip the Dow-Jones Industrial Average made 

to a new all-time record high, a delusion that could not fool the true market 

indicators. It confounded the fundamentalists, however. 

3. While the Dow-Jones Industrial Average fell from 678.10 on August 3, 

1959 to 616.45 on September 22, 1959 the advance-decline line dropped from 

19,335 to 12,783. On the better than full recovery swing in the Dow-Jones 

Industrial Average from 616.45 to 685.47 (September 1959 to January 1960) the 

advance-decline line only rose from 12,783 to 14,492. In other words, while 

the Dow-Jones Industrial Average recorded a 111.9% recovery of the August- 
September 1959 decline, the advance-decline line only showed a 26% recovery. 

This type of divergence would only precede a very sharp market decline. From 
March 1959 forward, it meant that the blue chip stocks (as represented by the 

Dow-Jones Industrial Average) were entering their final upward phase in 
keeping with their previous characteristic action of being the last group to fall. 
(See Bathtub Analogy ) 

4, An interesting confirmation of the bearish trend was seen on January 19, 

1960 when the advance-decline line moved under the September lows. This 

showed the ultimate direction of the Dow-Jones Industrial Average, that average 

moving under the September lows almost four weeks later on February 16, 1960. 

5. By February 16, 1960 the advance-decline line had fallen 55.5% below 

the March 13, 1959 peak while the Dow-Jones Industrial Average was only 

down 10.8% from its January 5, 1960 peak. This fact, coupled with the sub- 

sequent weak recoveries in the advance-decline line on the intermittent rallies, 

indicated that the Dow-Jones Industrial Average was actually in the early 

stages of its decline, not the last stages. 

6. The drop in the advance-decline line to 8,372 on March 8, 1960 carried the 

line back down to where it was on May 22, 1958 when it was on the way up. 
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The Dow-Jones Industrial Average then was only 460.24, this being another 
indication that lower market levels still lay ahead. 

Rules on the Advance-Decline Line 

1. When the Dow-Jones Industrial Average falls in the face of a rising 
advance-decline line the market is going to go up. 

2. When the Dow-Jones Industrial Average advances in the face of a declining 
advance-decline line the market is going to go down. 

3. The severity of the market reaction is signalled by the degree and duration 
of the disparate movement. 

4. The power of the advance is signalled by the degree and duration of the 
disparate movement. 

5. The advance-decline line, taken alone, does not pinpoint the timing for 
these signalled advances or reactions but merely says that they are going to take 
place at some not-too-distant time. 

6. When the Dow-Jones Industrial Average approaches any previous top and 
the advance-decline line (cumulative differential) is below the reading which 
corresponded to that top then the market situation is bearish. 

7. When the Dow-Jones Industrial Average approaches a previous low and 
the advance-decline line is well above where it was at the time of the previous 
low, then the market situation is bullish. 

8. If the advance-decline line is lower as the market approaches a previous 
low, then a downside penetration is imminent. 

9. If the advance-decline line is higher as the market approaches a previous 

high then a bullish upside penetration can be looked for. 

The past performance of the advance-decline figures compared with the Dow- 
Jones Industrial Average offers a delicious opportunity to delve into the theory 
of true market movement (what the market is really doing, and NOT what the 

Dow-Jones Industrial Average says it is doing) and formulate little timing 

yardsticks. There is no hard and fast formula of timing using the advance- 

decline line alone, but in conjunction with the other indicators covered here 

you should find yourself pretty much “on top of the market” in short order. 

There are numerous ways to play around with an advance-decline line and, used 

in conjunction with the Confidence Index, the short interest figures, the odd 

lot figures, the Index of Disparity and all the lesser indicators, you will find it 

increasingly easier to pick the major buy and sell spots in the market. 
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The Index of Disparity 

It was previously mentioned that a quick measurement of the market daily 

movement could be effected by simply multiplying the increment of change in 

the Standard & Poor 500 Stock Index by 10 and translating that in terms 

of the Dow-Jones Industrial Average. If the Standard & Poor “500° was up 

25 on the day and the Dow-Jones Industrial Average was off .50 then there 

would be a bullish 8 point disparity in favor of the Dow and the next move 

would probably be an advance in the Dow-Jones Industrial Average. The 

Standard & Poor Index would have reflected the fact that on that particular day 

the general market was stronger than the Dow-Jones Industrial Average said 

it was. The Dow average should have advanced by 2.50 to be commensurate 

with the general market. 

This measurement of differential between the Standard & Poor 500 Stock 

Index and the Dow-Jones Industrial Average is also valuable as a major 

intermediate market indicator, especially when measuring the extent that the 

blue chip issues are running ahead of the general market late in a bull cycle. 

The vulnerable state of the market in December 1959 was measured in the 

following manner: On December 81, 1958 the Standard & Poor 500 Stock Index 

was 55.21. On December 16, 1959 the reading was 58.97. This showed that 

the differential of 3.76 was equivalant to a Dow-Jones Industrial Average gain 
of 37.60 points. Adding the 37.60 points to the Dow-Jones Industrial Average 
of December 31, 1958 (which was 583.65) the resulting Dow average for 

December 16, 1959 is 621.25. However, the actual Dow-Jones Industrial 

Average was 675.20. This shows that the Dow-Jones Industrial Average had 
moved 53.95 points faster than the general market and was therefore vulnerable 
to a very sharp reaction which could take the level down to as low as 621.25 on 
the first downleg. The disparity here is 53.95 points and that becomes the 
Disparity Index. In view of the fact that the Dow-Jones Industrial Average 

could never decline 53.95 points without the general market also declining 

further, a potential volatility greater than the point reading of the Disparity Index 

always exists, a blue chip vulnerability on a large positive disparity and a 
“behind-the-market” status for the blue chips on a negative disparity, the latter 

being quite rare. 

The Disparity Index always quickly reflects the initial degree of general 
market deterioration paralleling a decline in the Advance-Decline Index. The 
Advance-Decline Index reflects the general deterioration in a market that is 
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losing strength but the Disparity Index measures the degree of vulnerability and 
suggests how far the Dow-Jones Industrial Average will go on the probable 
reaction. 

Example: 
(Market Letter of August 10, 1959—before the opening—Dow 668.57) 

“Last October 27th the Dow-Jones Industrial Average at 535 was moving 
at 2% under the previous high while some 366 issues were down 10% or more 

under their previous highs. Less than four weeks later, the Dow average 
plummeted 30 points in three days to return to a level commensurate with 
where the general market actually was at that time. Every time the Dow-Jones 
Industrial Average outpaces the general market it is vulnerable to a quick return 
to the more realistic levels dictated by the general price level of the market. 
A close look at Friday’s market prices shows a temporary vulnerability for the 
industrial average far greater than anything seen thus far since the upswing from 
the October 1957 lows. On Friday the Dow-Jones Industrial Average fell to 
less than 2% under the August 8rd all-time peak but examination of the entire 
list reveals that 597 stocks are already down 10% to 20% and more below 

their 1959 highs. A matching 10% drop in the Dow-Jones Industrial Average 
would carry the reading down to the 612 area, a 56 point drop from here. The 
point is, the vulnerability is in the average more than in the general list. Almost 
half the entire list has already made a 10% to 20% correction.” 

The Dow-Jones Industrial Average continued to fall until it met support on 
September 22, 1959 at 616.45, the intra-day low coming within one point of the 
612 vulnerability objective previously suggested by the Disparity Index. 

On the recovery move in the Dow-Jones Industrial Average from the 
September 1959 low to the January 5th high in early 1960, the delusionary 
market strength on that upswing was reflected in the lack of recovery in the 

Advance-Decline Line, a reflection of a continued price erosion on balance in 

the general list. While the Dow-Jones Industrial Average was showing decep- 

tive strength, more and more stocks were moving to greater depths under their 

1959 highs. On December 8, 1959 there were 900 Big Board issues down 10% 

to 50% under their 1959 highs and on January 9th, 1960 the number climbed 

to 942 issues representing 75.5% of the entire Big Board. Such a disparity 

between the Dow-Jones Industrial Average and the general market had not 

been seen since August 29, 1946 (which was two sessions prior to the sharpest 

stock break in nine years). On the January 5th, 1960 peak of 685.47 in the Dow- 
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Jones Industrial Average the Disparity Index had climbed again to well past 50, 

always a level calling for near-term sharp correction. 

The Disparity Index protects one from succumbing to the dangerous fallacy 

of believing that the Dow-Jones Average is at all times a true reflection of the 

market. There are over 1,300 Big Board stocks while the Dow industrial average 

consists of a mere 30. If the Dow-Jones Industrial Average was discarded, 

however, it would remove a very valuable point of technical comparison. It 

should be retained for this value purpose. It tells the market student at all 

times what the blue chip stocks are doing and this is necessary information in 

itself when placing the market in the proper timing category. But to consider 

that average as “the market” is very misleading. 

It is surprising, even at this late date, how many people, people who should 

know better, make this mistake. During the January 1960 portion of the decline, 

one investment service, in watering down the implications of tight money as 
a market depressant, asked its readers the following question: “If tight money 
is the economic bugaboo it is reputed to be, why are stock prices still close to 

their all-time highs?” Obviously the questioner was unaware of the existing 

disparity which then showed 942 Big Board issues already down 10% to 50% 
under 1959 highs while the Dow-Jones Industrial Average was only off around 

5% from the January 5th peak at that time. The Dow-Jones Industrial Average 

is always the last to fall in a starting bear market and the mere following of that 

Average alone would not allow the investor to be prepared for that fall. 

Recognition of previous deterioration in the general list could only be apparent 
by following such things as the Advance-Decline Line and the Disparity Index. 

Secondary Offerings—Smart Money Moving Toward the Exits 

In order to not unduly depress the market when the sale of a large block of 
stock is made, the offering is often made in the form of a “secondary.” This 
means that the company is not offering new stock but that a current stockholder 
wishes to sell some existing stock. Secondary offerings are made because 

1. The money may be needed in order to settle an estate. 
2. The money may be needed. 

3. The money may not be needed but for reasons yet to be made obvious, 
informed sources expect the stock to go lower. (In other words, “some- 
body knows something.” ) 
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To simplify, the company gains not a nickel’s worth of benefit from a secondary 
offering and therefore the commonest conclusion is that “somebody wants out.” 
In this case it isn’t so much the attractiveness of money that prompts the sale, 
but the wnattractiveness of the stock; in short, the seller thinks the stock is going 
lower. 

A rising trend of secondary offerings is therefore a decidedly reliable indicator 
that an increasing segment of the “smart money” group thinks the market is get- 
ting too high and desires to distribute their holdings while the public still has 
an appetite for stocks. 

How good was this indicator prior to the 1960 decline? 

Just a few of the many secondary offerings made in the period from September 

1959 to February 1960 are shown here with their prices at the time of the 

offering to the public and their prices a few months later: 

Date Company Shares Offering Later Price 
Price 

9/10/59 Caterpillar Tractor 30,000 $ 97.50 $ 25.63* 

9/24/59 Dresser Industries 60,000 30.88 19.75 

9/24/59 Standard Oil of N. J. 310,000 49,50 40.13 

9/29/59 J. P. Stevens 51,300 31.00 25.13 

9/30/59 American Stores 60,000 79.00 67.50 

9/30/59 U.S. Steel 300,000 100.50 74.13 

10/ 6/59 Gerber Products 13,900 VAT ESS 42.00 

10/ 7/59 Skelly Oil 24,500 LSS 39.00 

10/13/59 Vanadium Corp. 18,400 33.50 21.13 

10/16/59 Skelly Oil 17,600 53.00 39.00 

10/20/59 Container Corp. 90,000 29.00 23.50 

10/20/59 Union Carbide 36,903 136.25 126.25 

10/28/59 Hooker Chemical 70,000 41.50 30.50 

1l1/ 4/59 Time, Inc. 4,000 o.20 68.25 

11/ 6/59 Pabst Brewing 20,000 L125 9.50 

11/12/59 General Motors 204,000 53.00 43.00 

11/24/59 Ford Motor Co. 2,000,000 78.00 64.38 

11/30/59 Johnson & Johnson 30,000 65.50 56.50 

11/30/59 Houston Corp. 7,000 14.63 13.75 

12/ 3/59 Marquardt Aviation 20,000 37.00 17.00 

12/10/59 General Motors 200,000 52.3 43.00 

12/10/59 Sundstrand Corp. 19,174 95.75 19.50 

12/14/59 Haloid Xerox 20,000 34.75 29.63 

12/15/59 Plough, Inc. 38,841 51.00 43.25 

12/15/59 Northwest Airlines 70,000 31.63 16.75 

* 3-1 split 
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Date Company Shares Offering Later Price 

Price 

12/16/59 Lehman Corp. 16,700 30.63 25.00 

12/21/59 Maytag Company 35,000 40.63 35.25 

1/ 4/60 Eastman Kodak 40,000 107.00 94.00 

1/ 6/60 Charles Pfizer & Co. 80,000 32.63 26.38 

1/ 7/60 United Carbon 8,000 72.00 62.75 

1/11/60 Marquardt Aviation 20,000 36.25 17.00 

1/13/60 Kern County Land 50,000 52.00 47.50 

1/18/60 Kaiser Industries 200,000 14.75 9.63 

1/18/60 Melville Shoe 31,070 28.00 25.75 

2/ 3/60 Madison Fund 167,009 17.50 16.38 

This is only a very few of the secondary stock offerings made in the September 
1959 to February 1960 period. The record shows that every one of the above 
mentioned secondary offerings signalled a profitable SHORT SALE. More than 
that, though, they reflected the true undertone of the market at a ‘time when 

the Dow-Jones Industrial Average rose and deluded so many people into think- 

ing that the market would go through the roof on the January 1960 steel strike 
settlement. If such stocks as Standard Oil of New Jersey, U.S. Steel and 

General Motors were going to go higher in 1960 following the ultimate settle- 

ment of the steel strike, secondary offerings to the tune of three to four hundred 

thousand shares in those stocks between September and December 1959 im- 

pressively argued against such an occurrence. The double offering in General 
Motors was particularly interesting and informative in view of the industry 
forecasts for a 7,000,000 car year in 1960. 

Recalling the “Magic Town” characteristic of General Motors, the GM secon- 
daries comprised an excellent confirming signal of what such indicators as the 
Confidence Index, advance-decline line, Index of Disparity and short interest 
were saying at the same time. Their correctness was triply confirmed when 
majority opinion reached a new plateau of bullishness in December. 

Pay aftention to the timing of secondary offerings 

It is important to note the timing of a secondary offering. Very often such 
an offering occurs at a time soon after an important downside penetration of a 
major support level in the stock chart or soon after a downside penetration of 
the 200-day moving average price line. Such occurrences fortify the sell signal. 
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Supply meets demand 

Secondary offerings early in a bull market are of course attractive in the main 
but here again is a case of supply meeting the demand. Demand for stocks 
on the part of the public in the early stages of a bull market is small and thus 
the supply of stocks offered via secondaries is small. As the public demand 
increases, so then does the supply of stock offered via secondaries. Eventually 
the public demand becomes so strong that the supply of stock offered to satisfy 
that demand becomes so plentiful that the market tops out. This is merely 
another way of showing the propensity that the public has for buying stocks with 
the greatest degree of enthusiasm in the last 5% of the bull swing. In other 
words, their appetite is the greatest long after the “smart money” has left the 
dining room. 

The Stock Split 

THUMBRULE: If a stock has been in a strong advance and then a split is 
announced, the stock is normally seen to be on the verge of a decline and can 
either be sold and bought back cheaper or sold short. 

Especially in the later phases of a bull market, stock splitting becomes more 
frequent. Inasmuch as splitting a stock is a form of stock distribution, it often 
results in a passing of the stock from strong hands into weak hands. A stock 
selling at $150 a share looks even more attractive to the public after it has been 

split 3 for 1 and new shares are available at $50. It enables the interests who 
bought the stock earlier to realize their profits at the equivalent of $150 a share 
without any diminution in price, or at the least with only a slight price conces- 

sion. 

When a stock split is announced the public usually takes this to be good 
news. They may rush in and buy and push the price up a bit further but, with 
the stock moving into weaker hands, a reaction is inevitable. If the stock split 

announcement comes as a complete surprise, then a further post-split announce- 
ment advance is more likely to occur. If, however, the split announcement 
follows widely spread rumors of the action, then immediate selling on the news 
would be advisable or a short-term short position taken. 
When American Telephone & Telegraph announced a 8-1 split and a 10% 

boost in the dividend in December 1958, it electrified Wall Street, sending the 
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stock soaring. Coming as a surprise, the stock climbed from 206 to 967, a 

Spring 1959 peak. As the public scrambled for the stock, several large interests 

met the demand with some substantial offerings, satisfied to take large paper 

profits accruing from their pre-announcement buying. Much of the stock 

moving into a wider segment of the public’s hands tended to increasingly weaken 

the technical position of Telephone and by April 1959 the expected inevitable 

post-split decline was underway, although temporarily delayed by the surprise 

element of the split. By the end of 1959 the price was almost back to where it 

was just prior to the split announcement a year earlier. 

Stock splits tend to coincide with important price peaks for the stock involved 

Run through any book of stock price charts and you will see the frequency 

with which stock splits coincide with important price peaks. This can be one 

of the most profitable of all market observations for traders and investors alike. 

Familiarity with this phenomenon greatly reduces the risk of buying stock 

right at or near its peak price. 

A split stock disguises extent of price climb 

Suppose a $33 stock is split 3-1 every time it has reached 100. The investor 

buying the stock at $33 a share after the third split has probably lost sight of 

the fact that the stock has already advanced 2,600% and that the company, 

formerly having a capitalization of say 800,000 common shares, now has a much 

heavier capitalization of 8,100,000 shares. The potential market supply of 

stock has tended to grow at a faster rate than the continuing demand for the 

ies and thus each stock split heightens the probability of an extended price 
ecline. 

The harder it is to sell—the greater the split 

The higher a stock goes the greater is the ultimate problem of distribution to 
the public. When Great Atlantic and Pacific ran sharply up to $600 a share 

in 1958 a problem was created. Informed buyers of stock buy at wholesale and 
sell at retail prices. The retail price on A & P was a little rich at $600 and so it 

was retailed to the public at $60 a share following a 10-1 split. The stock 

declined ever since, falling to under $37 a share by the Spring of 1960. This 

was a classic example of stock distribution, the profitable transfer of stock from 

strong hands to weak hands, profitable to the informed wholesale buyer and 
painfully expensive for the uninformed retail buyer. 
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Frequency of stock splits is a bearish sign 

The increasing frequency of stock splits is an indication of market congestion 

ahead, coinciding with a broad period of stock distribution. In the early 
stages of a sustained market upswing splits are bullish but in the last stages of 

an advance or the very early stages of a sustained decline stock splitting is a 

distinctly bearish sign. Like the secondary stock offering, the stock split is an 
important background market indicator. 

Watch most carefully for splits in the Dow-Jones stocks 

In view of the fact that the blue chip issues (most commonly characterized 

by the Dow-Jones industrials) are the last to fall at the end of a bull market, 
excessive stock splitting among the 30 Dow-Jones issues would underscore the 

probable imminence of bull market termination. 

The Quarterly Reporting Cycle 

The 90-day earnings cycle provides useful background for the stock trader 
to keep in mind. Three to five weeks after a quarter ends, the greatest influx 
of earnings reports is seen and it is usually at that point that the market changes 
direction. The directional change may only be short-lived but an astute trader 
can profitably capitalize upon it by BUYING HARDEST HIT QUALITY 
STOCKS AFTER A POOR QUARTER AND SELLING THE STRONGEST 

QUALITY STOCKS AFTER A GOOD QUARTER. This is based on the con- 
stantly recurring phenomenon of stocks going up once the bad news is out and 
stocks going down once the good news is out. Quality stocks with earnings 
temporarily hit by bad news during the quarter are usually the best buys for 
technical rebounds following the poor earnings reports. Quality stocks moving 
up sharply on strong quarterly reports should be sold following those excellent 
reports. 

Four magic days to watch 

Notice the timing of the various turns in the market in relation to the endings 

of various quarterly reporting periods. The market turned down following the 

July 12, 1957 high (12 days after the second quarter ended), turned up follow- 

ing the October 22, 1957 climactic bottom (22 days after the third quarter 
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ended), turned up following the April 7, 1958 interim low (7 days after the 

poor first quarter), turned down following the interim October 13, 1958 high 

(18 days after the third quarter ended), turned down following the January 21, 

1959 interim high (21 days after the excellent fourth quarter reports), turned 

down following the April 27, 1959 interim high (27 days after the first quarter 

ended), turned down following the August 3, 1959 intermediate top (34 days 

after the second quarter ended ), and turned down following the January 5, 1960 

high (5 days after the excellent 1959 fourth quarter ended). The rough 

average works out at approximately 17 days following the termination of each 

quarter. This points to such market pivot days as January 17, April 17, July 17, 

and October 17 and this comes pretty close to many an important market turning 

point. If the market has been declining prior to those days these key dates 

could coincide closely with an upturn. If the market has been advancing 

prior to those days then those key dates could coincide closely with a decline. 

The Income Tax Seasonal Market Decline 

It is normal to expect that stocks will often reflect the seasonal pressures of sell- 
ing to meet income tax payments. Not only is this rather recurrent around the 

April 15th period, but is in some evidence at the time of quarterly payments, 
January 15, July 15, and October 15. Notice how these dates tie in with the 
quarterly earnings report cycle which shows the average market pivot days to 

fall on January 17, April 17, July 17, and October 17. The table below shows 

the different levels of the Dow-Jones Industrial Average before and after the 

annual Federal Income Tax payment dates: 

Feb. 11 March 10 April 10 
1937 190.29 194.40 178.26 
1938 126.11 124.71 115.32 
1939 144.61 152.28 124.03 
1940 148.74 148.14 149.59 
1941 122.61 123.64 119.66 
1942 106.51 101.49 99.74 
1943 127.09 129.16 131.63 
1944 135.41 140.01 139.11 
1945 154.85 157.21 156.51 
1946 201.14 194.45 208.02 
1947 184.06 175.18 173.98 
1948 165.69 167.48 179.48 
1949 172.16 176.98 176.54 
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Feb. 11 March 10 April 10 
1950 202.02 203.09 212.29 
1951 254.80 249.89 250.57 
1952 268.45 262.76 263.38 
1953 281.96 284.82 275.50 
1954 293.97 299.45 309.39 

March 11 April 10 May 10 
1955 419.68 418.20 423.84 
1956 497.84 521.05 501.25 
1957 471.63 477.61 498.30 
1958 451.90 440.09 460.74 
1959 609.96 607.76 625.03 

The Short Interest Ratio 

We now come to another of the great technical market indicators, the short 
interest ratio. This is grouped under the intermediate term indicators because 
the short interest is reported only once a month. The short interest is a meas- 
ure of bearish sentiment and, like all sentiment and opinion in the stock market, 

unanimity activates the law of contrary action. When bearish sentiment be- 
comes too popular, the market is likely to be in an oversold position and on the 
verge of a major reversal leading to higher prices. Conversely, when the short 
interest is very low and bearish sentiment is seen to be in the minority, then it 

is said that the bullish camp is overcrowded and the market is vulnerable to a 
sudden decline. 

The technical position of the market is strengthened when the short interest 
rises because the shortsellers must at some future time cover their positions (buy 
stock in order to make delivery of what they previously sold) and this insures a 
certain amount of future buying in the market. A declining short interest 
indicates that previous short positions are being covered and this reduces the 
future buying in the market from that source, and thus the technical position of 

the market is weakened. 
In order to use the short interest as an indicator of major market buy and 

sell spots, it must be related to the average daily volume of trading because an 

active market can support a large short position without technical strength 

being greatly enhanced while a moderate short position in a very dull market 

is often enough to provoke a sustained rally. The short interest ratio is there- 

fore the ratio of the monthly reported short interest to the average daily volume 
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for that particular month. For instance, if the short interest is 3,000,000 shares 

and the average daily volume is 3,000,000 shares then the short interest ratio is it 

Whenever the ratio rises to above 1.5, bearish sentiment is being overdone 

and rising prices lie ahead. Whenever the ratio falls under 1 it indicates that 

the market technical position is weak and that a decline in prices lies ahead. 

A ratio reading above 2 is outstandingly bullish and the short interest ratio 

only exceeded that figure in 1932, 1933, 1938, 1949 and 1958. Readings 

between 1.5 and 2 were seen in 1935, 1940, 1942, 1944, 1945, 1947, 1948, 

1950, 1951, 1952, 1953, and 1957. Lowest readings were recorded in 1933, 

1937, 1938, 1939, 1940, 1941, 1946, and 1959-60. 

Relating the short interest with the volume raises some very interesting points. 

A series of declines in the short interest taken by itself could upset the trader’s 

timetable if he interpreted the weakening technical position of the market on 

only this basis as an immediate signal to lighten up on his long positions. If 

the average daily volume was also declining it might be found that the short 

interest ratio was remaining fairly static and not registering an undue bearish 

signal. 

The relationship of the short position to volume casts a new interpretive 

light on volume indications. On the day-to-day basis, it was shown that light 

volume could be bullishly interpreted in two instances: (1) a rising market 

accompanied by good quality leadership and (2) a falling market accompanied 
by poor quality leadership. Now, adding those two conditions to the back- 
ground of a falling short interest monthly position, it is readily seen that a rise 

in volume would be bearishly construed if the increased trading persisted for 

a number of weeks. The point of differentiation to keep in mind is that the 

short interest ratio is an intermediate term indicator and, while day-to-day 
volume and leadership are necessary determinants of the very short-term price 
advances or declines in the market, relating those moves with the short interest 

ratio clearly characterizes those advances and declines as being major buying 

or selling opportunities. 

The short interest level and the interest rate 

Notice the general phenomenon of a rising short interest accompanied by an 
easing in interest rates and a falling short interest as interest rates are on the rise. 
It is cheaper to go short at lower interest rates and this implies that it is more 
unpopular to go short when it is more expensive. The unpopular time is the 
RIGHT TIME while the popular time is the WRONG TIME. Remember 
again, if it is obvious to the public it is obviously wrong. 



INTERMEDIATE TERM INDICATORS 143 

What Turns Up First, the Short Interest or the Market? 

The record shows that in the majority of cases following a decline in the 

market, the turn is first signalled by either an upturn in the short interest coinci- 

dent with that of the market or an upturn in the short interest taking place prior 
to the market advance. If the market turns up while the short interest is still 

declining, the record shows that the market upturn promises to be temporary 

and is therefore a good opportunity to sell on strength. The following record 

comprises the short interest ability to signal the end of reactionary periods: 

First Short Interest Market Upswing 
Reactionary Period 

Sept. 3, 1929 to 

July 8, 1932 
March 10, 1937 to 

March 31, 1938 
November 12, 1938 to 

April 8, 1939 
September 12, 1939 to 
April 28, 1942 

May 29, 1946 to 
June 13, 1949 

January 1953 to 
September 1953 
July 1957 to 
October 1957 

August 1959 to 
September 1959 
January 1960 to 

March 1960 

Upturn 

July 1932 

January 1938 

February 1939 

January 1942 

December 1948 

February 1953 

September 1957 

September 1959 

March 1960 

Started 

July 1932 

April 1938 

April 1939 

April 1942 

June 1949 

September 1953 

October 1957 

September 1959 * 

March 1960 

* Market upswing began after publication of short interest. 

What Turns Down First, the Short Interest or the Market? 

Significant market downturns never take place while the short interest is rising 

and therefore the first evidence of a sustained downturn in the short interest is 

a major market warning. Below is seen a record of how valuable such warnings 

were: 
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First Short Interest Market Decline 

Advancing Period Downturn Started 

July 8, 1932 to March 1937 March 1937 

March 10, 1937 

March 31, 1938 to November 1938 November 1938 

November 12, 1938 

April 8, 1939 to June 1939 September 1939 

September 12, 1939 

April 28, 1942 to December 1945 May 1946 

May 29, 1946 

June 1949 to March 1952 January 1953 

January 1953 

September 1953 to May 1957 July 1957 

July 1957 

October 1957 to August 1958 August 1959 

August 1959 
September 1959 to November 1959 January 1960 

January 1960 

The above shows that the short interest can sometimes turn down many 

months before the market starts a sustained downswing. The longer the short 

interest has been falling before the market turns down, the greater is the ensuing 

market decline when it takes place. A comparison of both records shows that 

the market is more sensitive to a rising short interest (bullish) than to a declining 

short interest (bearish). 

Further Thoughts on the Short Interest 

Various indicators can be viewed from different angles, the way they act in 
a bull market and the way they act in a bear market. This is only one more 
reason why no indicator in itself provides conclusive evidence for reliable buying 
and selling alone. The short interest is a good example. A rising short interest 
provides the most reliable evidence of increasing technical strength when it 
occurs in a bull market. The bull trend forces the shorts to cover and the 
uptrend in the market is accelerated thereby. Traders who take a short position 
during a bull market are quick to take their profits on 3-5 point declines and 
therefore most of the rising short interest is made up of technical shorts. The 
technical short sale will be covered on relatively small declines. The funda- 
mental short sale, however, is made on the belief that a stock is about to embark 

on a more extended decline stemming from fundamental weakness (lower 
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earnings, oversupply of product, cut or omission of dividend, foreign competi- 

tion, etc.) and the fundamental short sale will not be covered on mere 8-5 point 
declines. It is obvious then that the fundamental short sale does not provide 
the near-term technical strength that a technical short sale does. The market 

could therefore conceivably decline considerably before fundamental short 

covering provided the market with good technical support. 
The differentiation is important in this respect: A rising short interest in a 

bear market is made up increasingly of fundamental short sales and thus over- 

reliance on the short interest as a technical indicator in a bear market could be 

expensively deceptive. The point is best seen in comparing the two highest 
levels ever recorded in the published monthly short interest. In the first 

instance the high short interest was built up during a bear market and this high 
short interest in the early 1930’s did not prevent the market from making further 
serious declines. That large short interest consisted of mostly fundamental 
shorts and shorts against the box. In 1932 alone the Dow-Jones Industrial 
Average fell 50% in the face of that large short interest. During this decline 
the short interest declined (1932) and this seeming paradox is partially ex- 
plained by the fact that covering those short sales was effected not by buying 
stock for delivery but by the delivering of stock already held (in the box). 

On the other hand, the sharp rise in the short interest in 1958 to over 6,000,000 

shares took place in a bull market and here the short interest was severely 

“squeezed,” resulting in an accelerated climb in the Dow-Jones Industrial 

Average. In the 1929-82 bear market there was seldom an extended squeeze 

on the short positions. The short interest, therefore, again is stressed as being 

only one of many indicators and acts a bit differently according to what type 

of market it is occurring in. The other guideposts are clearly designated here 

to enable the investor and trader to differentiate clearly between the bull market, 

secondary downswing in a bull market, bear market, and secondary upswing 

in a bear market. These guideposts include the odd lot trading figures, the 

advance-decline index, the 200-day moving average price charts, the Confidence 

Index, the measurement of disparity and a host of other indicators capable of 

immediately confirming the implications of a rising and falling short interest or 

arguing impressively against them. 

In the last editorial William Peter Hamilton wrote before his death in Decem- 

ber 1929, he made reference to the extensive selling against the box which 

provided no technical strength for the market in the first leg of its bear market 

movement. 

There is no telling whether there is a direct relationship in terms of points 
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declined in a given stock and the point at which maximum short covering will 

occur. This is due to the mixture of technical shorts and fundamental shorts. 

With the shift more toward fundamental shorting in a bear market, the more 

extended declines prior to recovery movements are thus explained. 

Some further enlightenment can stem from American Stock Exchange 

The American Stock Exchange lists many highly speculative low-priced stock 

issues. A reflection of speculative sentiment can be derived from a study of 

the American Exchange monthly short interest as well as from a record of 

advances and declines. When speculative sentiment wanes it usually precedes 

some important market declines. 

The New York Stock Exchange Seat Price Trend 

While not always true, the price at which a seat on the New York Stock 

Exchange changes hands has some bearing on the future course of stock prices. 
In view of the fact that no mean amount of money is involved in the sale of 

a seat, a rising trend in seat prices tends to reflect informed thinking as to where 

stock prices are headed. Conversely, a series of seat sales at progressively 
lower prices tends to dampen speculative confidence. The seat price trend is 
not a reliable indicator taken alone and merely tends to confirm or argue against 

the on-balance implications of other indicators. Below is the range of seat 

prices for the period of 1949 to 1959 together with the range in the Dow-Jones 
Industrial Average: 

Year High Low DJIA High DJIA Low 

1949 $ 49,000 $ 35,000 200 160 
1950 54,000 46,000 236 202 
1951 68,000 52,000 278 236 
1952 55,000 39,000 294 255 
1953 60,000 38,000 295 255 
1954 88,000 45,000 407 279 
1955 90,000 80,000 489 385 
1956 113,000 75,000 521 460 
1957 89,000 65,000 521 416 
1958 127,000 69,000 585 434 
1959 157,000 110,000 679 574 

Notice the rapid acceleration in seat prices in the 1957-59 period. 
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Margin Requirements 

Changes in margin requirements usually precede wide trend movements in 
stock prices by several months. 

The usual reaction when margin requirements are raised is for a swift but 
shortlived decline to take place, followed by an eventual recovery which in turn 
is eventually followed by a major change in trend. When margin requirements 
were raised to 100% in February 1946, the Dow-Jones Industrial Average 
declined 10% over the ensuing three weeks and was followed by a recovery 
to the May 1946 high. The following September saw a sharper and more 
sustained decline. 

On October 15, 1958 margin requirements were raised from 70% to 90%. 

The Dow-Jones Industrial Average ignored the move and continued to work 

higher until November 17, 1958. During the next eight days the average fell 27 
points but, being relatively close to the time of the margin requirement change, 
was not the end of the bull market or the start of any sustained technical decline. 

Changes in margin requirements are interesting background moves to gen- 
eral market timing. While not pinpointing the time of a major market top, 
the move to a 90% margin requirement was indicating that the hour was getting 
late on the stock market clock. It is usually a matter of months after a major 

margin requirement boost that the market traces out an important peak. In 
1946 the peak was reached four months later. In the 1958-59 market, the 

August 1959 peak was reached 912 months later. In view of the fact that 
major peaks occur some months after the major margin requirement change, it 
is far too easy to let the event come and go without attaching the proper degree 

of significance to it at the time. 

The immediate effect of a boost in margin requirements is a market sell-off 

followed by a rally. Margin requirements were raised because the market was 

going up too fast and such boosts in requirements have never immediately 

checked the rise. 

