TECHNICAL COMMENT
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Near—- term: Bullish
Intermediate-term: Bullish
Long-term: Bullish

- I think that the market has entered a phase of consolidatiom and correctiom, but

still feel that this phase will not be severe enough to justify bearishmess on
even @ near-term basis. While blue chips have begun to perform better, I believe
that the glamour area of the market will continue to show superior performance
until 1) the major uptrend line im the senfor glamour average is brokem and 2)
the market passes its speculative activity peak.

gt
I. The glamour average (180.28) continues in its orderly upchannel from
. ghe Octodber lows. The uptrend line is mow 1725, while the top of the
channel is 191-192. 1In a previous comment, I listed the reasoms why
I thought that this average would hold in the 174-175 area for verisee
peaasas (uptrend lime, support, 502 retracement of zally), and I still
-~, think that these reasons are valid. I do not think the glamour average
48 in any danger until the major uptrend line is wviolated.

IX. The Dow Jones Industrials shot out of its trading ramge last week, but
has now reached the top of its chammel, which is now in the 877-885 area.
1 think that a reaction from this area is quite norwal; ‘eved if the DJI
should later penmetrxate the top of its channel and accellerate its rate
of gain. Support is nov indicated im the 850-860 area. The Standard &
Poor's Composite average isstill acting better tham the Dow.

III. Merrill Lynch figures turmed less bullish following the proposal to
restore the 7% investment tax credit:

a) Margin accounte have reached a rate of buying equal to that of
previous winor peaks.

b) Cash accounts are still heavy sellers, although they are now
swinging slowly toward the buy side.

c) Institutiomal activity is now about evem on balance; this
usually occuxrs at mimor peaks,

d) Shoxrt sciling on balance continues at a moderate pace; it is
less than a week or so ago, but mormally shows light covering
at wminor gops.

One of the prime areas of technical strenmgth in recent weeks has been
the tendency of these sets of figures to swing rapidly to the favorable
side on reactions, Since these figures are now in a less favorable
position, they should again begim to move to bullish positions before
the current correction is completed.

IV. 0dd lot figures are also somevhat less conmstructive than in recent weeks.
The ten day buy-sell ratio has been moving slightly towards the buy side
for over a week, which is unfavorable, although the daily ratios have
been moving back to the heavy selling azea recently. The ten day ratio
should begin moving back to the sell side as well to turn favorable.
0Odd-lot short selling has diminished to the lowest levels of the year,

_ and has not increased significantly on recent reactions, which is also un-

favorable,
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Breadth figures were poor last Wednesday and Thursday for the first
time this yeawr. However, they turned ncutral Friday and Monday, and
a favorable disparity ocecurred yesterday, so mo bearish disparities
have built up.

Speculative activity reamsins above normal but below pyevious major
peak levels, Soxze speculative stocks have turned.dnd & few have
broken down from tope (Siliecom Tramsistor, Tool Reseaxch), which

is a sign of exacke appesrimg im the speculative structure of the
market, but overall activity remaims at about the same levels as im
recent weecks,

Halt Deemer
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Outlook
Negr~term: 3earish
Long—-term: Bearish

The present minor recovery move, ia @y opinion, 1s rno stranger --
snd perhaps is wesnker —- than the previcas ¢wo wmoves within the last
four weeks. Accordingly, I do not believe thar it will carry signifi-~
cantly above pregent levels. As ewxplainzd below the lonp-term indicators
are 8%il) some distance fron becoming favorable at this time.

Almost all long-term technfcasl {ddicators sve scill unfavorable;
furthermore, most will require at least seversl months to turn bullish.

i. The short iluterest vaiie rose to 2.17 last mom:ik. whicn
is very favorable. However, since the ratic was 1.96 last September,
and was therefore favorablejthe top of the market's rally from the
19646 lovs, I think that it must be discounted somewhat at prosent,

2. Mugual fund cash positions juwmped to A.2%7 last monzh, an
increase of 1.9% from the previous month. This iadicator is now
quite Hullish. Its zli-time peak was S.77 in October 1964.

3. Maxgin debt has dropped omly $200 million or sc during the
presen? decline; 4t normally drops $500 million or meve by the end
cf z wmajor decline.

4, Low-priced stock averagse drop a winimum of 28% during a
major decline; so far they are down only half chat amount.

5. The Federnl Reserve 13 tightening money severely at pre-
gsert; ususlly they begin to ease momey Before & major bottom.. This
iz alzo why the boud market normelly turns up before the stock market.

6. The market has not vet reached an oversold cordition of
ngjor impertance. (as measured by the 25 week vscillator).

7. The Amexz/NYSE volume ratlo has decifned to 33%, but veaches
the 20-257% ares at major botiows.
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8. vVolume, accordipy o Stan Berge's Lowg teem anslysis,
should fall to 67 wilkifon ehyves/day for st least a month to
become bullish,

9. Year-to-year chepges la both NYSE wolume and the DJI
hava not yet dropped te a hullish posftiom, and prebably can not
until September. '

Other indicators continue o be wmixed on balance:

1. Merrill Lynch ¢rading figures have fmproved a little:
especially duripng the last few days: ’

a) Margin accounts (speculators) are now neutral after
several weeks of buying: however, they are normally heavy sellers
at 2 significant bottom.

b) Institutions are gradually reducing their buying
from the heavy pace of a fow weeks ago.

c) Cash sccounts (public) are also gradually reducing
their buying. '

d) Pinally, short selling has begun to increase again
during the past few days, although it is still well below the levels
seen at significani bottoms.

2. The odd-let buy-mell ratio has been svinging towards the
gell zide during the past few days, which i8 noermal action. 0dd
lot short selling has rewmaisned fafirly heavy.

3. Lowry's figuves indicate very little strength during the
present sinor rally: during the last four days both Buylnpg Power
and Selling Pressure have dropped one point.

4. Net borrowed reserves rose again last weekto $410 milition
from $327 million, which contiauas the sharp sving toward credit
restraint during the last two menths. This suggests to me that
the Fed is pew putting the screws on tight, and that reprecussions
cannot hepp but be felt iz the bond and stock wmarkets.

5. Intercst eate-reloted indexes are still mixed: wutility
ztocks and the Dow-Jomes 40 bond aversge have dropped to their laie

-1967 lowe; U.S. Covernmont bownds ave holding after a shaxp rally

from thalzr lows, amd imcoms rnil bomds are still comsolidating
afeer breckiag out of a bhasa. This indenos shouwld be the firse to
rafleoct the current Fedexal Reserve nowves. )




6. The Londom Pimancial Tises asvawagas broke :hrough fat
new all-time high ground this wveek.

7. H.A. Bhapilro’s bank stock average has ncw pulled ba t to
its iwportant upside brealsout point, and is thus c¢a strong sirport
BOW . :

8. The ten-dsy NYSE advance-~-decline oscillator has atill
falled to rise above 4450, which indicates a complete lack ' any
significant upside momentum on even a minor basis.

9, The difference between 25 week advances end declines is
aow 3700, which is still well below the 8400 level of Oc:iorer 1966.

10. The average price of the 18 wost active RYSE rt:cks is s
otill about $45: this iz only slightly favorable.

1i. Our glamour stock averages rallied back to th:ir Marc
38th highs this week. At the same time our conglomera:. average

was oble to get only halfway back, and this seetor of :1e market
continues very weak technically.

Walt Deen:r
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