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FORWARD

The basic principles of *‘How to Use the Three-Point Reversal Method of Point & Figure Stock Market Trad-
ing'’ were first published in 1947 under the title ‘‘Stock Market Timing.'' When the Chartcraft Weekly Service
was started in 1948, the name of the book was changed to ‘‘The Chartcraft Method of Point & Figure Trading. "'’
In August 1978, we published the sixth revised edition of this book which included revised chapters dealing with
the Dow-Jones Industrial Average, Over-The-Counter Stocks, and Technical Indicators. In March 1980, the
Seventh edition was published containing a revised chapter on Option Trading.

This is the eighth revised edition. It contains revised sections on Price Objective, Relative Strength, Tech-
nical Indicators, Options, and Commodities.

Although future editions are constantly in the planning, the basic principles remain the same.

Special acknowledgment is made to Professor Robert Earl Davis of Purdue University. He was kind enough
to let us read his lengthy manuscript, *‘Profit and Probability—Technical Analysis of the Price Fluctuations of
Common Stocks, '’ and has permitted us to use his figures on the profit potential of the various trading formations
contained in this book. All the formations were programmed for an IBM 7094 computer and the results were
obtained on the basis of trading from buy signal to sell signal, and sell signal to buy signal, with trend lines taken
into account.

A. W. Cohen
July 1982
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INTRODUCTION - THE TWO APPROACHES

The problem of the purchase of stock in any particular company canbe approached
in either of two ways. One way is to pose the problem as: ""'Should I buy the stock of
the XYZ Company?'' The other is to pose the problem as: "When shall I buy the stock
of the XYZ Company?"

The person who asks the question "Should I?" is taking the fundamental approach
to the stock market analysis. The person who asks the question "When shall 1?" is
taking the technical approach to stock market analysis.

The fundamental analyst concerns himself with financial statements, history,
quality of management, earnings, dividends, popularity of products, relative position
in the industry,. etc.

The technical analyst concerns himself with supply and demand, accumulation
and distribution. Practically all stocks have substantial moves at one time or another.
Fluctuation in price is as true of a ''blue chip' as of a "cat and dog. '"" No stock goes up
in price of its own accord. Before a stock goes up it goes through a period of accumu-
lation by "insiders, ' it is passing from "weak hands" into "strong hands'' until demand
is greater than supply and the upward move is on its way. Before a stock drops in price,
it goes through a period of distribution by the same "insiders.' It is passing from
"strong hands" into ""weak hands." When support is withdrawn, supply overcomes
demand and the panicky downward move is on. The technical analyst is concerned with
the right time to buy and the right time to sell short. He attempts to determine the
moment when either supply or demand has taken control of the situation. He is an
"outsider' making use of various techniques to determine what the "insiders'' are doing.

When should a stock be bought? The broad answer to this question is that a
stock should be bought only when (1) the general market is in an uptrend, (2) the industry
group of which it is a member isin an uptrend, and (3) the stock itself is in an uptrend.
Uptrend, as used herein, refers to price - the price of a market average, the price of
the industry group index, the price of the stock. It does not refer to earnings, cash
flow, growth, etc.; such factors may answer the question what to buy but never the
question when to buy.

When should a stock be sold short? The broad answer to this question is that
a stock should be sold short only when (1) the general market is in a downtrend, (2)the
industry group of which it is a member is in a downtrend, and (3) the stock itself is
in a downtrend. The trader or investor who does not like the short side of the market
should at least be out of stocks in such a situation. Here again, downtrend refersonly
to .price and nothing else,

The tools used by the technical analyst in making such determinations are
primarily charts - charts of a particular stock, charts of an industry group, charts of
a market Average or Index. There are three types of charts: line, bar, and Point and
Figure. This book is devoted to Point and Figure charting and interpretation. It is
the oldest form of charting used in the stock market, it is indigenous to and grew out
of the stock market, and once mastered and understood it is also the simplest and
clearest method of determining the right time to buy and the right time to sell. The
Point and Figure chart shouts where other charts merely stutter. )
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SECTION ONE

THE POINT AND FIGURE CHART AND ITS CONSTRUCTION
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In Figure # 1, we have a Point and Figure chart "under the aspect of eternity, "
By this, we mean that both vertical and horizontal coordinates are based on price
changes., In the usual line or bar chart, the vertical coordinate is based on price and
the horizontal coordinate is based on time (day, week, or month), This is not the case
in a Point and Figure chart, Chronology has no significance in it, The only thing it
concerns itself with is a stock's price changes independent of the time in which these
changes take place. The chart patterns that this chart develops are independent of the
time it takes for their coming into being, whether it is a matter of days, weeks, months,
or years., Their significance for the future remains the same,

Although we will include chronological data in the body of the Point and Figure
chart, as will be seen in the ensuing pages, this will. be done merely to establish a
frame of reference, :




THE POINT AND FIGURE CHART
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Figure # 2 is a reproduction of a Point and Figure chart of Bucyrus-Erie. Let
us examine it closely and learn how it is constructed.

Each square (not line) on the chart represents a unit of price.
Under 20, each square stands for 3-point or one-half dollar.
From 20 to 100, each square stands for 1-point or one dollar.
When the price of a stock is going up, we use Xs to indicate the price changes.
When the price of a stock is going down, we use Os to indicate the price changes.
Vertical columns of Xs and Os alternate. We move one column to the right
each time there is a change in direction - from up to down or from down to up. Xs and
0s never appear in the same column. Each column represents either an upmove or a

downmove, it cannot represent both. (Daily highs and lows are used for determining
upmoves and downmoves and not closing prices).

-8-




In no vertical column are there ever less than 3 squares of Xs or 3 squares of 0s.
This means that in order to record a change in direction from an upmove to a downmove,
or vice versa, there must first be a price change equal to at least 3 squares.

Over 20, therefore, a price change of 3 points or three dollars would be necessary
for a trend reversal. If the price of a stock has gone up to 50, it must go down to 47
before we can record the 0s in the next vertical column,

Under 20, a reversal of 1-1 points or one-and-one-half dollars would be neces-
sary. If the price of a stock has gone down to 14, it must go up to 15-% before we can
record the Xs in the next vertital column,

At the borderline of 20; 3 squares may represent only 2 or 2-3 points, but a
reversal occupying 3 squares is always necessary.

In the same trend, however, each point or 3-point is added as the stock continues
on its way up or down.

Over the 20 price square, we have no fractions at all on our chart. If a stock has
gone up from 32 to 39-7/8, the highest X in our column will be in the 39 square, Ifa
stock has gone down from 57 to 43-1/8 the lowest 0 in our column will be in the 44th
square (it never made an even 43),

Under the 20 price square, the only fractions we have are in 1-point units. If a
stock has gone up from 10-3 to 13-7/8, the highest X will be in the 13- square; and
if it has gone down from 16 to 13-5/8, the lowest 0 will be in the 14 square (it never
made an even 13-3).,

Over 100, each square should represent 2 points or two dollars., The 3 squares
necessary for a trend reversal will therefore stand for 6 points or six dollars except,
of course, at the borderline of 100,

It is very important to indicate that a Point and Figure chart is a one-dimen-
sional chart. In the usual stock market chart, whether bar or line, the vertical axis
represents price and the horizontal axis records time. In the Point and Figure chart
both the vertical and horizontal axis record price. The chronological data that it
may contain is of no importance either to its construction or interpretation. It is used
‘ only as a matter of convenience, In the chart of Bucyrus-Erie, we have indicated the
passage of time by the numerals 1 to 12 (1 representing January, 2 representing
February, etc.). The appropriate numeral has been substituted for an X or an 0 the
first time a price change is entered in a new month, When this coincides with a 3-box
price reversal, the numeral is entered in the third square up or down as the case
may be, Years are indicated at the foot of the chart, If all this chronological data
were omitted, the chart would be just as valid., The Point and Figure chart is indig-
enous to the stock market; it was used to graphically record price changes, perhaps
as far back as the 1880s. It is the oldest type of chart used in stock market trading,

The Point and Figure chart, as we have constructed it, because of the 3-box
reversal necessary for a change in direction, eliminates all minor and confusing
moves. It is simple, clear and concise. It lends itself easily to correct in-
terpretation. It is simple to construct and maintain.

Note: Charts compiled by Electronic Computer substitute A, B and C for 10,
11 and 12 as symbols for the months October, November and December.

-9-
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Figure # 3 is a Point and Figure chart of Union Carbide. It illustrates the units
of charting when the price of a stock rises and falls above 100,

Below 100, each square stands for 1-point or one dollar.

Above 100, each square stands for 2-points or two dollars.

A 3-box reversal below 100, would be equal to 3-boxes or three dollars.
A 3-box reversal above 100, would be equal to 6-points or six dollars.

At the borderline of 100, the 3-box reversal may sometimes equal 4 dollars
and at other times 5 dollars.

The important fact to keep in mind is that above 100 we have only even units
and no odd units, Thus if a stock goes up to 115, the high on our chart would be 114;
if a stock goes down to 107, the low on our chart would be 108,

In all other respects, the chart is basically the same as that of Bucyrus-Erie,
in Figure # 2,
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CHARTING A VERY LOW-PRICED STOCK
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In discussing the charting of stocks under the price of $20.00, we have laid
down the general rule that such stocks should be charted in 1/2 point units by a 1-1/2
point reversal. However, there are occasions when charting very low-priced stocks in
this manner will not give any discernible chart patterns over long periods of time.
This is especially true of stocks under $5. 00 that are not too active.

To overcome this defect, such a stock may be charted in smaller units. Each

square can be made to represent 1/4 point with 3/4 point necessary for a change in di-
rection.

Such a chart is illustrated above. It is a chart of Lehigh Valley Industries. By
charting it in the smaller units, chart patterns appear more frequently and most of the

time they are just as accurate and useful as the chart patterns appearing in stocks chart-
ed on larger units.

Once the price gets above $5,00 then we go back to the standard 1/2 point unit.
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CHART CONSTRUCTION

The Point and Figure chart of Bucyrus-Erie was constructed from the daily
stock tables appearing in the Wall Street Journal. Any newspaper reporting the daily
highs and lows may be used. Because the 3-box reversal eliminates the minor and
insignificant price changes, there is no need to subscribe to any special price change
service in order to construct and maintain a chart of this type.

We are appending below the daily high and low figures of Bucyrus-Erie for
the year 1961, We have also added a column showing the chart entries to be made from
these figures, This will enable you to practice making a chart. We suggest that you
cover the column marked chart entries and only use it to check your own postings. The
figure after the colon represents eighths of a point; the figure in parenthesis represents
the month, i,e,,; (1) January, (2) February, etc.

Chart Chart
Date High Low  Entries Date High Low Entries
Jan. 3 14 13:4  13}-14 21 19 18:5
4 14:7  13:7 ()14 23 18:6 18:1
5 15:4 14:7  15-154 24 18:4 17:7
6 15:5 14:7 27 18:6 18:1
9 15:6 15.5 28 ]8:4 18:1
10 1:7 - 15:1 Mar. 1 18:2 18
1 15:4 15:2
2 18:4 18
12 15:2 15
13 15.2 s 3 18:3 17:6
: 6 19:7 17:5 (3)194
16 15:2 14.7
7  20:3 19:2 20
17 15 14:6
8 20 19:4
18 15:4 15:1
9  20:3 20
19 16:1 15:4 16
10 20:7 20: 2
20 157 15.5
13 22 21:2 21-22
23 16:2 15:7
14 21.7 20:5
24 16:2 16
15 20:7 19:7
25 16:1 15:7 _
16 21:3 20:6
26 15:7  15.4
17 212 20:2
27 15:5 15:4
20 21:2 20:3
30 15:7 15:4
31 15:6 15:2 21 21 20:4
: : 22 2] 20:3
Feb. 1 15:2 15 23 213 20:4
2 15:6 15:3 24 21:6 21:1
3 15:4 15:2 27 22:2 21:7
6 15:3 15:1 28 22:1 21:6
7 15:2 14:7 2 217 21:3
8 15:3 147 30 217 21:3
? 15:3 15 April 3 217 21:3
10 15:2 15:1
4 213 21
13 15:3 15:1
5 21:1 20:4
14 15:7 15:1
15 16:2 15.:6 6 20:1 19:6
: : 7 19:7 18:4 21-20-(4)193-19-
16 174 16:3  (2)164-17-17} 8:4 21-20-(4)19> 184
" A 10 20:3  19:5 19-194-20
2 11 20:5 20:1
_12_
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Chart Chart

Dote High Low Entries Date High Low Entries
April 12 20:3 19:6 26  20:6 20

13 20 19:5 27 20:2 19:6

14 19:7 19:4 28  20:7 20

17 19:7 19:1 29 20:6 20

18 19:1 18:5 30 20.7 20:6

19 20:2 19:2

20 22:1 21:4 21-22
21 23 22:3 23

24 22:7 21:5

25 -~ 225 21:6

July 3 205 20:2
5 20:6 20:1
6 20:3 20:1
7  20:2 20

2%  23.4  22:3 10 201 19:3
1 19:3 19 (719
27 23:) 22:1
28 227 22 12 19:2 9.
' : 13 19:6 18:7
May 1 23:1  22:6 14 19:5 19:2
2 23:1 22:5 17 19:3 18:5
3 22:7  22:3 18 18:5 17:4 184-18-17%
4 22:6  22:5 19 17:6 17 17
5 22:6  22:3 20 18 17:5
8 24 22:7  (5)24 21 18 17:4
9 25 24 25 24 18:3 18:1
10 24:6  24:1 25  19:4 18:5 174-18-184-19-
1 24:3  23:5 : 193
12 24:2  23:7 26 19:7 19:1
15 24:2  23:7 27 20 19:1 20
16 24:6 24 28 20 19:4
17 242 24 31 19:7 19:4
18 241 286 Avg. 1 19:6 19:4
19 23:7  23:4
2 19.7 19:4
22 24 23:6
3 19:4 18:6
23 24:1 23:4
4 19:4 19
24 23:7 23:4
7 19:4 19:2
25 23:3 23:1
2% 23.4 23:1 8 19:3 18:6
3 a4 232 9 18:5 17:5 194-19-(8) 184-18
: : 10 18 17:6
June ] 232 23 11 18:2 17:7
2 23:1 22:6 14 18:2 18
5 23:1  22:5 15 18:4 18:2
é 22:5 22:1 16 18:5 18:3
7 22:2 215 24-23-(6)22 17 18:4 17:7
8 217 211 18 18:3 18
9 21:7 21 21 21 18:3 18:1
12 21:6  21:2 22 18:2 17:7
13 21:6  20:7 23 18 17:5
14 21:2  20:5 24 17:6 17:4 174
15 20:3 197 20 25 17:7 17:4
16 20:5  20:1 28 17:6 17:5
19 20:4  19:2 193 2% 17:6 17:4
20  20:4  19:6 30 17:5 17:1
21 20:5  20:3 31 17:5 17:2

22 20:4 20
23 20:4 20
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Chart Chart

Date High Low Entries Date High Low Entries
Sept. 1 17:3  17:2 Nov. 1 16:6 16:2
5 173 17:1 2 17:2 16:4
6 17:1 167 (9)17 3 17:3 17
7 17:1 16:6 6 17:2 16:7
8 17:2  16:6 8 18 17:2  17-175-(11)18
1 16:6  16:2 163 9 18:3 18
12 16:5  16:1 10 19:5 18:2  184-19-194
13 17:2  16:4 13 20:1 19:6 20
14 17:6  17:1 14 19:7 19:2
15 17:5  17:3 15 197 "18:5
18 17:4  16:7 16 18:4 18 193-19-184-18
19 17:1 16:5 17 18:6 18:2
20 16:5  16:4 20 18:6 18:3
21 17:3  16:6 21 18:4 18:2
22 17:2 17 22 18:2 17:6
25 17:3  16:6 24 18 17:6
26 17:3  16:5 27 177 17:4 173
27 17:1 16:7 28 17:7 17:4
28 17:1 17:1 2  17:6 17:3
29 17:1 16:7 30 17:5 17:3
Oct. 2 17:1 16:6 Dec. 1 17:5 17:3
3 16:6  16:5 4 18:4 17:5
4 16:7 16:5 5 18:4 17:5
5 17:1 16:6 6 17:6 17:4
6 17:1 17 7 17:3 17:2
9 17 17 8 18:1 17:2
e v, % L oE
12 17 167 Y 13 18:4 18:2
13 17:2  17:1 P A 14 18:4 18:3
16 17:6  17:3 BRI OEE 15 18:4 18
17 17:6 172 ot 1030 X0 18 18:1 17:5
18 17:4 171 FOZEICTIOM N 19 17:5 17:5
19 172 17 2 20 18 17:5
20 172 165 [ 21 18 17:6
23 16:7  16:5 ; T 11 22 17:7 17:6
24 17:1 16:5 X 2 18 17:6
s 1o [gewedstin 207
H H q H H
27 16:5 16:4 ; 29 17:5 17:2

30 16:7 16:3
31 16:4 16:3

This method of charting is based on the elimination of the minor and insignifi-
cant intra-day moves,

If your last chart entry is an X, then look at the daily high, If the stock has
gone up enter the additional X or Xs and forget about the lows. If the stock has not
gone up then look at the low for a 3-box reversal,

If your last chart entry is an 0, then look at the daily low. If the stock has
gone lower enter the additional 0s and forget about the highs, If the stock has not gone
lower then look at the daily high for a 3-box reversal.
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THE DOUBLE TOP AND DOUBLE BOTTOM FORMATION (#1)

T 1T 1T i
Figure #6
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Example A is an illustration of the Double Top formation (#1). It is the basic
chart pattern in a bull market. Chart picture shows a first top at 38. This is followed
by a decline to 31, which in turn is again followed by a rally to 38, The two tops at 38
comprise the double top. A breakout above this double top to 39 registers a buy signal.
This point is indicated on the chart by the letter B.