The equal and opposite effect is seen when margin requirements are lowered. 
The market rallies momentarily and then resumes the decline, simply because the 

cut in margin requirements is something ordinarily done in a bear market rather 

than a bull market and the ultimate psychology works against the restoration of 

a sustained market rally or recovery. It may take just a few months from the 

time of the first cut or it may take a series of cuts before the market bottoms out. 

After the close on January 15, 1958, margin requirements were cut from 

70% to 50%. Just before the announcement, new strength had come into the 
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market, lifting the Dow-Jones Industrial Average more than 8 points at the close. 

This was the evidence of the news leak. On January 16th the Dow-Jones In- 

dustrial Average rose past 6 points by 10:40 A.M. but was only up 2.77 at 11:30 

A.M. By the end of the day, the Dow-Jones Industrial Average was up 3¢. 

In such cases the market knows no division between the afternoon of one day and 

the morning of the next. In this case it must be said that the margin require- 

ment cut caused a 9-point rally, over in a few hours. 

The Bond-Stock Yield Ratio 

When bonds yield more than stocks a broad cautionary background to the 

market is in force. This does not mean that stock prices cannot move consider- 

ably higher and create a still greater disparity between stock and bond yields, 
but it does mean that when the rate of climb in the stock market ascent slows 

down, then the market is probably on the brink of a very serious decline. When 

growth stocks with 1% and 2% yields stop growing temporarily, there is 
absolutely little sense in holding them when bonds pay more with no risk. 

The bond-stock yield ratio crossed in the summer of 1957 and the market 

turned down but this downturn was fortified with downturn signals in all the 
other key indicators. When the bond-stock yield ratio lines crossed again in 
the summer of 1958 all the other indicators were pointing to a higher market 
and thus the crossing had little immediate implications. It wasn’t until the 

rate of climb slowed down in 1959 that the bond-stock yield crossing took on 
added negative significance. 

The equal and opposite broad background is in force when stock yields are 
considerably higher than bond yields, such as in 1949. 

The Six-Month Capital Gain Indicator 

It pays to watch the important turning points in the market because six 
months later another important turn is likely to take place. This is a reflection 
of the capital gains tax which makes it more attractive for investors and traders 
to hold stocks for at least six months to take advantage of the lower capital 
gains tax. While the public was selling stocks in February 1959, the “smart 
money crowd was accumulating them. Six months later, the informed buyers 
were distributing their stocks for lower capital gains tax expenses and the market 
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turned down in August 1959. Stocks purchased in the hectic July 1959 upswing 
were distributed six months later and this tended to accelerate the January 1960 
downturn. The important market downswings often occur six months after 
important market lows. The “smart money” again moved back into the market 
in late September 1959 and started buying selectively while the public had 
grown cautious. These purchases became sales six months later in February 
1960 and thus the January 1960 market downturn was extended into February. 

Low-priced shares 

Low-priced shares are the first to rise in a starting bull market and the first 
to top out in the start of a bear market. 

A low-priced share index becomes a rather useful market indicator. 
December 16, 1958 (market letter) 

“Among the ten most active stocks, all except one were selling above $10 a 

share. This offers further evidence that market leadership is shifting in favor 
of some of the higher-priced stocks. A reverse price trend in the low-priced 
stocks would signal a move in favor of the blue chips but a time limit would 
have been placed on the market as a whole.” 

Within 90 days of this date the advance-decline index topped out and with 
it the low-priced shares. The bull market had further to go but the time limit 
was so imposed. 

Merger Activity 

This is an effect factor rather than a causal one. An increased number of 
corporate mergers is a natural outgrowth of a long bull market in stocks and 
intense merger activity is considered to be another part of the bull market 
termination background. 

Strikes 

The market has a record of holding up well on strikes but going down on 
strike settlements. This past performance gave birth to one of the long stand- 
ing Street adages—Don’t Sell on Strike News. The public has learned this 
adage fairly well and has acted upon it, leading many financial commentators 

to remark throughout strike periods on how beautifully the market is holding up. 
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Half truths can be more misleading than no truth at all. While the public has 

learned to not dump stocks on strike news, they have not extended the logic. 

If it is logical to not sell on strike news, it holds that it should be equally logical 

to not buy on strike settlements (or sell on strike settlement). Market past 

performance supports both adages. 

Treasury Refundings 

When the United States Treasury refunds an obligation it provides the choice 

to investors to either accept the new obligation in return for the old, or to accept 

cash for the old. Whenever cash is demanded, that is called attrition. In- 

creasing attrition is deemed to be bullish for the stock market in that investors 

are taking cash out of bonds and potential buying power for equities is increased. 

Increasing attrition is inflationary because it expands the money supply and puts 

added purchasing power in the hands of the public, money that can drive 

prices upwards including the prices of equities. When attrition declines, how- 

ever, it indicates that the public has increased confidence in government fixed- 

return obligations and thus is willing to let their invested funds remain with the 

Treasury. This willingness has important stock market implications. It means 
that the appetite for equities is beginning to wane. Either stock prices are too 
high or the yields on government bonds are too attractive to ignore, or both. In 
any event, the changes in the rate of attrition show where sentiment lies. 

In the summer of 1959 the Treasury offered two 434 % issues in order to refund 

$13.5 billion of 156% certificates of indebtedness. A wedge was created 
whereby investor sentiment could be measured and the outcome of that refund- 

ing set the tone for the entire market for months to come. The writer described 

this the following way on July 20, 1959: 

“The most significant piece of financial news last week was the Treasury 

decision to refund $13.5 billion of 156% certificates of indebtedness and $473 

million of 4% notes by offering $14 billion in two issues bearing a high 434% 

interest rate, the highest rate since 1929. The significance lies not in the high 

rate but in the fact that the same interest rate is being placed on different 
maturities, one a 12/2 month Treasury note and the other a 4 year 8 month 
Treasury note. Here then is the creation of an important wedge. Webster 
defines a wedge as an action that serves to open a way for a change. At the 
risk of considerable attrition, the Treasury, by presenting this choice, is about 
to test investor sentiment. Subscription results will be closely scrutinized by 
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Government bond dealers for a clue to investment beliefs of large fund holders. 
This refunding may mark an important turning point in the current fiscal dilemma 
and certainly the outcome will contain some interesting implications for the 

stock market for it could well determine which path the market will take during 
August, a month marked by some challenging crosscurrents.” 

A few days later the outcome was known and this was described in the July 

24, 1959 market letter: “Attrition was a minor $243 million on the successful 

Treasury refunding of $14 billion in maturing obligations. Most of the holders 
chose to take the short-term note as expected but $4.2 billion went into the 

long note, well above what was expected. The success of course hinged on the 
highest rate paid since 1929. Higher interest rates are bringing about the 

expected shift from debt financing to stock financing. Common stock financing 
jumped to $630 million during the second quarter of 1959 as compared with $216 

million a year ago. Bond financing fell to $1,803,000,000 against $2,528,000,- 

000 a year ago. This is an important trend to follow inasmuch as past perform- 
ance shows that stock financing usually reaches a peak some six months after 
a bull market tops out.” 

The market reached the first major peak a week later and the following was 

written on the morning of August 3, 1959: “Indicators suggesting a temporary 
fundamental change include (a) The successful August Ist Treasury refunding, 
(b) the slight dip in the price of a seat on the New York Stock Exchange, (c) 

the declining trend in carloadings, and (d) no sign of a settlement in the steel 
strike, now in the 20th day. The longer the steel strike goes on, the more force- 

ful will be the ultimate recovery upon settlement. However, the Confidence 

Index trend suggests a long strike, possibly 3 months. If that is the case, then 

some serious adjustments in the economy would be made and the market would 

also be adjusting accordingly. It would point to another great buying juncture 

in the bull market, possibly around October or a bit earlier.” 

The reduced attrition was the most important indication of the coming change 

in trend. A few weeks later out came the “Magic 5’s” and soon the public woke 

up to the fact that they too could partake of the fruits of higher interest rates. 

Money was increasingly sucked out of the stock market from two ends of the 

funnel. The little investor cashed in E bonds, sold stock, withdrew savings 

from the commercial banks, mutual savings banks and the savings and loans in 

order to draw a 5% return from a government obligation. Big investors in the 

high income brackets were increasingly attracted toward high bond yields and 

the increasingly attractive returns from the tax-exempt municipal bonds. In 

January 1960, the Power Authority of the State of New York issued 438% tax 
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exempts and that was too much for the stock market. High grade common 

stocks with the 1% to 22% yields spearheaded the selling. (See similarities 

with the 1920 background ) 

While the important attrition signal was being given in late July 1959, the 

public was too busy buying stocks in anticipation of the widely heralded 4th 

quarter capital goods boom to pay any attention. 

Presidential Election Year Markets 

With few major exceptions, the stock market has shown a tendency to work 

higher during Presidential Election years. The exceptions, however, are as 

interesting and illuminating as are the adherents to the higher trend. In order 

to ascertain which election years are most likely to come under the exceptional 

heading, it is necessary to do some grouping based on past performance under 

the headings of most favorable, favorable, neutral, slightly unfavorable and un- 

favorable. To begin with, a guiding observation is made which favors election 
years ending in the number 4. This is based on the observation that years 
ending in 5 have been almost invariably good years in the stock market and 

these advances have been particularly good following the election years of 

1904, 1924 and 1944. The assumption here is that the stock market will be 

rising in 1964 and 1965. 

Election years (Presidential) ending in zero have more often constituted the 
exceptions to the generalization that the market has a tendency to work higher 
in such years. Such was the case in 1920 and 1940. At this writing, the 1960 
stock market is thus far acting in the traditional role of “zero” year Presidential 
Elections. 

Election years ending in the figure 8 have shown a tendency toward higher 
stock prices but with less vigor than the years ending in the number 4. Years 
ending in the number 2 have been neutral on balance. Years ending in the 
number 6 have been slightly favorable. These years are now placed in their 
appropriate columns: 

Most 
Neutral Favorable Unfavorable Favorable Favorable 

1692 1896 1900 1904 1908 
1912 1916 1920 1924 1928 
1932 1936 1940 1944 1948 
1952 1956 1960 1964 1968 
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Getting back to the mid-decade favorable stock market years (years ending 
in 5), it is seen that the stock market was rising in 1885, 1895, 1905, 1915, 1925, 

1935, 1945, and 1955. In addition to this, all these rises spilled over into the 6th 

year of each decade and thus the stock market was still seen to be rising in 1886, 
1896, 1906, 1916, 1926, 1936, 1946, and 1956. However, it is seen that the rises 

in those years were closer to their terminal points than they were the year before. 
Therefore, Presidential Election years ending in the number 6 were followed 

by sharp reactions the following year. This was seen in the 1917, 1937 and 1957 
declines. The over-all record shows a greater inclination for stock prices to fall 
the year after a Presidential Election but in the “zero” years such an assumption 
could be expensively deceptive. Here is an impressive record of consistency in 
that respect with a few exceptions: The economic upset years of 1837, 1857, 1869, 
1873, 1893, 1921, 1929, 1937, 1949, and 1957 all had that one thing in common, 

the post-Presidential Election occurrence. The year 1961 is predicted to be a 
year of economic adjustment, but like the years 1921 and 1941, stocks turned 

down the year before and these were Presidential Election years. 

Typical Bull Market Order of Strength Rotation 

The probable blueprint of rotating group strength in a bull market based on 
past performance is as follows: 

. Bonds and preferreds 

. Utilities and small loan companies 

. Consumers’ goods: drugs, food chains, foods, packaging 

. Finance companies and retailing 

. Insurance and banks 

. Oils, rubbers, housing and highway construction, papers and textiles 

Consumers’ durables, accessories and chemicals 

. Transportation—rails 

. Mining and metals © COND UDA Ob 

This would also indicate the order in which these groups have usually topped 

out. 

The Classic Bull Market Ending—The Signs 

Unless investors and traders are thoroughly familiar with what to look for 

when perusing the financial section of their newspaper each day, major changes 
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in the stock market can catch them unawares. Events and developments must 

be immediately interpreted, not merely read about. Interpretation in retrospect 

is very unprofitable, or to put it another way, hindsight is always 20-20 vision. 

Therefore, KNOW WHAT TO LOOK FOR AND RECOGNIZE IT FOR 

WHAT IT IS BEFORE IT IS REFLECTED IN THE STOCK MARKET. 

That is not as difficult as it sounds. It just takes a little practice, a little study. 

Study can be fun when the results of that little effort can reward one so quickly 

in terms of successful investment and speculation. 

Every day in the news there is some evidence that indicates about where the 

market stands in terms of its recurring bull and bear market cycles. Also there 

is some evidence every day in the news that suggests approximately where we 

stand in the business cycle. Unless the characteristics of these cycle phases 

are known, the news from a timing standpoint has lost its most profitable essence. 

Familiarity with a theoretical pattern of events enables one to quickly assort 

the pertinent news items into a meaningful sequence suggesting immediate 

stock market action. 

This section deals with the signs that suggest a bull market in stocks is about 

to end. Each sign is a stock indicator in itself. The lead time is greater in 

some than in others but a growing majority of the signs in conjunction would 
be cause enough to shift a trader from the long to the short side of the market. 

Each bull market ending is signalled by a majority of these indications in force, 

although the identification of the majority may shift somewhat each time. It is 

the majority that counts. Each point may not be repeated in each bull market. 

1. Tremendous industrial production. Six to ten months delivery on orders. 

Business news is favorable. The outlook was good in 1929, 1937, 1946, 

and 1960. The market was discounting this in 1928, 1936, 1945, and 1959. 

The uninitiated cannot understand when they see the stock market falling in 
the face of well-advertised good business prospects. They forget that the 
stock market is a barometer, not a thermometer. 

2. Great demand for labor. Labor shortages, even at extremely high wages. 
Increasing costs of labor can eventually force prices to the point where 

buyers cut consumption and a serious squeeze on corporate profits results. 

3. Overexpansion of credit. New stock issues are no longer oversubscribed. 

4. Many stock split-ups. Many new offerings of securities by underwriters: 
Secondary offerings. 

Stock dividends, stock splits, and secondary offerings are all forms of stock 
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distribution. Occurring late in a bull market, the stock is going from strong 
to weak hands. When secondary offerings start appearing in the Dow- 
Jones stocks then that is definite evidence that the bull market is over be- 
cause the blue chip issues are the last to fall. 

. Over-evaluation of common stocks—many stocks selling to yield 2%, 242%, 
3%. 

. Persistent and rapid increase in commodity prices. 

. Many strikes for higher wages by relatively inefficient labor. 

. Both industry and labor have developed luxurious tastes. 

. Nobody wants bonds. Low prices, rising yields. 

. Real estate booms. The public is buying and selling real estate for profit. 

. Real estate is tremendously inflated. Exorbitant rents. Housing shortages. 

. A decrease in foreign trade. Attempts to bolster our exports by gifts. 

. Trade concessions to maintain full production for expanded capacities. 

. Business morality is low. Black markets. Sellers’ market. Price gouging. 

. Tremendous construction awards, both industrial and private. 

. Inventories excessively high and maintained by large bank loans. 

. General confidence of the future which causes excessive productive capacity. 

. Enormous consumptive demand for all types of consumers’ goods. 

. Heavy industries are booming with no foreseeable let-up in demand. 

. Heavy exportation of gold. 

. Excessive bullish activity in gold mining shares. 

. Increase in loan rate on call and time loans. 

. Increase in re-discount rates by the Federal Reserve Board. 

. Increased margin demanded by brokers or Federal Reserve Board. 

. Corporate earnings very high. Extra dividends. Stock split-ups. Mergers. 

. Public participation in stock market is tremendous. Board rooms are full. 
> «“ 

. The stock market makes the “Front Page” for several weeks or months. 

. Abnormal increase in brokers loans. 
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Irregularity (churning) of stock prices on extremely high volume. 

Heavy volume on individual stocks with no appreciable gain in price. 

Excessive “bullish” reports by industrial leaders. 

Extravagant claims and “tips” on what certain stocks or averages will do. 

Hundreds of “new highs” in forenoon and “declines” in afternoon on big 

volume. 

Rapid run-ups (3 to 10 points per day) on high volume prior to the top. 

Increased volume on declines with drying up of volume on price advances. 

The interpretation of volume probably misleads more people than any 

other market factor. Too often the generalization is made that rising 

volume on a market advance is bullish and falling volume on a market 

decline is also bullish together with the conclusion that falling volume on 

a market advance and rising volume on a market decline is bearish. Volume 

was covered in the day-to-day indicators (Points 21 through 28) and each 

volume point was linked to the quality of market leadership. The first 
series of declines in a bear market may be accomplished on light volume and 
this must be bearishly interpreted simply because the quality of leadership 
will be excellent on the downside. Volume will be light on the early stage 
of the decline because the public believes that the decline is nothing more 
than one of the usual previous dips in a bull market and the result they 
expect will be another buying opportunity. The early selling is therefore 
done by the professionals. When the decline does not stop, the public be- 
comes concerned and starts to sell stocks and the volume gradually rises 
on the accelerating decline. As the decline becomes more rapid the public 
gets more and more frightened and now stocks are being dumped. This 
sends the volume still higher and a “selling climax” results. Recognizing 

this climax as a sign for a technical rebound, the professionals now start 
buying and the market goes into a technical rebound. If the fundamental 
business background is showing some signs of weakening at this juncture, 
then such a rebound in the market would probably be considered as a sell- 
ing opportunity, further declines yet to come. This pattern can be sum- 
marized as: First phase of decline on light volume—professionals are 
selling and public remains confident; Second phase of decline on heavier 
volume—professionals are selling and public disbelief over the decline causes 
them to begin to lighten up; Third phase of decline on still heavier volume 
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leading up to a selling climax—professionals finish their selling and public 
confidence, now shaken, brings in a deluge of stock; Fourth phase of 
decline—temporary technical rebound on professional short covering and 
general professional buying while the public continues to sell. 

The point here is to stress the fact that the most serious declines in stock 
market history usually started with what looked like a series of meaningless 
light volume declines, at least the public thought they were meaningless. 
The quality of leadership was the key. 

The 1937 decline is an excellent example of the above pattern. In the 
fifteen sessions following the August 14th secondary top (excluding the 
Saturday trading) the average volume was only 713,000 shares a day. In 
the second fifteen sessions the average daily volume rose to 1,575,000 

shares. In the third fifteen sessions the average daily volume climbed to 

1,992,000 shares and a temporary selling climax was reached on October 

19th with the volume rising to 7,290,000 shares on that day. On that climax 

day the Dow-Jones Industrial Average declined 10 points and rebounded 11, 
the reversal pattern setting the stage for the technical rally which had 

already begun. The rally was generally shortlived, however, inasmuch 

as the fundamental business background was rapidly deteriorating. 

36. Distribution formations with “gaps” and volatile short covering movements. 

Additional Signs 

Tight money has stopped every stock market boom in history and, while bull 
markets are still believed to be in progress, such things as (a) increasing number 

of bank robberies, hold-ups, and general rapid rise in the crime rate, (b) stock 

swindles and other financial scandals, (c) termination of planned corporate 

mergers (inability to finance the deal through the banks), and a (d) rising 

number of bankruptcies are all offshoots of the tight money factor. 
Background conditions differ somewhat from bull market peak to bull market 

peak but one thing remains constant, and that is human psychology. 

The Classic Bear Market Ending—The Signs 

By the time a bear market is about to grind to a halt, the public is so imbued 

with bearishness that it is too difficult for them to see the trees for the forest, 
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the reliable indicators that are screaming out that the STOCK MARKET IS A 

BUY. Below is a list of the classic bear market terminal indicators, the signs 

that suggest a major bull swing just around the corner: 

1. Industrial production is at a low ebb; immediate deliveries, at low prices. 

2. Unemployment figures reach a new high; factories working part time. 

3. Credit is still tight. It is difficult to raise capital by stock flotation. 

4 _ Business failures reach new high. Building & Loans and banks tighten 

credit. 

5. Common stocks, selling at new lows, yield 5% to 8%; dividends being 

omitted 

6. Commodity prices are low. Prices of some will not pay the freight to 

market. . 

7. There are very few strikes. Labor union membership is low. Labor com- 

petes for jobs. 

8. Labor and industry have developed conservative and frugal habits. 

9. Many speculative bonds default. 

10. Real estate prices are low. Mortgages foreclose. It is difficult to sell real 

estate. 

11. Rents have been reduced. Families have doubled up. Collections are bad. 

12. Many stores and shops are vacant as a result of small business failures. 

13. Everyone buying Government bonds for safety. 

14. Business morality high. Buyers’ market. People pay cash or do without. 

15. Construction awards low. Banks afraid to loan. General pessimism. 

16. Inventories low. Competition aggressive. Margin of profit small, if any. 

17. State and City governments running in the red. Tax collections poor. 

18. Heavy industries have few orders. Eventual recovery seems impossible. 

19. Debt moratoriums. Foreign trade practically nil. 

20. Farm mortgages foreclosed. Farmers strike against foreclosures. 

21. Senate makes investigations on “Bear raids” on commodity markets. 
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22. Government aid to railroads and industries to pay fixed charges. More 
government loans to business. 

23. Much money is hoarded. Fear of banks. Attempts to get people to spend. 

24. Brokers’ loans low. General fear of putting money into equities. 

25. Stocks selling below quick assets. 

26. Pessimistic reports and predictions. Public psychology is at alow ebb. 

27. Rumors that Stock Exchange may close. Rumors that strong institutions 
are tottering. 

28. Fear and hysteria cause runs on Building & Loan companies. 

29. Minority groups march on Washington. 

30. Volume of stock sales exceedingly low. This will be a relative figure. Low 
meaning low by previous bull market standards. 

31. New lows for the averages bring out less stock on each successive downwave. 

32. Certain leading stocks may show strong rallying tendencies. 

33. Brokerage offices empty. Brokers closing outlying branch offices. 

34. Everyone thinks that the market will go lower. Many traders are short. 

35. Volume increases as stocks rally and decreases as they sag back. 

36. If buying equities seem the most hazardous and foolish thing you could 
possibly do, then you are near the bottom that will end the bear market. 

Progress report 

Your familiarity with the major market indicators enables you to now 
recognize the major backdrop of the market, the scenery, props and all the im- 

portant features of the stage upon which the drama of the market will be enacted. 

You now know whether the lighting is bright or fading, whether a comedy or 
a tragedy is about to be played. You can now place the daily drama of the 

market in the proper context for you now know whether daily strength is 

temporarily being generated within a weak market and whether daily weakness 

is temporarily occurring within the framework of a strong market. 

Every Monday you will consult the Barron’s Confidence Index for an indica- 

tion of whether the trend calls for a basic move toward increased safety or 

toward increased risk in the weeks ahead. You can now quickly recognize 
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whether the timing called for by this Index will be temporarily distorted by 

such things as odd-lot trading figures, the advance-decline line and the short 

interest. When all these things are “in gear’ you will act accordingly with a 

new brand of confidence because you now know that when all these indicators 

are pointing the same way the market is telling you in no uncertain terms what 

to do. 

Your independence of thinking has now been further enhanced. You have 

seen the fallacies in majority opinion. When majority opinion is bullish and the 

major indicators do not agree you will adhere to what the indicators tell you to 

do. When majority opinion is bearish and the indicators are bullish you will 

buy with added confidence for you now know where to place your reliance. 

Your sense of timing has been further improved. You have been made aware 

of key calendar dates and you have been shown the classic earmarks of bull 
and bear market swings. 

This is all very fine but when does the show begin? You have been in- 

troduced to the theatre of the market. You have taken your seat. The curtain 

has gone up and you have surveyed the scenery and general background. Now, 

before the actors come on stage, you must familiarize yourself with the script, 

the plot of the drama. In order to do this, let us go backstage for it is there 
where you will view from a profitable vantage point all that is going on. You 

are going to act like a professional now and not an amateur. The “public” will 

sit out front and watch the show without a script while you will watch the 

actors from the wings following the script line by line with special emphasis 

on the cues and the entrances and exits. 

So then, let us move along now and examine the script. In it you will be 

introduced to the philosophy of the market, important do’s and don'ts, traditional 

monthly trends, special concepts and fallacies to round out your feel of the 

market. 



IV 

OBSERVATIONS OF SPECIAL VALUE 

In this section you will look at the market in terms of a 
game of cards, observing the wholesale-retail concept in the 
ever-recurring phases of accumulation and distribution. 

The Philosophy of the Market 

There are basic mechanics of equal and opposite motion in the market which 
must be firmly understood before you commit your capital into the maelstrom 
of daily price fluctuation. You are now about to learn why the market, like a 
theatre, has just so many seats and can accommodate just so many people, the 
rest having to sit on the floor. Everybody cannot be right and everybody 
cannot be wrong. For every buyer there is a seller and for every seller there 

must be a buyer. It takes a pair of these opposites to make a market. 

This is so basic and obvious that it is almost an insult to the reader’s in- 

telligence in repeating it here but it is essential at all times to never lose sight 
of this fundamental truth. When the market is going up rapidly it is easily 
forgotten during the excitement that somebody is supplying the stock. If the 

technical indicators are calling for a near-term decline it can be guessed that 

the stock suppliers on the rise comprise the “smart money’ element. It is 

easily forgotten during a sharp decline that somebody is buying stock. If the 

technical indicators call for a near-term advance of considerable proportion it 

can be surmised that the stock buyers constitute the informed minority. 

You have seen the basic theory of opposites at work in such major indicators 

as the short interest and the odd-lot trading figures. When the pendulum 

swings in one direction the mechanics calling for a an eventual reverse move- 

ment are already in play. When one goes short on a stock he expects it to go 

lower. When too many people go short the stock can’t go lower because that 
161 
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many people can’t be right. The short interest then is a measure of majority 

opinion. As majority opinion swings increasingly to the bullish side of the 

market (low short interest) the more bearish the actual position of the market 

is. When majority opinion swings to the bearish side of the market (sharply 

rising short interest) the more bullish the actual position of the market is. The 

extremes indicate the major buy and sell points in the market trend. 

The theory of opposites characterizes the meaning of the odd-lot trading 

figures. When the public is doing the heaviest buying the technical position 

of the market is the weakest and when the public is selling on balance the 

technical position of the market is the strongest. The market just cannot and 

will not accommodate that many people and therefore the OBVIOUS IS 

OBVIOUSLY WRONG. The public is always attracted to the obvious and 

thus the major timing errors in the market are constantly being committed by 

the public. You now wish to divorce yourself from the public mould and 

look beyond the obvious, escape the majority and join the informed minority. 

This transition can be made easier by examining the motivations behind the 

moulding of majority opinion, the “why” of it all. 

Who moulds majority opinions? 

In view of the fact that the majority of people do not have the time or the 
aptitude to delve into all the mechanics and techniques of stock market behavior, 
human nature, with its natural gravity toward laziness, dictates that the task of 

determining what is really going on in the stock market and the economy in 
general at any particular time be reserved for government officials, magazine 
editors, newspaper editors, financial writers, brokers and customers men. Their 

pronouncements on the state of the economy or the condition of the stock market 
are generally believed and acted upon by the majority of the investing and 
speculating public. These factions constitute the primary moulders of majority 
opinion. 
Human nature being what it is, the public majority is unfortunately wedded 

to majority opinion despite the fact that the stock market has proven such 
opinion wrong at the most critical times, just prior to major market turns. 

A wholesale-retail business 

In order to throw a little light on why the public is invariably misled at the 
time of the major turns, the market must be viewed in terms of a wholesale- 
retail business. Those who make their living by trading in the market (either 
on a day-to-day basis or a longer swing basis) are in this wholesale-retail busi- 
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ness but, judging by the number of people in this business, it is rather appalling 
how many will buy a stock at the retail price and end up by selling it at the 
wholesale price. The true professional (this term includes so-called insiders 
and sponsors, part of the informed minority ) only buys at wholesale and sells 
at retail. That is crystal clear horse sense to a schoolboy who plays at general 
store but is somehow lost sight of by the general public when it comes to the 
buying and selling of securities on a trading basis. 

The game of cards 

The mechanics of systematic accumulation and distribution of stocks become 

still clearer when described in terms of a game of cards. 

The obvious necessity of buyers and sellers dictates the presence of opposing 
players at the card table. It is therefore shown that the market game of cards 
is not a game of solitaire. To use the vernacular—it takes two to tango. In the 
broadest possible sense it is the informed minority versus the public. The 
informed minority deals the cards to the public (distributes stock at retail 

prices ) and when this process is completed the public then in turn picks up the 
deck and deals the cards to the informed minority (distributes stock at whole- 

sale prices). It takes many months and sometimes years to complete this cycle 
but it might be said that some phase of the game (accumulation or distribution ) 

is always under way. 

Let us take a closer look at the 1959-60 market and see how closely the 

pattern of the market fits the card game hypothesis: 

The public had been dealing the cards to the informed minority in late 1957 

and early 1958 (selling stock at wholesale prices) and the informed minority 

was gladly accumulating at these bargain prices. We know this to be true be- 

cause odd-lot trading figures showed the public to be selling on balance right up 

to the last days of August 1958. 

It is inevitable that stocks under long accumulation must eventually be sold. 

Profits cannot remain on paper indefinitely. The informed minority started to 

seriously distribute their stocks by the Spring of 1959, selling them to the 

public at the higher retail prices. We know this to be true because the advance- 

decline line topped out in March 1959. The public was again on the receiving 

end. The informed minority had the deck, stock prices were high and the cards 

were about to be dealt back to the public. 

Before the public can take the cards, however, they must be willing to receive 

them. This is a vital point. Unless one side decides to accumulate there can 

be no distribution (no tango—no game of cards—no market). This implies 
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that the public must first be bullishly conditioned. They must be aroused by 

news, news which firmly implants the idea in their minds that they are going 

to be dealt a winning hand of cards. Once so aroused, they will willingly sit 

in on the game and the dealing of the cards will begin. 

The capital goods boom 

In the spring and summer of 1959 the first of a series of bullish conditioners 

came into play. The informed minority had accumulated so much stock in 

previous months that there were too many cards to be dealt for one bullish 

conditioner to do the whole job. During the months of April, May, June and 

July 1959 the market experts and the big financial and business magazines kept 

telling the public that there was to be a Fourth Quarter Capital Goods Boom. 

This idea was constantly hammered into the consciousness of the public. They 

became so brainwashed by this barrage of propaganda that they could not 

restrain themselves from rushing in and buying heavily into the capital’ goods 

issues, aided and abetted by some forecasters predicting a fantastic rise to 900 

in the Dow-Jones Industrial Average by the Spring of 1960. (The Dow-Jones 

Average was a little over 600 in the Spring of 1959. ) 

The public took the bait (as innocently provided by the majority opinion 

moulders) and promptly bought a big stack of chips. The card game was on. 

As the pot grew in size (the June-July 1959 market advance) the dealer won 

the high stakes and put a time limit on the game (the smart money moved out of 

stocks and took advantage of high yields elsewhere). It was August 3, 1959. 

The public was still at the card table but the dealer and the pot were missing. 

The public was left with losing hands. 
The majority was not aware of this at the time, having still retained high 

hopes that the next hand dealt to them would be a winning one. Since they 
were still “bullishly conditioned” (as evidenced by the heavy on-balance odd-lot 
buying ), new dealers were attracted into the game and further hands were dealt 

(distribution via secondary stock offerings and stock splits). While this phase 
of the card game was going on, the Dow-Jones Industrial Average was falling to 

the extent of 62 points and public enthusiasm for the game was beginning to wane 

just a little by September 1959. This was evidenced by a reduction in the odd- 
lot, on-balance buying. 

Steel strike settlement 

The game had further to go. There were many more hands to be dealt but 
here and there a player had gotten up from the table and was about to leave 
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the game. In order to insure receiving a retail price for what they had pur- 
chased at wholesale, the dealers (smart money) re-applied the successful 
strategy used in the Spring of 1959. One of the rules of the game is that the 
same bullish conditioner cannot be used twice. The capital goods boom condi- 
tioner had worn thin and so a new bullish conditioner was about to be conjured 
up in order to tempt the public to take another hand of cards. The most 
obvious conditioner was the best (easiest to believe) and this new “come on” 
was planted over the widest possible area, innocently spread by the moulders 
of majority opinion and expanded by the natural inflationary process of public 
naivete. The second bullish conditioner was simply this: When the steel strike 
is settled the market is going to go through the roof. 

Not a single authoritative publication attempted to counter this notion. The 
majority chorus swelled with the predominant theme: 1960 was going to be one of 
the greatest boom years on record. This theme was trumpeted all the way from 
the White House down through every level of public consciousness. The bullish 
refrain remained at white heat pitch and the public forgot that stocks were not 
cheap. New terms were invented which helped to convince the public that a 
further great upsurge still lay ahead for stock prices, terms such as “exponential 
growth.” 

Stock prices gave the appearance of a full recovery when the Dow-Jones 
Industrial Average marched back to the August 8rd top and exceeded it during 
the year-end traditional rally. Majority opinion was more bullish than ever, 
pronouncing the new high in stock prices as a forecast of much higher prices to 
come. Astute market observers (the minority) were unimpressed, having 

watched the steady unabated deterioration of the market from March 1959 
forward. The public had again forgotten that it is always the blue chip issues 
which are the last to peak out in a bull market and were too quick to accept the 
September to January run-up as the beginning of something new rather than the 
end of something old. The Dow-Jones Industrial Average had shown late 
strength and unfortunately the financial press still conveyed the impression to 
the public that that average was a reflection of the “market.” 

The new year 1960 arrived and with it came the steel strike settlement. The 

public eagerly rushed in to buy U.S. Steel which opened at 103 on that morning 

of January 4th. The rest of the day was devoted to profit-taking and then a 

one-day rally occurred on January 5th which carried the Dow-Jones Industrial 

Average up to 685.47 and that was the end of the September—January rise. The 

public was not aware of this because they had been led to believe that January 

was a traditional month of re-investment demand. They were also told that 
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with the December tax selling out of the way and the steel strike settlement 

imminent that the depressed issues would be in great demand. 

After the steel strike settlement, however, it belatedly became evident to the 

public that the market was not acting in the manner previously described by the 

majority opinion moulders. Prices were falling, not rising. Two weeks after 

the settlement U.S. Steel was selling under 93 and the Dow-Jones Industrial 

Average had already dropped 42 points. Re-investment demand was con- 

spicuous by its absence and the depressed issues became more depressed. The 

public had once more adopted the line of the majority opinion moulders and 

had been “successfully conditioned.” 