Example B is an illustration of the Double Bottom formation (#1). It is the basic
chart pattern in a bear market, Chart picture shows a first bottorn at 38, This is fol-
lowed by a rally to 45, which in turn.is again followed by a decline to 38. The two
bottoms at 38 comprise the double bottom. A breakout below this double bottom to 37
registers a sell signal. On the chart, this point is indicated by the letter S.

These two basic formations consist of three vertical columns. It is impossible
to have a chart pattern that consists of less than three columns. All other chart patterns
are derivations from and combinations of these two basic patterns. As will be seen in
the following pages, they necessarily consist of more than three vertical columns.

Since all other formations are derived from these two basic formations they
may contain the Double Top or the Double Bottom formation as part of their chart pat-
terns. The trader will then have a choice to act on the original breakouts or on those
occurring later in the more complex formations.
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THE DOUBLE TOP AND DOUBLE BOTTOM FORMATIONS (#2)

s Figure # 7 ;
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The formations illustrated above are variations on the Double Top and Double
Bottom formations #1 in Figure #6.

In example A, the breakout at 35 takes place after two bottoms have been made

at the same level instead of merely one bottom. The first bottom at 31 was retested
and held. Then came the rally for the breakout on the Double Top formation. This

type of Double Top formation is more common than a straight upmove from a single
bottom.

In example B, the breakout at 41 occurs after two tops have been made at the
same level instead of merely one top. The first top at 45 was retested and held.
Then came the decline for the breakout on the Double Bottom formation. This type
of Double Bottom formation is more common than a straight downmove from a single
top.

These patterns usually appear at market tops and market bottoms.

In these #2 formations four vertical columns are required for their completion
These chart patterns may also appear as integral parts of more complex formations
and the trader or investor has the choice of acting on these breakouts or on the
breakouts that occur in the more complex formations.
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THE BULLISH SIGNAL FORMATION

Figure #8
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The Bullish Signal formation is one of two classic chart patterns used in timing
a stock purchase. The significant feature of this chart pattern is a higher bottom
followed by a higher top. As long as a stock continues to make higher bottoms and
higher tops it is bullish. The first time it makes a higher top after making a higher bot-
tom is the signal that the stock may be bought. It is telling us that Demand has overcome
Supply and that the stock, which hitherto may have been bearish and in a downtrend, is
now ready to make its upward move. Accumulation by those in the know has been com-
pleted.

For the three most common patterns of the Bullish Signal formation, see Fig-
ure #8. In example A, we have a bottom at 31 and then a higher bottom at 33; it also
has one top at 36 and then a higher top at 37. When the higher top is made at 37, the
stock, in technical parlance, has had an upside breakout and has given a buy signal.
In all of the three examples, the point at which the buy signal is given is indicated by
the letter B,

In example B, we have a bottom at 31 and then a higher bottom at 32; we also
have a top at 35 and then a higher top at 36. The higher top at 36 is the signal that the
stock may be bought. In this case, it took place at a lower level than in the first ex-
ample, although both chart patterns started from the same low of 31.

In example C, we again have a bottom at 31 and then a higher bottom at 34; we
also see a first top at 37 and then a higher top at 38, The higher top at 38 is the signal
that the stock may be bought. In this example, the buy signal took place at a higher
level than in the two previous ones, although all three chart patterns started with a
bottom at 31,

Four vertical columns are required for the Bullish Signal formation.
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THE BEARISH SIGNAL FORMATION

Figure #9
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The Bearish Signal formation is one of two classic chart patterns used in timing
a stock sale. The significant feature of this chart is a lower top and a lower bottom.
As long as a stock continues to make lower tops and lower bottoms itis bearish. The
first time it makes a lower bottom after making a lower top is the signal that the stock
may be sold. It is telling us that Supply has overcome Demand and that the stock,
which hitherto may have been bullish and in an uptrend, is now ready to make a down-
ward move, Distribution by those in the know has been completed.

For the three most common patterns of the Bearish Signal formation see Fig-
ure #9. In example A, we have a top at 45 and then a lower top at 43; it also has one
bottom at 40 and then a lower bottom at 39. When the lower bottom is made at 39, the
stock, in technical parlance, has had a downside breakout and has given a sell signal.
In all three examples, the point at which the sell signal is given is indicated by the
letter S.

In examp'le B, we have a top at 45 and then a lower top at 44; we also have a
bottom at 41 and then a lower bottom at 40, The lower bottom at 40 is the signal that
the stock may be sold. In this case, it took place at a higher level than in the first
example, although both chart patterns started from the same high at 45.

In example C, we again have a top at 45 and then a lower top at 42; we also see
a first bottom at 39 and then a lower bottom at 38. The lower bottom at 38 is the signal
that the stock may be sold. In this example, the sell signal took place at a lower level

than in the two previous ones, although all three chart patterns started with a high at
45,

Four vertical columns are required for the Bearish Signal formation.
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THE BULLISH AND BEARISH SYMMETRICAL TRIANGLES

Figure # 1
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The Bullish and Bearish Symmetrical Triangles are basically mere variations
on the Bullish and Bearish Signal formations. However, since triangles have always
occupied an important role in technical analysis, we have decided to deal with these
two formations separately.

In example A, we have the Bullish Symmetrical Triangle formation. First, we
should note the standard Bullish Signal formation of higher bottoms and higher tops. We
see the bottom at 31 then a higher bottom at 33. We see a top at 36 then a higher top at
37. This higher top at 37, indicated by the letter B, gives the buy signal. The addi-
tional factor that makes a triangle out of this formation is the top at 38 and the lower top
at 36. When trend lines are drawn from the bottom at 30 and from the top at 38, they
form a symmetrical triangle.

In example B, we have the Bearish Symmetrical Triangle formation. Here, too,
we should first note the regular Bearish Signal formation of lower tops and lower bot-
toms. We have a top at 45 then a lower top at 43. We have a bottom at 40 then a lower
bottom at 39. The lower bottom at 39 gives the sell signal and is indicated by the
letter S. The feature that makes this formation a triangle is the bottom at 38 and the
higher bottom at 40, If trend lines are drawn from the bottom of 38 and the top of 45
they form a Symmetrical Triangle.

These Symmetrical Triangle formations require a minimum of five vertical

columns. Variations can be worked out where they have seven vertical columns, nine
vertical columns, or even more.

The Bullish Triangle formation is profitable 71, 4% of the time for an average
gain of 30.9%. The average time for the gain is 5.4 months. The Bearish Triangle for-

mation is profitable 87. 5% of the time for an average gain of 33. 3%; the average time for
the gain is 2. 5 months.
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THE TRIPLE TOP FORMATION

Figure#11
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The Triple Top formation is the second of the two classic chart patterns used in
timing a stock purchase. Unlike the Bullish Signal formation, it is only the action of
the stock at previous tops that is important, not at bottoms. No higher bottoms are
necessary in this formation. All that is necessary is the penetration of two previous
tops. The penetration of two previous tops by a third top compensates for the fact that
the chart formation has no higher bottom. Because of the higher bottom in the Bullish
Signal formation, the penetration of only one previous top was necessary. This for-
mation must have a minimum of five vertical columns,

In example A, we see a base of accumulation between 31 and 34, There are
two level tops at 34. The buy signal was given at 35 when these two tops had been
penetrated. At this point Demand has overcome Supply and the extension of the upmove
is to be expected. :

In example B, we have a base of accumulation between 31 and 35. The first top
is at 35 and the second top at 34, The buy signal was given at 36 when these two tops
had been exceeded.

In example C, we have another base of accumulation between 31 and 35. How-
ever, here the first top is at 34 and the second top at 35. The buy signal was given at
36 when these two tops had been exceeded.

In none of the above examples have we higher bottoms. All of these formations
have level bottoms at 31. We compensate for the lack of a higher bottom by waiting for
the penetration of two previous tops.

Examples B and C contain Double Top formations within them, but many traders
wait for the Triple Top breakout,
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THE TRIPLE BOTTOM FORMATION

Figure # 12]]. I
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The Triple Bottom formation is the second classic chart pattern used in timing
a stock sale. Unlike the Bearish Signal formation, it is only the action of the stock
at previous bottoms that is important, not at tops. No lower tops are necessary in
this formation, All that is necessary is the penetration of two previous bottoms. The
penetration of two previous bottoms by a third bottom compensates for the fact that
chart formation has no lower tops. Because of the lower top in the Bearish Signal for-
mation, the penetration of only one previous bottom was necessary, This formation
must have a minimum of five vertical columns.

In example A, we see a top distribution between 45 and 42. There are two level
tops at 45. The sell signal was given'at 41 when these two bottoms had been penetrated.
At this point Supply has overcome Demand and an extension of the downmove is to be
expected,

In example B, we have a top of distribution between 45 and 41. The first bottom
is at 41 and the second bottom at 42. The sell signal was given at 40 when these two
bottoms had been exceeded.

In example C, we have another top of distribution between 45 and 41, However,
here the first bottom is at 42 and the second bottom at 41. The sell signal was given
at 40 when these two bottoms had been exceeded.

In none of the above examples have we lower tops. All of these formations have
level tops at 45. We compensate for the lack of a lower top by waiting for the penetra-
tion of two previous bottoms.

Examples B and C contain Double Bottom formations within them, but many
tradeérs wait for the Triple Bottom breakout.
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FORMATIONS IN COMBINATION

Figure # 13
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Example A is an illustrationof both the Bullish Signal formation and the Triple
Top formation combined into one. It contains the essential elements of both formations.
It has both higher bottoms and higher tops plus the penetration of three tops. The buy
signal which takes place at 38 (indicated by the letter B) is both a buy signal on a Bull-
ish Signal formation and a Triple Top formation. This chart pattern occurs less fre-
quently than either of the two separately, but when it does occur it is usually a very
strong buy signal, This formation is profitable 79, 5% of the time for an average gain
of 36%. The average time for such gain is 8 months.

Example B is an illustration of both the Bearish Signal formation and the Triple
Bottom formation combined into one. It contains the essential elements of both for-
mations. It has both lower tops and lower bottoms plus the penetration of three bottoms.
The sell signal which takes place at 38 (indicated by the letter S) is both the sell signal
on a Bearish Signal formation and a Triple Bottom formation. This chart pattern occurs
less frequently than either of the two separately, but when it does occur it is usually
a very strong sell signal. It is profitable 83. 3% of the time for an average gain of
22.9%. The average time for such gain is 3. 4 months.

In both examples of this formation, a minimum of five vertical columns is nec-
essary for its completion.
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VARIATIONS ON THE TRIPLE TOP AND BOTTOM FORMATIONS

Figure # 141
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Example A shows the upside penetration of not merely three tops but actually
four tops. Sometimes you may have a penetration of five or more tops. From a timing
point of view, this has no more significance than the penetration of merely three tops.
The stock cannot be bought until the penetration occurs and it occurs at the same point
no matter how many previous tops are penetrated. The difference in the formation is
important when trying to estimate the extent of the subsequent move. We will deal with
this more fully when we discuss the various "counts' to estimate the probable extent
of the move. But brief mention should be made of this here. Since you have more
vertical columns in this variation of the Triple Top formation, any horizontal count
across the formation will necessarily show a greater potential upmove.

Example B shows the penetration of not merely three bottoms, but actually

four bottoms. Everything we said above about example A applies to example B, but
in reverse, of course.

Example C shows a Triple Top formation with a long "tail" down. Note the
downmove in the fourth vertical column before the final upmove in the fifth column to
give the buy signal on the penetration of the Triple Top. This formation also occurs
frequently in chart patterns. It is an unusually strong formation. The reason for this
is that what at first appears to be a heavy overhanging supply of stock (between 35 and 38)
was not actually so. There actually was no supply of stock to interrupt the upward move
towards the breakout. The long "tail" down was not due to an overhead supply but,
perhaps, to some news factor that was interpreted incorrectly (or sometimes even to
some misleading news), or to some dramatic international or national event also in-
correctly interpreted for the moment. The move up after such a happening is usually
very dynamic and profitable.

Example D shows a Triple Bottom formation, with a long "tail" up. Everything
that was said about example C applies to this example as well but in reverse, of course.
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THE BROADENING FORMATION

Figure # 15
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The chart patterns in Figure # 15 are actually a Triple Top formation in exam-
ple A and a Triple Bottom formation in example B. In example A, we have the pene-
tration of three tops with the buy signal at 40. In example B, we have the penetration
of three bottoms with a sell signal at 36. But they have a certain characteristic about
them which singles them out for special attention.

In example A, the breakthrough on the Triple Top takes place as follows: 1) We
have the first top at 38. 2) Then we have the first bottom at 35. 3) The second top
takes place at 39, at a higher level than the first top. 4) The second bottom takes place
at 34, at a lower level thanthe first bottom. 5) And finally we have the breakout at a
higher top at 40. We have a broadening price pattern: a top followed by a bottom, then
a higher top and a lower bottom, and finally the upside breakout on a still higher top.
These five points must be kept in mind in distinguishing this Triple Top formation from
the usual Triple Top formation. It occurs most frequently not at the bottom of an up-
move, but during an upmove which already may have gone a long way. This type of for-
mation is usually classified as a ''blow-off'' formation by bar-chartists and, therefore,
bearish. In Point and Figure charting, however, it has always proved to be very bullish
as the so-called "blow-off'" usually occurs at a much, much higher level and thus allows
for a handsome profit. This variation on the Triple Top formation does not occur
too frequently. It should be watched for very carefully and taken advantage of when it
does occur. This broadening bullish pattern and the Triple Top with the long "tail"
down can be classified as the best of the Triple Top formation.

Example B is the same broadening type of formation with the breakout on the
downside. It goes from a bottom at 38 to a top at 41, then a lower bottom at 37, and a
higher top at 42, then the final breakdown on the third lower bottom at 36. This bearish
formation occurs so infrequently that it is not worthwhile looking for. In a bear market,
the ordinary Triple Bottom formation serves the purpose very well (here, too, the best
of the Triple Bottom formations, is the one with the long "tail" up).
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THE SPREAD TRIPLE TOP AND BOTTOM FORMATIONS

Figure# 16
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Example A illustrates the Spread Triple Top formation. This is a very broad
formation and can have any number of vertical columns in it, from six up. The buy
signal takes place on the penetration of three level tops. These tops are not consecutive
but have intervening moves between them. In the example above the three tops are at
37 and the buy signal is at 38 (indicated by the letter B).

Example B illustrates the Spread Triple Bottom formation. This is a very broad
formation and can have any number of vertical columns in it, from six up. The sell
signal takes place on the penetration of three level bottoms. These bottoms are not
consecutive but have intervening moves between them. In the example above, the three
bottoms are at 39 and the sell signal is at 38 (indicated by the letter S).

In both of these formations buy and sell signals on other formations may have
occurred during the building of the chart patterns. The time involved in building a Spread
Triple Top or Bottom formation is usually much longer than in the chart formations
heretofore discussed. It may take from several months to several years. (See charts
on facing page.) In the chart of Columbia Broadcasting the first top took place in April
1961 and the buy signalinDecember 1962, In the chart of J.C. Penney, the time elapsed
was from February 1962 to March 1964. On the sell side of the market, a lesser pe-
riod of time is usually involved.

Both of the above formations, contain Double Top and Double Bottom patterns
within them. However, many traders prefer to wait for the final breakout,
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BULLISH AND BEARISH CATAPULT FORMATIONS

Figure # 17
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Example A is an illustration of the Bullish Catapult formation. This formation
starts with the classical Triple Top formation. Note the original buy signal at 350n a
Triple Top formation, Instead of proceeding straight upwards, it only rallied to 36
and then pulled back three points. The stock then proceeded to rally once more and ex-
ceeded its previous high at 36. When it does this, it registers a new buy signal (indi-
cated by the letter B at 37).

Example B is an illustration of the Bearish Catapult formation. This formation
starts with the classical Triple Bottom formation, Note the original sell signal at 41 on
a Triple Bottom formation. Instead of proceeding straight downwards, it only declines
to 40 and then pulls back three points. The stock then proceeded to decline once more
and penetrated its previous bottom at 40, When it does this, it registers a new sell
signal (indicated by the letter S at 39).

To qualify as a Bullish or Bearish Catapult formation the move from the original
breakout, whether up or down, cannot exceed seven points, Neither can the pullback
from the original breakout decline below a previous bottom in the Bullish Catapult for-
mation or exceed a previous top in the Bearish Catapult formation, If either of these
two happen, then there is no possibility of this type of formation,

These formations occur about 50% of the time after an original Triple Top or
Triple Bottom formation. It is often worthwhile to wait for such a chart pattern to save
time that may elapse in waiting out a pullback. It is sometimes better to sacrifice a
number of points for the sake of better timing and less risk.
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THE BEARISH AND BULLISH SIGNAL REVERSED FORMATIONS
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In example A, the Bearish Signal Reversed formation, we start with a perfect
Bearish Signal formation. However, instead of consisting of merely four vertical col-
umns, it contains seven vertical columns, The first six columns give us the classic
pattern of lower tops and lower bottoms. The seventh column, however, shows a price
reversal by a steady influx of demand without forming any sort of a base of accumula-
tion, Because of this unexpected reversal, the buy signal takes place at 38, the first
time the price penetrated a previous top. The momentum of this straight upward rever-
sal in the seventh column usually carries far enough in the same direction to yield a sub-
stantial profit.

In example B, the Bullish Signal Reversed formation, we start with a perfect
Bullish Signal formation. However, instead of consisting of merely four vertical col-
umns, it contains seven vertical columns. The first six columns give us the classic
pattern of higher bottoms and higher tops. The seventh column, however, shows a price
reversal by a steady influx of supply without first forming a top of distribution. Because
of this unexpected reversal, the sell short signal takes place at 38, the first time the
price penetrated a previous bottom. The momentum of this straight downward reversal
in the seventh column usually carries far enough in the same direction to yield a sub-
stantial profit.

Both of these formations usually prove most profitable, They do not occur too
often, but they should be taken advantage of when they do happen.
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In the previous pages, we have dealt with the most common trading formations
that occur both in bull and bear markets. We have by no means exhausted all their pos-
sible combinations and permutations. Recognizing trading formations is just a matter
of study and practice. The more you study charts the more formations you will discover,
Some may prove to be more profitable than others. You will probably find some new
chart patterns on your own. If you chart enough stocks, you may be able to limit your
own trading to one or two formations that you think best.

We must warn you, however, that chart patterns are not always in themselves
guarantees of successful trades. You have probably heard of "false' breakouts. A
breakout from a base of accumulation does not automatically guarantee a profit on the
long side of the market; nor does a breakout from a top of distribution automatically
guarantee a profit on the short side of the market, There are other technical factors
that have to be taken into consideration,

In the next section of this book we deal with one of these factors, namely, trend
lines. The importance of trend lines cannot be overemphasized. It is one of the most
important tools that can be used in recognizing and avoiding 'false' breakouts.
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SECTION THREE

TREND LINES

The chart patterns discussed in Section Two are but the first step in deciding
whether a stock should be bought or sold. The next step is to determine whether or not
the signals theyare giving are in agreement with the basic trend in the stock. And this
is where trend lines assume their importance.

The two most important trend lines to watch are:

1) The basic Bullish Support Line
2) The basic Bearish Resistance Line

The subsidiary trend lines are:

1) The minor Bullish Resistance Line
2) The minor Bearish Support Line

The following pages are devoted to a discussion of the importance of these trend
lines and their proper functions will be illustrated in actual stock charts.
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THE BULLISH SUPPORT LINE
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The chart of American Airlines shows a low of 15% in October 1962, Its first
buy signal was given in November at 19 on a Double Top formation and its second in
January 1963 at 195 on a Bullish Signal formation. A Bullish SupportLine may now be
drawn. It is indicated by the broken line on the chart. It is drawn from the square be-
low the October low and is extended as far to the right as the chart paper will allow .

This line does not connect points. It is a line drawn from the lowest point made
after the completion of a bear market or a significant downmove. It intersects succes-
ive ascending corners of the squares on the chart. It is a predictive line because it can
be drawn immediately when an uptrend begins and one does not have to wait to connect
bottoms. This line rarely has to be changed. A line connecting points constantly has
to be revised as its points change. There is no rationale either behind a trend line
connecting points or one drawn in this manner, Both are different methods of draw-
ing a straight line. In a 3-box reversal point and figure chart, this type of line gives
better results than a line connecting points. ‘

As you can see in the above chart, the Bullish SupportLine was not changed once.
As long as the chart pattern remains above this line, the stock is long term bullish.
Once this line is finally penetrated on the downside all bullish positions inthe stock should
be closed out, A long term trader can stay with a stock as long as the Bullish Support
Line isnot violated. Any sell signals given above this line are apt to prove false, espec-
cially if given close to the line, It is best not to take any short positions as long as the
chart pattern remains above this line. This rule can only be violated by a '"scalper"
who goes for a point or two.
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THE BULLISH SUPPORT LINE
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In the above chart of Bausch & Lomb we have an October 1962 low at 22 followed
by higher tops and higher bottoms with a buy signal at 29 in February 1963. We are now
ready to draw the Bullish Support Line. Again it is drawn connecting each successive
corner of the square above from the lowest point.

The Bullish Support Line in this illustration shows how, on several occasions, the
price came down to the line and then bounced right off it. This happened in November

1963 and in June 1964. (In January 1963, it actually gave a false sell signal on a Double
Bottom formation). ‘

This chart points out two important factors: 1) don't take a sell signal close to
the Bullish Support Line and, 2) the touching of the Bullish Support Line can, if one so de-
sires, be used as an additional buy point, If one uses such action as an indication of an

additional buy point, then one should place a stoploss order immediately beneath the
trend line.

In this case, too, the long investor can keep his long position as long as the price
action of the stock remains above the Bullish Support Line.

The chart of Bausch & Lomb shows three main buy signals; the first one at 29 in
February 1963 on a Bullish Signal formation, the next one at 35 in December 1963 on a
Triple Top formation, and another one at 40 in July 1964 on a Triple Top formation,
They were all successful formations and money would have been made on any of them,
but it is always advisable to get in on the first formation, This assures you the greatest
possible profit and protects you against a sudden change in trend.

You don't need any special tool to draw the trend line. You just draw the line
through each higher corner of a square as you move to the right.
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THE BULLISH SUPPORT LINE
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The chart of U. S. Gypsum illustrates both the ostensible and the true penetration
of a major support line.

The Bullish Support Line was drawn from the low at 66 made in October 1962.
This was the final bear market for this stock.

In January 1964, this trend line was ostensibly penetrated by one point when the
price declined to 84. The trend line passed through the 85 square. The reason we
classify this as only an ostensible but not a true penetration of the trend line is based on
the chart pattern at that juncture, At that particular time, based on the chart formation
alone, the stock did not turn bearish. The buy signal given at 91 on a Triple Top for-
mation was still in effect. The decline to 84 did not in any way change the pattern from
bullish to bearish - a bearish signal could only have been given by a decline to 83, the
penetration of a previous bottom. Since the chart formation was still bullish, the pene-
tration of the Bullish Support Line by only one point did not change the trend of the stock.
A penetration of this kind is not valid and should be disregarded.

On the other hand, in June 1964, we have a true penetration of the Bullish Support
Line. When this line was penetrated at 90, the chart pattern was already bearish; it had
already given a sell signal at 92 on a Bearish Signal formation. The penetration this
time was valid and confirmed the sell signal given previously. Such a penetration must
be heeded for, as was subsequently borne out by the chart, a downmove was under way.
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The above chart of Jones & Laughlin illustrates a possible exception to the gener-
al rule never to make a short sale above a Bullish Support Line.

Here, too, the main Bullish Support Line was drawn to connect each higher cor-
ner as you move to the right from the October low of 39.

On the way up, four sell signals were given above the bullish trend line. The
first one was in June 1963 at 53, seven points above the trend line. The second one was
in November 1963 at 59, nine points above the trend line. The third one was in August
1964 at 79, nineteen points above the trend line. And the fourth one was in November
1964 at 78, 16 points above the trend line. ’

If we were following our general rule never to sell short above the Bullish Sup-
port Line, then all of these sell signals should have been disregarded.

The first two signals should have been disregarded evenif we wanted to make an
exception to this rule because they were too close to the bullish trend line, They did not
warrant a short sale because the profit potential was not commensurable with the risk
involved. However, the sell signals given later might have warranted the risk because
of the greater profit potential. But even here, only the fourth sell signal turned out to
be profitable.

The rule to be gleaned from the above is, therefore, that at times where a signal
is given at a considerable distance from the main Bullish Support Line, a sell short sig-

nal may sometimes be profitable. But if undertaken, the risk involved should always be
borne in mind and allowed for.
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The chart of Atlantic Refining illustrates two bullish lines - a Bullish Support
Line with which we are already familiar and a Bullish Resistance Line, which we are
introducing for the first time,

The lower line on the chart is, of course, the Bullish Support Line. The upper
line is the Bullish Resistance Line. This trend line is drawn in the same manner as
the Bullish Support Line, It is a bullish line because its trend is upward. It is a re-
sistance line, because there is a tendency on the part of the price pattern to stop or
meet resistance at this line,

When and how is it drawn? It is drawn after a break out from a bullish chart pat-
tern, In the chart illustrated above, there was a breakout on a Triple Top formatign at
50 in September 1962, When this happened, the Bullish Resistance Line was drawn,
Where was it drawn from? It was drawn from the extreme left of the formation where it
runs into a sort of wall of 0s. It is always drawn from the top of the highest X next to
the "wall. "

If you will study the chart, you will see that eight upmoves stopped near or atthis
Bullish Resistance Line, This does not mean that the long term trader need step out of
his position every time this line is approached. He should hold his position as long as
the Bullish Support Line remains intact. The short term trader, however, may at times
use this line for in-and-out trading or scalping - selling when the Bullish Resistance Line
is approached and buying when the price falls back near the Bullish Support Line.
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The chart of Sinclair Oil illustrates the fact that the Bullish Resistance Line is not
as immune to penetration asis the Bullish Support Line.

The Bullish Support Line,which was drawn from the October 1962 low, is still
intact.

The first Bullish Resistance Line was penetrated within a couple of months after
it was drawn. In November 1962, stock gave a buy signal at 35 on a Triple Top forma-
tion. The first Bullish Resistance Linewas drawn by going to the extreme left of the for-
mation to the wall of O0s. It crossed through the 39 square; this was penetrated on the
upside in January.

A second buy signal took place in March 1963 at 41 on a Spread Triple Top for-
mation. This new signal, plus the fact that the first Bullish Resistance Line was pene-
trated, necessitated the drawing of a second Bullish Resistance Line. This was again done
by going to the extreme left of the formation to a wall of 0s. This second BullishResist-
ance Line is still in effect and has not been penetrated.

A penetration of a first Bullish Resistance Line may be used as a new buy signal.
This is an optional procedure; we prefer relying on the standard chart patterns described
in Section Two.

There is one other important feature in this chart that should be studied, and that
is the double top at 45 in February and May of 1961. A double top in Point and Figure
work is not necessarily interpreted bearishly. It may be bearish for the immediate
future but it also acts as a magnet for the next upward move in the stock. Thus, when
Sinclair Oil gave its first buy signal at 35 in November 1962, an intermediate term price
objective of 45 could have been set for the stock. This was reached by April 1963.
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The chart of Hunt Foods illustrates the Bearish Resistance Line. It should be
compared with Figure # 19, the chart of American Airlines, which illustrates the Bullish
Support Line. One is the exact opposite of the other,

Hunt Foods gave a sell signal in January 1962 at 65 on a Double Bottom formation
and a second signal at 59 on a Bearish Signal formation.

A trend line - in this case a Bearish Resistance Line - was drawn from the high
of 72. It is a line intersecting the corner of each successive lower square as you move
to the right.

It is important to point out that this line was not penetrated during the entire rise
of the market from June 1962 to May 1965, At no time should this stock have been bought.
The few buy signalsthat appeared below this line should have been ignored, This illus~
trates the value of the trend line - whether up or down. In the case of Hunt Foods, you
were alerted to the fact that buy formations below the Bearish Resistance Line would
probably prove false and should not be acted upon., This was a stock to avoid., If you

wanted to buy a stock, then you should have bought one that had penetrated its Bearish
Resistance Line,
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The above chart of Mesta Machine should be compared to the chart of U. S.
Gypsum (Figure #21), It illustrates the same basic principle, but in reverse,

The Bearish Resistance Line was drawn from the high of 82 made in July 1959,
This was the final bull market high made by this stock.

There were two ostensible penetrations of this line, the first at 56 in August 1961,
and the second at 52 in January 1962, In neither of these cases was the previous high
exceeded when this penetration took place. These penetrations were, therefore, not val-

id and should have been disregarded. The chart patterns remained bearish during both
these penetrations.

It should be pointed out that in the bull market of 1961, the price just about reach-
ed the Bearish Resistance Line. Any buy position taken in January 1961 at 51 on a Dou-
ble Top formation was limited by the Bearish Resistance Line, A trader or investor
who realized this might have looked for another stock in which to take a buy position.
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The above chart of Dow Chemical should be compared to the chart of Jones &
Laughlin (Figure #22), It illustrates the same principle, but in reverse.