The market goes up in presidential election years 

The game was not over yet. Another “conditioner” was in the works. 

1960 was a Presidential Election Year. The public was told that the market 

had never experienced a serious downtrend during such a year (no comment 

was made on 1920) and some market letter writers were quick to say that a bull 

market had never topped out in January (how they overlooked 1906, I don’t 

know). The use of each such conditioner resulted in a rally upon which the 

informed minority could distribute stocks under the cover of strength. At this 

writing, the game of cards is still in process and the public, like the mouse hear- 

ing the bell ringing, is still looking for the cheese. 

Past performance supports the card game thesis 

While it is rather certain that the conservative investment-minded element 

will be highly critical of the points just covered, past performance provides no 
challenge to their validity. Market psychology is what it is and such recogni- 
tion can be profitably employed by all, regardless of whether the objectives are 

short-term trading or long-term investment. Regardless of what the business 

outlook may be, why buy a block of 10,000 General Motors at 58 in July 1959 

when it can be purchased at 50 in January 1960 and under 44 in March 1960? 

A return to the first premise is then in order—good information cuts risk and the 

best information is that which concerns timing, regardless of whether it stems 
from a technical, psychological, or fundamental source. Regardless of how base 

a card game description of the stock market may strike one, a recognition of the 
‘game principle” of the informed versus the uninformed is capable of consider- 
ably sharpening the “feel” of market timing. 
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Over-all success in this direction will always by necessity have a limit. Using 
the vernacular expression—it takes two to tango, it becomes increasingly obvious 
that the public can be educated on the market to only a given degree. It is 
probably just as well that the majority of people are in the dark on the market 
at the time of major turns, otherwise the game would be over. We all can't 
be sellers and we all can’t be buyers—but we can be buyers and sellers. When 
stocks are going higher, somebody thinks they are going lower; otherwise, the 
buyers could not get delivery. One side is enlightened and the other side is 
in the dark. The difference of opinion makes the market. Past performance 
shows the public to be in the dark at the time of the major turns. One thing 
is certain: unlike the game of baseball, the stock market game will never be 

called on account of darkness. It is the darkness of general ignorance at times 
that keeps the stock market game of cards in progress. Everyone can’t make 
money in stocks at the same time but everyone can make money in stocks. 

The role of news in stock accumulation and distribution 

Suppose an executive, through excellent management, raises the net worth of 
a $20 million company to $40 million over a period of time. In order to make 

the example simple, suppose also that the stock was at 20 and was raised to 40 
during that period. In today’s type of economy the only way such manage- 
ment efforts can be commensurately rewarded is through the stock. Therefore, 

at what stock level is good news about the company most likely to be released? 

Certainly not at 20. That is where the executive buys in. At 25? Again no. 

The stock is still being accumulated by informed interests. At 30? Perhaps 
just a little to start public interest stirring. Now, at 85 the news is excellent 

and at 40 the early accumulators are fully meeting the public demand with an 

equal amount of their supply and thus the stock stops rising and tops out. The 

news was the best at 40. 

The news gradually turns less and less bullish as the stock drops back and 

soon becomes distinctly bearish. By the time the news gets obviously bad the 

stock may be back down to 20. The public, having ridden the stock right down 

again, disgustedly sells the stock at 20. The stock has completed the cycle from 

strong hands into weak hands and back into strong hands and the entire process 

is then ready for another round. It is essential to realize then that good news 

is an integral part of stock distribution from strong into weak hands and that bad 

news is an integral part of stock accumulation from weak hands into strong 

hands. You will see this phenomenon repeatedly in process when you are 

introduced to individual stock price charts. 
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“Lembert is still in our possession” 

During World War I there was a strategically important town in Austria 

called Lembert. As the going got real rough late in the campaign, a daily 

communique from the Austrian general was circulated among the ranks which 

simply said, “Lembert is still in our possession.” Interpretation: The city is as 

good as gone. A few days later the city was “officially” captured. 

You will find the same pattern of news interpretation in the stock market. 

The news is always the “best” at the end of a move. 

Technical analysis unravels the mystery of the two-way market 

All stocks are not simultaneously being accumulated or distributed. While 

some are in distribution others are being accumulated and thus the market is 

a constant two-way thoroughfare. At periodic intervals more stocks are being 

distributed than accumulated and vice versa and thus market averages tend 

to rise together and fall together. Good technical analysis, however, can 

ferret out those issues which are under accumulation in a generally weak market 

and are being distributed in a generally strong market. 

The two-way market reality in no way upsets the card game thesis. In the 

examples just given, the capital goods boom notion was followed by a decline 

in capital goods stocks, the settlement of the 1959 steel strike was followed by a 

decline in steel stocks, or it might generally be pointed out that the general 

forecast for a rising cycle was followed by a decline in cyclical stocks. As 

money flowed out of the cyclical stocks in 1959 and 1960 it found its way into the 
glamorous electronics group, the photographic and drug growth groups, the 

vending machine group and a defense group stimulated by new U.S.-Soviet 

tensions. An interesting two-way market seemed assured. The writer summed 

up the philosophy of this type of market phenomenon in the May 25, 1960 
market letter: “Continued strength in the electronics group has never offered a 

better illustration of the expensive fallacy of being bearish on the market. 

Conversely, weakness in the oils over the past few years has never offered a 
better illustration of the expensive fallacy of being bullish on the market. The 

market has demonstrated continuously now for a long time the two-way street 
characteristic. One can be bullish or bearish in the main but such blanket 
policies contain the risk that one might be bearish in a bullish group or bullish 
in a bearish group.” 



OBSERVATIONS OF SPECIAL VALUE 169 

Take another look at the situation if it is “healthy” 

The word “healthy” must be taken with a grain of salt late in a bull market, 
the time when most things only “look” healthy. Market history shows that the 
word is an especially favorite one in the vocabulary of bankers. According to 

bankers, the market is healthy when it goes up and healthy when it goes down. 

Everything is always healthy. According to these standards, the market is not 
unhealthy until the patient has been dead a year, laid away, buried and in a 

state of decay. Conclusion: if a banker tells you that the market is in an un- 

healthy state—it may do well to consider buying some stocks. The January 
1960 convention of the American Bankers Association is a case in point. 

Pay attention to grandiose building plans 

The most grandiose plans are always made in the last stages of a boom and 
the materialization of those plans occurs at or near the time of depressed 
economic conditions. The World's Fair cycle is a case in point: 

The Centennial Exposition was held in Philadelphia in 1876, three years 

after the 1873 bear market started. The Columbian Exposition was held in 

Chicago in 1898, right in the middle of the downturn. The Pan-American 
Exposition was held in Buffalo from May 1 to November 2, 1901, corresponding 
with the 1901-03 bear market. The Louisiana Purchase Exposition was held 
at St. Louis in 1904 at the time of the first upturn from an economic trough. 

The Jamestown Tercentenary Exposition was held at Hampton Roads, Virginia 

April 26 to November 80, 1907, the period of the worst phase of the 1907 depres- 
sion. The Panama-Pacific Exposition was held in 1915, the year after the 

Stock Exchange was closed. The Century of Progress was held in Chicago 

in 1933-34, close to the greatest economic trough in the country’s history. The 

New York World’s Fair was held in 1939, two years after the 1937 downturn. 

The next World’s Fair is planned for 1964 to be held in New York. 

How to Act in a Bull Market 

Mark Weaver * put together A Few Don'ts for the Bull in his book “Making 

Money on Declines in the Stock Market” and they still make good sense. These 

are listed below with this writer's comment: 

® See reference in Preface. 
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1. Don't put a stock away and forget it. 

Since the price of a stock is never static, it cannot be as profitable to the 

investor or trader in the static sense of blind holding as it can be if the holder 

is made more conscious of the periodic wide price swings that will often occur 

during such holding periods. Many individual issues or groups will top out 

«1 a bull market far ahead of other issues and groups, and the blind holding of 

a stock on the mere assumption that the market in general will remain in a bull 

swing until a given date, is operating on the false assumption that all stocks will 

move in step with the trend of the averages. 

Suppose a stock such as Northwest Airlines was purchased in May 1958 at 

$14.50 a share and put away and forgotten. The investor feels that the market 

looks good for the next year or so and therefore has no great compulsion to sell 

when the stock reaches $46 a share in the Spring of 1959 because the bull market 

swing still looked secure. By early 1960, the investor decides to review his 

portfolio and he finds that Northwest Airlines is selling at $24 a share. He 

can sell at a profit if he so chooses, but blind holding has robbed him of 69.9% 

of his paper profits. A little technical knowledge derived from a study of the 

short interest trend in the stock and the 200-day moving average price line 

would have enabled the investor to sell earlier at a considerably higher price. 

2. Don’t buy on thin margin. 

3. Don’t trade in stocks without limiting your risk with stops. 

Most traders will not protect themselves in this manner for fear of being 

“stopped out” on a momentary shake-out. There is an old saying that no one 
ever took a loss taking a profit and one should never regret being “shaken out” 

with a gain. If losses occur, they will be small ones. A trader may be holding 

half a dozen stocks, among them some issues being quite volatile. Without 

the protection of such stops insuring a portion of his paper profits, a sharp 
reaction in just one of those six stocks could easily wipe out the gains in the 
other five. Stops under the more volatile issues might result in a loss in that 

sixth stock but then that loss would only be a small percentage of the retained 

gains in the other five. The volatility of the stock will determine how far under 
the current price the stop should be placed. As the stock continues to rise, the 
stop can be raised and constantly brought a little closer to the current price. 
The larger the profit becomes on any stock held, the greater is the necessity 

for placing a stop sell order under it. The neophyte stock speculator in a 
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Jong bull market who experiences the heady exhilaration of perhaps fabulous 
paper gains in a few lucky purchases becomes more and more blinded 

to the realities of a 2-way market and invariably ends up “giving back” a large 
proportion of his profits. The uncashed profits were only a “loan.” In the 
early phase of a bull swing the necessity of using stops is greatly reduced. 
When the market starts making a series of new highs then it is time to start 
thinking about the use of protective stop orders. Note: When an issue becomes 
so active that the Stock Exchange orders the removal of all stops, that has 
usually been a pretty reliable signal to sell the stock. 

4. Don’t always trade on the long side. Don’t be a perpetual bull. 

Reactions in a bull market can often be very sharp and if a particular stock 

has been evidencing definite technical weakness there is no reason why the 
trader should not consider the short sale possibilities or at least a switch into 

a stronger issue. The most reliable sell signals in an individual issue are a 

sharp reduction in its short interest, a downside penetration of its 200-day 
moving average price line, the breaking of a chart support level, or a combina- 

tion of all three. Many times these signals coincide with such things as a poor 
earnings report, cut or omission of dividend, or an announced large secondary 

offering. 

5. Don’t sell a quiet market during a bull market. 

Dullness is always bullish in a bull market. When the market begins to 

trace a repetitive pattern of declines following each period of dullness, then 
the trader should consider whether stocks are still in a bull market. Dullness 

is bullish in a bull market when it occurs following a decline, not an advance. 

(See daily indicator Points #17 and #18) 

6. Don’t discuss your holdings with others. 

This does not mean refraining from discussions with your broker or investment 

advisor but refers to the “open book” attitude so many traders have which can 

often work to their disadvantage. Important traders (the most successful) 

are seen to be rather secretive. The famous Jessie Livermore used to do all 

his trading behind a locked door. 

7. Don’t give opinions or tips. 

Like #6, this can also work to the disadvantage of the trader. 



172 OBSERVATIONS OF SPECIAL VALUE 

8. Don’t be afraid to quit the market. 

9. Don’t follow the crowd during market excesses. 

This is another way of saying that majority opinion is more often wrong than 

right and especially when the upswing is accompanied by extraordinary odd 

lot, on-balance buying. 

10. Don’t buy for income exclusively. 

This does not imply that there is anything wrong with the pure seeking of 

income, but that the maximum benefits of a true bull market are being bypassed. 

11. Don’t buy “sympathy” stocks. 

Here again it must be stressed that each stock is an individual entity and 
just because one stock in a particular group is acting in a particularly strong 
manner, that is not enough of a justification to blindly buy other stocks in the 

same industry group. American Telephone was acting very strongly in the 
latter days of December 1959. If one had purchased General Telephone as a 
sympathy mover, he would have lost 10 points in a straightline downward move 
while American Telephone did as well and better in the opposite direction. 

12. Don’t buy stocks during resting periods. 

Some traders always feel that they have to be in the market all the time 

during a bull phase. The technical indicators described here will indicate when 
the market is due for a temporary reaction. Wait until the indicators suggest 

that the reaction is over before buying. Traders sometimes get overenthusiastic 

during bull swings and when the market reacts are too quick to accept the first 
declines as buying opportunities. Let the declines run their course. 

13. Don’t operate for the purpose of making trades. 

This is a variation of the above. Capital can shrink quickly when one is 
trading in and out of stocks that have temporarily stopped moving upwards, 
commissions having a habit of mounting under such circumstances. Only buy 
when the chances favor a sizable gain rather than the objective of scalping a 
point or two. 
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14. Don’t put all your money in one company or one industry. 

This doesn’t mean to overdiversify (the other extreme) but it does mean that 
the risk should be spread out a little. All the eggs in one basket may look 
wonderful while the stock is going up, but even the best looking baskets have 
been known to have their bottoms fall out. Even if the stock is a quality issue, 
the rule still holds. Nobody could ever be criticized for buying a stock like 
General Motors but this “basket” fell 22% between the summer of 1959 and 
February 1960 and successful traders cannot afford to have such cuts taken 
out of their capital. Five such trades on the “eggs in basket” idea would wipe 
an investor or trader out. 

15. Don’t answer a margin call. Sell some stock. 

This is a variation of the technique of cutting losses short and letting profits 
run, Gresham’s Law must be countered here, not succumbed to. The taking 
of the small loss protects the trader from the much more costly mistake of follow- 
ing a weak situation all the way down. Don't protect a weak position by 
selling strong stocks. 

16. Don’t hesitate to stay out of the market until you have firm convictions. 

This does not mean that one should have intuitive feelings about the market 

but that one should not act unless the technical indicators provide the firm 

convictions. If the Dow-Jones Industrial Average is rising and the Confidence 

Index calls for a decline, the advance-decline index is falling, heavy on-balance 
buying is going on in odd lots and the short interest is falling, then the trader 
would have strong convictions on staying out of the market. If one of these 

indicators turned up and the other three were still down, the trader would still 

be justified in staying out until the indicated picture technically brightened 

some more. 

17. Don’t buy or sell until the odds (based on yield) are in your favor. 

This is not always applicable because the technical position of a stock yielding 

2% can be unusually strong and downside risk greatly minimized just based 

on those technical factors (sharply rising short interest, upside penetration of 

200-day moving average price line, etc.). However, when the technical posi- 

tion of a stock weakens, the more profitable short sale lies potentially with those 
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stocks with the lowest yields; and when the technical position of a stock improves, 

the most profitable buy potentially lies with those stocks with the highest yields. 

18. Don’t rely on information from an underwriting house on new issues. 

This is obvious. The least biased the source, the better the information. 

19. Don’t neglect to watch the action of Chrysler, General Motors and U.S. Steel. 

General Motors as a market forecaster has already been covered (daily indi- 

cator Points #46 and #47). U.S. Steel is still considered a bellwether stock also. 

20. Don’t forget that convertible preferreds have a ‘sweetener’ added. 

21. Don’t put yourself under obligation to the salesman of an underwriting house. 

22. Don’t buy new issues as a rule, since too many risks are involved. 

Successful traders should be more attracted to “liquidity” issues, stocks always 

having active markets. When a stock must be sold in a hurry in large quantity, 

the over-the-counter market can be quite exasperating and costly on the exit side. 

23. Don’t look upon investment funds as a possible source for meeting margin 

calls. 

This is another variation of guarding against the saving of a weak position by 
the selling of good stocks. 

24. Don’t be a bull in a bear market. 

While it is illogical to go short in a bull market, it is equally illogical to go 
long in a bear market. Recognize the limitations of the market. 

25. Don’t be long and short at the same time, except as a hedge. 

26. Don’t get married to a stock. 

This is another variation of the cautioning against buying a stock and putting 
it away and forgetting about it. 

27. Don’t be a hog. 
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How to Act in a Bear Market 

Stocks go down in price faster than they go up and therefore maximum invest- 
ing and trading success demands that investors and traders learn how to profit- 
ably cope with a bear market. Failing to do this, years of capital gains can 
disappear in a matter of months. Below are a series of important don'ts to be 
observed during a bear market: 

1. Don’t sell short without a stop-loss order. 

If a trader sells a $30 stock short his maximum gain theoretically is $30 a share. 

His maximum loss, should the stock rise instead of fall, is theoretically an infinite 
amount and it is because of this type of risk that few people sell stocks short. 

In a bear market, therefore, the few gain while the many lose. While the 

theoretical risks of short selling appear on the surface to be without limit, 

the risk of going short on a stock in a bear market is not one iota greater than 
the risk of going long on a stock in a bull market. The trend is the thing and 
if the trader goes against the trend then that constitutes far greater risk. In view 

of the fact that stocks go up AND down, the investor and trader who is forever 

committed to the long side of the market is already voluntarily handicapped. 
In order to escape the expensive cyclical market downswings he must either 

enter the short side of the market or quit the market for the duration of that 
period. Enjoying the fruits of a long bull market, investors and traders are not 
conditioned to turn their backs on something they might have believed would 

go on forever and, as market history so often has pointed out, they remain bullish 
in a bear market and are carried far under in the strong undertow. As pre- 

viously stated, while it is illogical to go short in a bull market, it is equally illogical 

to stay long in a bear market. 

Assuming that the trader has already cut his risk by correctly deducing that 
the market has entered a bear trend, he can further cut his risk by placing a 
stop-loss order on his short sale, the limiting of his loss should he miscalculate 

and the stock rise. The use of the stop-loss order should become second nature 

to the shortseller. It is merely the reverse example of limiting losses and letting 
profits run, the profits in this case accruing from a decline instead of an advance. 

2. Don’t be a bull in a bear market. 

Don’t jump the gun. Be as sure of the bear trend as possible. It is always 
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better to miss the first move and be sure than to fully anticipate without the 

proof of the indicators. If a bear trend is confirmed, it is going to last long 

enough to be extremely profitable to the shortseller without his having to jump 

in on the first decline and find out later to his expensive regret that it was a 

secondary reaction in a bull market rather than a primary decline in a bear 

market. Prior to every bear market the loan ratio has been declining, the Confi- 

dence Index has been going down, the advance-decline index has been falling, 

the 200-day moving average price lines in the individual stocks are beginning 

to fall in the majority, the short interest has been falling, the Index of Disparity 

has been rising, odd lot buying on balance will be continuing, low-priced shares 

months before tended to top out, etc. When all these conditions are met, then 

the trader can pretty well assume that a bear market is underway. This will 

be later confirmed by both the Dow-Jones Industrial and Rail Average moving 

under their previous lows (effecting a Dow Theory bear market signal). All the 

typical background can also be blocked in by checking the status of: public 
psychology (the “it can’t happen again” attitude), the leading business indi- 

cators (the lagging ones will be looking especially promising), the stock split 

trend, secondary offering trend, margin requirement changes, fiscal policy, status 

of gold reserves, etc. When all these things increasingly point to the bearish 

side, then be a bear and stop being a bull. If the timing is correct, the switch 

to the bearish side will be done while the majority is still very bullish. Rely 
on the indicators, NOT on feelings alone. Develop a feel of the true market 

profile. Start with the assumption that all is not what it seems to be but let the 
indicators prove it in the final analysis. The indicators are unemotional and 
therefore their correct interpretation near the time of important market turns 
will always place the interpreter in the minority opinion category. 

3. Don’t short small capitalization shares. 

The temptation to squeeze the shortsellers in a thin issue (small floating 
supply) is ever present and the shortseller has therefore set himself up as an 
unnecessary target for the squeezers. 

4. Don't over-extend yourself on the short side. 

This is the equal and opposite of the advice cautioning against being 100% 
invested in a bull market. Always keep a varying percentage of assets fully 
liquid for market flexibility. The 100% invested position looks good when the 
market is going up but sometimes bear markets start “like a thief in the night” 
and “steal” a good portion of paper profits before a full awareness of what is 
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happening dawns on the trader. The same applies when the shortseller is 
fully invested.” Remember that the rallies in a bear market are always sharper 

than those in a bull market and again paper profits are threatened. Always be 
flexible to change in all types of markets. 

5. Don't short @ strong stock. 

There will always be found some weak stocks in bull markets and some strong 
stocks in bear markets, the countertrend items. Rules of thumb here should 
be as follows: (a) Never short a stock with a sharply rising short interest; (b) 
never short a stock where the 200-day moving average price line is rising; (see 
rules on 200-day moving average price trading techniques). In a weak market 
the weak stocks are the most likely issues to get weaker (see F allacy of buying 
depressed issues late in a bull market). 

6. Don’t short except in a cyclical downtrend. 

The shortseller should avoid trying to catch short-term market reactions. 
Only the primary trend of the market is important and in this case it must be 
down before the shortseller acts. (This does not mean that the downtrend 
must be confirmed by a Dow Theory bear market signal. The evidence in this 

book clearly shows that a cyclical downturn in the market can be detected and 

profitably acted upon long before it is confirmed by the Dow Theory.) 

7. Don’t expect to cover at the exact bottom. 

This is the opposite of selling at the top which is never done except by pure 
chance. One must not be a hog in a bear market either. Stocks will go just 
so far in a given direction before they reverse that direction for fundamental 
or technical reasons. Naturally stocks will go further down in a bear market 
than in a bull market reaction and thus the most successful shortseller will be 
putting out fundamental shorts rather than technical shorts, covering on wider 
dips. The faster a stock declines the sooner the shortseller will cover. Fast 
declines run into upside reversals quicker. It is often the slow, persistent, 
day-by-day price erosion in a given issue which constitutes the eventual maxi- 
mum profit to the shortseller. 

8. Don’t take small short profits. 

The reasoning here is that the shortseller is acting on the primary trend of 

the market and is not moving in and out on short-term market fluctuations. 
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9. Don’t expect to be right more than seven out of ten times. 

Such a batting average would be highly profitable because it would be as- 

sumed that the shortseller had placed stop-loss orders on all his positions. If 

three stocks go against him he is stopped out with comparatively small losses 

while the seven stocks correctly appraised would greatly outrun the losses 

in terms of increased profits. 

10. Don’t short unless you have a good reason to do so. 

The short sale must be directed to stocks having sound technical and funda- 

mental reasons for going down. Remember, the technical reason will show 

itself first and later be confirmed by the fundamental reason. (Example: U.S. 

Steel had a declining short interest trend for five months prior to the January 

1960 steel strike settlement. The steels were headed for trouble and the techni- 

cal indicators clearly indicated this right through the popular barrage of glowing 

predictions for the industry. ) 

11. Don’t sell too late. Sell promptly or not at all. 

Don’t procrastinate. Either the signs of caution are clear technically or they 

are not. If they are clear, sell. If they are uncertain, do nothing. The old 

adage of doubt still holds. When in doubt, do nothing. When the technical 

indicators say sell, then sell. 

12. Don’t short “sympathy” stocks. 

(for identical reason as not buying them in a bull market) 

13. Don’t short on strike news. 

For that matter, don’t generally buy or sell any stock on “news.” Follow the 

technical indicators. By selling a stock on news the trader may find out to 
his regret that he has sold a stock that was in a strong technical position. Con- 
versely, by buying on news he may find that he has bought a technically weak 
issue. Late in a bull market, buying stocks on news of splits and boosted 
dividends is usually buying right into an imminent decline. The news is out 
and there is nothing left to lift the stock further. This is usually confirmed by 
the fact that the stock was previously rising prior to the news. Such discounting 
is also usually accompanied by a declining short interest. Majority opinion 
believed the forecasters when they were told that record early 1960 steel pro- 



OBSERVATIONS OF SPECIAL VALUE 179 

duction following strike settlement would greatly benefit the steel stocks. The 
stocks rose before the strike was settled and the short interests declined (ma- 

jority opinion again) and what else technically could the stocks do on the 

announcement of strike settlement except go down? Again, pay attention to 

the technical indications first and the fundamentals second. Timing is every- 
thing and the fundamentals are very poor as timing indicators. Profits can 
only be maximized by adopting a better understanding and use of the technical 
indicators in conjunction with the fundamental, cyclical and psychological 
market factors. Obviously, if one does not sell on strike news, he should not 

buy on strike settlements. Develop an attraction to the MINORITY opinion. 
Think for yourself. If the public is stampeding in one direction, beat a hasty 
retreat in the opposite direction. Refrain from acting on emotional impulse. 
Again, FOLLOW THE UNEMOTIONAL TECHNICAL INDICATORS. 

14. Don’t short on “the” bad news. 

The keyword here is “the.” Stocks will technically start discounting bad 
news before it is announced in headline style for public consumption. When 
the news is “headlined” the stock is closer to being a buy than a sale. By the 
time the news is out in the grand manner it will usually be found that the short 

interest has already been rising, the stock has already been declining and is 

therefore gaining in technical strength. By the time the public generally gets 

the impulse to do something it is because the newspapers have been screaming 
something at them in headline fashion. In view of the fact that people are 

generally lazy by human nature (willing to consign the heavy thinking to others) 

the public unfortunately (but necessarily for markets) rushes in during the 

last phase of a move, at the same time as the early prospectors (those who think 

for themselves and understand the small print long before it gets blown up 

to headline stature) are ready to take their profits. That is what makes a 

market, the difference of opinion. The technical indicators continually point 

the finger at the right opinion. 

15. Don’t short the strong stocks. There are plenty of weak ones. 

Repeat of #5. 

16. Don’t let a short profit of over 20% run into a loss. 

Don’t run the risk of being shaken out on a rally with anything less than a 

20% gain. Be sure the stop orders are so placed to protect such gains. 
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17. Don’t short when the technical condition is strong. 

The temptation will be very great to extend short positions as the bad news 

gets worse. As the news gets worse the technical position of the market will 

certainly be improving in the late stages of a bear market. In early 1958 the 

temptation to go short was increasingly irresistible as business news turned 

from bad to worse. Simultaneously, the short interest was rising rapidly and 

by July 1958 it passed 6 million shares and the public was actually selling stocks 

on balance (odd lot selling greater than odd lot buying), a degree of strength 

in these two technical indicators practically unparallelel in market history. 

The Confidence Index was rising and the 200-day moving average price lines 

were turning up after long declines, In the face of all this, THE MUTUAL 

FUNDS WERE ALSO SELLING ON BALANCE. 

Mutual Funds were not forced to sell on balance in the first half of 1958 

because of any sharply rising pressure of share redemptions, but did’ so as a 

reflection of investment policy at that time. This should explode any misplaced 

notions that the mutual fund market thinking is infallible. If that thinking is 

based purely on market fundamentals, then it is subject to serious errors on 

market timing. The technical indicators scored a major victory in 1958, again 

the only reliable guideposts to market turns. 

18. Don’t short an issue having a large short interest, without reason. 

Issues with large short interests can come down in price and prove to be 

exceptions to the rule, but in most cases these exceptions are not really excep- 
tional because it may be found that the short interest ratio is actually declining 
due to the increased volume of trading in the issue. True exceptions exist but 

these are definitely in the minority. (Studebaker constituted such a true ex- 

ception. With the greatest short interest of any stock on the board, Studebaker 
fell from 29 to 8 in the 1959-60 market. Some of this was due to such things 

as the arbitrage between the regular common and the when-issued stock as well 

as a suspected sharp increase in the number of “fundamental” shorts. ) 

19. Don’t short stocks requiring a loaning premium. 

If the stock is in such short supply that it requires your broker to pay a pre- 
mium to borrow it, then the stock may be a better buy than a sale and certainly 
shorting the stock under these circumstances is the taking of an undue amount of 
risk, 
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20. Don’t short unless your chart dictates selling. 

Sell signs are produced when the price of the stock dips below a previous low 
(downside penetration of previous support level), downside penetration of 

200-day moving average price line, repeated failure to go through earlier high 
(pattern of declining tops), breaking a trading shelf on the downside, etc. 

21. Don’t sell short too early or too late. 

Sell short when the technical indicators are in agreement for a downswing 
but NOT when all the fundamental indicators are in agreement for a down- 
swing. If all the fundamental indicators were in agreement for a downswing 
the market would be on the verge of turning up in the not-too-distant future 
because such a downturn would include the declines in the LAGGING indi- 

cators such as retail sales, personal income, bank rates, inventories, and con- 

sumer installment credit; and by the time these are declining the leading indica- 
tors will be about to point to better conditions ahead. These lagging indicators 
had turned down by the Spring of 1958, the Dow-Jones Industrial Average at 
that time on the verge of a 250 point advance. 

22. Don’t expect an immediate crash after your short sale. 

Such crashes are more likely to occur AFTER a Dow Theory bear market 

signal has been in effect and after the public has become disillusioned. If the 

short sale has been well placed it will have been made when things look awfully 

good from the public viewpoint. (In this respect the writer strongly advised 

the taking of profits in the last week of December 1959. ) 

23. Don’t switch to the bull side if your bear reasons are sound. 

If the bear reasons are sound the correct technical indicators will confirm 

them and thus sudden advances in the market would be branded as transitory 

in nature and without important implications. 

24. Don’t expect your timing to be perfect. 

The best placed short positions will be taken BEFORE the downswing, not 

at the time of the turn. Therefore, if the reasons for the move are technically 

sound, a short-term rise in the stock should give the shortseller no undue con- 

cern. If a stock is technically headed from 50 to 40 it should make little 

difference if it temporarily rises to 5242 before the decline. 
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25. Don't be dismayed if you must try several times to get a bear position. 

The difficulty in placing a short sale merely confirms the correctness of the 

choice. 

The Traders’ Calendar 

Police departments have a problem on their hands when a manhunt is under- 

way and there are no photographs or positive identification of the criminal. 

Eye-witnesses are called in to describe what they think are the outstanding 

features of the criminal’s face and from these descriptions the police artist goes 

to work to draw a composite portrait. The results of this type of work are 
often striking enough to result in an early capture, the composite picture being 
so close to the criminal’s actual features. In a very broad sense, the face of 
the stock market can be pieced together from various observations of seasonal 
stimuli. The results will be quite haphazard at best but may prove to be very 
helpful to the short-swing trader. A typical composite year in the stock market 
will uncover repeating areas of seasonal strength and weakness. Certain groups 
of stocks and individual issues tend to come to the fore at certain times of year 

and, becoming aware of this, the astute trader can buy them during their quiet 

periods. 

January 

What takes place in January to a very large degree depends on what the 
market did in December. Taking into account the previous trend of the market 
for each year going back to 1885, the following pertinent statistics emerge: 70% 
of the late December rallies have occurred following a previous market declining 
trend. That pattern has led into a higher January market in 54% of the late 
December rallies while a declining trend in January followed late December 
rallies in only 85% of the cases. Based on the long-term past performance, an 
early December rally coming on the heels of a strong November is more likely 
to be followed by a January decline. 

Previous Januaries have shown a record of a higher market in 51% of the cases 
as against declines in 49% of the previous Januaries. Past performance also 
shows that 40% of the highs for the month occurred during the first 10-day 
period, 20% of the highs took place during the second 10-day period and 40% 
of the highs occurred during the last 10-day period. This composite pattern 
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suggests that if the market is rallying during the early part of the month and 
extends the rally into the second 10-day period, then probabilities would favor 
the rally termination taking place after the 20th of the month. 

If 4th quarter corporate earnings are expected to be good, the reports will 
be flowing in by the 3rd week of January and this strengthens the probability 
that any rally early in the month would carry over beyond the 20th. 

There is a good chance that stocks in the forefront of the market the following 
July that are then being sold were bought the previous January. Stocks have 

to be held for at least six months in order to qualify for the lower capital gains 
tax and thus the time to buy stocks that are in season in July is oftentimes the 
previous January. What stocks are in season in July? Well, July is a big 
vacation month and it is a hot weather month. Two industries suggest them- 
selves immediately—air conditioning and boating. As stated earlier, stocks 

are best bought out of season and sold in season. Traders and investors should 
therefore consider air conditioning stocks and motorboat stocks in January with 
an eye to selling them the following summer. This is applicable providing the 
stocks in those industries are attractively low at the time and not selling near 
the top of their historical price range. 

February 

The composite picture of the market shows February to be more commonly 

a month devoted to declining market tendencies. Since 1886 February has 

been a down month in 65% of the cases. The record implies that the majority 

of advances which failed to be halted in January, were terminated during the 

first 10 days of February. In almost 52% of all previous Februaries during the 

last 74 years the highs for the month occurred between the Ist and 10th day, 

22%, of the highs took place between the 11th day and the 20th, while the 

balance of the highs (26%) were recorded during the last third of the month. 

Again the record shows that if an advance in the market can continue beyond 

February 10th, then probabilities favor the advance continuing beyond the 

20th day of February. 

Despite the fact that February has been famous for market declining tenden- 

cies being predominant, the month has never been an important pivot month, 

a month when a bull market got underway from bear market lows or a month 

when a bear market commenced from bull market highs. For this reason, the 

record favors February declines as being buying opportunities. 
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March 

The long-term record shows this month also to be weighted on the declining 

side. Since 1886, March has been a down month in 65% of the cases recorded, 

the same record as February. The March highs have occurred during the 

first ten days of the month in 42% of the cases while almost 26% of the highs 

took place during the 11th to 20th day of the month with the remainder of the 

highs (32%) occurring in the last ten days. Although probabilities slightly 

favor the high occurring during the first ten days, the record shows a little 

evener distribution of March high dates, a topping out likely to take place any 

time during the month. 

The trader has to be a little more careful during March than in either January 

or February because March is an important pivot month. Bear markets have 
started from March highs in two instances, 1923 and 1937, while one bull swing 

has gotten started from March lows, 1938. Obviously, the direction the market 

takes on a bull or bear swing getting underway in March will be determined 

by what the market did in February. Rail moves were generally coincident 

with the industrials in the bull and bear market March terminal points. 

The market has a strong tendency to decline between March 24th and April 

15th (Federal Income Tax deadline). This is only a seasonal influence and 

usually quite temporary. If, however, the period coincides with other bearish 

market factors, then the stock market slide will probably become accelerated. 

The number of new stock lows always increases in late March but this is 

not to be construed bearishly inasmuch as that is the time when new highs and 

lows are computed for the calendar year from January 1st forward rather than 

taking into consideration the highs and lows of the previous year. 