The Bearish Resistance Line is a trend line drawn from the high of 85 in
in August 1961. This stock gave a sell signal in October 1961 at 77 on a Bearish Signal
formation. It made its final low at 40 in June 1962,

In August 1962, the chart pattern shows a buy signal at 48 on a Bullish Signal
formation. Should this buy signal have been taken? Was it valid? The general rule is
that it should have been disregarded because it took place below the Bearish Resistance
Line. The long term investor should adhere to this rule under all circumstances. He
can find buy signals in other stocks that take place after the penetration of the Bearish
Resistance Line. An exception can, however, be made in favor of the short term trader.
Because the Bearish Resistance Line is so far above the point where the buy signal is
given, he might step in and buy the stock - always bearing in mind that the downward line
will limit the upward move. The stock may move to the line, may actually reach it, or
fall far short of it, In this case, the price of Dow Chemical came up to the line and the
trade would have been very profitable., This type of trade can only be recommended to
the short term trader who fully realizes the basic risk involved.
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In the above chart of Gibraltar Financial, we have two bearish or downward trend
lines. The top line is the Bearish Resistance Line which has already been discussed.
The bottom line is the Bearish Support Line.

If you will refer to Figure # 23, you will see that the Bearish Support Line is the
converse of the Bullish Resistance Line. The Bullish Resistance Line gave us an indi-
cation as to where the upward move might encounter temporary resistance. The Bearish
Support Line gave us an indication as to where the downward move might meet with
temporary support.

The Bearish Support Line is drawn in the same manner as the Bearish Resis-
tance Line. It is drawn, in the above illustration, after a sell signal is given on a
Bearish Signal formation. It is drawn from the extreme left of the formation where
it encounters a ''wall" of Xs.

Since a downmove is usually sharper and of shorter duration than an upmove, the
move does not usually stop exactly at the line but may penetrate it by a point or more.
This happened four times in the chart of Gibraltar Financial. However, this support line
still serves as a guide that can be used to determine where buying support might come
in to temporarily halt the downmove. The short-term trader can use this guide to cover
his short position and to reinstate it, once more, when the price moves closer tothe Bear-
ish Resistance Line. The long term trader may disregard it and stay with his position as
long as the price pattern remains below the upper Bearish Resistance Line.
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THE BEARISH SUPPORT LINE
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In the above chart of Fibreboard Paper we have three bearish trend lines. The
top one is the main Bearish Resistance Line. The two lower ones are Bearish Support
Lines. See and compare Figure # 24 which deals with Bullish Resistance Lines.

In June 1959, we have a sell signal on a Triple Bottom formation at 51, We go
to the extreme left of the formation to a "wall" of Xs and draw a line down intersecting
each lower square as you move to the right. This was penetrated by one point at 46
and then the price rallied back to 56. The first Bearish Support Line indicated the point
at which the downward move might have stopped temporarily.

The next sell signal took place in January 1960 at 45 on a Spread Triple Bottom
formation. Here, again, we go to the extreme left of the formation and draw a 45 degree
line down. This was again penetrated by the chart pattern which formed from July to
November 1960 and some support did come in for a ten point rally from 25 to 35. The

final low of Fibreboard Paper was made in June 1962 right at the second Bearish Support
Line,

In a bear market, usually more than one Bearish Support Line has to be drawn.
Sometimes two and even three may have to be drawn. This is due to the fact that a down
move is sharper and takes less time than an upmove. More Bearish Support Lines are
penetrated on the way down than Bullish Resistance Lines are penetrated on the way up.
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SECTION FOUR

PRICE OBJECTIVES

Section Two and Three were devoted to the problem of timing - when a stock
should be bought and when a stock should be sold short. The next logical question is,
having bought the stock at the right time, how much of an upside move can be expected?
And, conversely, having sold a stock short at the right time, how much of a downside
move can be expected? This section will attempt to answer these questions. It will deal

with:

1. Trend Lines
2. The Horizontal Count
3. The Vertical Count
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THE HORIZONTAL COUNT
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In the chart of American Telephone & Telegraph, reproduced above, we have a
buy signal in November 1962 at 58 on a Triple Top formation. Price then rallied to 59 in
December and penetrated the Bearish Resistance Line.,

How high should one expect the price to go? What are the guides to determine
this ?

First, we have the trend lines. The stock is considered to remain in a long term
bullish trend as long as the Bullish Support Line is not violated. This is the lowest bot-
tom trend on the chart. Above this basic trend line, we have two Bullish Resistance
Lines - the first is usually penetrated and the second sometimes holds for the entire bull
move. This was the case in the chart of American Telephone & Telegraph. These Bull-
ish Resistance Lines give you a clue as to how far the upward move might go and where
supply might come in, first to temporarily halt the move, and then to indicate a possible
final top area.

We can also use a horizontal count on this chart, When the stock gave a buy sig-
nal at 58 on a Triple Top formation, it broke out of a base eight vertical columns wide,
Since this is a 3-point reversal chart, we multiply this width of eight squares by 3, which
gives us a product of 24, We then add the 24 to the lowest point of the base, which in
this case is 50, This gives us a Price Objective of 74. Price of American Telephone &
Telegraph reached 74 in January 1964,

A glance at the chart shows that 74 was a good point at which to take a profit in
the stock. Although it subsequently made a high of 75 in July, it had fallen as low as 67
before then and as low as 66 afterwards. The Price Objective, determined by the horizon-
tal count, was an excellent guide to follow. Not all Price Objectives work out as well as
this one, but they are useful even if they miss by a few points.
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The chart of Admiral Corporation, reproduced above, illustrates the horizontal
count in a stock under twenty dollars.

As in the case of American Telephone & Telegraph, we first draw our trend lines,
The lowest line is the basic Bullish Support Line. Then we have two Bullish Resistance
Lines, the first of which is usually penetrated and the second of which usually holds.
Both resistance lines indicate where supply might come in to check the upmove, first
temporarily, and then permanently.

Admiral Corporation gave a buy signal in January 1963 at 133 on a combination
Bullish Signal and Triple Top formation, If the stock was then bought, the purchaser
would naturally be interested to know how high the price of the stock might go, To deter-
mine this we take a horizontal count. We start with the column where the buy signal was
given and count across to the left to determine the width of the base of accumulation, We
find that there are twelve horizontal squares in this base. This can be seen either on
the 127 or 12th line, Since this is a 11-point reversal chart, we multiply twelve by 13
and get a product of 18, We add the eighteen to the low of 9% and get a Price Objective
of 273, The stock reached 28 by October 1963.

There was another buy signal on a Triple Top formation at 194 in Aug. 1963, Here
is another place where we can get a horizontal count, The base is seven squares wide,
We multiply this by 13 and get 103. This is added to the lowest point of the formation at
167 and we get a Price Objective of 28. At times, you might get a higher Price Objective

on the second horizontal count, but in this case the original Price Objective was con-
firmed,
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THE VERTICAL COUNT
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The above chart of B, V., D, Company illustrates the vertical count in a bull market,
just as the two previous charts illustrated the horizontal count in a bull market,

The Bullish Support Line remained intact since the low made in June 1962, The
basic trend of the stock was bullish, The Bullish Resistance Line also held up fairly well
giving us a good idea as to where the price of the stock might go, and where it might
meet with resistance as the chart pattern moved to the right,

The vertical count is taken after the double bottom at 83. If there are two bottoms
at the same level, the count is taken after the second bottom. The first upmove after the
final bottom was 13 squares, Since these squares were below 20 and, therefore, in ;-
point units, we multiply 13 by 11 (since the 3 squares needed for a reversal amount to
13-points). This gives us a product of 191, We then add the 197 to the low of 81 and get
a Price Objective of 28, This Price Objective was made in June 1965,

There is no time limit within which a Price Objective has to be reached, In the
case of B, V,D., the vertical count was taken from the bottom of the 1962 bear market
and the Price Objective was reached three years later,
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THE VERTICAL COUNT

Figure # 33
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The above chart of Carrier Corporation also illustrates a vertical count in a bull
market,

The Bullish Support Line was drawn from the September 1960 low at 185, This
line even remained intact during the 1962 bear market. The Bullish Resistance Line also
gave one a good idea of how high the price of the stock would go as the chart pattern de-
veloped,

The first upward move after the September 1960 low consisted of 16 squares.
However, these squares were both above and below the 20 price so that they had different
values, This naturally would affect the vertical count and the method to be used in taking
it,

From 20 and below, we have 3 squares in z-point units, These we multiply by 13
and get a product of 43, Above 20, we have 13 squares in 1-point units. These we mul-
tiply by 3 and get a product of 39, 39 and 43 gives us a total of 433. 433 added to the low
point of 183 gives us a Price Objective of 62, It should be borne in mind that this count
was made in June 1961 after the first upmove of 16 squares had been completed in May.
In August 1965, the price of Carrier Corporation was 61, Here we have a Price Objec-
tive that was practically reached after a period of about 43 years.

The length of time it takes a Price Objective to be reached depends on how high it
is and what kind of a market is taking place. It will be reached in a matter of weeks or
months or years. Short term countsmay be taken during the progress of the move, For
example, in May 1964, the chart shows a buy signal at 38 on a Triple Top formation., A

horizontal count on this formation would be 5 x 3 added to 34, giving a Price Objective
of 49, This was reached by May 1965.

-59-




$ASA 11D

$5
THE HORIZONTAL AND VERTICAL COUNT
S0
0
(0]
A i
85 :X |
X0
80 X a -
X 0
X
i &
75 [TXaXxAX0 0 )
AQXAX0 0 it :
i [ENRNREN ‘
ss |
70 X XL
X ‘%2@_%)& RE E
X I XOX0_| j
). nd ! axXgxal |
65 X | g;ﬂ‘(‘.))%gt)ﬂ(l I
X _0X0X0.10
X 0_:d g
X {1 |
X N} 0_
€0 [N L Q
i Q
5 E
& : X
55 [OX % . % X X
! . 0 | XX
] . Q a X
X jef | | XQ
& !'l E { [0)!6
20 ! ;" | ! 8% Q|
] %x
45 ™ % %N
Q

The chart of ASE, reproduced above, illustrates both horizontal and vertical counts in a bear market.

A top of distribution formed after the stock reached its all-time high at 91. After the sell signal at 79, we
were able to determine both horizontal and vertical price objectives.

Vertical count: The first downmove after the 91 high consists of 9 squares. Multiplying this by 2* gives us a
product of 18 which we subtract from the top, giving us a count of 73.

Horizontal count: The top of distribution is 12 squares wide. Again we multiply this by 2* and subtract it
from the top at 91, which gives us a count of 67.

As the top broadened in the 75-81 area, it became possible to compute additional counts. A vertical count
from the 81 high worked out to 45 while the 11 horizontal squares in this formation multiplied by 2 and sub-
tracted from 81 was 59.

* This was a change from previous editions in which we muliplied by 3. We still multiply upside price
objectives by 3 as well as the DJIA.
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SECTION FIVE

RELATIVE STRENGTH

Relative strength measures the price action of a stock in relation toa market average. To determine anindivid-
ual stock’s relative strength, we divide the price of the stock using Tuesday’s close by Tuesday’s closing DJIA
and plot the resulting figure on a P&F sheet.

As an example, if a stock is $80 while the DJIA is 1000, we divide 80 by 1000 and get .0800. To make the RS
figure comparable to that of a stock, we move the decimal 3 places to the right and get 80.0. If the DJIA now
falls to 800 and the stock to 72, we divide 72 by 800 and get .0900, or 90.0 after moving the decimal. Posting the
Trend Chart for the stock would now show Os from 80 to 72, while posting the RS Chart would show Xs from
80 to 90. '

This tells us that this stock is much stronger that the DJIA and is a strong candidate for an advance when
the market turns around.

Relative strength eliminates *‘the market’’ as a factor in the price of a stock.
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The relative strength chart of Great Atlantic & Pacific Tea Company, reproduced
above, illustrates how such a chart may, at times, cautionyouagainstbuying a stock which
may look good technically from every other angle,

In October 1964, Great A, & P. gave a buy signal at 42 on a Spread Triple Top
formation, At that point, the price pattern had also penetrated the Bearish Resistance
Line. A vertical count yielded a Price Objective of 50, and on a horizontal count one
of 59, On the basis of the trend chart alone, buying the stock at 42 would have been tech-
nically correct,

However, an examination of the relative strength chart for the same period would
have shown that the stock was acting weaker than the Dow-Jones Industrial Average., It
had not penetrated a previous top and, therefore, had not given any buy signal on the rel-
ative strength chart. This was additional technical information that could have been used
in deciding whether or not to buy the stock., Since it was an adverse technical factor, one
could have concluded that there were better stocks in which to invest one's funds at that
particular time,

The relative strength chart is derived by dividing the closing price of the stock by
the closing price of the Dow-Jones Industrial Average. Doing this once a week is suf-

ficient. The resulting ratio figure is then plotted on a regular Point and Figure chart.
The decimal point may be ignored.
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In Figure # 36, we have the trend and relative strength chart of General Motors.
The relative strength chart plots the ratio figure obtained by dividing the closing price
of General Motors by the closing price of the Dow-Jones Industrial Average. This is
done once a week.

A relative strength chart is most useful at market turning points, either from
bearish to bullish or bullish to bearish.

An examination of the trend chart of General Motors shows that during April,
May and June of 1962, the price of the stock was going down. On the other hand, on the
relative strength chart we have an upmove during May and June of 1962. In other words,
although the price of GM was actually dropping during that period, it was, nevertheless,
acting stronger than the Dow-Jones Industrial Average.

This contrary action of the trend and relative strength charts was putting us on
notice to watch General Motors. It was pointing to the possibility that once the bear mar-
ket was over, General Motors would be a very good stock to buy. The trend chart did
finally give its first buy signal at 51 in July 1962 on a Double Top formation and another
buy signal in November at 56 on a Triple Top formation. During all this time the rel-
ative strength chart had never turned bearish. In March 1963 it began almost a vertical

upward move showing extraordinary strength when compared to the Dow-Jones Industrial
Average,
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Figure # 37 illustrates another use that may be made of relative strength charts.
Here we have two relative strength charts, one of Sears, Roebuck and the other of
Montgomery Ward.

A comparison of the charts of the two companies can answer the question as to
which stock should be bought and sold at any specified time,

Montgomery Ward started out as the better of the two. It started acting stronger
than the Dow-Jones Industrial Average in September 1962, while Sears, Roebuck only
started acting stronger than the Dow-Jones Industrial Average in May 1963, Thus, im-
mediately after the bear market of 1962, Montgomery Ward was a preferable buy when
compared to Sears, Roebuck,

However, Montgomery Ward stopped acting stronger than the Dow-Jones Indus-
trial Average in June 1963 and was definitely out of the running by October. Sears, Roe-
buck on the other hand continued to show more strength. At this time, then, it would
have been wise to switch out of Montgomery Wardinto Sears, Roebuck. As a matter of
fact, Sears, Roebuck continued to act better until May 1965 and did not turn bearish
until September. Montgomery Ward, on the other hand, has continued its weaker action
and is still in a downtrend,

Trend lines and trading formations should be used in interpreting relative strength
charts. But it should always be borne in mind that a column of X s means that the stock
is acting stronger than the DJIA and a column of 0 s means that it is acting weaker.
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SECTION SIX

INDUSTRY GROUPS

Thus far we have used the following criteria in determining when to buy or sell a stock: 1) Breakouts from
trading formations, 2) Trend Lines, 3) Price Objectives, and 4) Relative Strength.

We now subject our discussion, thus arrived, to Industry Groups. The stock we buy should be in an Industry
Group analysis. The stock we buy should be in an Industry Group that is bullish and that is acting better than the rest
of the market.

Standard & Poot’s supplies index figures on 92 Industry groups. These are the figures and groups we use in our
analysis. Barron’s Industry Groups could probably be used as satisfactorily, but it has only about 35 groups.
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In Figure # 38, we have two Industry Group charts, one of Drugs and the other of
Vending Machines, The purpose of this illustration is to point out the importance of se-
lecting a stock in the right Industry Group.

It will be sufficient, for our purpose, to examine both charts since the end of the
bear market in 1962,

The Drug stocks made their bottom in September 1962 and then gave a buy signal
in November, This was the go ahead signal, which meant that individual stocks in this
group could now be bought. The next step to be taken is to examine the individual
stock charts in the group in accordance with all the principles laid down previously -
trading formations, trend lines, price objective, relative strength - and to pick the best
technically situated stocks for possible purchase.

The Vending Machines stocks made their bottom in October 1962. However, the
group chart did not give any buy signal immediately thereafter. There was no point then
in taking any position in any of the stocks comprising this group. A trader or investor
is always confronted by a choice. And if he had to choose between the Drug stocks and
the Vending Machine stocks, an analysis of the group charts made his choice obvious.

The Vending Machine Industry Group did not turn bullish until October 1964, This
was the first time that a trader or investor was confronted with the problem of whether
or not he should buy Vending Machines stocks.
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In Figure # 39, we illustrate how relative strength charts can be used in choosing
between different industry groups (assuming that the trend charts in the same groups
have given buy signals).

The relative strength chart of the Air Transport group shows a buy signal in
February 1963. The relative strength chart of the Copper group does not show a buy sig-
nal until September 1964,

If in February 1963, we had to choose between these two groups for the investment
of funds, there would have been no question that the right group would have been the Air-
lines. This group started to act better than the market at that time and continued to do
so until March 1965, a period of over two years, Remaining invested in this group during
this entire period brought extraordinary profits,

The relative strength chart of the Copper group shows that it started to act worse
than the market as a whole in March 1960 and continued to do so until September 1964.

It also indicates that it would not have been worthwhile fo take positions in stocks in this
group during the entire bull market of 1961, The relative strength chart was saying that
there were much better groups for the commitment of funds even though some Copper
stocks may have been rising. It was not until September 1964 that the Copper group sig-
nalled that it was starting to act better than the rest of the market. Not until this signal
took place should investments have been made in Copper stocks.

The relative strength figure for an Industry Group is obtained by dividing Standard
& Poor's Index figure for the group by Standard & Poor's 425 Industrials.
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MEAT PACKING

I A Figure # 40
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In Figure # 40, we have both a trend and a relative strength chart of the Meat
Packing Industry Group. The figures for the relative strength chart are obtained by
dividing the group index figure by Standard & Poor's 425 Industrials.

These charts illustrate the possibility of discovering seasonal patterns in certain
industry groups.

In the Meat Packing group, highs are usually made in February and lows in Octo-
ber. In the trend chart we see a high in March 1956, a low in November 1957, a high in
February 1960, a low in September 1960, a high in February 1962, a low in October 1963,
and a high in March 1965, Even some of the minor moves make highs and lows accord-
ing to this seasonal pattern - a high in February 1959, February 1961, April 1963, and
lows in October 1961, and October 1964,

The trend chart is the most important for determining the seasonal pattern. The
relative strength chart may be used as a check. It shows highs in February 1962, Feb-
ruary 1963, January 1964, and March 1965, The lows appear in November 1962, Octo-
ber 1963, and October 1964,
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SECTION SEVEN

STOCK MARKET AVERAGES

The most well known of the Stock Market averages is the Dow-Jones Industrial Average. We keep this
chart three ways:

The 2 X 6 point chart is used for very short term trends, the 5X 15 point chart is used for intermediate term
trends, and the 10X 30 point chart is used for long term trends. All 3 charts are posted through the daily hourly

figuresof 11, 12, 1, 2, 3, and close.

The Dow-Jones Transportation Average is kept on a 2X 6 point basis. It is useful as an indicator of the
trend of secondary stocks as opposed to the ‘‘blue chips’’ on the DJIA. This chart is also kept by using the daily
hourly figures of 11, 12, 1, 2, 3, and close.

For Dow Theory, use the DJTA and the 10X 30 point DJIA. When both give buy signals, you have a Dow
Theory bull market; when both give sell signals, you have a Dow Theory bear market.

Futures trading has begun recently in three other broader market averages: the Value Line Index, the S&P

500, and the NYSE Composite.

DOW-JOJNES INDUSTRIAL AVERAGE 2x6
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Our short-term chart of the DJIA is a 2 X 6 point reversal chart. The readings are based on the hourly fig-
uresat 11, 12, 1, 2, 3, and close. Each square represents 2 points, and 3 squares or 6 points are necessary for a
change in direction.

This chart of the DJIA should be used as you would a chart of an individual stock. It is bullish when its
chart pattern shows a penetration of a previous top; it is bearish when its chart pattern shows the penetration of
a previous bottom. Bullish Support Lines and Bearish Resistance Lines are also of primary importance. These
lines show where an upmove may run into resistance and a downmove may encounter support. Vertical counts
and horizontal counts to determine price objective may also be used.

This chart is an excellent tool for short-term traders and is especially useful for 50 point swings the market.
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DOW-JONES INDUSTRIAL AVERAGE (5 X 15)
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Our basic chart of the DJIA is a 5 X 15 point reversal chart. The readings are based on the
hourly figures at 11, 12, 1, 2, 3 and close. Each square represents 5 points, and 3 squares or 15 points
are necessary for a change in direction. The 3 o’clock was added October 1, 1974, when trading
hours were extended to 4 pm.
This chart of the DJIA should be used as you would a chart of an individual stock. 1t is bullish
when its chart pattern shows a penetration of a previous top; it is bearish when its chart pattern
shows the penetration of a previous bottom. Bullish Support Lines and Bearish Resistance Lines are
also of primary importance. These lines show where an upmove may run into resistance and a down-
move may encounter support. The types of chart formations, whether triple tops, triple bottoms,
bullish triangles, bearish triangles, etc., are also of significance. Vertical counts and horizontal
counts to determine price objective may also be used.
Although the DJIA may sometimes lag behind other technical indicators at market tops, it
usually leads all indicators at market bottoms. In the few cases where it does not lead another tech-
nical indicator, it is coincident with it. It is not a laggard at market bottoms. This may be true because
blue chip stocks are usually the last to fall at the end of a bull market and the first to turn up at the
end of a bear market.
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DOW-JONES INDUSTRIAL AVERAGE (10 X 30)
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Last time we analyzed our basic 5 X 15 point reversal chart of the Dow-Jones Industrial
Average. This week we are dealing with the 10 X 30 point reversal chart of the same Average. Each
square on this chart represents 10 points, and 3 squares or 30 points are necessary for a change in
direction. The readings are based on the figures at 11, 12, 1, 2, 3 o’clock and close.

This chart of the DJIA shows the longer term trends. It avoids many of the minor buy and sell
signals which show up on the S X 15 point chart. The buy and sell signals on this chart are, there-
fore, more significant and important to the longer term trader and investor. A comparison of both
charts will show how signals may differ or confirm each other.

Besides signals, Bearish Resistance Lines and Bullish Support Lines may also differ on the two
charts. The 10 X 30 chart will show longer term trend lines and major support and resistance lines.

Signals and trend lines that coincide on both charts are of practical significance.

-71-




DOW-JONES TRANSPORTATION AVERAGE
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On January 1, 1970, Dow-Jones replaced its Rail Average by a new Transportation Average.
Eleven of the original railroad stocks have been retained. Six airline stocks and three trucking stocks
replaced the nine railroad stocks which were dropped. Dow Theorists, in the past, used the Rails to
confirm the action of the Industrials. Both averages had to be bullish for a confirmed bull market and
both had to be bearish for a confirmed bear market. They have continued to use the new Transporta-
tion Average in the same manner.

Each square on this chart represents 2 full points and 3 squares, or 6 points, are necessary for a
change in direction. The readings are based on the hourly figures at 11, 12, 1, 2, 3 and close. The
3 o’clock price was added on October 1, 1974, when trading was extended to 4 pm.

This chart of the DJTA should be used in the same way as the chart of an individual stock or the
chart of the Dow-Jones Industrial Average. It is bullish when its chart pattern shows the penetration
of a previous top and bearish when it shows the penetration of a previous bottom. Bullish Support
Lines and Bearish Resistance Lines are important for longer term trends. When both the DJIA and
DJTA are in bullish trends, the market as a whole is bullish; when both are in bearish trends, a bear
market is in progress. A divergence in trend between the DJIA and DJTA may signal a coming
change in trend.
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SECTION EIGHT

TRADING TACTICS

The foregoing sections of the book were devoted to trading strategy - the overall
picture of when to buy a stock and when to sell a stock.

This section will deal briefly with trading tactics, such as:

Establishing the trade

The pullback

The use of stoploss orders
Taking profits

Stocks with a high short interest
Volume

DO W N
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During a bull market, with the proper use of chart patterns, trend lines, price
objective, etc. the following average results might be achieved:

Formation % of Time Profitable Average % Gain Average Time
Double Top 80. 3% 38. 7% 11, 5 months
Bullish Signal 80. 4% 26. 5% 8. 6 months
Bullish Triangle 71. 4% 30. 9% 5. 4 months
Triple Top 87. 9% 28. 7% 6. 8 months
Combinations 79, 5% 36. 0% 8. 0 months
Spread Triple Top 85, 7% 22. 9% 7.7 months
Bearish Signal Reversed 92. 0% 23. 2% 2.5 months

As can readily be seen, there is a great variation in these formations; in per~
centage of times profitable, in average gain, and in the time necessary for such gain.
All the different elements are important, Some traders might regard the time element
as most important, asthis allows a greater turn over of capital. Other traders might
place emphasis on the amount of gain, ant still others on the degree of risk,

An average of all these formations shows: 1) a profitability ratio of 83.7%, 2) an
average gain of 29.5%, and 3) 7. 2 months as the average time for such gain. We will
assume that the trading formations on which we have no statistics will fall into this
average pattern.

Conversely, during a bear market, the following results mighf be achieved:

Formation % of Time Profitable Average % Gain Average Time
Double Bottom 82.1% 22, 7% 4. 7 months
Bearish Signal 88.6% 21. 9% 4, 9 months
Bearish Triangle 87. 5% 33. 3% 2. 5 months
Triple Bottom 93. 5% 23.0% 3. 4 months
Combination 83.3% 22.9% 3. 4 months
Spread Triple Bottom 86. 5% 24, 9% 4, 6 months

An average of these bearish formations shows: 1) a profitability ratio of 86. 9%,
2) an average gain of 24.8%, and 3) 3.9 months as the average time for such gain,

Now, if we put the average figures side-by-side we get the following:

Formations % of Time Profitable Average % Gain Average Time
Bull Market 83. 7% 29. 5% 7.2 months
Bear Market 86. 9% 24. 8% 3. 9 months

The conclusion to be drawn from this comparison is that there is less risk in
selling short in a bear market than in buying long in a bull market. The average gain in
a bear market is 4, 7% less than in a bull market, but this is more than compensated by
the fact that the average time for the gain in a bear market is 3. 3 months shorter than
for a bull market. A trader, therefore, who does not sell short in a bear market is
acting contrary to his best interests. In a lesser period of time, at a lesser risk, if he
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sells short in a bear market, he will actually make more money than when he buys long
in a bull market, His bull market profit is at the rate of 4. 09% per month while his
bear market profit is at the rate of 6. 36% per month. A trader cannot afford to lose
such a profitable opportunity. He must learn to adjust his thinking and actions to both
bull and bear markets.

Although statistically the profit probabilities are on the side of the trader and
investor who follows the market strategy laid down in the previous pages, like any other
method, it can in no way lay claimto certainty. What we have thus far outlined may
be the Truth but, this in itself does not guarantee Certainty or a profit. We still have
the twofold problem of making the statistics and probabilities more certain when we es-
tablish a trade (although 100% certainty will never be reached) and how to handle our
trades when they are not successful, It must always be borne in mind that 17% of the
bullish trades end in losses and that about 13% of the bearish trades are also unsuc -
cessful,

On the first problem of the degree of certainty we can perhaps lay down the fol-
lowing rules:

1. Never buy long unless the price is above both a Bullish Support Line and a
Bearish Resistance Line. Make sure that a vertical or a horizontal count allows for a
profit of at least 30% (average profit being 29, 5%). Rely on vertical more than on the
horizontal count, where possible. If the Price Objective obtained by a count is more
than the 30%, then it is still better., Select your trade with the highest Price Objective
in mind., Make sure that the channel created by the Bullish Support Line and the Bullish
Resistance Line also allows for a move to at least 30%.

2. Never sell short unless the price is below both a Bearish Resistance Line and
a Bullish Support Line. Make sure that a vertical or a horizontal count allows for a
profit of at least 25% ( average profit being 24.8%). On a downmove, trend lines may be
even more important than vertical and horizontal counts. Make sure that the channel
created by the Bearish Resistance Line and the Bullish Support Line allows for a move
of at least 25%.

3. Another tactic that can be used to increase the profit percentage is to buy long
or sell short, not on the original breakout, but to establish the trade on a ;_)ullbackt Let
us illustrate this in the chart below.
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In example A, we have the Spread Triple Top formation with the buy signal at '?»8.
After the signal, the price rose to only 39 and then pulled back to 35. This "pullback\
enabled one to buy the stock at a "'discount,' 3-points lower than where the original
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buy signal took place., Since the average percent gain in the preceding tables was based
on buying at the point of the signal, buying on a pullback will increase the percentage

of gain. A pullback takes place at least 50% of the time in all trading formations and if
one has enough patience and keeps enough charts trading opportunities of this kind will
be plentiful,

In example B, we have the Spread Triple Bottom formation with a sell short sig-
nal at 38. After the signal, the price declined only to 37 and then pulled back to 41,
Here again, the pullback enables one to sell the stock short at a better price. In the case
of a short sale, the pullback should always be looked for, A stock cannot be sold short
when it continues to fall uninterruptedly - it must be sold short at an up tick of at least
1/8 of a point. The pullback assures you of establishing your short sale.

4. What about losses? The trading formations described above, with all the
ramifications of the proper conditions under which a trade should be established, still
do not guarantee a profit every time a trade is made. The trader and investor should
also consider the probability of losses and how they should be handled., The loss proba-
bilities are as follows:

Formation % of Time Unprofitable Average % Loss Average Time
Double Top 15. 3% 13. 1% 4. 6 months
Bullish Signal 16. 9% 10. 4% 4. 9 months
Bullish Triangle 24, 6% 5, 4% 3. 0 months
Triple Top 12, 1% 8.3% 2. 2 months
Combination 15, 4% 8.1% 3.8 months
Spread Triple Top 14, 3% 7. 3% 2.5 months
Bearish Signal Reversed 8.0% 10. 0% 1. 5 months

Taking an average, these bullish formations are unprofitable 15. 2% of the time,
for an average loss of 9%; the average time for this loss is 3 months.

The probabilities of losses when establishing short sales are as follows:

Formation % of Time Unprofitable Average % Loss Average Time
Double Bottom 17. 9% 9. 7% 5. 5 months
Bearish Signal 10. 7% 10. 4% 3. 5 months
Bearish Triangle 12, 5% 5, 4% 4, 1 months
Triple Bottom 6. 5% 8. 7% 3. 4 months
Combination 16. 7% 10. 8% 3.0 months
Spread Triple Bottom 13. 0% 9. 5% 3.0 months

On average, then, short sales are unprofitable 13% of the time for an average
loss of 9. 1%; the average time for this loss is 3.8 months.