April 

April is historically weighted almost 50-50 in terms of advancing and declin- 
ing tendencies. The edge is slightly in favor of the rising impetus. In 51% 
of the Aprils since 1886 the market has gone up. In 40% of the Aprils the 
high for the month has occurred during the first 10 days while 22% of the highs 
took place from the 11th to the 20th and the remaining 88% were recorded 
during the final ten days. If the market rallies beyond the 10th of the month, 
probabilities favor the advance continuing beyond the 20th. 
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April is an important pivot month for the industrials, two bull swings and two 
bear swings being recorded as getting underway in this month. The bear 
swings of 1902 and 1956 and the bull swings of 1939 and 1942 started in April. 
Rails have never started a bear swing during April. (Note: While there is 

always a first time for everything, the absolute word “never” is only used based 
on the record to date and this enhances the probabilities only that a given event 
will “never” take place.) These historical market facts have a profitable signifi- 
cance for traders. If a heavy position is maintained in the rails and the trend 
prior to April has been a rising one for the group, then probabilities would favor 
retention of the carrier stocks in question during April. 

With the Federal Income tax deadline occurring on the 15th, many a rally 
in the market has been delayed until close to that time. Another pivot influence 
is the reporting period for first quarter corporate earnings. A strong first quarter 
often kicks off a Spring rally in April, most of the reports streaming in about the 
third week of the month. On the other hand, a disappointing first quarter could 

accelerate a decline which would probably have been in evidence prior to the 
15th due to the income tax seasonal decline. 

May 

Thus far in the calendar year, the month of May holds better promise of being 

a month of general advance than the previous four months. Since 1886, 547% 

of all the Mays have shown rises. While 41% of the May highs have occurred 

during the first ten days, only 11% of the highs took place from the 11th to the 

20th and the majority (48%) of the highs have been recorded after the 20th. 

The probabilities are very strong here that any stock market rally lasting until 

May 11th will be extended beyond the 20th. 
This month is not overly important in terms of being a pivot month. One 

bear swing is recorded as getting underway in May. The 1946 top was reached 

on May 29th. No bear market lows have ever been recorded during the month 

of May. This would suggest that May declines may be looked upon as buying 

opportunities, especially if the declining trend had been in evidence for some 

time. 

June 

June has the same historical record as that of May, a preponderance of 

advances going back to 1886. The month has been a rising month for the 
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market in 54% of the cases on record. The high point for the month is more 

likely to occur anytime during the month with most of the months covered 

showing an almost equal distribution of highs during the first ten days as during 

the final ten days, fewer highs recorded between the 11th and the 20th. The 

breakdown shows 35% of the highs in the first ten days, 22% occurring 

during the second ten days, and 43% during the final ten days. The month 

benefits from the seasonal expectations for a summer rally, the early stages of 

such a rally getting under way in June more forceful and dependable than 

trading late in such a rally. 

Several June lows have taken place in the market that have served as the 

starting points for extended bullish upswings. The month has more of an 

importance as a pivot month in this respect than being a month where important 

tops have been seen. As a matter of fact, a bull market peak has never been 

recorded during the month of June as far as the industrial average is concerned. 

The rail average, however, topped out on June 13, 1946. As for important lows, 

bull swings commenced in 1900 and 1949 in June for the industrials and in 

June of 1900, 1921, 1942 and 1949 for the rails. On the basis of this record, 

a rallying stock market in May is favored to continue the rise through June. A 

declining market going into June would probably see the bottom of the decline 

reached in that month. On either count, the record favors buying stocks in 

June. 

July 

July has the second-best record of consistent advances going back to 1886. 
It has been an advancing month in 60% of the cases covered. The record 

shows a preponderance of the highs for the month being reached during the 
final 10 days which is typical of a month which has such a strong record favor- 
ing advances. In 28% of the cases the highs have occurred during the first 

ten days, 18% of the highs taking place during the second ten days, and 54% 
of the highs being recorded in the last third of the month. The record generally 
favors the holding of stocks throughout July, although the decision to do this 

will largely depend on what the trend of the market was prior to July. If the 
trend was sharply higher for an extended period of time, then some lightening 

up on the July strength would usually be well warranted. 
This is a month when the reflection of second quarter corporate earnings 

comes into the picture. If the second quarter was good then the rally in July 
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is usually fast and furious. If there is any major question mark on third quarter 
earnings, then the record would favor July profit-taking. 

The only major top recorded during this month was that of 1957. July is more 
famous for some important lows, the beginning of extended bullish upswings. 
Important lows for the industrial average were reached in this month in 1910 
and 1932. The rails also recorded lows in July 1910 and 1932. Summer rallies 
have often started in July and such upswings are increasingly reliable if the 
previous months of May and June were declining months. 

August 

August has the best past performance record for being a month of advances. 
In 63% of the cases on record the stock market has advanced in August. The 
high points for the month have predominantly occurred during the final ten 
days. In 25% of the cases, the high has taken place during the first ten days, 
25% of the time during the second ten days, and 50% of the time during the 
final third of the month. If the traditional summer rally started in June, the 
record favors the taking of profits on August strength. On the other hand, 

if the summer rally just got underway in earnest in July, then retention of stocks 

in August would be generally warranted. During Presidential election years 
the month has been particularly blessed by a rising stock market. 

Three tops of importance in the industrials have occurred in August, the 

famous secondary top of August 14, 1937 and those of 1956 and 1959. A major 
low occurred in August 1921. Rails only topped out once in August, on August 

14, 1909 and a low in the rail average was reached on August 4, 1923. As far 

as being a pivot month, August has had its share of the major turns and the 

likelihood of these turns occurring in this month largely depended upon the 

previous trend of the market. If the market has been rising for a long time 

and the rise persists until August, the record shows that a temporary top in 

August is likely. If the market has been declining for a long time and fails to 

bottom out in July, it is not likely that the decline will run into September. 

August declines generally catch Wall Street off guard, inasmuch as it is easy 
to get caught up in the momentum of summer rally psychology. When the 

steel strike of 1956 was settled in August the market promptly declined (the 

steel stocks topping out at the end of the year) until a temporary low was scored 

the following February. The biggest decline in 1959 got underway on the first 

trading day of August, right at the time when expectations for a fourth quarter 
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capital goods boom were the strongest. The 1959 steel strike upset the time- 

table. 

September 

The month of September has the third poorest record as far as advances are 

concerned. Since 1886, the record shows that September has been a declining 

month 60% of the time. The highs were seen 48% of the time during the first 

ten days, 23% of the time during the second ten days, and 28% of the time 
during the final third of the month. More often than not, the Labor Day 
weekend has marked the end of the traditional summer rally. If the market 
has started to decline in August, the month of September usually sees an accel- 

eration of that decline. Despite the plurality of August advances in Presidential 
election years, the month of September has shown a plurality of declines in 
Presidential election years. 

September is the record pivot month with the historical accent on bear 
market starts (bull market peaks). Again, caution in September to be justified 
depends upon the previous trend of the market. The month is not to be feared 
if a major low has been recorded within the previous twelve months. Bull 
market peaks were recorded during this month in 1912, 1929, and 1939. Rails 
topped out in this month in 1902, 1929 and 1939. An industrial low was re- 
corded in September 1959 and a low in the rails was recorded in 1903. 

October 

October is another declining month on balance based on the record going 
back to 1886, although the cases on record are almost 50-50. The month has 
shown stock declines in 51% of the cases recorded. Monthly highs are about 
balanced between the first ten days of the month and the last ten days. In 
437% of the Octobers the high has occurred during the first ten days, only 15% 
of the time during the second ten days, and 42% of the time during the final 
third of the month. This implies that if the market is rallying in October and 
advances beyond the 10th of the month, then probabilities favor the rally con- 
tinuing to beyond the 20th. 

October is another important pivot month. Industrial lows were recorded 
in 1923 and 1957 and rails scored one recorded low in 1957. October has been 
a common month for a topping out in the rails. Bull market rail peaks were 
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recorded in 1912, 1916, and 1919. A bull market peak has never been recorded 
for the industrial average during the month of October. With this knowledge, 
a trader can buy on an October market rally with increased confidence that the 
industrial average is not likely to top out and catch him unawares. 

November 

November has the same record since 1886 that October has, 51% of the 
Novembers registering declines, being almost 50-50 and leaving the month 
somewhat of a toss-up. The high for the month has occurred during the first 
ten days in 45% of the cases, 19% of the time during the second ten days, and 
86% of the time during the final ten days. Next to September, it is the second 
most important pivot month. Four major industrial tops have been recorded 
for November, two industrial lows and one low in the rails. Important indus- 
trial peaks were recorded in 1909, 1916, 1919 and 1938 while November indus- 
trial lows were recorded in 1903 and 1907. Rails recorded a November low 
in 1907. Rails have no recorded November peaks. 

December 

Surprisingly, despite the tradition of the year-end rally, December shows 

a past performance of being a 50-50 month. However, the year-end rise has 
been more prevalent in recent years than before the advent of high income 
taxes. The peak day of the month has occurred during the first ten days in 
36% of the Decembers since 1886, only 15% of the time during the second ten 

days, and 49% of the time during the final ten days of the month. The proba- 

bilities definitely favor some year-end strength. Strong advances near the end 
of the month are more likely following a previous period of decline rather 
than an earlier period of strength in November with an early spill-over into 
December. 

Rails and industrials have never scored bull market peaks during the month 
of December. Bull markets have begun in December, not ended. Industrial 
lows for the month were reached in 1914 and 1917 and lows for the rails were 
were reached during December in 1914 and 1917. 

Special influence moves 

When a stock consistently rises in the face of a situation normally dictating 

static response or a decline, then a special influence is suspected to be pre- 
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dominant which usually results in an extended advance for the stock involved. 

Example: In June 1958 the bond market was breaking badly and interest rates 

were on the way back up after reaching bottom that month (91-day Treasury 

bills were only yielding .6%). As the trend toward tighter money exerted 

itself, it would normally be expected that a stock such as American Telephone 

would move competitively with rising bond yields and gradually decline in 

price. Strangely enough, however, American Telephone did not play its tra- 

ditional role of moving in sympathy with the bond market. Instead, by July 

1958 the stock had moved above the 1957 high and in September advanced to 

beyond the 1955-56 highs. Interest rates continued to rise from their June 

lows and American Telephone paradoxically continued to rise in price. 

The mystery of the special bullish impetus behind Telephone was revealed 

when the company electrified Wall Street in December 1958 with an unprece- 

dented announcement of a 3-1 split and a 10% boost in the dividend. One of 

the oldest rumors in the financial world had at Iast come to fruition. The 

stock had previously tipped its hand that something important was brewing 

by moving in an uncharacteristic manner. 

Anytime a stock is going up when it should be going down, buy it. This 

observation is equally valid in reverse. Anytime a stock acts poorly when the 

rest of the stocks in the same industry group are acting well, sell it. In the 

Fall of 1958 stocks such as North American Aviation, Northrup, Lockheed, 

Chance Vought, and General Dynamics were advancing while Martin and 

Curtiss Wright were static. Douglas Aircraft and United Aircraft were acting 

the poorest of all the aircraft stocks, gradually declining while the rest were 
in an advancing phase. Selling the poorest actors was justified. Douglas, 
while already down considerably from the triple top level of 95 reached in 1955 
and 1956, fell from 64 to 37 during the twelve months from the fall of 1958 to 

the fall of 1959. United Aircraft, while down considerably from a top of better 

than 80 in 1956, fell from 65 to 37 in the twelve months from November 1958 

to November 1959. No matter how far down a stock has fallen from a pre- 

vious high, a further sharp decline can never be ruled out. 

No news is good news 

Widely predicted advances for the market are not as bullish as are the un- 
advertised advances. Put another way—an advance on news is not as bullish 
as an advance on no news. In reverse—widely predicted declines for the market 
are not as bearish as are the generally unadvertised declines. A decline on 
news is not as bearish as a decline on no news. These observations caution 
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against following the crowd on a sharp advance promulgated by supporting 
newspaper headlines and lead to the general advice to sell on the good news. 
When the market is going up and majority opinion wonders why, then that is 
a reliable signal to buy. Stocks are also often best bought while there is a 
general selling stampede promulgated by bearish newspaper headlines. When 
the market is going down and nobody in general seems to know why, then sell. 
The public is more often led by their emotions while the indicators are unemo- 
tional. Trust the indicators and distrust what the public is doing. 

The “Return of Capital’’ Concept 

While it is generally illogical to go short on stocks in a bull market, it holds 

that it should be equally illogical to stay generally long on stocks in a bear 
market. Suppose an investor owns 1,000 shares of a stock purchased at a 
temporary technical support level of 88. The dividend on the stock is $3 and 
the yield at time of purchase is 8.4%. Now suppose the stock rallies to 100 
(more likely 997% ) on a rumor that the dividend is going to be raised and this 
move is followed by a decline upon the actual announcement of a 10% dividend 

boost (the stock having fully discounted the news). The investor, undisturbed 

by these trifling day-to-day fluctuations, continues to sit with the stock. The 
reaction continues and the stock is now back down to 88. The investor, while 

perhaps a trifle irked over this quick round trip, is still satisfied with his purchase 
since the stock is now yielding 3.75%. While this movement is taking place, 
let us suppose that the Dow-Jones Industrial Average has just broken a major 
support area and a Dow Theory major bear market signal has just been made. 

The investor’s stock now breaks its support at 88 and a technical sell signal for 

his stock is registered on the chart. Not wedded to the technical approach, the 

investor continues to cling to his stock and comforts himself with the ration- 

alization that the stock (now having fallen to 75) is providing him with a yield 

of 5%, an income of $3300 a year. $100 equities seldom stopping at S77 Spill 

major bear markets, the stock then falls to 60, 55, and bases out at 50. Assum- 

ing that the dividend was not cut, the yield is now 6.6%. However, the 6.6% 

yield is only that to an investor buying the stock at 50. It does not change the 

fact that the original buyer in this case is still receiving a yield of 3.75% on his 

$88,000 investment. At a price of 50, however, the investor is not receiving 

any “real” income at all. He is simply receiving in return an annual $3300 

portion of his $38,000 loss of principal and, in addition to this, would pay an 
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“income” tax on this gradual return of original capital. Theoretically, if the 

stock remained at 50 the investor would have to hold it for over 11 years just 

to get back to his starting $88,000. Even if the stock rallied back to 65, 75 or 80 

the investor has nothing but a loss of principal to show for his holding the stock 

through a major bear market downswing. Each decline of 3% in the price 

of the stock eliminated a year’s income and converted it into nothing more than 

a return of capital (which was subject to tax). It must be remembered 

(assuming a dividend remains unchanged and there are no stock dividends or 

splits) that the yield on an initial investment always remains the same. Addi- 

tional purchases on a decline can average the price lower and raise the yield but 

this would be a case of averaging yields. For instance, a stock bought at 50 

yielding 4% is still yielding 4% at 40 to the original buyer at 50. He could 

buy an equal amount of additional stock at 40 where his yield would be 5% and 

then his total holdings of that stock would give him a yield of 4.4%. Neverthe- 

less, his original investment is still yielding 4% and his second investment is 

yielding 5%. If he had no additional capital in order to average down his 
price, he would be stuck with a 4% yield regardless of how high subsequent 

yields might go in the bear market decline. 
Investors must be educated to adopt a more flexible attitude toward quickly 

changing market conditions, especially when the change is from a bull market 

to a bear market. Hiding one’s head in the sand and adopting an attitude of 
“marital fidelity” toward a set stock portfolio can be a painfully unrewarding 
experience. Timing towers above everything else in market importance and 
is just as important to the stock investor as to the stock trader. In view of the 
fact that it is the market technical indicators which provide the best timing indi- 
cations, an investor adhering to only the fundamental approach is at a sad 

disadvantage when it comes to the timing of changing market conditions. 

Measuring Stock Declines in Terms of Lost Income 

It is one thing for a stock to decline in a bull market but a horse of another 
color when a bear market is entered. In order to solidify the point that it is 
uneconomic to let an investment portfolio ride through this type of decline, 

an investor would find it useful and informative to translate stock declines in 
terms of years of lost income. This sobering measurement points up the lack 
of logic in trying to buck a major downtrend by trying to rationalize that one is 
receiving “income” during the decline. The public is usually at a loss as to how 
to conduct itself profitably during such periods. The first requirement is to 
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recognize the technical and fundamental earmarks that suggest such a decline 
ahead and then act with conviction by selling the majority of lowest yielding 
equities since the smallest declines in these will result in racking up the largest 

number of years of lost income. 
In August 1959, an investor buying the 30 Dow-Jones issues would have paid 

the prices listed below and by mid-February 1960 would have shown the fol- 
lowing listed losses in terms of negative income: 

Dow-Jones Stocks 

Allied Chemical 

Alcoa 

American Can 

American Telephone 
American Tobacco 

Anaconda 

Bethlehem Steel 

Chrysler 
DuPont 

Eastman Kodak 

General Electric 

General Foods 

General Motors 

Goodyear 
International Harvester 

International Nickel 

International Paper 
Johns Manville 

Owens Illinois Glass 

Proctor & Gamble 

Sears Roebuck 

Standard Oil of California 

Standard Oil of N. J. 

Swift 
Texaco 

Union Carbide 

United Aircraft 

United States Steel 

Westinghouse Electric 
Woolworth 

* Stock splits. 

August 3, 1959 

$126.75 
110.25 
45.50 
80.13 

101.25 
64.00 
57.50 
67.00 

275.75 
95.63 
81.38 
98.25 
57.00 

145.00 
55.25 

105.88 
130.00 
57.25 

101.00 
83.50 
47.25 
55.00 
54.88 
46.25 
87.88 

146.38 
54.13 

104.50 
95.00 
58.50 

February 19, 1960 
$50.13* 

Years of Income 
Down 7.3 

Down 14.6 

Down 3.3 

Down 5.7 

While nine stocks managed to rise above their August 3, 1959 levels, two 

thirds of the entire Dow-30 showed losses equivalent to annual investor income 

ranging from one to over fourteen years. These losses grew in later months. 
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The Short-Covering Rally 

Never trust the first rally following a rather extended series of declines. The 

day-to-day indicator of extended overdueness increases the potentiality of 

sharpness in direct relation to the acuteness of the previous degree of decline 

and the sudden switch to the upside often scares the shortsellers into rapid 

covering and this feeds the advance. Quickly analyze the rally in the following 

manner: Did the same indicators which signalled the previous decline now 

signal this rally? If they remained unchanged, then judge the rally to be 

transitory in nature and consider it to be a selling oportunity rather than a 

buying opportunity. Did the market advance all day with no hourly setbacks? 

If the answer to this question is yes, then the rally has all the earmarks of being 

a short-covering rally and the technical position of the market is thus weakened, 

not strengthened. If volume was not particularly heavy on the advance, then 

this further confirms the short-covering impetus rather than a major sustained 

turn getting underway. 

After a rather lengthy series of price declines, such a rally is immediately 
pounced upon and labeled immediately as a “major turn”. If the market has 
recorded a previous top well above the point of rally, then a sharp upside 
reversal on comparatively light volume is much more characteristic of being 
a rally in a bear market, such rallies always being sharper than those seen in a 

bull market. They are swift and of comparative short duration. The reason 

for this is that the successful shortsellers must periodically take their profits 

by “buying in” (covering) and their move in that direction is so often mistaken 
by the bullish forces who have been waiting for a turn in the market that the 

demand becomes temporarily “twofold.” Declines in a bull market consist of 

frequent and normal days of profit-taking and the advances are the sharpest only 

when important technical upside resistance levels are penetrated. Therefore, 
profit-taking (by the shortsellers) and buying by the bullish forces who think 

a turn has come provide the “twofold” upside impetus in a bear market rally 
while a rally in a bull market has only a “single” upside impetus. The key word 
is profit-taking. Profit-taking for the bears provides an upside technical market 
influence and an advancing market attracts some of the bullish forces. Profit- 

taking in a bull market provides a technical decline and the bearish forces are 

not quick to extend that decline. This explains why the rallies in a bear market 

are always sharper than those found in a bull market. 
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The Selling Climax 

A true selling climax never comes out of the blue but is usually preceded by 
evidence of increasing volume on the downside as well as evidence that the 
public is turning increasingly cautious (sharp cut in on-balance odd lot buying 
and a sharp rise in odd lot short sales). If the previous declining trend has been 
characterized by persistent light volume with the quality of market leadership 
on the downswing being excellent, then the decline is likely to continue until 
the volume builds up in a marked manner on the decline. _ If the public has been 
buying stocks on balance throughout this decline (heavy odd lot buying) then it 
is not logical to believe that all their bearishness can be dissipated in one or 
two days of heavy selling when they were not bearish in the first place. In 
other words, the most reliable selling climax occurs after the public turns 
cautious or outright bearish. 

The Power of a Penny 

When both the Dow-Jones Industrial and Rail Averages move above or below 

previous highs and lows, these confirmatory moves effect a bull or bear signal 

according to the Dow Theory. Any closing penetration is valid even though 

it amounts to .01, ora penny. Even after 75 years of market past performance, 
there are many who still scoff at such techniques of market measurement and 

continue to sell stocks in the face of Dow Theory bull signals and buy stocks 

in the face of Dow Theory bear signals. Don’t ever sell the Dow Theory short. 

There is not a single instance in the records where a Dow signal was effected 

that the market did not make a considerable move from that point, either up or 

down as the signal warranted. This is fact even though the confirmatory 

penetration was only that of a penny. 
In 1940 the Dow-Jones Industrials scored a low of 144.65 on January 15. The 

Dow-Jones Rail Average scored a low of 29.78 on March 16, 1940. After those 

lows were reached each average advanced. Each average moving back under 

those lows would have provided a Dow Theory signal for a still lower market. 

Here is what happened: On May 10, 1940 the Dow-Jones Industrial Average 

closed at 144.77 and the Dow-Jones Rail Average closed at 29.79, industrials 

12¢ above the January low and rails 1¢ above the March low. A Dow Theory 

signal appeared to be imminent. The next morning, May 11, 1940, the industrial 

average opened at 144.75 and the rail average opened at 29.78, rails at the exact 
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equivalent of the March low to the penny. The rail average held there and 

advanced to close at 29.81. The industrials, however, fell to 144.47 in the first 

hour, a downside penetration of the January low. The ability of the rails to 

hold the line at 29.78 encouraged the industrial average to close the day at 

144.85. The technical victory of the rail average was shortlived however. On 

Monday, May 18, 1940, industrials opened at 144.24 and rails opened at 29.61, 

both averages falling under their respective January and March lows. An 

immediate decline got underway from that moment. At the end of the day the 

Dow-Jones Industrial Average was down 7.22 points and the Dow-Jones Rail 

Average fell 1.98. In percentage terms that was a one-day drop of 4.987% for 

the industrials and 6.64% for the rails. In terms of the 1960 Industrials and 

Rails, that one-day Dow Theory signal decline was equivalent to a one-day 

decline of 34.18 in the Industrials and 10.65 in the Rails, one day declines of 
panic proportions. A Dow Theory signal for a lower market never ends right 
there on a one-day decline. The lower market is realized in a series of ensuing 
declines. After the signal was effected on the morning of May 18, 1940, the 
industrials fell another 9.36 points on May 14th, rose 2.16 over the next two days 
to effect the natural technical rebound, and then plunged another 6.23 points 
down on May 17th. The market steadied momentarily on Saturday and 
Monday, May 18th and 20th, and then another precipitous slide occurred on 
May 2lst carrying the industrial average down another 8.30 points. The 
industrial average then bottomed out with a further slight dip of 2.29 points over 
the next three weeks. The entire one-month decline from the time of the Dow 
Theory signal was 38.01 points or 22.7%. That would be the equivalent 
percentagewise of the Dow-Jones Industrial Average falling from 685.47 on 
January 5, 1960 to 529.87 on February 5, 1960, a descent of 155.6 points. 

The Dow-Jones Rail Average fared no better. After falling 1.98 points on 
May 18, 1940, the carriers bottomed out eight days later at 22.14, an over-all 
decline of 7.67 points or 25.7%. That would be the equivalent percentagewise 
of the Dow-Jones Rail Average falling from 160.48 on January 5, 1960 to 119.20 
on January 13, 1960. Such is the effect of a Dow Theory selling signal on the 
market. 
A particularly close call for the market was seen during the early months of 

1960. The Dow-Jones Industrial Average had scored a previous reaction low of 
616.25 on September 22, 1959 and the Dow-Jones Rail Average made a previous 
low of 146.65 on November 17, 1959. If these levels were penetrated on the 
downside, a Dow Theory major bear market signal would be effected. On 
February 16, 1960 the Dow-Jones Industrial Average closed at 611.33 and the 
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Dow-Jones Rails closed at 148.37. The industrials made their signal and now it 
was up to the rails to determine the immediate course of the market. By noon 
the next day the rail average recorded a reading of exactly 146.65. A further 
decline of a penny would have resulted in heavy selling by Dow theorists and 
the entire course of the market could have shifted. This ability of the carriers 
to hold at the exact level of the November 1959 low inspired an immediate 
technical rally in the market. 

The relief was temporary, however. On March 8, 1960 the Dow-Jones Rail 
Average moved under 146.65 and completed a classic bear market signal. 
Immediately following this a storm of controversy was set off as to whether the 
signal was valid. Most commentators from coast to coast attempted to discredit 
the Dow Theory as something no longer applicable to the sophisticated markets 
of the ’60’s. Some of the biggest and most influential magazines joined the 
chorus of contempt. They cited the so-called “false” signals of 1949, 1953 and 
1957 but in doing so were overlooking the fact that no Dow Theory bear market 
signal was ever false when stock yields were under 4% and stock yields had 
moved well under 4% ever since December 1958. The air of disbelief was 

classic. Majority opinion chose to ignore the implications of the Dow signal. 
If the signal had been widely accepted as valid it would have considerably 

diluted the significance. The wholesale discrediting of the move as something 
of importance, however, lent added weight to the probable validity of the signal. 

After the signal the Confidence Index plunged to 82.2, a new low in the 

1959-60 downswing, and General Motors moved under its 1959 low, two con- 

firming indications. 
By the very mechanics of the Dow Theory a bear signal cannot be given until 

stock prices first come down to a support level and break it and a bull signal 
cannot be given until stock prices come up to a level of previous resistance and 
score an upside penetration. For this reason it is extremely important that 
investors and traders become aware of the indicators which signal such declines 

and advances before they get underway. A Dow Theory signal merely confirms 

what has already been taking place and the indicators which signalled the move 

in the first place will quickly confirm or invalidate the Dow Theory signal. The 

indicators described in this book would not allow investors and traders to ride 

an almost 90-point decline before getting a major sell signal. 

One note of caution on Dow signals 

Dow signals can sometimes come quite late on a move and it is not unlikely 

at times that after an upside confirmation is made the whole move may top out. 
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Conversely, a downside confirmation may be soon followed by a market bottom. 

FOLLOW ALL INDICATORS and do not wholly rely on any single one. 

FOLLOW THE ON-BALANCE APPROACH. 

The Best Situated Buying Level 

When a stock approaches a thoroughly tested long-term buying level, a low 

commensurate with a series of previous bottoms, it is often coincident with the 

beginning of a new bullish upswing for the market, the end of a bear market. 

The point is well illustrated by the long-term chart of New York Central. The 

stock of this major rail reached a low of 9 in June 1932, 12 in March 1935, 10 in 

March 1938, 11 in August 1939, 9/2 in May, 1940, 7 in June 1942, 9 in June 1949, 

and 13 in April 1958. With the interspersed highs ranging from 88 to:58, the 

series of lows in the 7-13 price range were comparatively closely grouped 

enough to qualify as being almost matching bottoms. Each of the lows 

coincided with great profitable buying junctures in the market. A stock like 

New York Central, therefore, serves as a useful indicator for starting bull 

markets. Any approach toward these major lows would tend to coincide with 

the end of a bear market. 

The Holiday Market 

Holiday market sessions are often seen to be dominated by what the majority 
thinks and for this reason the market averages have a tendency to momentarily 

reverse the direction they were previously moving in. The holiday session is 

therefore not considered to be indicative of the true trend of the market. This 

is more logically explained in terms of “smart money.” With the banks, insur- 

ance companies, and many other institutions closed for the day, the “smart 
money (truly informed buyers or sellers) has also probably taken a holiday. 
This leaves the market to the less informed “little man,” the public. If the 

market rises, the conclusion is that the quality of the buying is poor. If the 

market declines, the quality of the selling is poor. If the market has been 

declining for some time and is lifted by a holiday session, the decline is not over. 

Majority opinion seldom turns the market. If the market continues to decline 
on a holiday then a more sustained upturn in the market is considered to be near. 
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The Bell Indicator 

The comment inserted here is rather facetiously presented but has some 
observational value and provides interesting market background. In a dull 

and declining market there is a tendency for the news ticker services to put more 
and more emphasis on the favorable news items and this is done by ringing the 

broad tape bell to call attention to such. The bell is rang when a stock split is 

announced or when a dividend is raised or when there is a particularly favorable 
earnings report, especially if the company involved is an important one. How- 

ever, when the news service has to start “reaching” for items on which to ring the 
bell, that is not a favorable market sign. Ringing the bell repeatedly on each an- 
nouncement of the payment of a regular dividend is considered “reaching for 
news. During the January-February market decline in 1960 there were some 
days when the news ticker bell rang as much at 34 times and as many as 29 
of these clarion calls announced the payment of a regular dividend. One who 
follows this bell indicator gets the impression that if business is so good, why is 
the payment of a regular dividend so important that the bell has to be rung? 
This technique creates the antithesis of the desired effect and is taken to be one 

more sign that the market decline has further to go. 

Removing Stop Orders 

When an announcement is made that no more stop orders will be accepted 
on a given stock, the stock is usually seen to be on the verge of a decline and 
should be sold. 

Fallacies 

Tue FALLACY OF Buyinc DEprREssED Issues LATE IN A BULL MARKET 

Late in a bull market the weak stocks tend to get weaker, not stronger. Com- 

ments are often bandied about concerning this stock or that stock as being 

“behind the market.” Before a stock is purchased on that flimsy phrase, the 

question should be asked: behind what kind of market, a strong one or a weak 

one? Ifa stock is genuinely behind the market and the market is strong and all 
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the indicators point to it getting stronger, then a depressed issue would be more 

likely to experience a technical rebound profitable to the trader. If, on the 

other hand, the market is showing signs of technical deterioration, then a 

depressed issue being “behind the market” can only become more depressed 

because it is behind a falling market and has some further catching up to do ON 

THE DOWNSIDE. 

Suppose one were trading in the 1946 market and, having the correct feeling 
that stock prices were too high, buying was concentrated on the stocks already 
down 10% or more from their 1946 highs. On May 29, 1946 there were 307 
of these issues qualifying as depressed issues, down 10% or more from their 
earlier tops. Ninety days later, on August 29, 1946, there were 793 issues in the 

depressed category and these were down 10% to as much as 50% under their 
earlier 1946 tops. Two sessions later, the stock market experienced the sharpest 
break in nine years and it took three years before a major bull upswing got under- 
way again. Yes, these 307 issues were “behind the market” but the market was 

a fading one and thus the weak got weaker. Every major technical indicator 
pointed to the danger of buying stocks in the 1946 market and the only comfort 
there was in purchasing a stock already running 10% under its high was the 
knowledge that at least the top price of the year wasn’t paid for it and that the 
losses could have been much greater. But who wants to lose in the first place? 

The following table shows what happened to these so-called depressed or 
“behind-the-market” stocks: 

August September 
Stock 1946 High May 29, 1946° 29, 1946 3, 1946 

Alaska Juneau 12% 91% 614 6% 
American Bosch 30 25% 17% 16 
Am. Cable & Radio 17% 13% 10 8% 
Am. Machine & Foun. 45% 37% 30% 2634 
American News 60 49% 48 42 
Atlas Powder 97% 82% 673%4 64 
Avco 14% 11% 8% TA 
BathIron 39% 31% 2834 27% 
Beech Aircraft 30% 25 1914 1614 
Bell Aircraft 351% 27% 23% 21 
Boeing Airplane 35 29% 26%4 24% 
Braniff Aircraft 34% 28 23 201% 
Chicago Gt. West. 17% 12% 10 8% 
Chic. MSPP Rail. 38% 30% 19% 16% 
Childs 15 9% 10 9 
City Investing 22 17% 14 14 
Climax Molyb. 44% 35% 29 27 



OBSERVATIONS OF SPECIAL VALUE 

Stock 

Colorado Fuel 

Columbia Broad.A 

Cons. Vultee 

Crosley 
Curtiss Wright 
Dome Mines 

Dresser Ind. 

Elastic Stop Nut 
Emerson Elec. 

Eq. Office Bldg. 
Erie Railroad 

Fajardo Sugar 

Farnsworth Television 

General Public Service 

Graham Paige 

C. E. Hires 

Homestake 

Houd Hershey 
Howe Sound 

Hudson & Manhattan 

Hudson & Manhattan Pf. 

Hudson Motors 

Hupp Motors 

Idaho Power 

Illinois Central Pf. 

Illinois Term RR 

Ind. Elec. de Mexico 

Inter. Rubber 

Interlake Iron 

International Mining 
Int. Telephone & Tel. 

Interstate Dept. Stores 

Jacobs, F. L. 
Kayser, J. 

Kelsey Hayes Wh B 
Kresge Dept. Stores 

Lane Bryant 
Lehigh Coal & Navig. 