We can summarize these statistics thus:

Bull Market Formations Bear Market Formations
% of Time Profitable 84, 2% % of Time Profitable 86. 9%
% of Time Unprofitable 15, 2% % of Time Unprofitable 13, 0%

-76~




Bull Market Formations Bear Market Formations

Average % Gain 29, 5% Average % Gain 24, 8%
Average % Loss 9.0% Average % Loss 9, 1%
Average Time for Gain 6. 5 months Average Time for Gain 3. 9 months
Average Time for Loss 3.0 months Average Time for Loss 3. 8 months

Two rules can be deduced from the above statistics: 1) Never let your loss go
beyond 10%, and 2) give your trade a little over three months to start working in your
favor - if it doesn't doit by that time, close it out. These are general rules for cutting
losses short and switching to trades that might prove more profitable. The use of stop-
loss orders will be discussed below.

5. Another way to increase average profits and keep losses as low as possible
is to take positions only in the most profitable trading formations. Taking into consider-
ation the percentage of time a formation is profitable and unprofitable, its average gain
and loss, and the average time for such gain and loss, the best trading formation is the
TRIPLE TOP formation in a bull market and the TRIPLE BOTTOM formation in a bear

market.

The statistics on this formation are:

Triple Top Triple Bottom
% of Time Profitable 87.9% % of Time Profitable 93. 5%
% of Time Unprofitable 12, 1% % of Time Unprofitable 8. 5%
Average % Gain 28, % Average % Gain 23, 0%
Average % Loss 8. 3% Average % Loss 8. 7%
Average Time for Gain 6. 8 months Average Time for Gain 3. 4 months
Average Time for Loss 2. 2 months Average Time for L.oss 3. 4 months

By restricting one's trading to this formation, average profit should be increased
and the average loss should be smaller, The time factor in this formation is also very
important as it can lead to a more rapid turnover of capital - less money will do more
work,

6. What about stoploss orders? Stoploss orders are criticized on the grounds
that they often lead to abandonment of positions which ultimately turn out to be very
profitable or to "whipsaws'' - the getting in and out of positions at a loss or lesser profit
until the right positions is established. This may be true but one should consider stop-
loss orders as the insurance one pays against being completely wrong. In reviewing
our trading formations, a buy signal, of some sort, is always given when the chart
pattern shows the penetration of a previous high, and a sell signal when the chart pattern
shows the penetration of a previous low. If you are long of a stock, the logical point
for a stoploss order would be one square below the previous bottom; if you are short
of a stock, the logical point for a stoploss order would be one square above a previous
top. This will cut your losses short - and all the statistics referred to above are based
on just such stoploss orders, which is in effect, trading from signal fo signal.

There may, however, be occasions when a stoploss order does not have to be
used as mechanically as outlined above. This is especially true for the long term trader
and investor, If you are long of a stock and its price pattern continues to fluctuate
above the Bullish Support Line, you may disregard any sell signal that takes place above
this trend line. It is only when this Bullish Support Line is penetrated that a stoploss
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order should be placed or the trade closed out. It is also important that the industry
group of which the stock is a member and the market as a whole be bullish., The con-~
verse is true when you are short of a stock. No stoploss order need be kept as loag as
the price pattern fluctuates below the Bearish Resistance Line. It is only when this
trend line is penetrated that a stoploss order should be used or the trade closed out.
Also, make sure that the industry group of which the stock is a member and the market
as a whole is also bearish. When not using a stoploss order, the exercise of careful
judgment is required and emotions kept under control, If you feel you cannot do this,
then use a stoploss order,

7. When should profits be taken? We have two guides on this point: 1) the
Price Objective, and 2) the average profit based on probabilities outlined in this sec-
tion, When establishing a trade, make sure that your Price Objective ( on a vertical or
horizontal count ) is above the 29. 5% profit probability in a bull market, and above the
24, 8% profit probability in a bear market. Once your profit is above the average, stay
with your trade to see whether the higher Price Objective will be reached. Here you
might use stoploss orders arbitrarily to clinch at least the average profit, When the
price reaches the Price Objective ( which is above the average profit ) you might close
out your positions and be satisfied or continue to hold with arbitrary close stoploss
orders,

HOWARD JOHNSON (HJ)
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CHART ILLUSTRATION OF THE ABOVE PRINCIPLES

In Figure # 44, (on page 78) we have a chart of Howard Johnson. We will use
this chart to illustrate some of the principles outlined in this Section.

Howard Johnson made a low of 31 in June 1962 and gave its first buy signal in
July at 38 on a Double Top formation. We would not have recommended a purchase at
that point because it was still below a Bearish Resistance Line.

A Bullish Support Line was drawn from the June low.

The first time Howard Johnson gave a buy signal after penetrating the Bearish
Resistance Line was at 50 on a Triple Top formation in August 1963. This buy signal
took place above both the Bullish Support Line and the Bearish Resistance Line. The
stock could have been bought on this breakout or one could have exercised patience and
waited for a pullback to increase his profit percentage. After going to 55, the price
pulled back to 48 giving us the opportunity to do just this in November 1963.

Before establishing our buy position, however, we would have to determine how
high the stock might go. A vertical count on the first up-column after the June 1962 low
gave us a Price Objective of 73 ( 14 x 3 added to 31 )., With the breakout taking place
at 55, this gave a possible profit of 18 points or 32. 7%, This was higher than the aver-
age percentage gain of 29, 5% on a bullish formation. This met another qualification
necessary for establishing the trade. If we bought on the pullback to 48 we could even
expect a profit of 37. 5%.

Since the price pattern continued to fluctuate above the Bullish Support Line we
did not need any stoploss order and could proceed to wait patiently for our Price Objec~
tive to be reached. We did not have to accept the sell signal given in February 1964
which was just above the Bullish Support Line.

While waiting for our Price Objective of 73 to be reached, we got another buy
signal at 61 in September 1964 on a Triple Top formation, This would have given us
more confidence that the price of 73 would be reached. It was reached two months later
in November,

Having reached our original Price Objective we could have taken our profit and
have been quite satisfied with it, Or we could have elected to remain with the stock and
follow it up with stoploss orders. This would stop us out of our position on the next sell
signal., This would have occured at 77 in March 1965. The few additional points that
would have been gained did not actually warrant the additional time involved in holding on
to our position, Taking profit at our Price Objective of 73 would have proven more sat-
isfactory and we would have looked for another trading opportunity for the employment
of our funds - using the same principles over again in the new situation,

The chart also shows three Bullish Resistance Lines creating possible channels
within which the price might move. We could expect the first Resistance Line to be
penetrated, and even the second might have been broken on the upside., But waiting for
the third Resistance Line to be penetrated wouldbe too optimistic, although it may happen
in a few cases.

There is one other important fact that should be pointed out on this chart. At
times more than one vertical count can be taken to determine a Price Objective. The
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first vertical count was taken from the June 1962 low which was the lowest point reached
after the sell signal at 54 in January 1962 on a Double Bottom formation. A new ver-
tical count may be taken after another sell signal is given and the final low made. Such
a sell signal was given in February 1964 at 47 on a Bearish Signal formation. The low
was made the same month at 46, A vertical count, therefore, taken on the first upmove
(or next column of Xs ): 14 x 3 added to the low of 46 gives another Price Objective of
88. In January 1965 the price reached 87, It ultimately reached 88 in August,

One more rule that might be of use - be content with a profit one point below
your Price Objective., In many cases, the Price Objective is missed by just one point.

8. Stocks with a high short interest. Once a month, both the Wall Street Journal
and Barron's publish a comprehensive list of stocks with the number of shares that
have been sold short during the previous month., A similar list of the American Stock
Exchange may be obtained free of charge directly from the American Stock Exchange. A
short sale is accomplished by borrowing a stock from an owner (your broker does this
for you) and selling it. The short seller hopes to make a profit by buying the stock later
at a lower price and returning the stock to the lender.

There is a general rule that a stock with a rising short interest is bullish and a
stock with a falling short interest is bearish. The reasoning behind this is that the
greater the short interest the greater the number of people that will be compelled to buy
the stock at some future date,

We would not recommend using the rule as a technical tool for trading in stocks,
There have been too many instances when a stock has had a rising short interest for
months and the stock, nevertheless, continued to decline. Brunswick Corporation (BC),
during 1961 and 1962 is a good example of this.

Furthermore, a rising short interest is more important in a bull market than in
a bear market. A rising short interest during a bull market usually leads to "panic'
buying as shorts rush to buy stocks in order to cut their losses.

There is one use, however, that can be made of the short interest in stocks.
Make a list of those stocks that have a short interest of 1% or more of their outstanding
shares, There are usually about two dozen of such stocks., Never sell these stocks
short. Use these stocks for buy positions with our Bearish Signal Reversed formation
(see page 40). Such stocks can provide the opportunity for substantial and fast profits,

9. Volume - We have not dealt with the question of volume in any of the pre-
ceding pages. The Point and Figure analyst has always maintained that price makes
volume and volume does not make price. The price of a stock will both attract and repel
volume, Other technical analysts pay a good deal of attention to volume and have de-
vised many systems on how to use volume, such as on-balance volume, ultra high vol-
ume, large lot volume, etc. Applying these techniques to individual stocks requires a
great deal of work, Assuming that they had some merit, we still do not feel that the
difference in results obtained by their use, when compared to the simple Point and Fig-
ure chart, would warrant the extra work involved. The time could be more beneficially
spent in keeping more Point and Figure charts.
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SECTION NINE

CONVERTIBLE BONDS

A convertible bond can be converted into the related common stock at a spec-
ified share~to-share ratio, either indefinitely or up to a specified date.

A convertible bond, bought at the right price and at the right time, combines
most of the safety of a bond, the yield of an ordinary bond, and the appreciation potential
of a common stock. A convertible bond has an approximate price floor but no price
ceiling.

Because of the relative safety of certain convertible bonds, banks will often lend
up to 85% of the market price of a convertible. With only a 15% margin required, the
gain potential on a cash investment may thus be larger than on the related common stock.
The interest paid on the loan is fully tax deductible.

This section will be devoted to the problem of choosing a convertible bond for
trading and investment purposes by Point and Figure charts. Also, does the chart of a
convertible anticipate or follow the chart of the related common and how can they be used
in conjunction with each other?
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Figure # 45 is a chart of the convertible bond of Richfield Oil (5 3/8s '83). It is
constructed exactly as the chart of a stock. Since its price range is above 100, each
square represents two points with three squares or six points necessary for a change in
direction. The chart is based on the daily highs and lows of the convertible appearing in
the Wall Street Journal.

The Bearish Resistance Line was penetrated in April 1963 at 136. The first buy
signal, after this penetration, took place in August at 132 on a Double Top formation and
one immediately thereafter at 138 on a Spread Triple Top formation. These signals
were both valid since they took place after the penetration of the Bearish Resistance Line
and above the Bullish Support Line. The Bullish Support Line was drawn from the
October 1962 low of 108,

A vertical count on the first up-column after the October 1962 low yields a Price
Objective of 192, There are 14 Xs in that column each representing 2 points; since the
reversal consists of 6 points we multiply the 14 by 6 and get a product of 84, If we add
this 84 to the low of 108 we get a total of 192, This is the Price Objective.

After the buy signals indicated were given, we could have waited for a pullback.
During September, October and November the price actually pulled back to 124, a much
better point to buy than at the original breakouts.

None of the sell signals had to be acted upon since they all took place above the
Bullish Support Line, The Price Objective of 192 was reached in January 1965. The
Bullish Support Line was finally penetrated in April 1965,
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The chart of the convertible bond is constructed as we would the chart of a com-
mon stock. The Bearish Resistance Line and the Bullish Support Line are the con-
ventional trend lines described previously.

In most cases there is very little difference between the chart of the common
stock and the chart of the convertible. The overall similarity can be seen in the charts
of Boeing. Both have thus far held above the Bullish Support Line.

In the case of Boeing, one could have bought the convertible bond just on the ac-
tion of the common stock. As a matter of fact, acting only on the chart of the common
would have resulted even in greater profits because the trade would have been estab-
lished much earlier., The common stock penetrated its Bearish Resistance Line in
December 1963, while the convertible bond did not penetrate its Bearish Resistance Line
until May 1964. Actually, however, the dynamic upmove both in the common and in the
convertible did not start until May 1964, and acting on the chart of the convertible would
have been much better from a timing point of view. Capital could have been employed
elsewhere between December 1963 and May 1964,

The difference in these two charts is of minor importance although some differ-
ence in timing is evident. The same holds true for most charts and a person could buy
the convertible bond when getting the proper signal on the common stock. However,
there are occasions when there is a significant difference between the two charts. Such
a difference is illustrated in the following charts of American Distilling,
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The chart of the convertible bond of American Distilling is constructed in the
same manner as that of a stock. It is a 3-point reversal chart. One exception was
made, however, above 100, one-point units are used. This is because of the relative
inactivity of the bond,

Trend lines are used in the same manner as on a chart of a stock. The convert-
ible has a Bearish Resistance Line. A trader or investor, with this chart in his pos-
session, would never have purchased this convertible bond. Its price pattern never
penetrated this Bearish Resistance Line.

The person who only had a chart of the common stock might have acted different-
ly. The Bearish Resistance Line was penetrated and the stock gave a buy signal in
January 1963 at 37 on a Triple Top formation. A vertical count from the June 1962 low
yielded a Price Objective of 49. On the basis of this chart alone, he might have decided
to buy the convertible in order to obtain more leverage because of the lower margin.

The person who had both of these charts would have bought neither the convertible
nor the common. He could have used the convertible chart to confirm the action of the
chart of the common. Since an investor in convertibles is usually more sophisticated
and knowledgeable than the average trader, he would have seen the lack of confirmation
by the convertible chart and, therefore, refused to take a position even in the common.
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SECTION TEN

OVER-THE-COUNTER STOCKS

For every one issue of stock traded through recognized Stock Exchanges there are about nine
issues traded in the Over-the-Counter Market. Besides trading in industrial and utility stocks, it is
also the main market for insurance and bank stocks.

Can Over-the-Counter stocks be charted in Point and Figure? The answer is yes. And they are
even simpler to chart than stocks listed on recognized exchanges.

Bid and asked prices for Over-the-Counter stocks may be found daily in The Wall Street Journal
and The New York Times. To chart these stocks, we use only the bid price. The following 3 pages
illustrate such charts. Since these charts were produced by computer, the months October,
November and December are indicated by the letters A, B and C, instead of the numerals 10, 11 and
12. These charts are reproduced from our quarterly O-T-C Chart Book.

The charts reproduced on the following 3 pages are from ‘‘The
Chartcraft O-T-C Point and Figure Chart Book,’’ published
quarterly.
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SECTION ELEVEN

TECHNICAL INDICATORS

Besides analyzing stock chart patterns, technical analysis has also developed ‘‘technical’’
indicators—tools designed to aid in the determination of general market trends. A complete count of
such indicators would probably reach to 200 or more.

We are presenting here those that we believe to be the most valuable and the most popular.
They are:

The Cumulative Daily Advance-Decline Line
The High-Low Index

The On-Balance Volume Index

The Odd-Lot Balance Index

The Odd-Lot Short Sales Index

The 10-Day Advance-Decline Ratio

The 10-Day Upside-Downside Volume Ratio
The 200-Day DJIA Momentum Index

The DJIA One-Year % Chart

The Index of Speculative Confidence

The Gold Mining Disparity Index

The Short Interest Ratio

The % of NYSE Stocks Above Their 10-Week Moving Average
The 10-Week Most Active Stocks Ratio

The NYSE Bullish Percentage

The DJIA Bullish Percentage

General Motors as a Bellwether Stock

All these indicators, and more, are covered every two weeks in
““The Chartcraft Technical Indicator Review. "’
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CUMULATIVE ADVANCE/DECLINE LINE
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This index is a non-price measure of the trend of the market. It is based upon the number of NYSE
issues advancing and declining and not upon the price of these issues. Every day the difference between the
issues advancing and issues declining is calculated. If more issues advanced than declined, the difference
is added to the preceding day's total; if more issues declined than advanced, the difference is subtracted
from the previous day's total. The advance-decline line may be started with any arbitrary number. Each square
on our chart represents 500 and 3 squares, or 1500, are necessary for a change in direction.