Lehigh Valley Coal 
Lehigh Valley RR 
Lima Locomotive 

Lockheed Aircraft 
Louisville & Nashville 

Lowenstein 

Lukens Steel 

1946 High May 29, 1946° 

August 

29, 1946 

14% 

35/2 

23 

29 
20% 
19% 
24% 
9% 
18% 

34% 

201 

September 
3, 1946 
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August September 

Stock 1946 High May 29, 1946° 29, 1946 3, 1946 

Maracaibo Oil 8 6% 4¥g 4¥% 

Marine Midland 11% 9% 914 82 

Marshall Field 57% 521% 45 4012 

Martin, Glenn 4514 411% 38% 3412 

May Dept. Stores 70 6214 56 51 

McIntyre Porcupine 69 63% 5214 5012 

Merck & Co. Tt 681% 66 60 

Minn. & SL RR 93 70% 59 Da 

Minn. & SP RR 26% 20% 15% 13% 

Mo Kan Tex 17% 14 10 9 

Mo Kan Tex Pf. 52 4612 3444 27 

Mojud 51% 4612 3712 33 

Moore McCormack 30% 26 28 26% 

Munsingwear 271 243 19 17% 
Murray Corp. 22 19% 15% 121% 

National Airlines 34% 26% 23 . 20% 

National Aviation 2834 24 19% 16% 

National Container 3612 35% 32% 29 

National Linen 34 eh 285% 26% 

National M & Stl. 41% 36 3034 rx 4 

National Power & Light 12% 11% a is 
Nehi Corp. 32% 29% 24% 22 
Newmont Mining 50 485 4014 38 
Newport News 34% 27% 25 2212 
New York Air Brake 6912 62% 501% 4612 

New York Central 35% 27% 20% 18 

NYC Omnibus 3714 31% 23 22% 

NY Shipbuilding 2834 22 17% 15% 

North Amer. Aviation 16% 13% i 11% 

Northwest Airlines 5612 491 4034 3514 

Northwest Telephone 504 50% 50 49 
Pac. Amer. Fish 19% 17% 14 1214 

Pacific Mills 48 43 38 331% 

Pacific Tin Cons. 11% 8% 6% 5% 

Packard Motors 12% 101% 8 “ 

Pan American Air 27 19% 16% 15%4 

Panh.P&R 14% 11% 7% 6% 

Paramount Pict. 85 76% 70 63 

Park Utah CM T¥% 6 AY 3% 

Patino Mines 24% 20 17% 1612 

Penn Cen Air 45% 40 35 2834 

Penn C & C 16% 14% 10% 8 

Penn Railroad AT A234 34% SPA 

Peoria & Eastern 51% 34 234% vA} 
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August September 
Stock 1946 High May 29, 1946* 29, 1946 3, 1946 

Pepsi Cola 4014 36% 29% 26 
Pere Marquette 3634 291% 25% 18% 
Pet Milk 43% 39% 33 33 
Pfeiffer Brewing 16%4 145 14% 1414 

Pfizer 80 72% 68% 60 
Phila. C. 6% Pf. 76% 6914 68 67% 
Philco 47 36% 28 252 
Philip Morris 71 532 43Y% 4] 

Pittsburgh Plate 4834 42 37% 37 
Pittsburgh Screw & Bolt 14 ile 9% 8% 
Pittsburgh Steel 22% 19% 1412 11% 
Pitt. & W. Va. 34% 281% 20 15 
Poor & Co. 271% 24 18% 151% 
Pressed Steel Car 30 2678 20% 20% 
Publicker Ind. 4414 53% 5oYe 49 
Radio Corp. 19 16% 12¥% ll 

Radio Keith O. 28 239% 20% 18% 
Reading Co. 33% 28% 22 19% 

Real Silk Hosiery 31 28 24 be 
Robert Reis Pf. 125% 110 98 * 
Reliable Stores 45% 41 34 33 
Reliance Manufacturing 27% 25% 20% i 
Republic Aviation 247% 20 14% 13% 
Republic Pictures 17% 14% 10% 9% 

Republic Pictures Pf. 2154 17% 16% 15% 
Reynolds Spring 28% 2412 23% 23 

Roan Antelope 13% ll 9% 8% 
Ruppert 3414 26% 28% 25% 
Savage Arms 18 15% 13% 12% 

Schenley 9012 82 851 744 

Seaboard Oil 3912 36% 301% 281% 
Seagrave 17% 13% 9% 82 

Servel 244% 21% 18 1514 
Shamrock Oil 3214 29 23% 211% 

Silver King 14% 11% 8¥8 634 
Sloss-Sh. Steel 272 23% 19 17% 

A. O. Smith OL 81 6414 6354 

South American Gold 8% 7% 54 5 

Sparks With. 13% 12% 8% rj 

Spear & Co. 27 23% 16% 15% 

Sperry Corp. 4042 31% 274% 24% 

Spiegel 39% 35 227% 20 

Squibb & Sons 55 48 44 43 

Standard Brands 55 49 Al 39% 
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August September 

Stock 1946 High May 29, 1946 29, 1946 3, 1946 

Standard Steel Spr. 25 21% 16% 13% 

Sunshine Mining 24 211% 15% 13 
Sylvania Electric 41 34% 30% 28 

Symington Gould 16% 14% Td 9% 

Telautograph 13 11% 9 8% 
Third Ave. Transit 20¥% 18% 161%4 14 

Thompson Starrett 13% 10% 1% 6 
Thompson Starrett Pf. 68 52 46% 40 

Trans World Airl. 71 5014 46 4014 
Twin City Rapid Tr. 24 21% 18% 17 
Twin City Pf. 71% 6514 56 5214 
Twin Coach 261 238 17% 15% 

Un. ASB& R 23% 21 17¥% 16 
United Airlines 5414 42 38 3412 
United Aircraft 37% 31 26% 25 
United Cigar Whelan 17% 14% 10% a) 
Un. Cigar Whelan Pf. 28% 26 as 
United Corp. 7% 6% 4% 4 
United Dyeworks 16% 14% 14% 11 
United Gas 30% 27% 231 20% 
United Paperboard 15% 13% 12% 11% 
US. Freight 2914 241% 18% 17 
U.S. Leather 13% 11% 9% 7% 
US. Leather A 44 38% 31% 2812 
Us: Lines 2214 201% 225% 2034 
U.S. Lines Pf. 12% 10% 10% 
U.S. Real-Sh. 16% 15 13 
U.S. Smelting 8414 71% 54% 501% 
United Stockyards 9% 812 6% 6 
United Stores 2nd Pf. 20% 184% 13 10% 
United Stores Pf. 128 115% ‘ 
Universal Lab 22 1914 14 11% 
Vanadium 39 33 2 26 23% 
Vertientes Sug. 245% 22 1 ae 2114 19% 

arner Bros. 56 49 1 oy) 46% 41 
arren F & P 50 414 ae 2 30 28 

ster Tobacco 16% 14% 13Y% 
West Indies Sug. 45 : iF 41% 3714 3414 
Western Airlines 35 25% 21Y 4 
Western Union 53% 3858 31 i nah 
Westinghouse 3934 ae 4 36 295% 27 
Willys Overland 26% 2354 15% 13 ; 
Wilson Jones 21% 19% 18% 18 

* High point of Dow-Jones Industrial Average in 1946. 
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Gresham’‘s Law 

Unsuccessful stock traders automatically become involuntary investors and, 
unwilling to cut their losses short, have a tendency to ride a stock right down 
with the daily hope that any day it will turn for the better and see their losses 
recouped. After a long period of seeing the stock depressed, the attitude is 
then taken that inasmuch as the position has been held that long, it would be 
folly to sell now at the depressed level and take a big loss. Oftentimes this 
dangerous attitude is further aggravated by the fact that perhaps the stock was 
originally purchased on margin. Repeated margin calls often press the in- 
voluntary investor into selling strong securities to protect his weak position. 
This is Gresham's Law as applied to stocks: Good stocks will be sold at a price 
to protect other stocks which cannot be sold at any price. Once the market 
shows a record of some wide losses in popular stocks, the freedom to switch 
with easy flexibility is measurably reduced and this takes away the quick 
recuperative powers of the market on subsequent rebounds. 

Miscellaneous Notes 

1. The world is getting smaller every day and this means that international 

news has a constantly increasing bearing on the movement of the stock market. 

Russia is as close to New York today as the State of Texas was ten years ago. 
2. In the 1946 market the Dow-Jones Industrial Average topped out on 

May 29th. By June of that year the inflationists were spreading alarm about 

the coming end of the O.P.A. (Office of Price Administration) and that with 
the lifting of price ceilings inflation would be rampant and that stocks would 
have to rise sharply. As the fact of the matter turned out, the O.P.A. died on 
schedule on June 80, 1946 and the stock market continued to deteriorate until 

the decline was accelerated on September 3, 1946 with a sharp break. 
3. Once an investor becomes 100% invested he has lost all control of the 

ability to affect the demand factor. He can only contribute to the supply factor. 
This is why a decline late in a bull market in the face of peak business news is 

so much more serious than a decline in the face of bad news. 
4, Watch what happens to the stock market when the government wipes out 

deficits. Prior to the 1937 downturn, Social Security taxes were raised to 3% 

on January 1, 1937. That increase is related to the ending of the recovery 

inasmuch as it represented a major increase in Federal revenue, practically wip- 
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ing out the deficit expenditures of the government. The tax also appeared to 

have been important in adding to industrial expenses at that time. Deficit 

spending of the government fell to zero in the summer of 1937. 

When President Eisenhower announced that there would be a budget surplus 

in 1960 (January 1960 State of the Union message) this was taken to be one 

more indication that a stock market decline lay ahead. The stock market 

loves government deficits but a balanced budget kills the fear of inflation, a 

fear that the stock market has been capitalizing on for a good number of years. 

The first day of January 1960 also saw Social Security taxes raised to 3%. 

Historic parallelism linked 1960 with 1937 in some respects. 

5. When a company changes its name that is bullish. A corporate name 

change creates a psychological lift and the stock can usually be bought to 

advantage. If one checks the past performance of name changes, he will find 

that almost invariably the stock has done better under the new name. 

6. When a stock is acting very strong and the president of the company denies 

that anything is going on, it is much more likely that something is going on. 

There are very few instances on record where a corporate president would 

publicly give the reason for strength in his stock. It is much more likely that 
he would deny all rumors or at least make no comment. Take such Presidential 

denials with a grain of salt and rely on the technical position of the stock. 

7. Just as there are leading, coincident and lagging business indicators, so 

then are there leading, coincident and lagging stock indicators. It has already 
been pointed out that General Motors is a stock with leading characteristics, 
especially at the time of major changes in the trend of the market. Eastman 
Kodak is an example of a lagging stock, one of the last to turn down in a decline. 

Bethlehem Steel is a laggard in the steel group. Cerro de Pasco is the laggard 

copper, etc. 

8. In every major downturn there is always one particular focal point of 
weakness, some one thing that brings about forced selling. In 1929 the initial 
weakness stemmed from heavy buying of stocks on 10% margin. The first 
wave of liquidation took such speculators out of the market, the hard way. 
Such potential forced selling in the markets of the 1960’s could very well stem 
from the mutual funds. What was a bullish factor on the way up (mutual 
funds taking stock off the market) is a strong potential bearish factor on the 
way down. Any wholesale selling of mutual fund shares by the public would 
produce forced selling by the mutual funds. Mutual funds have not yet had 
to undergo any such test but this in itself provides no guarantees against such 
a test occurring at some future time. 
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Many new funds have been formed in recent years and the most vulnerable 
of these are those formed at or near the crest of the 1949-60 bull market. 
These funds paid top premium prices for the stocks in their portfolio and of 

course if their own shares don’t perform well for their holders, such shares will 

sooner or later be sold in volume. 

The London Market 

The idiosyncrasies of the London Stock Exchange are such that the market 
there is seen to be uniquely different from that of the New York Stock Exchange 
or any other domestic stock exchange. In the London market there is no 
ticker tape, no stock information provided except through a broker or the daily 

newspaper, no individual marking of transactions, no volume recorded, no price 
range, and therefore, no true technical understanding of what is going on. The 
volume can only be ascertained by the markings (transaction prices released to 

the press). Only one price is given the next day in the Financial Times and 
many bargains (sales) are not marked (recorded) at all, especially on very 
busy days. Not knowing the price range for the day or the volume, the 
British investor is in the dark as to whether a particular stock was active, strong, 
weak, under accumulation, or under distribution. He doesn’t know whether 

the stock closed at the low of the day or the high of the day. In short, the 

U.S. investor has a better potential understanding of the London stock trend 
than does the Londoner. The British investor is restricted to being a pure 
fundamentalist, not even having the advantage of a stock price chart to guide 
him in his buying and selling decisions. 

In order to illustrate the paucity of technical tools available to the British 

investor, the story of Electric & Musical Industries is appropriate. This British 

stock, fondly referred to by its tape symbol, EMI, is listed on the New York Stock 

Exchange. Before the American stock market reached its low in 1957, EMI 

had already bottomed out and was beginning to edge higher, slowly but per- 

sistently. A little item in Variety in November 1957 called attention to the 

fact that EMI was getting into missile and electronic work in a big way and, in 

view of the fact that the New York market was agog over the missile and 

electronic stocks (following the October 1957 Russian “Sputnik” event), EMI 

had all the earmarks of an important “sleeper” issue. The stock was low priced 

($4 a share), had had a listing on the New York Stock Exchange for years, 

was the biggest name in the industry in England, had plants in every country 

in the world outside of the Iron Curtain, was earning money, and, relatively 
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speaking, did not have too many shares outstanding. In many respects it 

looked like the IBM of England. Up to this time the stock had drawn so 

little interest that a chart of its price action did not even exist. The writer had 

to go through scores of back number newspapers and construct a chart. Once 

completed, it became obvious that the stock was under subtle accumulation. 

The English market was quite unaware of all this and when half of Fort 

Bragg, North Carolina bought the stock between $4-6 a share on the writer's 

strong recommendation in May 1958, answering cables from London were 

received stating that all the buying in EMI was being done by apparently 

uninformed American speculators and that the company as far as the English 

were concerned did not merit such a sudden burst of attention. The British 

did not possess a chart on EMI. It was as simple as that. The British knew 

the fundamentals but that was all. The penalty for this restricted knowledge 

was that they were not going to share in the greatest portion of the 300% rise 

that was coming in the stock over the ensuing 18 months. So here then was 

a case where the move in a British stock was actually started on the other side 
of the ocean. The English did not really warm up to EMI until the stock had 
already doubled in price. Since that time, every book of charts worth its salt 
includes a chart of EMI for, after all, the stock is one of the British blue chip 
thirty issues that go to make up the Financial Times Industrial Index, the 

counterpart of the American Dow-Jones Thirty Industrials. 
The traditions of the London Stock Exchange cannot be changed over night, 

but to say that they will not be changed is unrealistic. Application of some 
of the indicators described in this book could prove to serve as a step in the 
right direction. Imperial Chemical can already be followed as the “General 
Motors” of the British market. The industries are of course different but they 
both have one thing incommon. They each typify the true trend of the market. 
In other words, if you know what Imperial is likely to do, you will have a pretty 
good inkling of what the London market will do. 

This writer predicts that in time the London Stock Exchange will provide 
a ticker tape, publish the daily price range, highs, lows, opening and closing 

prices, volume, and that London investors and traders will become increasingly 

“technical-minded”. This means that the “chart book” will eventually make 
its appearance. Until these things come about, the American investor and 
stock trader has a decided advantage over his English counterpart in the 
successful trading of British securities using American technical methods. 
Perhaps some of the ideas stressed in this book will be applied to the British 
market by those Britishers astute enough to make the application. 
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Progress report 

You have now rounded out your progress to the point where you have 
matured your awareness of the motivations which control stock price fluctua- 
tions. You are now thinking in terms of THE OTHER FELLOWS PROFIT 
MOTIVE as well as your own. You now have the basic script in hand which 
spells out the drama of market interplay. You are not only able now to fit 
the day-to-day picture into the proper perspective as determined by the major 
technical indicators, but you have become familiar with the additional evidence 

of whether stocks in general are under accumulation or distribution. You are 
able to fit good news into a pattern of distribution confirmed by stock splits or 

secondary offerings and you are able to weigh bad news as a cover-up for smart 
accumulation as determined by the technical position of the market. 

You have applied nothing as yet to the specific choice of stocks to buy or 
sell because it was essential to first reorient your mind to what the market was 
saying, free of bias, pre-determined concepts, mis-timed motives and the like. 

You could not act successfully from the technical point of view until you first 
understood the language in which the market spoke. 

The language the market employs to describe the internal condition of the 

market as a whole can now be profitably applied to individual stocks. You have 
seen the general techniques. You are about to become acquainted with the 
specific. 

The stage is set, the backdrop is intact, the script is complete. The actors 
now come on stage. 
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THE GRAND STRATEGY OF STOCK TRADING 

This section gives you the Grand Strategy of stock trading 

for maximum profits, with specific applications, step by step. 

Here is the acid test of what the book can do for you. Here 

you will learn to apply the timing techniques with the right 

stock. 

Introduction 

No matter how good your timing is, you still have to choose the right stock 

and this is where all the strategies are employed, the fusion of timing with choice 
—buying, or selling, the right stock, at the right time. It is at this problem level 
where the technically uninformed stock trader usually encounters confusion in- 

stead. Any number of things can go wrong without a knowledge of what you, 

the reader, now already know. The timing might be right but the wrong stock 

was purchased. The right stock might be bought but at the wrong time. The 
right stock might be purchased at the right time but sold at the wrong time. 
So then, all our strategies will be aimed at achieving FUSION and eliminating 

confusion. 

Stop, look and listen 

Many people are able to make a good profit on their first stock purchase and 

unfortunately feel that this qualifies them as being fully experienced speculators. 

It would actually be better if many people lost money on their first trade then 

the next time they came to the railroad crossing of choice they would stop, look 

and listen rather than keep trying to beat the train. A series of starting suc- 

cesses in trading without a knowledge of market technical indicators is likened 

to the person forever beating trains at crossings. His early demise via a railroad 
accident is inevitable. 

210 
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A series of easy gains makes the blood pressure go up and the judgment go 
down. The amateur stock trader always overplays his hand. Early success 
prompts him to raise the stakes and then one good failure neutralizes all the 
previous successes, the unfortunate thing being that he never learned what went 
wrong in the first place. The following material is provided in order that its 
guidance will give you a technical know-how second to none and free you from 
the trading mistakes common to amateurs. 

“Never” never happens 

No theory of market timing is so infallible that it would allow for 100% suc- 
cess. The use of the indicators and techniques described here will weight the 
odds heavily in your favor. Of course you will lose money on some trades but 
your on-balance results should show handsome profits because you not only will 
be able to make money on seven out of every ten stocks you trade in but you 
will be able to minimize the losses on the three losing trades. Later on, the 
technique will be shown to you of how it will be impossible to ride a stock all 
the way down in a sharp decline as long as you follow the directions the techni- 
cal indicators provide. Therefore, we will accept losses 30% of the time and 

profits 70% of the time but the losses will be MINIMIZED and the gains MAXI- 
MIZED. If you carefully follow the indicators there is no reason why the above- 
mentioned 7 out of 10 performance can’t be your MINIMUM objective. 

You must know what to do when a trade backfires to minimize your loss. 

Oftentimes, just when an expected advance or decline seems most assured, the 

opposite takes place. As a market letter writer, the author quickly learned to 
observe a cardinal rule: never use the word “never” when talking about the 

market. Things have a way of happening when most people think they “never” 
will. 

When James Buchanan was running for President in 1856, suppose it was 
predicted that Fremont would win the election because past performance had 

shown that only married men entered the White House. But along came 

Buchanan after fourteen married Presidents and upset the tradition, as good an 

example as any to show that “never” never happens. From time to time un- 

predictable news disturbances will temporarily alter the course of the market 

but the technical indicators will quickly adjust to show whether there has been 

any sustained change in the market undertone. 

Income stocks provide income and not maximum profits 

No one makes a fortune from stock income if the fortune was not already there 

to begin with. We are concerned with percentage gains that build fortunes, 
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not small gains which merely preserve fortunes. Applications of timing tech- 

niques will therefore be centered on stocks capable of producing capital gains. 

If the timing techniques are correct it tends to put less emphasis on the other- 

wise added risks involved. Correct timing in itself minimizes risk. 

Public blindness almost incredible in its dimensions 

Technical indicators see what the public cannot and the more blinded the 

public becomes the more clearly the indicators point the way ahead. The pub- 

lic reacts on what it sees in the newspapers and hears on radio and television 

as well as what it is told. Indicators are not exposed to such possibly biased 

comment. Remember, if it’s obvious to the public it’s obviously wrong. Major- 

ity opinion can be moulded but the technical indicators are beyond the reach 

of the majority opinion moulders. There are too many of them. 

Three major mistakes 

When you trade stocks for profit (and why else would you trade?) it is essen- 

tial that you avoid the misplaced stress which the uninformed place on manage- 

ment, earnings and dividends. These constitute the three stumbling blocks 

which account for most of the trading losses racked up by the technically un- 

informed trader. 
Management is not a major factor in our considerations for maximum profits. 

There is a rule in real estate that speculators interested only in turning over a 
property for a quick profit may ignore management. The same applies in stock 
trading for short-term moves. The management may be the world’s best but 
if the stock is ready to go down it will go down. Remember, a poor quality 
stock bought at the right time is more profitable than a high quality stock bought 

at the wrong time. The public often attempts to “trade” a stock on fundamental 
factors. These are often the poorest factors upon which to base a trading 
decision. 

A second mistake is to bank too heavily on an earnings statement or a pro- 
jection of future earnings. If earnings were the important thing then steel shares 
would have been excellent buys in December 1959. Instead, they were the 
best short sale candidates on the entire big board. Could fundamentals see 
this? No, they were blind to it. Only the technical indicators foresaw a steep 
decline ahead for the steel group in early 1960. Too many people were bullish 
on the group and that many people can’t be right. You will readily understand 
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this when you study the trend of the short interest in the steel group in the late 

1959 period. 

The third mistake is to necessarily follow dividend boosts as an attraction to 

buying a stock. You will discover that when enough companies are raising their 
dividends the market is closer to going down than up. The pronouncements 

on International Harvester in the summer of 1959 could not have looked more 

bullish to the naive. A sharp rise in earnings was projected and the company 

raised the dividend. The stock was over $57 a share. The decline from that 

level which immediately set in put the stock down the equivalent of 7 years in 
dividends. Dividends are nice when they can be considered as income but 

when they constitute nothing more than a return of your own capital they tend 
to lose quite a bit of importance. 

Two gimmicks which fool the naive 

The human nature tendency to want something for nothing attracts the pub- 
lic to stocks which split. Anything which attracts the public deserves a second 
look. n view of the fact that there is no “second public” upon which the public 
can pass its stock onto at big markups, it must be assumed that any stock the 
public is attracted to in a big way is being willingly distributed to them by 
design. You will have to be careful when it comes to holding a stock after 

a split has been announced. 

You have learned about secondary offerings. These are offered to the invest- 

ing public at a slight concession in order to move them. The broker receives 

a larger commission in order to provide him with more incentive to sell the 

stock. Secondary offerings are more likely to be made in the midst of a ris- 

ing market while the public is strongly imbued with a bullish attitude. The 

public is so busy buying stocks and is so impressed with a rising Dow-Jones 

Industrial Average that they haven't the time or the opportunity to pay attention 

to and count a rising number of secondary offerings. As you saw earlier, this 

was the case in the period between September and December 1959. The Dow- 

Jones Industrial Average rose 70 points while millions of shares of key stocks 

were being distributed to the public via secondary offerings simultaneously 

under the cover of the surface strength in the market averages. The public 

did not stop to ask themselves the obvious question: Why does somebody want 

to sell 404,000 shares of General Motors in November and December 1959 if 

1960 is slated to be a record auto sales year? 
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So then, splits and secondaries should cause you to stop, look and listen. The 

public usually doesn’t, so you should. 

Don't fight the indicators—give them an honest trial 

People tend to be impatient. If something doesn’t work out right away the 

tendency is to quickly discard it and this can be an expensive impulse. Techni- 

cal indicators are not fooled by surface indications. When the Barron's Con- 

fidence Index showed the market moving into a very vulnerable time area start- 

ing on November 20, 1959 many commentators were quick to ridicule the index 

because the market was going up. They wanted to hold the Index to a 60-day 

lead instead of to the normal 60-120 day lead. By not heeding the message 

of the index (the C.I. predicted a sharp drop to start sometime between No- 

vember 20, 1959 and January 20, 1960) they were caught in the vortex of 

the 87-point slide which commenced on January 5, 1960. 

The more indicators you watch the better equipped you will be to escape 

the delusions which attack those who are uninformed. When that many indi- 

cators say one thing and the market is seemingly doing the opposite, TRUST 

THE INDICATORS because that many can't be wrong because that many 

people can’t be right. 

Never leave anything to chance 

Technical conditions change every day and thus your stocks must be tech- 

nically inspected each day. If you fail to do this you may end up selling when 

you should be buying and buying when you should be selling. 

The Simple Logic Behind Chart Reading 

There is no abracadabra or magic in the reading of a stock price chart. What 
a stock does follows a clearly defined line of logical reason. There is a very 
simple and fundamental reason why a stock advances after making an upside 
penetration of a previous high and declines after moving under a previous low. 
Suppose a stock is purchased at $50 a share after having moved down from a 
high of $75. When the stock rebounds to 75 all those who first bought the 
stock at 75 will be anxious to move out, glad to be even after previously racking 

up temporary paper losses. Perfectly logical. The price of 75 on the upswing 
from 50 is the level of upside resistance, the level of SUPPLY. If the buyer 

at 50 is not aware of this technical impediment to further advance, he may ride 
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the stock right back down to 50 again. He still has no loss. However, if the 
price goes under 50 then he is concerned and with the creation of a loss the 
temptation to sell is at hand. This situation is multiplied by all those who 
bought at 50 and the downside penetration brings in further selling. 
Why did the price go under 50 in the first place? Because all those who 

observed the stock going from 50 to 75 no longer had confidence that the stock 

would do it again the next time it got down to 50. It is assumed that such 

confidence does exist (a double bottom at 50) unless proved otherwise by a 
move under 50. The move under 50 shows no confidence and this explains 
why selling comes in on a downside penetration of a previous support level, 
the level of DEMAND. A stock making a double bottom and then rising is 

understandably bullish because it shows that there is confidence that a stock 

will repeat a previous advance from a given demand level. 

Now suppose that the stock reaches a lower support level (level where it 
was previously observed as having been bought for a rise which ensued) and 
turns around and again advances to 75. Suppose this time, however, the stock 

moves above the old high of 75. This means that all those who previously 
bought at 75 have enough confidence in the stock to not wish to move out even, 

despite the fact that in the meantime they have sustained paper losses and a 
long wait without profits to show for it. That is pretty strong confidence under 

such conditions and thus explains why a move above a previous high point 
brings in strong buying. That constitutes the chart “breakout”. Explained in 

these terms, however, the so-called magic of upside breakouts and downside 

penetrations is quickly translated into terms of simple logic and human psy- 

chology. 
Test your own feelings at various price levels in a given stock you have pur- 

chased and see if your impulses to buy or sell don’t tend to coincide with the 
graphically portrayed gyrations of that stock through previous levels of supply 

and demand, resistance and support. 

The specific action you must take when buying or selling stocks according to 

what the stock price chart is telling you is to only buy the stock ina DEMAND 

AREA and sell it in a SUPPLY AREA. Question: How does one know that a 

supply area might not turn out to be a new demand area? Answer: He doesn't. 

He waits until the stock tells him that it is unable to penetrate the supply area 

and then he sells. If the stock goes through the supply area and makes a new 

high (or a minor intermediate high above a previous level of supply) then a new 

demand area has been created and he continues to hold the stock or buys more. 

In other words, DON’T TRY TO GUESS AT TOPS AND BOTTOMS. LET 
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THE STOCK TELL YOU THAT IT HAS MADE A BOTTOM OR A TOP 

BY SACRIFICING A POINT OR SO FOR INSURANCE. 

The Most Bullish Looking Chart Patterns 

All your buying for maximum profits should be concentrated on stocks having 

the following types of chart patterns: 

. Long-term decline followed by a breakout 

. Flat base breakout 

. Coming off a double bottom 

. W Pattern 

. Growth 

. Cyclical at historic lows Oak WD 

Let us examine each of these separately: 

1. Long-term decline followed by a breakout 
This pattern is mentioned first because it is capable of producing the greatest 

capital gains. The pattern is exactly as described, a long-term decline (the 
longer the better) followed by an eventual bullish reversal above a previous 
declining peak. The stock gains an upside impetus commensurate with the 
duration and extent of the previous decline. The theory here is that the stock 
has been so utterly oversold that upon the first evidence of a turn for the better 
the stock will advance at a greater rate than it previously declined. Let me 
add—MORE GAINS OF 100% AND BETTER OVER A SHORT PERIOD OF 

TIME HAVE SPRUNG FROM THIS TYPE OF CHART FORMATION 

THAN FROM ANY OTHER. (A successful parlay of ten such gains can turn 
$1,000 into $250,000. ) 

2. Flat Base Breakout 

The longer the price of a stock remains in a very restricted range of fluctuation 

the greater is the potential rise upon a breakout above that price range. If the 
line of accumulation is at the bottom of a previous long-term decline so much 

the better. A stock coming off a 10-year base is potentially ten times more 

bullish than a stock coming off a 1-year base. The base or plateau may be at 

a more advanced level but the same principle holds, a move above that restricted 
price line is quite bullish. The more advanced the plateau is the less bullish 
it is, the lower the base line the more bullish. Suppose a stock was once priced 
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at $40 and then went into a severe long-term decline down to $5. Suppose it 
then fluctuated between $5 and $10 for ten years and then suddenly one day 
managed to close at $11. The stock would be screaming to be bought, having 
evidenced a degree of strength unseen in a decade. That would constitute a 
classic flat base breakout and the chances of catching a 100% gain or better 
over the near-term by buying at $11 a share would be excellent. 

3. Coming off a double bottom 
When a stock has met support (demand) at a given level following a decline 

the stock must prove itself that it can hold at that level should the stock tem- 
porarily rise and then fall back again. _ If it is met by buying at the same bottom 
level then the stock is in a much better position to make a more sustained ad- 
vance. The astute trader buys the stock after the double bottom has been 
recorded and the stock has begun to rise. 

There are two observations to keep in mind regarding double bottoms: 
(a) The lower the bottom the more bullish it is. 

(b) The farther apart the bottoms are the more bullish it is. 

4. W Pattern 

By the very shape of the letter we can see that the double bottom formation 
traces out a letter W. The middle leg of the W represents a temporary level of 

supply (upside resistance) and when the right leg of the W exceeds the middle 
leg it constitutes a very important buy spot. 

5. Growth 

The growth pattern is characterized by a long continuing advance in the price 

of the stock with a tendency toward acceleration on the upside in the latter stages 
of its growth pattern. The astute trader who is only aiming at maximum profits 

is only going to pay attention to this type of pattern during the later stages of 

upside acceleration. 

6. Cyclical at Historic Lows 

This pattern is listed last because it contains the greatest degree of risk, a risk 

that can only be minimized by an expert judgment of timing factors. If the 

timing is right, the gains can be very great. 

For best results the six key patterns must be geared to the market 

Newton would have been fascinated with the stock market as it exists today 

because he undoubtedly would have enjoyed watching his famous Law of 
Gravity at work on security prices. A brief glance at a number of individual 
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stock charts would immediately confirm the ever-present workings of this Law. 

In brief, what goes up must come down. The Law works the best in bear mar- 

kets. The sharpest downswings has always followed the sharpest previous rises. 

Knowing this, the astute market trader will avoid buying those issues having 

had the sharpest rises the year before. If the indicators say that a bull market 

is still in progress, he will buy into those stocks in the middle area, those stocks 

which have been in a good early upswing but which have nowhere near matched 

the startling upward performance of those sharply ascending stocks which 

promise to top out first once the bull market has ended. At this juncture he 

will not buy the most depressed stocks, those stocks which have not advanced 

very far during the bull swing, because he figures (and rightly so) that if they 

haven't advanced by this stage of the bull market then they are not going to 

rise appreciably in the time remaining. 

For best results, the six types of charts must be geared to what time it is on 

the stock market clock. Only some types of chart patterns are followed in the 

first phase of an upswing, other types are followed in the second phase of a 

market upswing, and still a different type of chart pattern is adhered to in the 

final phase of a market upswing. 

Let us now apply the chart patterns discussed to the three phases of a bull 

swing using the 1958-60 stock market as our background. 

Start of a Bull Swing 

1. The trader buys any issue showing a long-term decline followed by a break- 
out. He is attracted to this type of situation on the assumption that the further 
the stock has declined the higher it must rise in a new bull market upswing. At 

the start of a bull swing the Law of Gravity operates in reverse: What goes down 
must go up and, opposite to the bear phase of the gravity formula, the further 

it has gone down the further will be the eventual rise. 

Depressed issues are therefore the most attractive in the first phase of a bull 
upswing. The stocks must evidence a turn first before they are bought and that 
is why the successful trader waits for a breakout to occur. A stock having been 
in a long-term decline never goes down in a straight line on the chart but de- 

scends in a series of declining waves. The successful trader waits until the 
price of the stock has advanced to a level above the crest point of the previous 

declining wave. That constitutes a breakout, the first technical indication that 
the stock is now likely to move higher. (A 200-day moving average price line 
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chart would confirm the validity of the breakout, the price of the stock moving 

above the average line. You will be introduced to this technique a few pages 

from here. ) 

In terms of the major indicators it was previously shown that April 1958 was 

a major buy spot in the market. This was confirmed by the Confidence Index, 
Advance-Decline Line, Short Interest Trend and Odd-lot Trading Figures. 

The astute trader was ready to combine the most bullish type of chart pattern 
to the first major buy spot, the start of a bull swing. 

Using this technique, the trader would have purchased the following stocks 

in April 1958 *: (the second column shows their subsequent highs following 
purchase price ) 

Recommended Recommended 

Price Later Price Later 

Stock April 1958 * High Stock April 1958 * High 

Alco Products 16 2234 Dome Mines 16 22, 

American Motors 10 967% Electric Autolite 28 5514 

Baldwin Lima ll 18% Great Western Sugar 24 327% 

Bigelow Sanford 9 21% Green, H. L. 25 472 

Bohn Aluminum 16 oo Holland Furnace ve 15%4 

Bond Stores 16 24% Kresge 28 35 

Braniff Airways 9 17% Northwest Airlines 14 46% 

Case, J. I. 17 265 Schenley oo. 45% 

Celanese 16 41¥% Singer Mfg. 39 66% 

Commercial Solvents ‘ig 191% Stevens, J. P. 21 34% 

Congoleum 10 14% Stokely-Van Camp 17 22 

Continental Motors 8 13%4 Trans World Airlines le 2458 

Crown Cork 19 41 Underwood 17 40 

Cudahy 10 17% Walgreen 33 502 

* Price recommended in market letter of April 22, 1958. 

The percentage gains for these issues ranged from a low of 25% to a high of 

868% in a period of less than two years. No losses were taken in the en- 

tire group. No thought was given as to what business the company was en- 

gaged in or what quality rating the stock had. It was simply a case of picking 

the stocks with the long-term previous declines followed by a breakout and buy- 

ing them at the most advantageous time, the start of a bull swing. As the 

Chinese say, a picture is worth a thousand words and these chart pictures had 

only one thing to say . . . BUY. 

There is no intent here to encourage reckless gambling. The issues chosen 

in April 1958 were picked with one technical factor in mind, their chart patterns. 
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Gambling is defined as uninformed speculation. Buying stocks at the right 

time, stocks with the right chart patterns for strong potential gains, cannot be 

labeled as the act of an uninformed person, and thus it can be said that traders 

with a full grasp of market technical factors do not gamble. They speculate 

wisely, gambling and speculation having different meanings. One of the major 

purposes of this book is to lessen out-and-out gambling and substitute in its place 

a more intelligent brand of stock trading. 

2. The trader would also be looking for buying opportunities on the evidence 

of additional “breakouts.” Some traders have found it more profitable to only 

buy on breakouts and thus are willing to wait until the stock goes higher before 

buying it on the assumption that their purchase at the higher level has the addi- 

tional TECHNICAL INSURANCE of a further uptrend ahead. The higher 

price paid includes this “insurance premium.” 

In June 1958 the following stocks were recommended by the writer to be 

purchased at the breakout price, a price above the market at that time: 

Breakout Later Breakout Later 

Stock Price Price Stock Price Price 

Allis Chalmers 2678 40 Standard Packaging 16% 39% 

Divco Wayne 14 291% United Industrial 9% 233% 

Hoffman Electronics 29% 37 United Whelan 614 12% 

Kaiser Industries 10% 20% U.S. & Foreign Sec. 32 35 

Rayonier 18% 30% Ward Baking 16% 18% 

The gains ranged from 9% to 160% on these stocks, not quite as impressive 

as the gains derived from the breakouts preceded by the long-term declines, 

but nevertheless consistent profits on each such trade. 

3. The trader would also find the flat base stock pattern attractive from the 

speculative standpoint. When an issue breaks out of a previous long-term 
narrow price range, it is usually followed by a sharp move over the ensuing 

months in the direction dictated by the breakout. A breakout from a long 

flat base could send the stock as high as the base is long. Picture a measuring 

tape. All bunched together it is loose and has plenty of slack. It is capable 

of being stretched way out before any tension is created. This is like the flat 

base pattern. The stock has plenty of slack and the breakout above that base 

signals that it is now going to be stretched out with a sharp rise. The stock 

will rise until tension is created, the tension being demonstrated when the stock 

has advanced commensurately with the length of the base. Once that has 

taken place the stock, like a fully stretched out piece of measuring tape, has 
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no place to go except down and thus recedes in order to recreate slack and 
start the process all over again. 

Some previous examples over the years of flat base breakouts are as follows: 
Knott Hotels (7-year base followed by a move from 12 to 25), International 

Business Machines (4-year base followed by a move from 80 to 488), Shahmoon 

Industries (8-year base around 8 followed by a quick move to almost 50), 

U.S. Tobacco (11-year base around 11 followed by a rapid move to 83), U.S. 

Pipe & Foundry (7 years around 10 followed by advance to 36), American 

Potash (7-year base around 12 followed by upswing to 65), Babcock & Wilcox 
(7-year base at 12 followed by upsurge to 50), Cessna Aircraft (4 years around 

8 followed by move to 104). 
4, The cyclical pattern can only be capitalized upon by the successful trader 

at the start of a bull swing if maximum profits are to be realized. This is 

understandable in view of the fact that it is the cyclical issues which are most 

depressed at the end of a bear market. A cyclical stock rises and falls with 
the business cycle in rhythmical swings and is much more sensitive to news 

affecting the industry it represents. Stocks having previously evidenced a 

measurable cyclical rise and fall were of course of interest to the astute trader 

in April 1958. On this basis he might have purchased the following such 

issues at that time: 

April Later April Later 
Stock 1958 * Price Stock 1958 Price 

ABC Paramount 17 37% Glidden 30 50% 
Bucyrus Erie ma 35% Granite City Steel 33 72% 
Continental Baking 36 55% Great Northern Paper 39 60% 
Diamond Gardner 80 AlY Oliver Corp. 9 268 

U.S. Smelting 32 38% 

* Price recommended in market letter of April 22, 1958. 

Here the gains ranged from 19% to 190%, not as spectacular as the gains 

registered by the stocks in long-term declines followed by a breakout pattern, 

but nevertheless solid assured gains because the stocks were purchased at the 

start of a bull swing. 

The Middle of the Bull Swing 

During this phase the trader is searching out the interesting laggard issues. 

The writer culled out a list of stocks (November 1958) then selling at the same 
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level as when the Dow-Jones Industrial Average was some 200 points lower. 

While this did not necessarily mean that they were all headed considerably 

higher, it did tend to minimize risks on that basis of comparison. Such stocks 

recommended at that time on that basis included: Allied Chemical, Allis 

Chalmers, ABC Paramount, American Cable & Radio, American Radiator, 

American Seating, American Sumatra Tobacco, American Zinc, Anderson Clay- 

ton, Archer Danields Midland, Atlas Plywood, Atlas Corp., E. W. Bliss, Braniff 

Airways, Brown Company, Bucyrus Erie, Capital Airlines, Champlin Oil, Coca 

Cola, Columbian Carbon, Conde Nast, Continental Motors, Crane Company, 

Distiller Seagrams, Dome Mines, Electric Autolite, Ecko Products, Elastic Stop 

Nut, Emerson Radio, Fairchild Engine, Fawick, Fedders Corp., Ferro Corp., 

Fifth Avenue Coach, Foster Wheeler, Gar Wood Industries, Gamewell, Garrett, 

General Precision Equipment and General Shoe among many others. With a 

little practice, the trader can soon differentiate between a list of mixed issues 
such as these and determine which ones will outperform the others on the 

basis of better looking charts. 

The trader has to be a little more selective in the middle of the bull swing 

because some groups and individual stocks will be topping out long before the 
rest and these will be the very first moves spearheading the eventual general 
downturn. In November 1958 the writer strongly recommended the sale of 

Amerada at 105 and Boeing Airplane at 4712 for these stocks were showing 

downside penetrations of their 200-day moving average price lines. By early 

1960, Amerada had fallen to 58% (a drop of almost 45%) and Boeing Airplane 
had declined to 23 (a drop of over 51%). 

By the second phase of the bull upswing all the 200-day moving average 
price lines will have previously turned up and some of them (only a very few 
at first) will be turning down from their peaks for the first time. 

The Final Phase of the Bull Swing 

The most logical question the trader would ask himself at this juncture is: 
what determines the dividing line between the second phase and the third 
phase? How does he KNOW that the third phase is about to begin? The 
answer is twofold: (1) Low-priced stocks will top out and (2) the advance- 
decline line will stop rising and start declining. Seeing this type of evidence, 
the trader then moves heavily into the BLUE CHIP ISSUES because he knows 
that the blue chip issues are the last to fall in an ending bull swing. 
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By this time the 200-day moving average price lines are climbing very rapidly. 
The Dow-Jones Industrial Average now begins to outperform the entire market 
(creating disparity between it and the Standard & Poor 500 Stock Index) and 
the final phase is underway. In this period the writer recommended such 
stocks as Alcoa, American Tobacco, General F oods, Swift and many others just 
as fast as they scored upside penetrations of their 200-day moving average price 
lines. It wasnt until the halfway mark in the final phase that a switch to the 
bearish side was first indicated. 

Before moving into the downturn phases, a brief review of the three phases 
of the 1957-59 bull swing is in order to show the even timing of each phase and 
what happened at the halfway mark within each phase: 

THREE PHASES OF THE 1957-59 Butt Upswinc 

Phase Duration Terminated By Mid-way Reaction 
First Phase October 1957 End of upswing in the February 1958 

to July 1958 short interest (41%4 months from 
(nine months ) October 1957) 

Second Phase July 1958 to April Topping out of low- November 1958 
1959 (nine months) priced issues conciding (4% months from 

with Stock Exchange July 1958) 
campaign against specu- 

lation 

Third Phase April 1959 to Topping out of blue August 1959 
January 1960 chip issues (4% months from 

(nine months ) April 1959) 

First Phase of Bear Swing 

The astute trader was on his guard from the time of the mid-way reaction 

in the final bull phase. Most of the speculative positions had been liquidated 
and the only positions held on the long side were in various high quality (blue 
chip) issues and in stocks where the charts specifically dictated higher prices 
on all technical counts. Even many of these were liquidated by the last week 

of December 1959. The only stock held was American Telephone at 76 because 

a technical upswing for that stock was clearly indicated despite the coming 

downswing in the general market. 

The month before (November 1959) stocks such as American Motors would 

have been sold at a tremendous profit (acquired in the first phase at 10), the 
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stock while still in the 90’s having demonstrated the very first signs of major 

technical weakness (erratic upside movement accompanied by declining tops 

and bottoms). A large gap of disparity had been built up in the preceding 

nine months between the faster moving blue chip issues and the general market, 

the general market having shown deterioration on balance since March 1959 

(the month the advance-decline line reached a peak). Logic dictated that 

the January 1960 decline would be spearheaded by wider declines in the blue 

chip and cyclical stocks. The trader now takes short positions in each stock 

as it makes a downside penetration of its 200-day moving average price line. 

The first phase of a bear downswing is underway. The majority of the 200-day 
moving average price lines are either moving down or have flattened out follow- 

ing previous rises. 

On the market downslope the equal and opposite things take place and this 
is what the writer chooses to call the mirror effect or something akin to an 

inkblot formation or design. Instead of going short on the depressed issues 
(as they were bought in the first phase of the bull swing), the trader concen- 
trates on the blue chip issues because the depressed issues which were the first 
to rise in the bull swing were the first to top out and therefore will be the first 

to turn up in the final phase of the bear swing. 
A characteristic of the first phase of the bear swing is that news is still gen- 

erally good and lagging business indicators such as retail sales, bank rates, 
personal income and consumer installment debt are holding up the best. This 
is why the public greets the first phase of a downswing with general disbelief. 
They are still bullish. The opposite is the case in the first phase of a bull swing. 
The public greets it with disbelief and is generally bearish. 

The Second Phase of a Bear Swing 

A characteristic of the second phase of the bear swing is the RALLY WHICH 
FOOLS THE MAJORITY. Short positions taken in the first phase must 
now be covered. Don't count on these things to happen, however. LISTEN 
TO WHAT THE INDICATORS ARE SAYING. The rally usually takes place 
because all the surface signs by this time merely suggested that the first phase 
was only an overdue technical reaction. That is what the majority thinks 
because the majority only looks at the surface indications. It isn’t until the 
subsurface signs of business deterioration come to the surface that the first 
rally in the bear phase is terminated. With the bad news now coming to the 
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fore, the trader estimates that the third phase of the bear swing is soon to get 
underway. He reinforces his short positions and waits. 

The Third Phase of a Bear Swing 

Unfavorable business news predominates throughout and the short interest 

is rising rapidly now. After a while many stocks stop going down. The num- 

ber of daily new lows is very large and there are few if any new highs. Late 

in the phase a couple of utilities make the new high list. This may be followed 
shortly thereafter by a couple of preferred stocks and then a few low-priced 
speculative commons. By the time the commons start showing up in the daily 
list of new highs the trader has covered all shorts and is now selectively search- 
ing out those depressed common stocks that are edging their way into the daily 
list of new highs. He only nibbles at first. Public psychology is so bearish 

by this time that periodically a Jate selling wave eliminates some of these early 
gains. The trader is not concerned with this now because HE IS ACCUMU- 
LATING STOCK and the cheaper he can get it the better. 

By this time the astute trader may be holding six or eight interesting de- 

pressed issues. Business news is very bad now. Rising unemployment, low 

interest rates, low stock margins, a drop in personal income, retail sales 

declining, etc. Now, the third phase of the bear swing and the first phase of 

the new bull swing tend to overlap. The trader awaits the dividing line, the 

selling climax. He watches for increasing tendencies within the odd-lot trading 

figures for the public to turn increasingly bearish. The 200-day moving average 

price lines have stopped going down and are now flattening out. The Confi- 

dence Index may be signalling an advance ahead and the trader has enough 

evidence to suspect that the first phase of the new bull swing is about to begin. 
He has a headstart on the majority because he has accumulated a number of 

stocks that are now making the new high list at a time when everything looks 

pretty black on the surface. He is now prepared to repeat the entire cycle. 

Chart patterns to follow for successful short selling 

In view of the fact that the maximum profits in a bear market are made by 

going short, the chart formations to look for will be just the opposite of those 

adhered to in the bull upswing: 
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. Long-term advance followed by a major reversal 

. Flat Top Failure 

. Declining from a double top 

M Pattern 

Decay 

. Cyclical at Historic Highs @ OR bo 

1. Long-term Advance Followed by a Major Reversal 

This is the exact opposite of the bullish long-term decline followed by a 

breakout pattern. The breaking of the long-term rising trend line is a major 

signal for a further sustained decline ahead. 

2. Flat Top Failure 

This pattern is the exact opposite of the bullish flat base breakout. The 

stock has moved in a very narrow price range at an advanced level for a long 

period of time and, instead of making an upside penetration of the plateau level, 

makes a downside penetration. This calls for a very rapid falling out and 

makes for a very profitable short sale. 
Reverse breakout examples over the years include American News (7 years 

around 88 followed by a decline to 16), and S. H. Kress (10 years around 50 

followed by a fast decline to 25). 

3. Declining From a Double Top 

This is the exact opposite of the bullish advance from a double bottom. 

The double top indicates that the stock has failed twice to penetrate an impor- 
tant line of supply (upside resistance) and it is usually found that the second 

top falls a bit short of the first top. 

4. M Pattern 

This is the exact opposite of the bullish W pattern. Shown is the double top 
with the right leg of the decline falling below the temporary support level in 
the middle of the M formation. The key signal to go short is the decline past 
that middle point. 

5. Decay 

This is the antithesis of growth. The stock price keeps gradually eroding 
away, declining through one support level after another. The oil group fell 
into this category between 1958 and 1960. 

6. Cyclical at Historic Highs 
The successful short seller is short of steels, motors, coppers, machine tools, 

agricultural equipments, rails, etc. as he was long on these stocks on the Way up. 
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Warning: 

If you are averse to taking a short position, the appearance of any of the 
above six chart patterns should at least tell you to move out of the stock. If 
you are buying stock, THOSE ARE THE STOCK PATTERNS TO AVOID. 
The first five should always be avoided, the sixth only permissible in bull 
markets. 

The flat base alone is not enough 

When examining stock charts showing the stock to be moving in an extended 
flat base, don’t make the mistake of buying before the stock has penetrated the 
top of that base. It might be said that we are not in the business of building 
bases. Were not engineers. We let others build the bases and we move in 
as the superstructure starts to rise from that base. 

Don’t marry a stock 

Astute traders have no sentiment when it comes to stocks. When a stock 
is signalling that it should be sold it gets sold, and immediately. Uninformed 
and generally unsuccessful traders often get attached to a stock because the 
company might be a favorite of theirs. They seemingly take an oath “till death 
do us part” and literally hug the stock all the way down a bear market decline. 
Successful stock traders study a stock chart and the name of the company is 
usually the least important thing in their decision as to buy or sell the stock. 
They wouldn't even have to see the name of the stock were it not for the fact 
that the name is required on the order. It might as well be a number as a name. 

Every dog has its day 

Regardless of quality, there’s a time to buy and a time to sell. In March 

1958 the writer strongly recommended the purchase of Artloom Carpet at 4, 

not because of quality (it had none), not because of management (poor), not 

because of earnings (it was losing money) and not because of the low price 

(there were plenty of issues selling at a lower price which hardly ever moved). 

It was recommended simply because every technical indicator stated positively 

that the stock was going to move much higher. Result: the stock rose sharply 

to 28 over the next few weeks. Secret? There was no magic. The stock 

showed a long-term previous decline followed by a breakout, had a small 
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capitalization, attracted a rising short interest as it rose and it was open season 

on low-priced speculative stocks (first phase of 1958-60 bull swing). 

Cut down a tree and it takes years to regrow it 

There was a series of tremendously bullish chart patterns in existence in the 

late 1957 and early 1958 stock market. As these great chart patterns were 

capitalized upon by astute traders who knew a bullish pattern when they saw 

one, the number of bullish chart formations remaining was sharply reduced. 

The most bullish chart patterns take years to form. One good upswing neu- 

tralizes this bullishness and the stock, again a seedling, must regrow a fresh 

bullish pattern. 

As was pointed out, the long-term previous decline followed by a breakout 

and the flat base breakout constituted the two most bullish type chart patterns. 

When the stocks having been in those patterns reach a point of upward accelera- 

tion which takes them back to or slightly beyond their old highs then the 

character of the chart patterns have been radically altered and are now as 

bearish as they were once bullish. 
Take an example of a stock having declined from 80 to 15 followed by several 

years of backing and filling in a 15-20 price range eventually followed by a 
major upside breakout to 21. Suppose this process of fluctuation from 80 down 
to the 21 breakout took nine years. Now suppose the stock is driven back to 
80 over the next two years on the basis of the bullish technical position it was 
placed in. IN ORDER FOR THIS STOCK TO REPEAT OR RECREATE 

THE BULLISH CONDITIONS WHICH TOOK IT FROM 21 TO 80 AN- 

OTHER NINE YEARS WOULD PROBABLY HAVE TO ELAPSE. This 

is why that type of pattern is so bullish. Like good wine, it takes years before 
the chart has matured and created a major buy signal. The long-term decline 
followed by a breakout pattern only comes along about every ten years and, 
being the scarcest type of pattern, it is the most bullish. The same applies 
to the elongated flat base pattern. 

An extended rise in the stock market then is like a forest fire which destroys 
all the beautiful chart patterns. The patterns must be regrown and this, like 
a program of reforestation, takes time. This is the point that the bullish con- 
tingent in the market overlooked in their forecasts of a strong recovery in the 

market in 1960. It was technically not possible in the main because the stocks 
would not be rebounding from the same types of bullish foundations that they 
rose from in the fist place. 
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The Tombstone Formation 

Far too often traders rely too heavily on the implications of a short-term chart 
pattern. A partial picture can often be more misleading than no picture at all. 
A favorite illustration of the writer’s is Avco Manufacturing Corporation. For 
ten years (1947 to 1957) the stock was forming a strong base around $5 a 
share. By late 1958 the price had moved above the 1950 high and, based on 
the technical implications of that upside breakthrough, was headed consid- 
erably higher. As the stock passed the 17 level in late 1959 the trading volume 
was extremely heavy and enthusiasm for the stock was at white heat. Talk 
was passed around the Street that Avco was really on the way to much higher 
prices. While the enthusiasm was most rampant, the stock was topping out 
(merely another example of how rosy a situation looks just before it deterio- 
rates ). 

The study of a long-term chart of Avco’s price movement would have revealed 
what this writer chooses to describe as the “tombstone formation.” It would be 
seen that the stock was doing nothing that it hadn’t done before and the past 
performance suggested a future no different than the past. In 1932, when Avco 
was selling at 114, it was the starting point for a sharp rise to 16% by July 1933. 
Just as rapidly as the stock rose, it descended from the 1933 peak and reached 
a low of 2%4 in 1935. This fast run-up and equally sharp deflation created the 
first tombstone, a monument to the public who bought the stock enthusiastically 
at 16%% in the summer of 1933. The patient holders at that level were destined 
to be “locked in” for 18 years, the time it took before the second “tombstone” 

could be erected. 
From a price of 3% in late 1948, the stock rose sharply and ascended to 

14% by February 1946. Again an enthusiastic public was doing all the buying 
at that level (volume naturally heaviest at these peaks). There was talk 
around the Street again that Avco was in an excellent technical position to 
go through the old 1933 high and that such a breakthrough would “rocket” the 
stock. While the bullish chorus was singing the loudest, the stock was again 
topping out, the second tombstone formation being effected. The sharp descent 
to 414 by February 1948 completed the second tombstone, a monument to the 
public buried under the high volume of Avco transactions. The patient holders 
weren't “resurrected” until another 13 years had passed, until a third tombstone 
could be erected. 
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From a price of 434 in late 1957, the stock rose sharply and reached 17% by 

May 1959, thus forming the left side of the third tombstone. As was usual, the 

volume became heavier as the peak was approached. 

The moral to this little illustration is: become familiar with as much past per- 

formance as possible. The short-term picture on individual stocks can often 

be very misleading. A 30-year chart on Avco would clearly reveal the sharp 

peaks every 13 years and thus the trader ascending the third peak in 1959 

would recognize it for just what it was, an old familiar mountain that had 

been ascended in 1933 and 1946. 

Applying the Short Interest Trend for Successful 

Stock Trading 

You are now going to be introduced to what the writer considers as the most 

important single technique for determining whether a specific stock should be 

bought, held or sold. THIS IS DETERMINED BY THE DIRECTION IN 

WHICH THE SHORT INTEREST IN THAT SPECIFIC STOCK IS MOV- 

ING. The theory is utterly simple and wholly logical. If the short interest 

in a stock is going down it means that people are growing bullish on the issue. 

The further the short interest falls the more bullish is the public opinion of the 

stock. Remembering the illustration of the market as a theatre with just so 
many seats, a growing public bullish opinion is destined to be overdone and 

thus that many people CAN’T BE RIGHT. Result? The stock is headed for 

a fall. A FALLING SHORT INTEREST IS BEARISH. The longer it falls 

the more bearish it is. 

If the short interest in a stock is rising it means that people are growing 

bearish on the issue. The further the short interest rises the more bearish is 

the public opinion of the stock. The market cannot accommodate that many 
people as being right and thus the stock is destined to advance. A RISING 
SHORT INTEREST IS BULLISH. The longer it rises the more bullish it is. 

Keep your eye on the short interest trend 

While it was previously pointed out that the over-all short interest position in 
the market was declining prior to the important August 1959 and January 1960 
market peaks, and that this was a distinct bearish indication, so then was it a 
distinct bearish indication for the specfic stocks with declining short interests. 
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The stocks having rising short interest trends did not participate in the decline 
which followed. 

The short interest is announced once a month. In order to stay on your 

toes, it is important that you save this list each month and check the short interest 
trend before buying or selling a stock. The published list of short positions is 
usually available around the end of the third week each month. 

A new technique 

Buying stocks with rising short interests and selling those with falling short 
interests appears to be a relatively new technique. If it was generally done 
then many investment trusts and individual investors would have been cleaned 
out of steels, autos, papers, airlines, etc. before the January 1960 peak. Instead, 

the majority were caught with heavy holdings of these equities just before 
the January-March 1960 decline of 87 points in the Dow-Jones Industrial 
Average. 

A look at U.S. steel 

Was U.S. Steel going to go higher in 1960? Look at the short interest trend. 

This is what those enthusiastic buyers at $103 a share on January 4, 1960 should 

have done. 

Date Short Interest Price 

August 1959 82,138 $105.13 

September 1959 81,138 100.38 

October 1959 71,952 99.25 

November 1959 62,926 94.63 

December 1959 57,144 98.63 

January 1960 45,420 90.13 

As everybody knows, U.S. Steel continued to decline and got down to 74 late 

in the Spring of 1960. 

The short interest trend is more important than earnings 

In early January 1960 Jones & Laughlin was selling for 8934 and informed 

Wall Street circles were estimating 1960 earnings at $8.50 a share. Now let us 

see what was more important, the estimated earnings or the short interest trend 

in the stock: 
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Date Short Interest Price 

August 1959 13,273 $80.88 

September 1959 14,844 77.50 

October 1959 13,539 76.38 

November 1959 11,740 72.50 

December 1959 10,856 84.00 

January 1960 7,021 74.63 

The stock kept declining until it got down to 60% late in the Spring of 1960, 

a straightline decline of 33% right smack in the face of $8.50 a share earnings 
estimates. As can be clearly seen by the short interest trend, the stock was tell- 

ing us that it was headed lower and not higher. The short interest had fallen 
over 52% between September 1959 and January 1960. A lot of people were 

bullish on the stock and again it must be repeated—THAT MANY PEOPLE 

CAN'T BE RIGHT. 

Let us now look at a stock with a rising short interest trend with an’ earnings 
record that would make any fundamentalist run in the opposite direction. The 
stock is Underwood. In 1957 the deficit per share was $2.13. In 1958 the 

deficit grew to $9.35 a share. In 1959 the deficit jumped to a whopping $14.30 

per share. In the face of that earnings trend the stock bottomed out around 13 
in late 1957 and rose throughout 1958 and worked higher in 1959 and 1960. 

With an earnings deficit of $14.30 a share clearly in mind as shown in the 1959 

figures, let us look at the short interest trend prior to and following the sharp 
market downswing of January to March 1960: 

Date Short Interest Price 

August 1959 3,870 $24.75 
September 1959 5,744 22.13 
October 1959 6,110 Zio 
November 1959 4,330 20.25 
December 1959 10,090 28.00 
January 1960 13,970 30.38 
February 1960 16,516 29.50 
March 1960 27,368 27.63 
April 1960 27,878 29.00 
May 1960 31,682 37.88 

The short interest trend proved again that it was the predominant factor. In 
June and July the short interest continued to advance and the stock was almost 
up to $50 in August. 
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You cannot possibly take a big loss in a stock 

In the last two examples two facts spring to the surface: (1) The short interest 

trend is more important than earnings and (2) You cannot possibly take a big 
loss in a stock. The latter observation is based on what the short interest trend 

has been in those issues which have suffered sustained declines. Following the 

short interest trend and buying on a rising trend and selling on a declining trend 

just would not allow you to ride a stock all the way down. No one could possibly 
ride a stock like Jones & Laughlin from 89% to 60% in early 1960 if he was aware 

of the technical indicators. 

Immediate practical use 

The short interest trend in individual stocks immediately suggests itself as 

being a profitable technique for trading. Let us see how well this works out in 
the main. Suppose a trader buys a stock on the first monthly evidence that the 

short interest is rising, holds it as long as the short interest continues to rise, and 

then sells it and goes short on the first monthly evidence of a dip in the short 
interest. How well would he do? Let's see . . 

Demonstration of specific applications 

AMERICAN MorTors 

Date Shorié Interest Price Action 

August 1959 86,915 $48.50 
September 1959 99,629 Delo dan cos BUY 

October 1959 113,053 67.75 

November 1959 92,447 OL Ls eee SELL 

December 1959 85,015 83.50 

January 1960 68,270 78.75 

February 1960 74,226 TEN VANE Saban ht BUY 

Trading Record 

Bought at $53.13 
Sold and went short at $91.13............ $3,800 GAIN 

Covered and went long at $73.62 ....... 1,751 GAIN 

Totalaeee...s $5,551 GAIN 

Trading capital September 1959 .......... $ 5,313 

Trading capital February 1960 ........... $10,864 

104% gain in fie months 
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AMPEX 

Date Short Interest Price Action 

August 1959 7,862 $78.00 

September 1959 14,457 ODA aes BUY 

October 1959 18,809 98.88 

November 1959 13,110 LI6i5>0 Fe eee SELL 

December 1959 16,800 102.85 See eae BUY 

January 1960 19,381 99.00 

February 1960 L7,159> 36.88" sae SELL 

March 1960 43,854 Be Wide ins een oe BUY 

April 1960 47,185 BVA EO on ee BUY 

May 1960 57,970 38.25 

Trading Record 

Bought at $75.25 

Sold and went short at $116.50 ........ $4,125 GAIN 

Covered and went long at $102.88 ...... 1,362 GAIN 

Sold and went short at $36.88 .......... 774 GAIN 

Covered and went long at $38.25 ....... 137° LOSS 

Bought an additional 100 at $32.38 ..... 588 PAPER GAIN t¢ 

(LOtiloeeee $6,124 GAIN 

plus 588 PAPER GAIN 

Total Trading Gains. .$6,712 
Trading Capital September 1959 ......... Sino 

Trading Capital March 1960 72 .°o........ $13,649 

81% gain in six months 

BECKMAN INSTRUMENTS 

Date Short Interest Price Action 

August 1959 6,821 $53.00 

September 1959 9,262 A550 is aw oes BUY 

October 1959 10,834 60.50 

November 1959 14,364 63.00 

December 1959 13,224 Goa a eee SELL 

January 1960 11,694 67.50 

February 1960 13,727 OL15 queen ene BUY 
March 1960 13,192 OOS ee eee SELL 

April 1960 11,524 77.00 

May 1960 13,659 CU Onr eas eee BUY 

End (Ope Magee eter. eee 91.88 

* 3-1 split, 
+ Additional 100 shares purchased at $32.38 in April 1960 because stock had declined. Any time a 

stock declines while the short interest trend is still rising it is a buying opportunity. 
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Trading Record 
Bought at $48.50 

Sold and went short at $65.25 ........... $1,675 GAIN 

Covered and went long at $67.13 ........ 188 LOSS 
Sold and went short at $70.63 ........... 350 GAIN 
Covered and went long at $80.75 ........ 1,013 LOSS 

Paper gain byrend of May o.dean< tes 1,113 GAIN 

Total Trading Gains. .$1,937 GAIN 
Trading Capital September 1959 ............ $4,850 

Trading Gapital May) 1960 2 viec2 ies. $6,787 
39% gain in eight months 

Note: Trading just on the long side would have netted $3,138 or an eight month gain of 64%. 

BELL & HOWELL 

Date Short Interest Price Action 

November 1959 4,548 $73.00 

December 1959 13,782 CS 50 See ae BUY 

January 1960 15,022 41.88* 

February 1960 6,526 BU. OU seem antes SELL 

March 1960 13,925 ASD tee ote BUY 

April 1960 17,550 44.88 

May 1960 21,037 Doo 

Trading Record 

Bought at $68.50 
Sold and went short at $50.00 (split shares ) $3,150 GAIN 
Covered and went long at $43.75 ....... 625 GAIN 

Paper gain by the end of May ........... 1,150 GAIN 

Total Trading Gains. .$4,925 
Total Capital-November #1959 v2.02 225.28. $6,850 

otaleG@apitals MayJ1 960 ee ere ona $11,775 
71% gain in six months 

GENERAL TIRE 

Date Short Interest Price Action 

August 1959 12225 $64.00 

September 1959 32,936 61:50 fee ee. BUY 

October 1959 55,616 RUS 

November 1959 29,608 Sl) G3 erence SELL 

December 1959 17,793 76.38 

January 1960 14,206 73.25 

February 1960 11,071 65.63 

March 1960 10,268 65.13 

April 1960 8,049 55.88 

May 1960 10,420 62.25 wae eae BUY 

* 9-1 split, 
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Trading Record 

Bought at $61.50 
Sold and went short at $81.63 ........... $2,013 GAIN 

Covered at)-562:25) [aero ace 1,938 GAIN 

Total Trading Gains. .$3,951 

Trading Capital September 1959 ........... $ 6,150 

Trading Capital May 1960 ................ $10,101 

64% gain in eight months 

Conclusions and rules on this short-interest trading technique 

1. The technique is not perfect in itself but it has shown a remarkable con- 

sistency in not allowing a trader to take big losses. 

2. Sometimes the short interest will fall for a month or so before the stock starts 

to come down BUT THE CONTINUING TREND OF MONTHLY SHORT- 

INTEREST REDUCTIONS WARNS THE TRADER THAT THE RISE IS 

SHORTLIVED. 

3. Sometimes the short interest will rise for a month or so before the stock 

starts to rise BUT THE CONTINUING TREND OF MONTHLY SHORT-IN- 

TEREST ADVANCES TELLS THE TRADER THAT THE DECLINE IS 

SHORTLIVED. 

4, If the short interest continues to rise while the stock declines THIS IS A 

FRESH BUYING OPPORTUNITY. 

5. If the stock continues to advance after the short interest has gone into a de- 

clining trend THIS IS A SELLING OPPORTUNITY. 

6. The monthly short-interest trend technique is most useful in answering one 

of the most difficult of all questions facing market traders and that is: WHEN 

A STOCK IS ADVANCING WELL WHEN DO I SELL, HOW LONG DO I 

HOLDIT? This trading technique tells the trader to stay with the stock as long 
as the short interest is rising. Conversely, it tells the short seller WHEN TO 

COVER. 

7. The technique can be sharpened to a finer point of accuracy and profitabil- 
ity by combining it with other techniques such as employing the analysis of chart 
support and resistance levels and the 200-day moving average price analysis. 

The Mechanics of Disbelief 

The characteristic of disbelief is one of the most powerful of all characteristics 

and is beautifully reflected in terms of the short-interest figures. When the 
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public just does not believe that the market can go down, the short interest dwin- 
dles and the market then comes down. When the public just does not believe 
that the market can go up, the short interest rises and up the market goes. In 
terms of a stock the principle is a powerful lever. The public just did not believe 
what was taking place with American Motors and thus the stock rose to 96 from 
around $3 a share. The public just did not believe that Underwood was really 
changing its spots so onward and upward went the price of the stock. When the 
public backs up its disbelief by shorting a stock on each “unjustified” advance it 
increasingly fortifies the guarantee that the stock is headed still higher. Look 
for the characteristic of disbelief and turn it around to your profitable advantage. 

The 200-Day Moving Average Price Line Analysis 

It is believed that the 200-day moving average line stock charts are the most 

informative and profitably reliable indicators of where a stock is headed, pro- 

vided the eight basic ways of reading them are known and followed. The 200- 
day chart, having a slower moving average line, is considered to be more reliable 

than a 10-day, 50-day, 80-day or 100-day moving average price chart. The 

penetrations of that average line by the actual price of the stock are considered to 

be more meaningful. The complete chart consists of the actual price line of the 

stock with a 200-day moving average price line superimposed over it. 

The eight basic ways of trading successfully by using these 200-day moving 
average price charts are as follows: 

(1) If the 200-day average line flattens out following a previous decline, or is 

advancing, and the price of the stock penetrates that average line on the upside, 
this comprises a major buying signal. 

(2) If the price of the stock falls below the 200-day moving average price 
line while the average line is still rising, this also is considered to be a buying 

opportunity. 

(3) If the stock price is above the 200-day line and is declining toward that 
line, fails to go through and starts to turn up again, this is a buying signal. 

(4) If the stock price falls too fast under the declining 200-day average line, 
it is entitled to an advance back toward the average line and the stock can be 

bought for this short-term technical rise. 

(5) If the 200-day average line flattens out following a previous rise, or is 
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declining, and the price of the stock penetrates that line on the downside, this 

comprises a major selling signal. 

(6) If the price of the stock rises above the 200-day moving average price 

line while the average line is still falling, this also is considered to be a selling 

opportunity. 

(7) If the stock price is below the 200-day line and is advancing toward 

that line, fails to go through and starts to turn down again, this is a selling signal. 