The direction taken by the advance-decline line is always compared to that of the Dow-Jones Indus-
trial Average. When both are advancing, the market is bullish.When both are declining, the market is bearish.
A divergence in direction between the two usually indicates a coming change in trend.

It should also be borne in mind that the daily advance~decline line has a bearish bias. It made
its high in March 1956 and this high has never been exceeded. Since then, at least up to December 1974, every
bull market high and bear market low has been lower than the previous one.




HIGH-LOW _INDEX
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CONSTRUCTION OF INDEX: DIVIDE THE DAILY NEW HIGHS BY THE SUM OF THE DAILY NEW HIGHS AND DAILY NEW LOWS.

PLACE THE RESULTING PERCENTAGE FIGURE ON A 10-DAY MOVING AVERAGE AND POST TO CHART. EACH SQUARE ON THE CHART
REPRESENTS 2%, AND 3 SQUARES OR 6% ARE NECESSARY FOR A CHANGE IN DIRECTION.

THE EXTREME PERCENTAGES ON THIS CHART ARE ABOVE 90% (OCCASIONALLY ABOVE 80%) AND BELOW 10 (OCCASIONALLY
BELOW 20%).

INTERMEDIATE DOWNMOVES AND BEAR MARKETS USUALLY END WHEN THIS PERCENTAGE IS BELOW THE 10% LEVEL. INTER-
MEDIATE UPMOVES AND BULL MARKETS USUALLY END WHEN THIS PERCENTAGE IS ABOVE THE 90% LEVEL.

THE BEST TIME TO GO LONG IS WHEN THE PERCENTAGE IS BELOW THE 10% LEVEL AND TURNS UP. THIS IS A BULL ALERT

SIGNAL. SHORT POSITIONS SHOULD BE COVERED AND LONG POSITIONS TAKEN. A RISE IN THE PERCENTAGE ABOVE A PREVIOUS
TOP OR ABOVE THE 50% LEVEL IS A BULL CONFIRMED SIGNAL.
THE BEST TIME TO SELL SHORT IS WHEN THIS PERCENTAGE IS ABOVE THE 90% LEVEL AND TURNS DOWN. THIS IS A BEAR

ALERT SIGNAL. LONG POSITIONS SHOULD BE CLOSED OUT AND SHORT POSITIONS ESTABLISHED. A DROP IN THE PERCENTAGE
BELOW A PREVIOUS BOTTOM OR BELOW THE 50% LEVEL SIGNALS A BEAR CONFIRMED MARKET.

THE HIGH-LOW INDEX IS ONE OF THE BETTER MARKET TREND INDICATORS.

91-




ON-BALANCE VOLUME INDEX
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CHART CONSTRUCTION: WHEN THE DOW-JONES INDUSTRIAL AVERAGE CLOSES HIGHER, ADD THE TOTAL NYSE VOLUME FOR THAT DAY T0
THE PREVIOUS DAY'S CUMULATIVE TOTAL; WHEN THE AVERAGE CLOSES LOWER, SUBTRACT THE TOTAL NYSE VOLUME FOR THAT DAY FROM THE
PREVIOUS DAY'S CUMULATIVE TOTAL. EACH SQUARE ON THE CHART REPRESENTS 20,000,000 SHARES, AND 3 SQUARES OR 60,000,000
SHARES ARE NECESSARY FOR A CHANGE IN DIRECTION.

THE ON-BALANCE CHART SHOULD BE USED MAINLY AS CONFIRMATION OR NON-CONFIRMATION OF THE ACTION OF THE DOW-JONES INDUSTRIAL
AVERAGE. IF THE DJIA PENETRATES A PREVIOUS TOP WITHOUT THE ON-BALANCE VOLUME DOING THE SAME, THEN THE UPMOVE IS SUSPECT.
AND VICE VERSA, IF THE DJIA PENETRATES A PREVIOUS BOTTOM WITHOUT THE ON-BALANCE VOLUME DOING THE SAME, THE DOWNMOVE IS SUS-
PECT. FOR A BULL MARKET, BOTH THE DJIA AND THE ON-BALANCE VOLUME SHOULD GIVE BULLISH SIGNALS; FOR A BEAR MARKET, BOTH THE
AVERAGE AND THE ON-BALANCE VOLUME SHOULD GIVE BEARISH SIGNALS. A SIGNAL BY ONLY ONE OR THE OTHER IS NOT ENOUGH TO CHANGE
THE EXISTING TREND. THIS IS ACTUALLY A MODIFICATION OF THE DOW THEORY BY SUBSTITUTING ON-BALANCE VOLUME FOR OR ADDING T
TO THE TRANSPORTATION AVERAGE.

VOLUME ACTION SOMETIMES PRECEDES PRICE ACTION; AT THESE TIMES THE ON-BALANCE VOLUME CHART WILL ANTICIPATE THE DIRECTION
OF THE DOW-JONES INDUSTRIAL AVERAGE.
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ODD-LOT BALANCE INDEX
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ODD-LOT SHORT SALES INDEX
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THIS INDEX IS CONSTRUCTED BY DIVIDING THE DAILY 0DD-LOT SHORT SALES BY THE DAILY ODD-LOT TOTAL SALES. THE RESULTING
RATIO OR PERCENTAGE IS THEN PLACED ON A 5-DAY MOVING AVERAGE. THIS MOVING AVERAGE FIGURE IS PLOTTED ON THE CHART. THE
SCALE OF THE CHART IS .2% AND 3 BOXES OR .6% ARE‘NECESSARY FOR A CHANGE IN DIRECTION. THE SCALE OF THE CHART HAS ALSO BEEN
REVERSED SO THAT UNUSUALLY HEAVY ODD-LOT SHORT SELLING APPEARS AS A BOTTOM AND VERY LIGHT ODD-LOT SHORT SELLING APPEARS AS
A TOP.

THIS INDICATOR HAS UNDERGONE A MAJOR CHANGE IN RECENT YEARS DUE TO THE EXISTENCE OF LISTED PUTS AND THE GRADUAL EX-
PANSION OF THE NUMBER OF PUTS OFFERED FOR TRADING.

IT MAY BE SEEN THAT THE PARAMETERS HAVE RAPIDLY CHANGED SINCE THE 1960'S. THE 1966 BEAR MARKET ENDED WITH 0DD-LOT
SHORT SALES REACHING 990 OF TOTAL ODD-LOT SALES. 1IN THE NEXT DECADE PEAK LEVELS DROPPED GRADUALLY TO 3.8% IN 1975.

VERY LIGHT ODD-LOT SHORT SELLING WAS USUALLY INDICATED WHEN THE PERCENTAGE WAS AT .4. THIS OCCURRED IN DECEMBER 1962,
MARCH 1965, JANUARY 1966 AND DECEMBER 1969. THE LAST THREE WERE GOOD INDICATIONS OF MARKET TOPS. SINCE THAT TIME, HOWEVER,
WE HAVE HAD A WHOLE SERIES OF SUCH INDICATIONS. ONLY DECEMBER 1972 INAUGURATED A MAJOR DOWNMOVE. 1IN JULY 1976, PERCENTAGE
JEACHED .2%. A DOWNMOVE IN THE DJIA FROM 1020 TO 750 FOLLOWED.

AS A GENERAL RULE, IT CAN BE STATED THAT ODD-LOTTERS SELL SHORT VERY LITTLE AT MARKET TOPS AND SELL SHORT QUITE
~ZAVILY AT MARKET BOTTOMS - AT BOTH INTERMEDIATE AND MAJOR TURNING POINTS. OVER THE LAST FEW YEARS, THIS INDICAfOR HAS
-IST SOME OF ITS RELIABILITY.

94




10-DAY _ADVANCE/DECLINE RATIO
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The above point and figure chart is constructed as follows: Each day divide the daily Advances by the total of
daily Advances and Declines. Place the resulting ratio on a 10-day moving average and plot the resulting figure on the
chart. Each square equals 1% and 3 squares or 3% are necessary for a change in direction.

Chart interpretation consists of the following elements: (1) direction of the movement, (2) penetration of a
previous top or bottom, (3) whether above or below the 50% level, (4) upside and downside parameters, and (5) comparison
of direction of movement with that of the Dow-Jones Industrial Average.

This index changes direction earlier than the DJIA. When the percentage is 60% or higher, market is entering
an overbought area and a change in the immediate trend is not too far away. This change is confirmed by the index turning
down, penetrating a previous bottom and/or declining below the 50% level. This signifies a change in the immediate trend
from bullish to bearish. When the percentage is 35% or lower, market is entering an oversold area, and a change in the
immediate trend is not too far away. This change is confirmed by the index turning up, penetrating a previous top, and/or
rising above the 50% level. This signifies a change in the immediate trend of the market from bearish to bullish,

This indicator should be used to anticipate or confirm only the immediate trend of the market without any con-

sideration of whether this trend is minor, intermediate or major.
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10-DAY UPSIDE-DOWNSIDE VOLUME RATIO

x|
£
] o[%[0! o] x|
. g LMK lu 5 ‘o BEECICAR A
] 0 o
0 Xfe[¥lo] | Ix 0 o[ o[ ] Fan
2] X} x| o] 1] 1 X X} %
o] | X[ ¥]O]%] o | X! \ 0l 0 o
N [ K0 x| | o Xig[klo [ 0n]0 0 30 X0, o
RS x] B0 X £10) o) X]oix]o [
0 [o[X[p[X] ORT® RIoMol || £ X X0 o1 1 11 E30IELIE
] ] [ 11 3] B a Q o
EEolxle ¥ r3 o Zio1e] Mol < ANA
0 o[x] X! X ol | 1] XIo[x| x]oIX] X!o] 10] Ix[plxio» 10
2 o 0% 0]x/0 [ %] 0% I lo] 1o A
1[N LY [E3 o] )i o [X] ] X] 0] £ o{x]olx
0] &) o)X @ o|¥
Ha“ lolxls 0! lolKlo] ol ol lo[x] o ] oixlo]¥
o fof *ip[x| r o)) 0 £ X lofx] lo X ] X[e]X]o o]
30 | LI 1 [of X B lo . £l | 1
ﬁ X [ 1] 0] oX[ lo F
n X o[X[O] ol [OX] 1 1plX] []
la 0 ox[o] [aiXl | To]x] N o o]
X o] 0| 0 0 £ %olxio]
2 A\t x| 0 £
0| X 18] r { n
n 0] M 1%|O] 0
9] a[Xlof o] qﬁ me
o 03
0 D!X]
ol Q X[ o)
%)
o) K| 01X 1
x[o1X o ] ﬁ
ke n
o

<]

Chart Construction: Each day divide Upside Volume by the sum of Upside and Downside Volume. Place the resulting
ratio on a 10-day moving average. Each square equals 1% and 3 squares or 3% are necessary for a change in directionm.

The interpretation of this indicator is similar to that of the 10-day Advance-Decline Ratio. It often leads the
latter both up and down. Both of these indicators should be in gear, one confirming the action of the other.

When the percentage is 60% or higher, the market is entering an overbought area and a change in trend is not too
distant. This change is confirmed by this ratio turning down, penetrating a previous bottom and/or dropping below the
50% level.

When this percentage is 35% or lower, the market is entering an oversold area and a change in trend should be
expected. This is confirmed by the ratio turning up, penetrating a previous top and/or rising above the 50% level.

This indicator is used only to judge the immediate market trend, without any consideration of whether it is
minor, intermediate or major.
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200-DAY DJIA MOMENTUM INDEX
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THIS INDEX IS CONSTRUCTED BY DIVIDING THE CURRENT DOW-JONES INDUSTRIAL AVERAGE BY ITS 200-DAY MOVING
AVERAGE. THE RESULTING PERCENTAGE IS THEN PLOTTED ON THE CHART. EACH SQUARE REPRESENTS 1% AND 3 SQUARES OR 3%
ARE NECESSARY FOR A CHANGE IN DIRECTION.

THE 200-DAY MOVING AVERAGE LINE IS ALWAYS AT 100. AS A GENERAL RULE, A PERCENTAGE ABOVE 100 INDICATES
THAT A BULL MARKET IS IN PROGRESS, AND A PERCENTAGE BELOW 100 INDICATES THAT A BEAR MARKET IS IN PROGRESS. AT
VARIOUS TIMES, A CHANGE IN TREND MAY BE ANTICIPATED BEFORE THE 100 LEVEL IS PENETRATED EITHER UPWARDS OR DOWNWARDS.
A BULLISH SIGNAL MAY BE GIVEN BELOW 100 BY THE PENETRATION OF A PREVIOUS TOP; A BEARISH SIGNAL MAY BE GIVEN ABOVE
100 BY THE PENETRATION OF A PREVIOUS BOTTOM.

BEAR MARKET BOTTOMS USUALLY TAKE PLACE BELOW 85. IN JUNE 1962, THE BOTTOM WAS MADE AT 78, IN AUGUST AND
OCTOBER 1966, A DOUBLE BOTTOM WAS MADE AT 83; IN MAY 1970, THE BOTTOM WAS MADE AT 80; AND IN OCTOBER 1974, THE
BOTTOM WAS MADE AT 73. HOWEVER, IN FEBRUARY 1978, THE BOTTOM WAS MADE AT 87 AND IN MARCH 1980 AT 89.
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DOW-JONES INDUSTRIAL AVERAGE :ONE-YEAR PERCENT
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THIS INDEX IS CONSTRUCTED BY TAKING THE CLOSING WEEKLY PRICE OF THE DOW-JONES INDUSTRIAL AVERAGE
AND DIVIDING IT BY THE CORRESPONDING WEEKLY PRICE ONE YEAR AGO. (THESE FIGURES MAY BE OBTAINED FROM
BARRON'S.) THE RESULTING % IS THEN PLOTTED ON THE CHART. EACH SQUARE REPRESENTS 1% UP TO 100 AND 2%
ABOVE 100. 3 SQUARES ARE REQUIRED FOR A CHANGE IN DIRECTION.

TOPS USUALLY OCCUR ABOVE 120% AND BOTTOMS AT 80% OR LOWER. ONCE THE PERCENTAGE HAS GONE ABOVE 120%,
WATCH FOR A BEARISH SIGNAL - THE PENETRATION OF A PREVIOUS BOTTOM. THIS BEARISH IMPLICATION IS CONFIRMED
WHEN THE PERCENTAGE DROPS BELOW 100%. A BEAR MARKET IS THEN IN EFFECT. ONCE THE PERCENTAGE HAS GONE TO
80% OR LOWER, WATCH FOR A BULLISH INDICATION - THE PENETRATION OF A PREVIOUS TOP. THIS BULLISH IMPLICA-
TION IS CONFIRMED WHEN THE PRICE RISES ABOVE 100%. A BULL MARKET IS THEN IN EFFECT.

BULLISH INDICATIONS WERE GIVEN IN NOVEMBER 1962, FEBRUARY 1967, JULY 1970, JANUARY 1974 (FALSE -
NEVER WENT ABOVE 100%), JANUARY 1975 AND MARCH 1978.