(8) If the stock price advances too fast above the advancing 200-day average 

line, it is entitled to a reaction back toward the average line and the stock can 

be sold for this short-term technical reaction. 

Some actual 200-day moving average price charts are now shown in order to 

illustrate how profitably the above 8 signals can be used to maximize stock 

trading profits. 

Illustration 1 

The stock was a buy in January 1958 at $47 a share as seen by the upside 
penetration of a bottoming out 200-day line (Buy signal #1). The trader 
would have sold the stock at $67.50 in late January 1959 on its continuing inabil- 

ity to surpass the November 1958 high of $71, expecting a retraction toward 

its 200-day line (Sell signal #8). The stock was repurchased at $62.50 in 
early March 1959 after it had gone under its 200-day line because the stock 
had met support and started to turn up following its downside penetration of a 
rising 200-day line (Buy signal #2). The stock provided a second buy signal 
on its upside penetration of the 200-day line at $66 later in March 1959 (Buy 

signal #1—confirmation). The stock was again a sale between $82.50 and $85 
the end of April 1959 (Sell signal #8). The stock was then repurchased at 
$72 in June 1959 (Buy signal #3) and sold out at a slight loss at $70 on down- 

side penetration of the 200-day line in August 1959. The stock turns up from 
support level demonstrated in February 1959 and is repurchased at $64 in Sep- 
tember 1959 for technical recovery back toward the 200-day line (Buy signal 
#4). Failing to reach that line after approaching it at $67.50 in December 1959, 
the stock is sold at $65, the level breaking the November 1959 support (Sell 
signal #7). 

Recapitulating, the trader (restricting himself to the long side of the market) 
has a $3,900 profit on an initial $4,700 outlay, a percentage gain of almost 83% 
in less than two years. 
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Bought Sold Gain or Loss 

January 1958 100 shares at 47 January 1959 at 67.50 $2,050 gain 

March 1959 100 shares at 624% April 1959 at 82'%2 2,000 gain 

June 1959 100 shares at 72 August 1959 at 70 200 loss 

September 1959 100 shares at 64 December 1959 at 65 100 gain 

Net Gaines. core $3,950 

If the trader went short on each Sell Signal, his trading profits in the less than 

2-year period on this one stock would have grown from a $3,900 gain to a 
$6,650 gain (the stock declining to 59 following the December 1959 sale at $65). 

In the above example a very significant point is seen: Because of the guidance 
provided by the 200-day moving average price line, the slight 2-point loss on 
the August 1959 sale was prevented from becoming a bigger loss. While it is 
always sound advice to tell somebody to let their profits run and cut their losses 
short, this is often easier said than done, human nature dictating the frequent 

taking of profits but the infrequent taking of small losses. This allows small 
losses to often run into big losses. (See Gresham’s Law—page 205) 

illustration 2 

Notice in the above chart how the first upside penetration of the 200-day 
line in January 1958 was a false signal in view of the fact that the average line 
was still declining. This constituted a selling opportunity (Sell signal #6), the 
stock ultimately moving back under the average line in April 1958 to the $50 
level. That same month another upside penetration of the average line was 
effected but this time the advance moved the stock through line while the line 
had flattened out from the previous declining trend. Buy Signal #1 was seen 
here and so the trader took a long position in the stock at $52.50 in late April 
1958. Playing only the major swings, the trader did not sell his 100 shares 
of Air Reduction until August 1959, the stock making a downside penetration 
of the 200-day line for the first time after the line had shown evidence of 
flattening out after its long advance. The stock was sold at $85, Sell Signal 
#5 being followed. The gain on the $5,250 outlay was $3,250 covering the 
16-month period, a rise of almost ape 

The in-and-out trader playing all the 200-day chart signals would have, of 
course, done considerably better. He would have purchased the stock at $59.50 
in April 1958 (Buy Signal #1), sold it at $87 in April 1959 (Sell Signal #8), 
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taken a short position at the same level, covered his short at $83.50 in June 1959, 

taken a fresh long position at the same level (Buy Signal #2), sold and went 

short at $85 in August 1959 (Sell Signal #5), covered his short and went long 

at $75 in September 1959 (Buy Signal #4), sold and went short at $82 in 

January 1960 (Sell Signal #5) and covered the short sale at $75 in February 

1960. On the initial outlay of $5,250 the full trip gain became $6,350, a per- 

centage gain of almost 121%. 

Illustration 3 

This chart clearly reveals how emphatic each of the periodic great buying 

opportunities showed themselves to be and how each penetration was reliably 

followed by the expected move. The stock was first purchased in July 1958 

at $25 (Buy Signal #1). The major swing trader held the stock right through 

to February 1960 because the 200-day moving average price line continued to 

rise right through the whole period. Notice how the downside penetrations 

of the average line in February and December 1959 were fresh buying oppor- 

tunities (Buy Signal #2). The major swing trader had a paper gain of $1,400 

at the end of this period. 

Illustration 4 

This chart provides an excellent illustration of how a long-term decline can 

be just as profitable as a long-term advance. Without the presence of the 
200-day moving average price line for guidance, an investor could have found 

himself riding this stock all the way down, a very unprofitable trip to say the 
least. However, the astute trader, after buying the stock at $98 in June 1958 

on the evidence that the 200-day line had turned up following the earlier upside 

penetration, would have sold the stock at $100 in December 1958 following the 

earlier downside penetration and evidence that the 200-day line was flattening 
out following previous rise. Based on the later evidence of the failure of the 

stock to get back to the line in March 1959 and the ultimate downside penetra- 

tion of the January 1959 support level all in the face of a declining 200-day line, 

the trader goes short at $97.50 in April 1959 (Sell Signal #7) and does not cover 

until the double bottom chart formation in January 1960, the stock never 

having scored an upside penetration of its 200-day line on this whole downswing. 
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The trader had more than compensated for his 1958 efforts to make a good 
profit on the long side of the market, for his short sale gain was $2,750, a nice 
return on one of the worst acting stocks in the 1959 market. 

Illustration 5 

Being a lower priced stock, the trading gains percentagewise here were po- 
tentially greater. The stock was purchased at $17 in April 1958 (Buy Signal 
#1) and sold at $32 in April 1959 (Sell Signal #8). A short sale at that level 
was permissible and the sale was covered in June 1959 at $28.50 when a long 
position was again taken (Buy Signal #2). The stock was sold at $27.50 in 
August 1959 and a short position again taken (Sell Signal #5). The short 
position was emphatically the right move because not only had the 200-day 
moving average price stopped going up, but the stock had moved under the 
June 1959 support level. With no attempt to rally back to the 200-day declin- 
ing average line, the short position was fully maintained. A logical question 
here could be raised as to why the trader did not think that Buy Signal #4 would 
be effected, the natural technical advance back toward the 200-day average 
line. The answer is twofold: (1) The stock did not show a straightline decline 
going into September 1959, but a downward zig-zag pattern. It is only the 

unchecked straightline drop through a 200-day line which increases the proba- 
bility of Buy Signal #4 being effected and (2) by October 1959 the first evidence 
of a declining short interest was seen (See Page 246). With the combination 
of a declining 200-day moving average price line and a short interest declining 
trend which persisted right through January 1960, the technical signs for a 

further price erosion were clear. The stock fell to $20 by late January 1960. 

Covering the short position at that level would have brought the over-all profit 

on the trading to $2,500 starting with an initial $1,700 outlay, a return of 147% 

covering the 21-month described period. 

Illustration 6 

A very clearly defined buy signal was seen at the $37 level in June 1958 

(Buy Signal #1). The stock was held until the $56 level reached in August 

1959 where it was sold (Sell Signal #8) and a short position taken. The short 

was covered at $49 in late September 1959 and a long position taken (Buy Signal 
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#4), Failing to reach the 200-day moving average price line on the recovery 

swing, the stock was sold at $49 and another short position was taken (Sell 

Signal #7), this position taken in October 1959. The short position was cov- 

ered at $48 in the November 1959 upswing and a long position taken (Buy 

Signal #4). The stock was sold at $52 in December 1959 and another short 

position taken (Sell Signal #6). Up until the new short position the over-all 

trading gain since June 1958 had amounted to $3,100 on an initial $3,700 outlay. 

Hlustration 7 

Here is an excellent example of how profitable short positions could have 

been taken in a stock which rather consistently stayed above its 200-day moving 

average price line. Having purchased the stock on an earlier upside penetra- 

tion in October 1957 at $30 (Buy Signal #1), the stock was not a sale until 

$52 in November 1958 (Sell Signal #8). At that level a short sale was effected 

and the stock was covered at $45 in March 1959 (Buy Signal #3) and another 

long position taken. With another sharp price run-up carrying the stock to 
a fresh level of upside disparity above its 200-day moving average price line, 

the stock was sold at $55 and another short position taken (Sell Signal #8). 

The stock was covered at $48 in June 1959 and another long position taken (Buy 

Signal #2). The stock was held through the short amplitude gyrations from 

June to November 1959 because the 200-day moving average price line con- 
tinued to rise. It wasn't until the downside penetration at $49 in November 

1959 on a declining 200-day line that the stock became a sale (Sell Signal #5). 

A new short position was taken at $49 but was covered on the inability of the 

stock to penetrate the support indicated by the August 1959 low, the covering 
taking place at $48 in late November 1959. A new long position was taken 
and the stock held through the upside penetration of the 200-day line in the 

early days of December 1959. Turning down in early January 1960, the stock 

was sold at $53 and a new short position taken (Sell Signal #8). This short 
position was covered in February 1960 on evidence of rising bottoms formation, 
covering at $48. The over-all trading gains amounted to $5,800 on an initial 
outlay of $3,000, a gain of 193% in a little over two years. 

Illustration 8 

The stock was not touched on the upside penetration of the 200-day moving 
average price line in April 1958 because of the definitive downswing in the 
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average line still in evidence. It wasn’t until the July 1958 upside penetration 
at $29 that a reliable buy spot was seen (Buy Signal #1). The stock did not 
reach a point of upside disparity above the average line until May 1959 at $49. 
It was sold there and a short position taken (Sell Signal #8). This was cov- 
ered at $45 in June 1959 and a fresh long position taken (Buy Signal #3). 

Again upside disparity was seen at $54 in early August 1959 and the stock was 
sold and a new short position taken (Sell Signal #8). The stock was cov- 
ered at $48 in September 1959 and a new long position taken (Buy Signal #3). 
This proved to be a false buy signal because the stock turned around and made 
a downside penetration of the average line and this time the line was beginning 
to flatten out. The stock was promptly sold at $46 on this reversal and a short 
position taken (Sell Signal #5). This again illustrates how, through the 
guidance of a 200-day moving average stock chart, losses can be kept to a 
minimum and profits allowed to run. The short position was covered at $44 in 
late September 1959 inasmuch as this upturn looked like the beginning of a 
technical move back toward the 200-day line. Another long position was taken 
at $44 at that time. This also proved to be a false buying signal because the 
stock promptly turned down and went below the late September support level. 
On that move the stock was sold at $42 and another short position was taken 
the end of October 1959. This move was temporarily frustrated by a short 
term slight advance but the eventual downturn occurring before there was more 
than a 1-point loss on the short position enabled the short position to be main- 
tained, but the stock again reversed and the short position had to be covered 
at $44.50 in the first week of December 1959, the stock having moved above 

the temporary upswing level recorded in the end of September. This covering 
limited the loss to 2% points. The stock was again purchased at this $44.50 
level and sold at $45.50 the end of December 1959 when another short position 

was again taken (Sell Signal #6). This move was especially profitable because 

the stock then fell rapidly to $38.50 by early February 1960 with no letup and 

it was covered there in view of the probability that it might turn suddenly 

with the Buy Signal #4 being seen. Despite the few minimized losses in 

the various phases of this trading cycle, the over-all gain since July 1958 (19 

months) turned out to be $4,250 on an initial outlay of $2,900, a 19-month 

percentage gain of 146%. 

Illustration 9 

Another clear illustration is presented here of a very profitable trading situa- 

tion for both buying and selling short in the face of a constantly rising 200-day 
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moving average price line. The stock was purchased at $13 in March 1958 
on the move above the average line, confirmed by the topping of the $12.50 
January level (Buy Signal #1). The stock was sold and a short position 
taken at $29 in March 1959 (Sell Signal #8). The stock was covered at $24 
in June 1959 and a new long position taken (Buy Signal #2). Again upside 
disparity was seen at $31 in August 1959 and the stock was sold and a new 
short position taken (Sell Signal #8). This short sale was covered at $28 in 
late September 1959 on the evidence of a reversal, the stock again moving up 
through its 200-day moving average price line (Buy Signal #1). Going long 
at $28, the stock did not again reach upside disparity until $40 in F ebruary 
1960, the long position liquidated at that level (Sell Signal #8). The trading 
profits up to this point covering the 23-month period amounted to $4,300 on 
an initial outlay of only $1,300, an over-all percentage gain of 333%. 

Illustration 10 

Here is a case where the first buy signal was effected practically with the 

stock standing still but the 200-day moving average price line coming down 

to meet it. The purchase on the penetration was made at $30 in May 1958 

and the long position was not disturbed until the first downside penetration 

of the average line made in February 1960 at $49. This is an example of where 

the best price was not taken but where the majority of the trading profit was 
retained due to the guidance of the 200-day moving average price line. 

Sharpening the Trading Technique by Combining the 200-Day 

Line Analysis with the Short Interest Trend 

Ilustration 11 

Here the stock was purchased at $31 in May 1958 upon emphatic upside 

penetration of the average line (Buy Signal #1) and was sold at $43 in Decem- 

ber 1958, a short position also being taken (Sell Signal #8). The short position 

was covered at $41 on rebound from $40 level reached in late December and 

a long position again taken. The stock was held through the next approach 

toward the 200-day line because the average line was steadily rising and was 

sold at $44 in April 1959 on failure of stock to get through the March 1959 peak. 
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Another short position was taken and covered at $43 in May 1959 on the im- 

pressive evidence of the stock hitting the 200-day line, failing to go through 

and rebounding. A new long position was taken and the stock was held until 

a point of upside disparity was reached at $54.50 in August, the stock having 

begun to turn down from its peak. The stock was sold and a new short position 

taken, covering taking place when the stock again touched the average line 

and turned up in late September 1959 at the $49 level. The validity of the 

short position being taken at $54.50 in August was confirmed in the August— 

September period when no short interest was reported, indicating that the 

stock had lost considerable technical strength on the sharp April to July 1959 

upswing. Another long position was taken at $49 in late September but the 

stock was sold at $51 the end of October, the stock tracing a clear pattern of 

declining tops by this time and the fundamental news deteriorating a bit on 

further reports of declining farm income as well as the continued absence of 

a short position in October. A short sale was effected at $51 at this time but 

the sharp rise in the monthly short interest in December brought about cover- 

ing at $50. 

Iustration 12 

Combining the 200-day moving average price chart with the monthly short 

interest trend would have enabled the trader to recognize the technical weak- 

ness in U.S. Steel in October 1959 while the stock was still above $100 a 

share. The technical weakness was first seen in the 12% drop in the short 

interest recorded on October 15th. The stock became a sale at $100 and this was 

confirmed a few days later with the stock moving under the 200-day moving 

average price line. Rallying in late November, however, the continued monthly 

reduction in the short interest (now 20% under the October level) provided 

no call to cover the $100 short sale. The stock went through the 200-day 

moving average line on the upside, fell slightly under it in December, and then 
went through the line on the upside again in early January. Despite this 
double upside penetration of the 200-day moving average price line, the con- 
tinued monthly decline in the short interest had weakened the technical posi- 
tion of the stock too much in order to have the movement through the average 
line mean anything. U.S. Steel then fell to 837% in the next four weeks. The 
additional knowledge of the monthly short interest trend enabled the trader 
to avoid the “trap” occasioned by the upside penetration of a rising 200-day 
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moving average price line coincident with steel strike settlement. Following 

the 200-day chart alone, U.S. Steel looked like a buy on the early January 

1960 upside penetration but every other indicator was pointing to a decline, 

especially in the steels. 

Sometimes large secondary offerings can be expected to occur following 

an important downside penetration of the 200-day moving average price line 

in that particular stock. On the first of November, 1959, General Motors made 

a downside penetration of its 200-day moving average price line and eleven 

days later a secondary offering of 204,000 shares was made. Four weeks after 

that another secondary of 200,000 shares was made. These occurrences tended 

to confirm the distributive pattern evidenced in the series of declining tops 

shown since July 1959. See General Motors chart on page 259. 

Notes on the Automobile Shares 

With the general exception of the year 1955, the auto group has shown a 

long-term tendency to top out each year somewhere between November and 

March. This is especially interesting because it embraces the year-end forecast 

period. The implication is that the forecasts are, more often than not, too 
optimistic. Based on this observation of the long-term price charts, it would 
hold that the time to buy the autos is in the summer and the time to sell them 

is in the winter. It is not quite as simple as that because, with the correlation 

of General Motors to the true trend of the market, this would assume that the 

market was generally a buy in the summer and a sale in the winter, certainly 

not the case. However, when the technical indicators are right for the autos, 

buying is generally done more profitably in the summer or early fall. 

The technical indicators ruled against stocks such as General Motors from 

the summer of 1959 on and, being General Motors, this had broad implications 

for the entire market. In review—(1) General Motors topped out in early 

July 1959 ahead of the Dow-Jones Industrials as a whole. (2) The General 
Motors monthly short interest reached a peak in October 1959 at 41,928 shares. 

(The stock could have been held up until this point on the short interest indica- 

tion but previous technicalities called for the sale in July—Confidence Index, 

etc.) (3) On November Ist, 1959 GM moved under its 200-day moving 
average price line for the first time since February 1959. (4) On November 
12, 1959 the first secondary offering of 204,000 shares was made (distribution). 
(5) In the middle of November the first decline in the short interest was re- 
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corded, a drop from 41,928 to 35,653 shares. (6) On December 10, 1959 the 

next secondary was announced, one for 200,000 shares. (That confirmed again 

the weakened technical position seen in the 200-day line penetration and the 

reduced short interest.) (7) In the middle of December the short interest 

fell for the second consecutive month, down from 35,653 to 30,106 shares. The 

stock could still have been sold at $54.63 a share in the face of all those con- 

firmations of weakness. (8) Unable to recover further, the stock started to 

go down and, with the publication of a still lower short interest in January 

(21,352 shares), the stock touched its 1959 low of $45 a share in February 1960. 

The GM short interest moved still lower in February. This analysis involves 

the correct use of combining indicators, one confirming the other. 

Thin stocks rise the fastest 

Whenever it comes down to the choice between buying a stock with‘a large 
capitalization or a small capitalization, buy the stock with the smaller capitaliza- 
tion. This rule should ONLY be adhered to when the technical considerations 
are right for the thin stock. A thin stock is characterized by either a small 
capitalization or a small floating supply. 

Thin stocks are highly volatile. It doesn’t take much demand to make them 
advance rapidly and conversely it doesn’t take much supply on the market to 
depress them with equal rapidity. If the timing is right, they offer the best 
vehicles for making money fast. This writer considers any stock with a capi- 
talization or floating supply of less than a million shares to fall into the category 
of a thin issue. 

More mileage on the dollar 

Here are some examples of how fast a thin stock can move up in price when 
the chart says it is ready to go: 

Range in Price Percentage 
Stock Shares Outstanding 1958-1960 Gain 

Adams-Millis 372,000* 8 47 487 % 
Aero Supply Mfg. 547,000 1%- 9% 392% 
Aldens 750,000 14 -53% 281% 
Alan Wood Steel 696,000 16%—-43% 167% 
Alaska Airlines 625,000 3Y%- 8% 153% 
All American Engineering 335,000 3 -12 300% 
Alleghany Airlines 529,000 2 -5% 169% 
Allen Industries 844,000 934-2414 151% 
Allied Kid 485,000 10 -21% 115% 
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Range in Price Percentage 
Stock Shares Outstanding 1958-1960 Gain 

American Beverage 179,000* 1 -10%4 925% 
American Seal-Kap 730,000 TVa-20% 163% 
American Seating 655,000 1844-41 124% 
American Shipbuilding 109,000 49 -107 118% 
American Sumatra Tobacco 577,000 814-184 119% 
American Writing Paper 270,000 18 -37 105% 

* Capitalization later increased. 

These are only a very few of the thin stock issues which rose very rapidly in 
price in the 1958-60 market. You will notice that the list is alphabetical and 
it only comprised a few issues under the letter A. There were literally dozens 
and dozens of such stock opportunities offering gains of 100% on up. The 
majority of issues were of very poor quality but again TIMING IS THE ONLY 
THING THAT COUNTS WHEN IT COMES TO MAKING THE MAXI- 
MUM PROFITS IN THE STOCK MARKET. 

Minor Strategems 

Buy above support and sell below resistance 

If a stock which is growing in technical strength is declining toward a pre- 
vious level of support (demand), don’t wait for the stock to reach that support 
level for it may never reach it. If the support level is at 40, for instance, buy 

the stock at 41 or 42. In view of the fact that quite a few people follow stock 

charts, they too are observing the support level of 40 in the stock and their 

degree of anticipation will usually prevent the stock from reaching it before 

it starts to advance in price. 

You will notice that this advice was qualified by the requirement that the 

stock be growing in technical strength. If the short interest was rising while 
the stock was declining then you could anticipate the upturn and buy the stock 

before it got down to the support level at 40. If the short interest was declining 

you wouldn't be buying the stock because then the requirement of growing 

technical strength would not be met. 

The same thing applies in reverse. If a stock is losing technical strength 

and is advancing toward a previous high or level of resistance (supply), dont 

wait for the stock to reach that supply level for it may never sce it. If the supply 

level is 50 then move out of the stock at 48 or 49. If you plan to go short on the 
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stock it will be easier to get your position while the stock is still rising rather 

than after it starts to decline. 

Sell at the 7/s fraction 

Traders in the know never buy or sell stocks in round prices. To illustrate— 

if a stock shows a clear line of supply at 50 in a chart and the technical position 

is deteriorating the trader puts in an order to sell at 49% or maybe 49%4. This 

is because he knows that the amateur traders have placed their orders to sell 

at 50 and the majority of them will miss their market. If you have any doubts 

about this, run your eye down the column of highs in the stock table in your 

newspaper and see how seldom a round figure high is reached. 

Follow strength and avoid weakness 

If a stock is technically weak, LEAVE IT ALONE. Every stock you buy 
must check out favorably on all technical counts. One clinker is one too many. 
As long as a stock is strong stay with it unless you find another stock which 
promises to be still stronger, then you can advantageously switch. 

Despite a Dow Theory bear market signal on March 3, 1960 there was no 
technical reason to move out of stocks such as American Tobacco, Eastman 

Kodak, General Foods, Owens Illinois Glass, Proctor & Gamble, Sears Roebuck 

or Woolworth for example. The 200-day moving average price lines were still 
ascending and the stocks had yet to signal any technical weakness. 

Conversely, there were no good technical reasons for buying steels, motors 

or oils and thus the informed trader left them alone. Only the amateur dabbled 
in those groups in early 1960, rather completely unaware of their technical posi- 
tion, the ONLY POSITION THAT COUNTS WHEN IT COMES TO TIMING 

YOUR PURCHASES FOR MAXIMUM TRADING PROFITS. 

Don’t guess at bottoms and tops—let the stock tell you 

If a buying decision rests on the ability of a stock to make a double bottom, 
wait for it to do just that and then wait for it to advance a bit. Conversely, let 
a stock make a double top and decline a bit before it is sold. The exceptions 
to this are when the stock is previously signalling such exceptional strength or 
weakness that the bottom or top can be safely anticipated. 

The rule of 5 

After five alternating swings in the market the sixth swing is the sharpest in 
the opposite direction of the fifth. 
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Example: 

Swing One March 13-31, 1959 DOWN 12.98 Dow points 
Swing Two March 31-Apr. 27, 1959 UP =. 28.16 Dow points 
Swing Three April 27—-May 7, 1959 DOWN 14.23 Dow points 
Swing Four May 7-29, 1959 UP = 28.15 Dow points 
Swing Five May 29-June 9, 1959 DOWN 26.17 Dow points 
SWING SIX June 9-August 3, 1959 UP 60.48 Dow points 

This rule primarily applies when the first five swings have been of rather 
similar amplitude. 
Example: 

Swing One Dec. 1-17, 1957 DOWN 24.22 Dow points 
Swing Two Dec. 17, 1957—Feb. 4, 1958 UP 33.00 Dow points 
Swing Three Feb. 4-25, 1958 DOWN 21.76 Dow points 
Swing Four Feb. 25-March 11, 1958 UP 19.03 Dow points 
Swing Five Mar. 11-April 7, 1958 DOWN 15.83 Dow points 
SWING SIX Apr. 7-Nov. 17, 1958 UP 127.35 Dow points 

Buying on upside breakouts 

This is capitalizing on the short-run upward impetus given a stock when it 

makes any kind of new high. The method to follow is the close observance 
of the daily list of new highs. Whenever a newcomer shows up in the list the 

stock is bought. Almost invariably once a stock makes the new high list it 

will stay there for a few days and thus the trader who follows this technique 

maintains a fairly high batting average of successful short-run trades. 

If the stock is moving above a double top it has that much more upside 

impetus. If it moves above a triple top it is extremely bullish. 

If you can’t beat it—join it 

Some traders have made the mistake now and then of going short on a strong 

stock. Nothing can be more wearing on the nerves than watching a stock 

continue to rise against a short position when you are part of the short position. 

Just as an astute trader will not allow himself to ride a stock all the way down 

on the long side, so will he cut his losses short when a stock rises a certain 

distance against a short position. Should the stock make an upside penetration 

of an important resistance level in the process, the astute trader will quickly 

cover his short and go long. A short seller only should follow weakness and 

avoid strength. 
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Explore unpopularity 

Baron Rothschild often said that the time to buy stocks is when nobody else 

wants them. This is theoretically correct market doctrine, fully in line with 

the card game concept. While distribution occurs under the cover of surface 

strength, so then does important accumulation occur under cover of surface 

weakness. It might be added, however, that the accumulation will show up 

in the stock chart. A stock is not under accumulation when it is making new 

lows every day. After a stock has stopped going down then, and only then, 

does it bear some further looking into, checking such things as previous chart 

support levels, short interest trend, status of the 200-day moving average price 

line, etc. 

While it has repeatedly been shown that good news often accompanies stock 

price peaks (a necessary corollary of stock distribution) it is shown with equal 
frequency that the very worst news often accompanies important bottoms 

(a necessary corollary of stock accumulation). This is why bull market swings 
start in the midst of bad news and bear market swings start in the midst of 

good news. This is why those who proclaim the start of a bull market at the 
correct time are looked upon as crazy optimists and those who proclaim the start 

of a bear market at the correct time are looked upon as sour old kill-joys. 
Maximum profits can spring from the depths of despair, when a stock gets 

into a position where it must either go up or the company must go out of business. 
This is where the value of The Long-Term Chart Picture comes in. Somewhere 

along the line in the past it usually can be found that when the stock was sound- 

ing the depths of despair IT STOPPED GOING DOWN. In the Avco case 
of the “Tombstone Formation” the long-term picture aided the astute trader 
in discarding the stock at the time of those 18-year peaks and buying in profitably 

when it looked like the stock was going right off the bottom of the page. 
Traders who bought Capital Airlines right smack in the midst of bankruptcy 

threats in early 1960 were able to get a quick 30% return on their money. 
OMINOUS OMENS ARE OFTEN OPPORTUNITIES. The timing has to be 
good. Capital Airlines stock was priced in line with the long-term lows and 
downside risk was not what it would appear to be on the surface. A short-term 
chart would not show the previous long-term lows or support levels and thus 
the astute trader should acquire long-term charts so he may know where those 
supports exist. In this way he can CAPITALIZE ON CATASTROPHE when 
it knocks a stock into the cocked hat of key long-term demand levels. 



THE GRAND STRATEGY OF STOCK TRADING 265 

Trading on reversals 

Points #29 and #30 which referred to upside and downside reversals in the 
Dow-Jones Industrial Average can be profitably applied to individual stocks. 
When a stock runs up sharply to a new high and closes considerably under 
it on heavy volume, the stock is a short sale candidate. Conversely, when a 
stock plummets to an important new low and closes considerably above it on 
heavy volume the stock becomes an immediate short-term buy. 

Seven Don'ts to Avoid Needless Losses 

1. Dont buy a stock having a declining short interest trend. 
2. Don't buy into a big secondary stock offering late in a bull cycle or at any 

time in a bear cycle. 
. Don't buy on split announcements. 

- Dont buy into a stock when the bullish opinion is unanimous. 
5. Dont buy a stock which has a declining 200-day moving average price 

line unless the short interest trend dictates the move. 
6. Dont buy on enthusiastic run-up until you have checked the repetitive 

characteristics of that type of run-up over the long term (Remember the 
Avco story) 

7. Dont buy a stock at the opening if it closed exceedingly strong the day 
before. 

me CO 

The Ideal Situation 

Picking the right general time to buy stocks is half the battle 

As you more closely observe the market (and that means keeping in constant 

touch with the technical indicators) you will come to quickly recognize the 
TRULY GREAT BUYING OPPORTUNITIES, the times when all the major 

indicators for a sustained market rise are IN GEAR. These times only occur 

at certain intervals but the profit opportunities are so great that the trader cannot 

afford to miss them. These are the times when even the risk in buying the 
basest “cats and dogs” is at such a minimum that it might be said that THE 

ODDS FOR PROFIT ARE IN YOUR FAVOR EVEN TO THE DEGREE 
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OF EMPLOYING THE “HATPIN” METHOD OF STOCK SELECTION. 

Obviously, everything has to be just “right” for this. WHEN IS THIS GREAT 

“RIGHT TIME? 

The ideal technical conditions for a sustained major advance 

Optimum technical conditions can be summarized as follows: 

1. Monthly short interest rising for many months reaching historical peaks. 

2. Confidence index rising for many weeks following previous sustained 

decline. 
3. Odd-lot selling running ahead of odd-lot buying. 
4, Advance-decline line rising for many weeks. 
5. Market averages breaking above a base line formation which in turn 

followed a sharp decline (rails confirming industrials). 
6. Stocks making upside penetrations of flat 200-day moving average price 

lines following previous declines. 
7. General Motors having soundly evidenced that it has bottomed out. 

When these SEVEN THINGS are occurring simultaneously, you can take 

many risks in the market you would otherwise not wish to take. These indica- 
tions were in perfect gear in the Spring of 1958 and this is why so many poor 
quality stocks could be purchased at that time for maximum profits under 
conditions of minimum risk. 

Now look at those SEVEN CONDITIONS in reverse and you have the 
technical picture as it appeared at the end of 1959: 

1. Monthly short interest declining for many months reaching long-term lows. 
2. Confidence index declining for many weeks following previous sustained 

rise. 
3. Odd-lot buying running well ahead of odd-lot selling. 
4, Advance-decline line declining for many months. 
5. Market averages making downside penetrations of key support levels which 

in turn followed a sharp rise (rails confirming industrial decline). 

6. Stocks making downside penetrations of flat 200-day moving average price 
lines following previous sustained advances. 

7. General Motors having soundly evidenced that it has topped out. 

That pattern favors the short seller but again it is the specific stock that 
counts and thus we must combine background of timing to specific stock selec- 
tion and this constitutes the GRAND STRATEGY. 
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The Grand Strategy 

The Grand Strategy of picking the right stock at the right time involves a 
checklist of all the highlights touched upon here. Two things must be rigor- 
ously inspected: (1) the technical position of the market and (2) the technical 
position of the stock. Familiarize yourself with this step-by-step technical 
inspection report. It can serve as your blueprint for greater market gains and 
fewer losses. 

Complete Technical Inspection 

STEP ONE 

DETERMINE WuicH PHASE THE Market Is IN 

Bull phase one: 

Short Interest 

Low-Priced Stocks 

Advance-Decline 

Confidence Index 

Odd-Lot Trading 

(a) 

Characteristics 

Short interest is rising but is still comparatively low by past 
performance standards. 

Poor quality low-priced stocks crop up in the daily list of 
new highs, 
Advance-Decline line is rising after previous long-term 
decline. 
Confidence Index stops declining and starts to rise week 
after week. 
Odd-lot trading shows either selling on balance or very 

little buying on balance. 
D-J Average (f) Dow-Jones Industrial Average evidences first pattern of 

rising bottoms. 
D-J Rails (g) Dow-Jones Rail Average evidences first pattern of rising 

bottoms. 
200-Day Lines (h) Key stocks are making upside penetrations of flat 200-day 

General Motors 

moving average price lines following previous declines. 
General Motors evidences pattern of rising bottoms. 

Secondaries (j) Very few secondary stock offerings. 
Stock Splits (k) Few if any stock splits. 

S & P 500 (1) Standard & Poor 500 Stock Index is outpacing the Dow- 

Jones Industrial Average on the upside. 

News (m) Market shrugs off bearish news. 

Highs-Lows (n) The number of daily new highs outnumbers the new lows 

consistently now. 
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Seat Price 

Margins 

Yields 

Interest Rate 

Mergers 

Bull phase two: 

Short Interest 

Low-Priced Stocks 

Advance-Decline 
Confidence Index 
Odd-Lot Trading 

D-J Average 
D-J Rails 

200-Day Lines 

General Motors 

Secondaries 

Stock Splits 

S & P 500 

News 

Highs-Lows 

Seat Price 

Margins 

Yields 

Interest Rate 

Mergers 

Bull phase three: 

Short Interest 

Low-Priced Stocks 
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Characteristics 

(o) New York Stock Exchange Seat price starts to rise. 

(p) It is now a few weeks or months after a cut in margin 

requirements. 

(q) Stocks are yielding more than bonds. 

(r) Interest rates are low. 
(s) Very few important mergers. 

Characteristics 
(a) The short interest has topped out and is starting to come 

down. 
(b) The low-priced “cats and dogs” have had a series of very 

sharp price run-ups and are beginning to look a little 

“toppy.-” 
(c) Advance-Decline line moving up very rapidly now. 

(d) Confidence Index races upwards toward a top. ~ 
(e) Odd-lot trading now shows public solidly on the buying 

side. 
(f) Dow-Jones Industrial Average continues to steadily rise. 

(g) Dow-Jones Rail Average continues to rise, although not at 

the commensurate pace with the industrials. 
(h) Practically all 200-day moving average price lines are rising 

with the exception of perhaps one or two groups which 

show a downturn from a peak. 
(i) General Motors moving up rapidly now. 
(j) A normal flow of secondary stock offerings are now in 

evidence. 
(k) Here and there a stock is being split. 

(1) Standard & Poor 500 Stock Index has stopped outpacing 

the Dow-Jones Industrial Average. 
(m) All the news is very bullish. 

(n) The number of daily new highs is extremely large and the 
number of daily new lows is infinitesimal. 

(0) Stock Exchange Seat Prices are moving up fast. 
(p) Margin requirements are raised. 
(q) Bonds are yielding more than stocks. 
(r) Interest rates are rising rapidly. 

(s) Mergers are increasing in number. 

Characteristics 
(a) Short interest is falling emphatically month after month. 
(b) Low-priced stocks have already topped out and the “cats 

and dogs” have already had quite a falling out. 
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Advance-Decline 

Confidence Index 

Odd-Lot Trading 
D-] Average 

D-J Rails 

200-Day Lines 

General Motors 

Secondaries 

Stock Splits 
S & P. 500 

News 

Highs-Lows 

Seat Price 

Margins 

Yields 
Interest Rate 

Mergers 

Bear phase one: 

Short Interest 

Low-Priced Stocks 

Advance-Decline 

Confidence Index 

Odd-Lot Trading 

D-] Average 

D-J Rails 

(c) 
(d) 

(e) 
(f) 
(g) 

(h) 

(i) 

(j) 

(k) 
(1) 

“~~ 
(a 

(b 
“— 

(c) 
(d) 

(e) 

(f) 

(g) 

Characteristics 
Advance-Decline line has topped out and is now declining. 
Confidence Index has topped out (usually around the 90 
level) and has registered a sharp decline. 
Very heavy on-balance buying in the odd-lot figures. 
Dow-Jones Industrial Average moving up very rapidly now. 
The Dow-Jones Rail Average has topped out and is starting 
to go counter to the industrials. 
The 200-day moving average price lines in the main are 
still rising a trifle but the stock prices are starting to recede 
toward the average lines. 

General Motors has seen the high and is now moving back 
under it. 

Secondary stock offerings in major stocks are very frequent 
now. 
Stock splits are now occurring with great frequency. 
The Dow-Jones Industrial Average is rising at a much faster 
pace than the Standard & Poor 500 Stock Index. 

The news is so bullish now that a bear in the crowd is 
looked upon as someone who is practically downright un- 
patriotic. 

Number of daily new highs well under previous peaks and 
new lows tending to build up a bit. 
Stock Exchange Seat prices tending to stabilize at high 

levels. 
Margin requirements remain at a high level. 
Bonds are now yielding much more than stocks. 
Interest rates are approaching historical peaks. 

Mergers are very frequent now. 

Characteristics 
Short interest continues to fall but at a lessened rate of re- 

duction. 
Poor quality stocks and various “cats and dogs” are now 

showing up in the daily list of new lows with great fre- 

quency. 
Advance-Decline line is now in a solid downtrend. 

Confidence Index making first rebounds after an important 

low (making advance sign for first important rally in the 

bear market). 

Continued on-balance buying in the odd-lot trading figures 

although a trifle restrained from the peak buying pace. 

First sharp declines recorded in Dow-Jones Industrial Aver- 

age following previous top. 

Sharp falling off in the Dow-Jones Rail Average. 
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200-Day Lines 

General Motors 

Secondaries 

Stock Splits 

S & P. 500 

News 

Highs-Lows 

Seat Price 

Margins 

Yields 

Interest Rate 

Mergers 

Bear phase two: 

Short Interest 

Low-Priced Stocks 

Advance-Decline 

Confidence Index 

Odd-Lot Trading 

D-J Average 

(c) 

(d) 

(e) 
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Characteristics 
The first series of important downside penetrations of 200- 
day moving average price lines commences. 

General Motors is under continuous pressure now. 
Secondary stock offerings continue to occur with great fre- 

quency. 
Stock splits are continuing to occur although just a trifle 

fewer. 

The Dow-Jones Industrial Average is falling at a faster pace 
than the Standard & Poor 500 Stock Index. 
Market turns a deaf ear on any good news and falls on bad 
news. 
The daily number of new lows consistently outnumbers the 
new highs. 

First big reductions in New York Stock Exchange Seat prices. 
Margin requirements still at high level. 

Bonds continue to yield more than stocks although the 
spread in yields has narrowed a trifle. ; 
Interest rates are turning down from their peaks. 
Mergers continue to occur but a trifle less frequently. 

Characteristics 
Short interest stops falling and rises for a very few months 
and then falls sharply as bears are brought to cover on a 
very sharp rally. The temporary discrediting of the bear 
position underscores the imminence of a fresh sustained 
market decline. 
Sporadic rallies occur in the low-priced stocks but they 
are unable to hold their gains. 
Advance-Decline line makes half-hearted attempt to make 
a turn on an abortive rally but then turns down again and 
this time declines very rapidly. 
While rally is occurring the Confidence Index has already 
turned down from temporary rebound high and is now fall- 
ing to new lows. 
Odd-lot selling on balance occurs for the first time and 
the market rallies. This carries the odd-lot trading back 
to on-balance buying and the rally ends as suddenly as it 
began. 
Various important blue chip issues refuse to give up and 
are pushed up to several new highs thus convincing many a 
bull that the bull market never ended after all. This 
strength is deceiving in the main because it covers up what 
the advance-decline line shows to be the real state of the 
market. 
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D-J Rails 

200-Day Lines 

General Motors 

Secondaries 

Stock Splits 
S & P 500 

News 

Highs-Lows 

Seat Price 

Margins 

Yields 
Interest Rate 

Mergers 

Bear phase three: 

Short Interest 

Low-Priced Stocks 

Adwance-Decline 

Confidence Index 

Odd-Lot Trading 

D-J Average 

D-J Rails 

271 

Characteristics 

(g) Rails are pushed up temporarily with the industrials in a 
sharp rally but fail to confirm industrial strength. 

(h) 200-day moving average price lines are generally declining 

(i) 

(s) 

(e ) 
(f) 

(g ~~ 

but the stock prices have attempted to rally back to those 
declining lines without the general success of majority 
upside penetrations. 

General Motors cannot rally more than a very few points 

and after the sharp general market rally it declines to a 
new bear market low. 

Secondary stock offerings have passed their peak of fre- 
quency. 
Not too many stocks are splitting now. 
Standard & Poor 500 Stock Index does not rise as fast as 
the Dow-Jones Industrial Average on rallies but declines 

now commensurately with the Dow. 
Market temporarily disregards bad news and rallies on 
TALK of recovery. News continues negative and market 
stops going up. 

New highs (for the calendar year only) temporarily out- 
number the new lows but this situation does not last. 
New York Stock Exchange seat prices temporarily stabilize 

at reduced levels. 
First cut in margin requirements (announced during sharp 

decline which follows abortive rally ). 
Bond and stock yields now just about in line. 
Interest rates ease a little more. 
Occasional mergers announced. 

Characteristics 

Short interest starts up again. 

Low-priced stocks fall to very depressed levels. This is 

followed by very slow rebounds but small gains are held. 

Advance-Decline falls to a new low and then stops going 

down. It then begins to work sideways, a base of sorts 

starting to form. 

Confidence Index declines gradually to a new low, rises a 

bit, falls back to previous low and then gradually inches a 

trifle higher. 

Extended phase of odd-lot selling on balance. 

Blue chip stocks such as DuPont driven down to new lows 

and this carries the Dow-Jones Industrial Average to a new 

low. 

Rails appear to be completely demoralized. 
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Characteristics 
200-Day Lines (h) 200-day moving average price lines still declining although 

here and there a stock has rebounded to the line. 
General Motors (i) General Motors falls to the lowest level thus far seen in 

the whole declining trend. 
Secondaries (j) Secondary stock offerings practically non-existent. 

Stock Splits (k) Hardly any stock splits recorded at all. 
S & P 500 (1) Standard & Poor 500 Stock Index makes fresh lows along 

with the Dow-Jones Industrial Average. 
News (m) News is now extremely bearish leading public to dump good 

stocks. 
Highs-Lows (n) List of new lows very large now with new highs virtually 

at zero. 

Seat Price (0) New York Stock Exchange Seat price falls to a new low. 

Margins (p) Second and more drastic cut in margin requirements. 

Yields (q) Stock yields edge ahead of bond yields and both markets 
have been declining for some time now. 

Interest Rate (r) Interest rates work still lower and bond market bottoms out. 
Mergers (s) Very few mergers announced. 

STEP Two 
Matcuinc Ricut Tyre oF Stock AND CHart To Eacu PHASE 

Bull phase one: 

The maximum profit opportunities exist in this phase if you concentrate on 
the following: 

1, Long-term decline followed by a breakout 
THE RIGHT CHARTS 2. Flat base breakout 

3. Coming off a double bottom 
4, Cyclical at historic lows 

PRICE CATEGORY Low-priced 

CAPITALIZATION Thin (the thinner the better ) 

Stocks of secondary and tertiary quality desired because 
QUALITY the correct timing has reduced the risk which would 

ordinarily be associated with stocks of that reduced 
quality. 

SHORT INTEREST Must be rising preferably 

This is the phase in which the highly speculative positions are most likely 
favored to work out for the astute trader who instantly recognizes this particular 
phase of the market. The trend which the trader must take advantage of for 
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maxium profits calls for taking the maximum risks as the market moves up from 
an important bottom. As the market moves through each bull phase the ele- 
ment of risk must be gradually reduced by increasing the quality of the stock. 

No short positions should be taken during this period 

This is the time when the trader can go generally hog wild and buy 30¢ 
Canadian stocks and watch them zoom to $1.00 and more in a few months. 
This is the time when $1 issues on the American Stock Exchange can go to 
$10 (American Beverage in 1958 and 1959). Of course a trader could buy 
a cyclical stock like Anaconda and probably catch it near a low but we are 
talking about Maximum Profits now and therefore in the first phase of a bull 
cycle attention is best concentrated on poor quality stocks which are Ready to 
Go Quickly Higher. The right timing cuts the risk. Narrowing it down to the 
maximum potential, it would pay to look for the Unbeatable Combination which 
is: 

1. Thin Stock 

2. Low-priced 
3. Rising short interest * 

4. Coming off a bottom according to any of the four chart patterns mentioned 

previously. 

Holding time (first bull phase purchases) 

In view of the fact that the low-priced speculative issues are not expected to 

generally top out until the end of the second bull phase, it would be generally 
well to hold these issues until that time. However, you are aware now of the 

short-run technical impediments to further advance and should one stock 

encounter such technical hurdles and fail to pass the test required for further 

advance, switch into another speculative position which is not encountering such 

technical hurdles. 

Bull phase two: 

The maximum profit opportunities exist in this phase if you concentrate on 

the following: 

* The rising short interest is not a definite requirement at this juncture since in many cases the short 
interest would not be expected to rise importantly until the low-priced stock has had a rather considerable 
percentage gain. 
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THE RIGHT CHARTS 

PRICE CATEGORY 

CAPITALIZATION 

QUALITY 

SHORT INTEREST 

THE GRAND STRATEGY OF STOCK TRADING 

1. Long-term decline followed by a breakout 

(ALWAYS GOOD) 

2. Flat base breakout 
(ALWAYS GOOD) 

3. Coming off a double bottom 
(ALWAYS GOOD) 

4, CYCLICAL STOCKS 
(The big feature in this phase) 

General price category for concentrating upon at this 

point is $15 to $30 price range. The low-priced specula- 

tive vehicles purchased during the first bull phase will 

be sold at the end of the second phase. 

The thinner stock always does better when the timing 

is correct. 

You will be switching into better quality cyclical stocks 
early in this phase, selling your “cats and dogs” at the 
end of the phase. 

Short interest for entire list is no longer rising which 
reflects growing general bullishness. THIS ENHANCES 
THE POSITION OF THOSE STOCKS WHERE THE 
SHORT INTEREST IS STILL RISING. Maintain the 
rising short interest characteristic as a key requirement 
for stock selection during this phase. 

This is the phase in which the greatest degree of capitalization on the bullish 
charts taken advantage of in the first phase will occur. It is important that you 
recognize the transition from the second phase to the third phase of the bull 
swing for it is at that point where you will generally take profits in the low-priced 
cats and dogs and the cyclical stocks. 

Taking short positions during this period is still not recommended. 

Bull phase three: 

THE RIGHT CHARTS 

Here you will rely heavily on high quality blue chip 
issues of a counter-cyclical nature which have not made 
downside moves threatening their rising 200-day moving 
average price lines. You will have switched out of 
cyclical capital goods stocks and into things such as 
American Tobacco, American Telephone, General Foods, 

Proctor & Gamble, Sears Roebuck, Woolworth, etc. Any 

counter-cyclical equity in a rising trend is a candidate 
for profits in this phase. 



THE GRAND STRATEGY OF STOCK TRADING 275 

It will be much more difficult to find charts picturing 
long-term declines followed by a breakout and flat base 
breakouts at this juncture. Most of them will have 
already been capitalized upon with the extreme bullish- 
ness of the early phase now greatly diminished. 

Best buys in this phase will be found in a wider range, 
say from $30 to $100. If a real low-priced stock has not 

PRICE CATEGORY moved up by now, chances are it is not going to and thus 
buying will be centered on stocks “on the move.” 

Here it is difficult to achieve the combination of a high 
quality blue chip stock and a thin capitalization. Thin- 
ness can be generally discarded as a key requirement 
for maximum profits at this juncture. Wherever possible, 

CAPITALIZATION however, lean in the direction of the smaller capitaliza- 
tion among the various blue chip situations which show 
themselves to be technically attractive. (The stock must 
pass inspection on all major technical counts: chart posi- 
tion, 200-day moving average price line position, short 
interest trend, etc. ) 

This phase requires maximum attention on quality. 
Wherever it is possible to move into a stock showing a 

QUALITY growth trend of rising earnings and dividends then this 

should be done providing the stock checks out techni- 
cally. (First requirements ALWAYS are the technical) 

Short interest is generally falling now at the maximum 
rate of decline as public waxes exceedingly bullish. 

Continue to avoid stocks with falling short interest trends. 
At the end of this period you should only be in the best 
quality issues supported by the full insurance of techni- 
cal attractiveness. (e.g. In December 1959 this writer 
strongly recommended American Telephone at 76 at the 

SHORT INTEREST same time a sweeping plea was made to liquidate all 
cyclical stocks such as steels, motors, oils, papers, ma- 

chine tools, agricultural equipments, etc. American Tele- 

phone had already been declining for some months after 
the 1959 split (post-split decline) and had reached a 
triple bottom at 76 backed up by a rising short interest. 
This implied that the stock would base out at the triple 
bottom. The stock subsequently rose 20 points right in 
the face of the 86-point January-March 1960 decline) 

As the third bull phase comes to an end you have now adopted a selective 
policy with standards only a very few stocks can meet. Only the STRONGEST 

TECHNICAL FEATURES OF STRENGTH WILL BE TOLERATED. You 
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are not fooled a bit by grandiose earnings estimates if the stock does not measure 
up technically. You have been out of cats and dogs for some time now, have 
sold all cyclical stocks and are now only in a few blue chips which have met 
the rigorous technical standards you require. 

During this phase you have permitted yourself to take a few selected short 
positions in stocks which have turned their 200-day moving average price lines 
down or which have demonstrated sharply falling short interest trends. 

Bear phase one: 

THE RIGHT CHARTS 

PRICE CATEGORY 

CAPITALIZATION 

QUALITY 

Most of the charts will now demonstrate short selling 
opportunities. If you do not care to indulge in short 
selling you will have to maintain long positions only in 
stocks remaining above their respective 200-day moving 
average price lines. You will have to watch for upside 

penetrations and bullish reversals scored by stocks hav- 
ing been the first to decline during the third bull phase. 

Short selling opportunities will be best in the highest 
price categories, $50 to $100 a share and higher. Buying 
opportunities can still be looked for among high-priced 
blue chips with rising 200-day moving average price 
lines but you are permitted to also go long on SPECIAL 
SITUATION low-priced stocks where the technical as- 

pects are the BEST. This is on the theory that the unin- 

formed trader has already taken some big round-lot 
losses and is now indulging in ODD-LOT SHORTING. 
This tends to strengthen segments of the low-priced stock 
groups. This usually coincides with the timing for the 
first rally in the bear market. One of the signs is a 
sharp rise in odd-lot short selling. This, of course, all 

occurs after the SHARP INITIAL DROP WHICH 
CAUGHT THE PUBLIC UNAWARE. 

Larger capitalizations are required for reduced risk short 
selling. NEVER SHORT A THIN STOCK. With the 
exception of the larger capitalized blue chips you are 
still holding (those above their 200-day moving average 
price lines) you may revert to the thin issue require- 
ment on the few SPECIAL SITUATION buys dictated 
by the most bullish technical characteristics, 

Quality cyclical stocks are being shorted and quality blue 
chips are being held where technically warranted. It 
should be a requirement here that something of a quality 
nature support the choice of a special situation buy. 
Either the stock is about to “change its spots” and adopt 
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SHORT INTEREST 

some quality (e.g. American Motors, Underwood, etc.) 
or it has shown a surprisingly good record of earnings and 
dividends (e.g.—United Whelan). The astute trader 
must never lose sight of the fact that the primary trend 
of the market is now down and odds now favor more 
minus signs than plus signs. Timing favors the downside 
and thus the astute trader cannot afford to get locked 
into anything without first having the key of quality to 
unlock himself, 

Continue policy of shorting stocks with sharpest short 
interest declines and buying those with the most decided 
rising short interest trends. Remember, other technical 
indications for the stock must be IN GEAR at all times. 
You cannot rely completely on the trend of the short 
interest if other technical indicators for the stock do not 
AGREE. 

Buying is more the exception during this phase than the rule. Extreme cau- 
tion and selectivity is required. 

Bear phase two: 

THE RIGHT CHARTS 

PRICE CATEGORY 

CAPITALIZATION 

More blue chips are going to turn down in this phase 
including many of those which refused to go down in the 
first bear phase. Close attention again must be paid to 
200-day line penetrations. The early dippers which 
temporarily recovered during the first bear phase will be 
again under downside pressure here. It will be difficult 
for even the best looking stocks to buck the trend of the 
market during this phase. 

Higher-priced issues are being cut down fast at this 
point, the higher the price the more vulnerable the stock. 
Short-selling is the main activity at this point and the 
highest priced stocks are the targets. 

The trend of the market is so strong on the downside that 
all types of capitalizations are under almost equal pres- 
sure. The astute trader must look for the quick oppor- 
tunity to switch to a thin issue on all intermittent rallies, 

such rallies necessary in order to demoralize the amateur 
short-sellers. In 2 bear market all segments are de- 
moralized at one time or another and the only way the 

amateur short-seller can be demoralized is with a rally. 

The trader will watch for all the rally signals (day-to-day 
points, Confidence Index, short interest, odd-lots, etc. ). 
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QUALITY 

SHORT INTEREST 
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Quality is little help to the buyer here in the main but 

best quality is a must on any long position. Poor quality 

stocks will be mercilessly carried lower in this phase. 

It is vitally important to buy into only the stocks carrying 
the heaviest short positions inasmuch as the rally which 
drives the shorts to cover will benefit those stocks the 
most. BE SURE TO AGAIN COMBINE THIS RE- 
QUIREMENT WITH THE SMALLEST COMPARA- 
TIVE CAPITALIZATIONS. 

This phase requires most of the trading activity on the short side of the market. 

Astute traders will make the fastest money by correctly anticipating a major 

bear market rally, this type of rally being the sharpest type. 

Bear phase three: 

THE RIGHT CHARTS 

PRICE CATEGORY 

CAPITALIZATION 

QUALITY 

This phase of the market includes the poorest type of 
selling, the dumping of good securities by an overbearish 

public. Blue chip securities will be under great and 
final pressure but many issues of lesser quality will be 
utterly oversold and thus the astute trader will be pick- 

ing up some growth stocks at big discounts. Look for 
interesting W formations and double bottoms. 

Anything bought here must be very low in price but noth- 
ing approximating the 30¢ speculative junk which is 
safely bought in the first phase of a bull swing. What 
astute traders like to buy here are oversold cyclical stocks 
like General Motors, Chrysler, U.S. Steel, Bethlehem 
Steel, Standard Oil of New Jersey, etc. in a bear market 
price bracket of $20 to $35 a share. The smart trader is 
ready to take any good stock the public throws at him in 
a panic wave. He feels that the quick profits which 
would accrue from these oversold cyclicals can be fun- 
nelled into more speculative issues in the coming first 
phase of a bull swing. 

It is not so necessary now to think in terms of the small 
capitalizations. There will be too many good quality 
cyclicals driven down to bargain shelf levels which de- 
mand trader buying. Time enough to think of small 
capitalizations in the first phase of the next bull swing. 

Quality stocks will be driven down to such low levels 
compared with their previous bull market highs that it 
behooves the astute trader to only concentrate on picking 
up the oversold blue chips. 
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Short interests are starting to rise again and this remains 
SHORT INTEREST an important requirement when picking up the depressed 

blue chips. 

While an astute trader finds that he can only be selectively bullish during the 
third phase of a bull swing, so then does he find that he can only be selectively 
bearish during the third phase of a bear swing. No short positions are taken 
now. 

There are always existing tendencies for overlapping characteristics from one 
market phase to the next. The dividing lines are never so distinct that a trader 
can divorce himself entirely from some of the trading tactics successfully em- 
ployed in the previous phase. The degree of discretion is dictated by the 
technical conclusions drawn. 

Last Progress Report 

The final strategy for the acquisition of maximum profits involves your 

MEMORY, the memory of market principles. Constant review sharpens the 

perception of the various market signposts of timing. 
Before buying a stock, answer this 5-minute quiz: 

Tue Five Minute Quiz Berore Buyinc A Stock 

1. Have you thoroughly determined which phase the market is in? 

(See Pages 267 to 272) 

2. Is this the best type of stock for this particular phase of the market? 

(See Pages 272 to 279) 

3. Have you checked the short position in the stock? 
(See Pages 230 to 236) 

4. Are you buying this stock because of a news announcement? 

(See Pages 167 and 190) 

5. On a day-to-day basis, is the market set to go up or down? 

(See Pages 13 to 100) 

6. Did the market tell you to buy this stock or did somebody else? 

(See Page 5) 

7. Are you buying this stock because of attractively high estimated earnings? 

(See Pages 231 and 232) 

8. Are you buying part of a secondary offering? 

(See Pages 134 to 137) 
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9, Are you buying on a split announcement? 
(See Pages 137 to 139) 

10. Are you buying the stock merely because it is depressed? 
(See Pages 199 to 204) 

The employment of the FIVE MINUTE TEST before each transaction is 
designed to maximize profits and minimize losses. You cannot walk blindly 

into a trap if you have run through the full gamut of technical indicators and 
arrived at the only verdict possible—either a buy recommendation or a sell 

recommendation as the case may be. 

By now you should be thoroughly aware of the chief attributes of a techni- 
cally strong stock. You should know where to look for the necessary technical 

information. You must be able to capitalize on each phase of the market by 

adhering to those stocks with the best type of chart patterns for that market 

phase. This you can now do. In time it will become second nature for you 

to naturally gravitate to the right stocks at the right time for you will auto- 

matically know what you are looking for. FIRST KNOWLEDGE COM- 
MANDS THE MAXIMUM PROFITS. 
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tight, 157 

Months, pivot, 184, 185, 186, 188, 189 
Morgan, J. P., 8 
Most active stocks: 

daily table, 15 
key market indicators, 15 

Mutual funds, 180 
forced selling, 206-207 

Name of company, change in, affects action of 
stock, 206 

N 

New Highs and lows: 
key market indicators, 17 
list of, 15, 17 

New York Central, 198 
New York money market, 117 
New York Stock Exchange, price of seat, 146 

New York Stock Market, 117 

New York Times, The, Daily average of 50 Com- 

bined Stocks, 16-17 
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News: 
effect of international, 205 
effect on market, 264 
bell indicator, 199 
decline in bull market, on good news, 205 
effect of no news on stock movements, 190- 

191 
effect on short selling, 178-179 
first stage of bear market, 224 
role in stock accumulation and distribution, 

167 

unpredictable disturbances caused by, 211 
weighing bad, 209 

News reflections: 
market indicators, 18, 26, 68-69, 74-76 
Points 40-41, 18, 68-69, 74-76 

Newspapers: 
understanding the financial section, 13-18 

market averages, 13-14 
Newton, Isaac, 217 

1929 . . . Stock market crash 
forced selling, 206 
majority opinion, 119-121 

newspaper's advice, 6 
1932, bottom of bull market, 6 
1937 decline: 

business failures, 117 
Confidence Index and majority opinion, 116- 

118 
Confidence Index foreshadowed, 103-104 
construction contracts, 118—119 
gross and net earnings of U. S. railroads, 117- 

118 

New York money market, 117 
New York Stock Market, 117 
1946 market peak: 

action of depressed stocks, 200-204. 
Confidence Index foreshadowed, 105-106 

1957 decline: 
Confidence Index foreshadowed, 106, 107 

1957-59 bull upswing, three phases of, 223 
1958, November market break: 

advance-decline line, 127 
1958-59 upswing: 

Confidence Index predicted, 107-110 
Dow-Jones Industrial Average, 126-127 
shown by Advance decline line, 126-127 

1959-60 decline: 
advisory services on, 119 
capital goods booms, 164 
Confidence Index predicted, 110—112 
Dow-Jones Industrial Average, 121-122 
Dow Theory signals, 197 
secondary offerings, 185-136 
steel strike settlement, 164—166 

November, historical market facts, 189 

INDEX 

O 

October, historical market facts, 188-189 
Odd-lot transactions: 

danger of over-reliance on, 77 
decreased buying, 77-81 
given in Most active stocks, 15 
increased buying, 76-77 
market indicator, 15, 27, 76-81 
myth of the “second public,” 81 
selling climax and, 195 

Out-of-Town Exchanges, 18-19 
key market indicators, 19 

Overdueness, 194 
market indicators, 14, 24, 52-53 
Points 19—20, 14, 52-53 

P 

Pacific Coast Stock Exchange prices, 18-19 
Philosophy of the market, 161-169 
Pitfalls, ten of the commonest, 2 
Pivot months, 184, 185, 186, 188, 189 
Plurality: 

advance-decline line, 125-131 
market indicators, 15, 23, 27-33 
Points 1-4, 15, 23 

Points, 1-85 

bearish points in order of impact, 97 
bullish points in order of impact, 96-97 
even numbers are bullish, 22 
indicators designated as, 18 
progress report, 98—100 
should be considered in combinations, 98 
uneven numbers are bearish, 22 
weighting of each, 94-98 

Preferred stocks, 225 
Presidential Election year markets, 152-153, 

166, 188 
Prices, stock: 

motivations affecting, 209 
supply and demand move, 9 

Profits 

maximized, 211 
Psychology, crowd, 121 

stock trading and, 215 
Profit-taking: 

in a bull market, 194 
July, 187 

by shortsellers, 194 
Profits: 

knowledge commands the maximum, 280 
Public: 

actions are usually wrong, 5-6, 213 
blindness of, 212 
Confidence Index and majority opinion, 116 
distrusting action of, 191 



INDEX 

Public (Cont.): 
fallacies in majority opinion, 160 
myth of the “second public,” 81, 213 
swings to extremes, 10 

Q 

Quarterly reporting cycle, 139-140 
first quarter report, 185 
second quarter reports, 186 
Ath quarter reports, 183, 187-188 

R 

Rails, topping out of, 188-189 
Rallies: 

bear market, 194, 224-225 
second phase of bear market, 224-225 
short-covering, 194 
summer, 187, 188 
technical, 197 
year-end, 189 

Rebounds: 
advance-decline line, 129 
technical, 81-82 

Rebounds and declines: 
market indicator, 14, 27, 81-83 
Points 52-53, 14, 81-83 

Resistance, selling below, 261-262 
“Return of Capital” concept, 191-192 
Reversals: 

market indicators, 14, 25, 52-53, 60-63 
Points, 29-30, 14, 52-53, 60-63 
trading on, 265 

Ripples, Dow Theory, 3 
Risks, stops to limit, 170-171 
Rule of five, 262-263 

S 

Seasonal changes in the stock market, 7, 182-189 
Secondary offerings, 134-136 

early in a bull market, 137 
indicate weakness of the market, 213-214 
prior to 1960 decline, 135-136 
reasons for, 134-136 
short sales and, 136 
timing of, 136-137 

“Second public,” 213 

Selecting stock, timing plus good stocks, 210 

Selling against the box, 145 

Selling climax, 195 
Selling stock: 

below resistance, 261-262 

forced, 206-207 
indicators, 136 

reading stock price charts, 214-216 
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Selling stock (Cont.): 
at the % fraction, 262 
signals, 171 
in a supply area, 215 
time for, 7, 227-228 
when stop orders are removed, 199 

September, historical market facts, 188 
Short-covering rally, 194 
Short interest ratio, 141-146 

Confidence Index and, 106-107 
market upswings and downturns, 143-144 
volume of trading and, 141-142 

Short interest trend: 
announced once a month, 281 
bear phase one, 277 
bear phase three, 225 
falling interest is bearish, 230 
immediate practical use, 233 
more important than earnings, 231 
new technique, 231 
rising interest is bullish, 230 
rules, 236 
specific applications, 233-236 
trading and, 230-236 
200-day line analysis combined with, 253-258 

Shorts against the box, 145 
Short sales: 

difficulty in making, 182 
secondary offerings signalled by, 136 

Shortsellers, 1 
profit-taking by, 194 

Short selling: 
bull phase one, 273 
chart formations, 225-227 

cyclical at historic highs, 226 
decay, 226 
declining from a double top, 226 
flat top failure, 226 
long-term advance followed by a major re- 

versal, 226 
M pattern, 226 

effect of news on, 178-179 
first stage of bear market, 224 
opportunities, 194, 274 
rules for, 175-181 
stop orders, 179 
on strike news, 178-179 
weak stocks, 179 

Short-term picture individual stocks, 229-230 

Short trader, 8 
Six-month capital gain indicator, 148-149 

Smart money: 

Confidence Index traces flow of, 102 

holiday market sessions, 198 
secondary offerings and, 134-136 

Social Security taxes, effect on stock market, 

205-206 
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Special influence moves, 189-190 
Special situations, 189-190, 276 

Speculation: 
gambling differs from, 220 
qualifications, 210-211 

Split announcements, 137-139 
holding stock after, 213-214 

Standard & Poor 500 Stocks, 44, 45-49 

disparity between Dow-Jones Industrial Aver- 
age and, 20, 45, 132-134 

Steel strike settlement, 164-166 
Stock splits, 137-139 

bearish sign, 1389 
coincide with price peaks, 138 
disguises extent of price climb, 138 
in Dow-Jones stocks, 139 
to afford wider distribution, 138 

Stocks: 
acting very strong, 206 
“behind the market,” 199-200 
bond-stock yield ratio, 148 
for bull market purchases, 273-276 
developing a green thumb for, 7 
London Stock Exchange, 207—209 
weak (see Weak stocks) 

Stop sell orders: 
to limit risks, 170-171 
removing, 199 
for short selling, 179 

Strength of stocks, 206 
Strike news, short selling on, 178-179 
Strikes, intermediate indicator, 149-150 
Supply area, 215 
Support area, buying above, 261-262 

a 

Technical approach, maximum profits result of, 
10-11 

Technical correction, definition, 10 
Technical position of market, 162 
Thin stocks: 

capitalization, 260-261 
profits in, 260 
short selling, 276 

3-Day Rule, The: 
market indicator, 14, 25, 65-66 
Points 34—35, 14, 65-66 

Timing: 
Confidence Index and, 102-103 
correct timing minimizes risk, 212 
developing a green thumb for stocks, 7 
importance of, 2, 192 
knowledge of business cycles, 154 
no perfect system, 4 
recognizing opportunities, 265-266 
of secondary offerings, 136-137 

INDEX 

Timing (Cont.): 
selecting good stocks and, 210 
selecting right time to buy, 100 

use of technical market indicators, 9, 192 

Tips, disadvantage of, 171 

Tombstone formation, chart patterns, 229-230 

Top of the market: 
April 1956, 121 
avoid guessing at, 215, 262 
Dow-Jones Industrial Average, 127-128 
intermediate, 33 
July 1957, 121 
pattern, 42 
signalled by advance-decline line, 127-128 
typical bull market order of strength rotation, 

153 
Total indicator concept, 4, 124 
Traders and trading: 

effect of Gresham’s Law on, 205 
avoid discussing holdings with others, 171 
calendar for, 182-189 
grand strategy of, 210-280 
ideal technical conditions for a sustained ma- 

jor advance, 266 
on-balance results, 211 
one-way trader, 8 
reading stock price charts, 214-216 
round-trip trader, 8 
short, 8 
short interest trend and, 230-236 
stops to limit risk, 170-171 
technical approach offers maximum profits, 

10-11 
technical inspection of stocks daily, 214 
three major mistakes, 212-213 
tombstone formation, 229-230 
understanding daily market, 98 
versus investing, 8 

Treasury refundings, 150-152 
Trends, forecasting, 10 (see also Forecasting 

trends) 
True level of the market: 

market indicator, 14, 26, 71-72 
Points, 44—45, 14, 71-72 

200-day moving average price line, 136, 237— 
238 

automobile share, 258-260 
eight basic ways of trading, 237-238 
final phases of the bull swing, 222-223 
illustrative examples, 238-258 
middle phase of the bull swing, 222-223 
short interest trend combined with, 253-258 

U 

Underwood, 237 
U.S. Steel, 231, 256-258 

as a market forecaster, 174 
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Unpopular stocks, buying, 263 Ww 
Upside resistance, 217 

Utilities, 225 W pattern, stock charts, 217 

V Weak stocks, fallacy of buying late in bull mar- 
: ket, 199-204 

Volume of trading: ; 
daily figures, 16-17 eae 10 hoa 
oe eighting indicators: 

Parker sadicaterse16, 25, 56-62 bullish points in order of impact, 96-97 
: market indicators, 24, 94-98 

leaner oie ca a os 6-62 World’s Fair cycle and the market, 169 

key market indicators, 16 
light: 

market indicators, 16, 25, 58-56 
Points 21-24, 16, 53-56 

“Most Active Stocks,” 15 Year-end rallies, 189 
New York Times Daily Average of 50 Com- | Yields: 

bined stocks, 16-17 averaging, 192 
quality of market leadership, 156-157 “Return of Capital” concept, 191-192 
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