THIS INDICATOR SHOWS THAT A BEAR MARKET USUALLY ENDS WHEN THE PERCENTAGE IS 80% OR LOWER OF WHERE
IT WAS A YEAR AGO - THE AVERAGE FIGURE IS 74%. WHEN THIS LOW PERCENTAGE LEVEL IS REACHED, BEGIN LOOKING
FOR A CHANGE IN TREND.
ac::::uc::::ua=::::uc::::xu::::;uc::;;gn:::::ue::::uu:::::uc:===cn::::nn:::::ﬂcu
BUY SIGNALS BELOW 100 LEVEL ARE FEW AND FAR BETWEEN. ALL SUCH SIGNALS SINCE
1958 ARE LISTED BELOW: - n

1/61 Buy @ 95 - Sell 12/61 @ 118 1/74 Buy @ 85 - Sell 7/74 @ 87
11/62 Buy @ 85 - Sell 11/63 @ 117 1/75 Buy @ 76 - Sell 2/76 @ 135
" 2/67 Buy @ 86 - Sell 1/68 @ 105 4/78 Buy @ 85 - Sell 4/79 @ 104 :

. . — 12/81 Buy @ 93 - Sell 2/82 @ 87
" m:a&
=t —— =

ﬂ 2/58 Buy @ 96 - Sell 6/59 @ 134 7/70 Buy @ 83 - Sell 6/71 @ 128
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INDEX OF SPECULATIVE CONFIDENCE
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This Index is constructed by dividing Standard & Poof's Low Priced Stock Index by S & P's High
Grade Common Stock Index. The resulting percentage, or ratio, is plotted on the chart. Each square
represents 1% below 100 and 2% above 100, and 3 boxes (3% or 6%) are necessary for a change in direction.

When this Index rises, low priced stocks are outperforming high grade stocks; when this Index is
declining, the reverse is true.

When Tow priced stocks are outperforming high grade stocks, there necessarily is greater public
participation and speculation. Speculative confidence in the future upward trend of the market is increas-
ing. When high grade stocks are outperforming low priced stocks and the Index is declining, speculative
confidence in the future uptrend of the market is waning.

An important top was made in January 1969. An important bottom was made in December 1974.
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GOLD MINING DISPARITY INDEX
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THIS INDEX IS CONSTRUCTED BY DIVIDING STANDARD AND POOR'S GOLD MINING INDEX BY THE INDEX OF 425 INDUSTRIALS.
=i SESULTING RATIO, WHICH IS ACTUALLY A RELATIVE STRENGTH FIGURE OF THE GOLD MINING GROUP, IS POSTED ON THE CHART

=E SCALE REVERSED. EACH SQUARE ON THE CHART REPRESENTS 1 POINT AND 3 SQUARES OR 3 POINTS ARE NECESSARY FOR A
L=2N:T [N DIRECTION.

"<t SCALE IS REVERSED SO THAT AN UPMOVE IN THE RELATIVE STRENGTH OF THE GOLD MINING GROUP WILL APPEAR ON THIS
S 4 DOWNMOVE FOR THE MARKET AS A WHOLE; AND A DOWNMOVE IN THE RELATIVE STRENGTH OF THE GOLD MINING GROUP WILL
+$ AN UPMOVE FOR THE MARKET AS A WHOLE. GOLD MINING STOCKS ARE SUPPOSEDLY DEFENSIVE IN CHARACTER - STRONG

I MARKET IS WEAK AND WEAK WHEN THE MARKET IS STRONG.
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SHORT INTEREST RATIO
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THIS INDICATOR IS CONSTRUCTED BY DIVIDING THE TOTAL SHORT INTEREST BY THE AVERAGE DAILY VOLUME OF TRADING FOR
THE PERIOD FOR WHICH THE SHORT INTEREST IS REPORTED, USUALLY THE PREVIOUS 30 DAYS. EACH SQUARE ON THE CHART REPRESENTS
.05% AND 3 SQUARES OR .15% ARE NECESSARY FOR A CHANGE IN DIRECTION. IT MAY BE FOUND IN BARRONS'S ONCE A MONTH. THE SHORT
INTEREST RATIO REPRESENTS THE NUMBER OF DAYS TRADING THAT THE ACTUAL SHORT INTEREST CAN ACCOUNT FOR IF ALL SHORT POSITIONS
WERE COVERED AT THE SAME TIME.

A COLUMN OF 0'S AFTER THE 1.90 LEVEL HAS BEEN REACHED IS A BULLISH INDICATION IF THE MARKET HAS HAD A BIG DROP.

SIGNALS THAT TOOK PLACE IN MAY 1957, NOVEMBER 1962, SEPTEMBER 1966, SEPTEMBER 1970, JANUARY 1979 WERE ALL TIMELY SIGNALS.
THE APRIL 1966 AND OCTOBER 1969 SIGNALS WERE NO GOOD. THIS INDICATOR HAS A SUCCESS RATIO OF 71.4% (5 OUT OF 7).
A MOVEMENT TO 1.00 OR LESS IS A BEARISH INDICATION. SUCH SIGNALS IN LATE 1956, DECEMBER 1959, NOVEMBER 1961,

MAY 1971, FEBRUARY 1973, OCTOBER 1973 AND FEBRUARY 1976 WERE ALL GOOD SIGNALS. THE JANUARY 1961 SIGNAL WAS USEFUL, BUT
PREMATURE, WHILE THE JANUARY 1972 SIGNAL WAS NO GOOD. THIS USE OF THE INDICATOR WAS SUCCESSFUL 7 OF 9 TIMES OR 77.7%.

NOTE: YOU DO NOT NEED A HIGH SHORT INTEREST FOR A BEAR MARKET TO END. SEE 1973-1974. WHEN STOCKS WERE 7-9 TIMES
EARNINGS THERE WAS VERY LITTLE SHORT SELLING, BUT THAT DID NOT PREVENT THEM FROM GOING TO 4-5 TIMES EARNINGS WHEN THE BEAR
MARKET ENDED.
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% of NYSE STOCKS above their 10-WEEK MOVING AVERAGE
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EVERY TUESDAY, AT THE CLOSE OF THE MARKET, CHARTCRAFT MAKES A COMPUTER TALLY OF THE PERCENTAGE OF STOCKS
ABOVE THEIR 10-WEEK MOVING AVERAGE. THIS PERCENTAGE IS PLOTTED ON THE CHART. EACH SQUARE REPRESENTS 2% AND 3
SQUARES OR 6% ARE NEEDED FOR A CHANGE IN DIRECTION.

THIS INDEX IS WHAT IS KNOWN AS A DIFFUSION INDEX. IT TENDS TO CHANGE DIRECTION AHEAD OF ITS AGGREGATE.
WHEN IT STARTS TO DECLINE FROM A HIGH LEVEL, THE AGGREGATE WILL STILL CONTINUE TO RISE AND CONVERSELY, WHEN IT
BEGINS TO RISE FROM A LOW LEVEL, THE AGGREGATE WILL STILL CONTINUE TO DECLINE. ONLY AFTER THE INDEX CROSSES THE
50% LEVEL DOES THE AGGREGATE FOLLOW THE DIRECTION OF THE DIFFUSION INDEX.

UPMOVES END WHEN THE PERCENTAGE RISES ABOVE THE 70%, 80% OR 90% LEVEL DEPENDING UPON THE STRENGTH OF THE
BULL MARKET. DOWNMOVES TERMINATE WHEN THE PERCENTAGE DROPS BELOW 30%, 20% OR 10% DEPENDING UPON THE STRENGTH OF
THE BEAR MARKET.

A COLUMN OF Xs BELOW THE 50% LEVEL MAY BE REGARDED AS AN UP-ALERT SIGNAL; WHEN THIS COLUMN OF Xs RISES
ABOVE 50% OR PENETRATES A PREVIOUS TOP, IT MAY BE REGARDED AS AN UP-CONFIRMED SIGNAL. A COLUMN OF Os ABOVE 50%
SHOULD BE TAKEN AS A DOWN-ALERT SIGNAL; WHEN THE COLUMN OF Os DECLINES BELOW 50%, OR PENETRATES A PREVIOUS BOTTOM,
{7 MAY BE REGARDED AS A DOWN-CONFIRMED SIGNAL. BUYING LONG SHOULD BEGIN WHEN AN UP-ALERT SIGNAL HAS BEEN GIVEN
4F7ER THE PERCENTAGE HAS DROPPED TO 30% OR LOWER. LONG POSITIONS SHOULD BE CLOSED OUT ON A DOWN-ALERT SIGNAL
457£2 THE PERCENTAGE HAS REACHED AT LEAST 70%. SHORT POSITIONS SHOULD BE ESTABLISHED WHEN IT LATER DROPS BELOW THE

500 LEVEL.
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10-WEEK MOST ACTIVE STOCKS RATIO
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EACH WEEK EXAMINE THE 20 MOST ACTIVE STOCKS FOR ADVANCES AND DECLINES. THESE FIGURES MAY BE FOUND IN
BARRON'S. DIVIDE THE NUMBER OF ADVANCING STOCKS BY THE TOTAL NUMBER OF ADVANCING AND DECLINING STOCKS. PLACE
THE RESULTING RATIO ON A 10-WEEK MOVING AVERAGE.

THIS INDICATOR MAY BE USED BOTH AS AN OVERBOUGHT-OVERSOLD INDICATOR AND AS AN INDICATOR THAT GIVES BOTH
BUY AND SELL SIGNALS.

IN LONG-TERM BEAR MARKETS SUCH AS 1969-1974, OVERBOUGHT MARKET CONDITIONS CAN BE RECOGNIZED WHEN THIS RATIO
GOES ABOVE 60% AND AN OVERSOLD CONDITION WHEN IN DECLINES BELOW 35%. IN LONG-TERM BULL MARKETS SUCH AS 1975 -
PRESENT OVERBOUGHT MARKET CONDITIONS CAN BE RECOGNIZED WHEN THE RATIO GOES ABOVE 70% AND AN OVERSOLD CONDITION WHEN
IT DROPS BELOW 45%.

A BUY SIGNAL TAKES PLACE WHEN CHART PATTERN PENETRATES A PREVIOUS TOP. A SELL SIGNAL TAKES PLACE WHEN CHART
PATTERN PENETRATES A PREVIOUS BOTTOM.
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NYSE BULLISH PERCENTAGE
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AS ITS NAME IMPLIES, THE ABOVE INDICATOR IS BASED ON THE DAILY PERCENTAGE OF BULLISH STOCKS ON THE NEW YORK
STOCK EXCHANGE. A STOCK IS CONSIDERED BULLISH IF ITS MOST RECENT CHART PATTERN SHOWS THE PENETRATION OF A PREVIOUS
TOP; A STOCK IS CONSIDERED BEARISH IF ITS MOST RECENT CHART PATTERN SHOWS THE PENETRATION OF A PREVIOUS BOTTOM. THE
NUMBER OF BULLISH STOCKS IS TALLIED EVERY DAY AND DIVIDED BY THE TOTAL OF ALL STOCKS BOTH BULLISH AND BEARISH. THIS
PERCENTAGE IS THEN PLOTTED ON A 2% BY 6% POINT AND FIGURE CHART. EACH BOX EQUALS 2%, AND 3 BOXES OR 6% ARE NEEDED FOR
A CHANGE IN DIRECTION. THIS INDICATOR WAS ORIGINATED BY CHARTCRAFT, INC., IN 1955.

UPMOVES USUALLY END WHEN THE PERCENTAGE RISES ABOVE THE 70%, OR 80%, OR 90% LEVEL - DEPENDING UPON THE STRENGTH
AND MOMENTUM OF THE BULL MARKET. DOWNMOVES TERMINATE WHEN THE PERCENTAGE DROPS BELOW 30%, OR 20%, OR 10% - DEPENDING
_PON THE MOMENTUM OF THE BEAR MARKET.

AFTER A LOW LEVEL HAS BEEN MADE, A COLUMN OF Xs BELOW THE 50% LEVEL MAY BE REGARDED AS A BULL ALERT SIGNAL;
«~EN THE COLUMN OF Xs RISES ABOVE THE 50% LEVEL, THIS MAY BE REGARDED AS A BULL CONFIRMED SIGNAL. AFTER A HIGH LEVEL,
: IOLUMN OF Os ABOVE THE 50% LEVEL MAY BE REGARDED AS A BEAR ALERT SIGNAL; WHEN THE COLUMN OF Os DROPS BELOW 50%, THIS
w2+ 3E REGARDED AS A BEAR CONFIRMED SIGNAL. A BULL CONFIRMED SIGNAL MAY OCCUR BELOW THE 50% LEVEL WHEN A COLUMN OF Xs
$12220S A PREVIOUS TOP; A BEAR CONFIRMED SIGNAL MAY OCCUR ABOVE THE 50% LEVEL WHEN A COLUMN OF Os PENETRATES A PREVIOUS

Jle
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DOW-JONES INDUSTRIALS BULLISH PERCENTAGE
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AS ITS NAME IMPLIES, THE ABOVE INDICATOR IS BASED ON THE DAILY PERCENTAGE OF BULLISH STOCKS IN THE 30-DOW
JONES INDUSTRIALS. A STOCK IS CONSIDERED BULLISH IF ITS MOST RECENT CHART PATTERN SHOWS THE PENETRATION OF A PRE-
VIOUS TOP; A STOCK IS CONSIDERED BEARISH IF ITS MOST RECENT CHART PATTERN SHOWS THE PENETRATION OF A PREVIOUS BOTTOM.
THE NUMBER OF BULLISH STOCKS IS TALLIED WEEKLY AND DIVIDED BY 30 TO OBTAIN THE BULLISH PERCENTAGE. THIS PERCENTAGE
IS THEN PLOTTED ON A 2% BY 6% POINT AND FIGURE CHART. (EACH BOX EQUALS 2% AND 3 BOXES, OR 6%, ARE NEEDED FOR A RE-
VERSAL OF DIRECTION.)

THE INTERPRETATION OF THE DJI BULLISH PERCENTAGE IS BASICALLY THE SAME AS THAT OF THE NYSE BULLISH PER-
CENTAGE. ALLOWANCES SHOULD BE MADE FOR THE FACT THAT, BEING BASED ONLY ON 30 STOCKS, IT IS MORE VOLATILE THAN THE
BULLISH PERCENTAGE BASED ON ALL STOCKS. ITS BIG ADVANTAGE IS THAT IT CAN BE CALCULATED BY THE AVERAGE TRADER IN A

FEW MINUTES.

~

A COLUMN OF XS BELOW THE 50% LEVEL MAY BE REGARDED AS A BULL ALERT SIGNAL; WHEN THIS COLUMN OF XS EXCEEDS
A PREVIOUS COLUMN OF XS OR RISES ABOVE THE 50% LEVEL, IT MAY BE REGARDED AS A BULL CONFIRMED SIGNAL. A COLUMN OF 05
ABOVE THE 50% LEVEL MAY BE REGARDED AS A BEAR ALERT SIGNAL; WHEN THIS COLUMN OF 0S PENETRATES A PREVIOUS COLUMN OF
0S OR DECLINES BELOW THE 50% LEVEL, IT MAY BE REGARDED AS A BEAR CONFIRMED SIGNAL.

A BEAR MARKET BOTTOM USUALLY FINDS THE DJI BULLISH PERCENTAGE BELOW 10%. A BULL MARKET TOP USUALLY FINZS

THE DJI BULLISH PERCENTAGE ABOVE 70%.
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GENERAL MOTORS AS A BELLWETHER STOCK
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General Motors is regarded as a bellwether of the stock market as a whole. The bellwether
theory holds that in a downtrend, whenever 4 months pass without General Motors declining to a
new intermediate low, the odds favor a conclusion that the market’s trend has turned upward.
Conversely, when the trend has been upward, but 4 months pass without General Motors rallying to
a new intermediate high, the odds favor a conclusion that the market itself will turn downward. The
theory’s originator was Stephen J. Stanford and its present guardian and interpreter is Robert H.
Stovall, of Dean Witter Reynolds, Inc.

It should be borne in mind that no theory or technical indicator works all the time. Witness the
fact that GM made a low in December 1973 and 4 months elapsed without GM declining to a new
low. This would have led to the erroneous conclusion that the bear market was over. GM then made
a new low in December 1974. Again GM made a high in April 1976, and then 4 months elapsed
without this high being exceeded. Was the bull market over? No, because GM then went on to make
a new high in September. The next intermediate high in GM was made in December. Four months
went by without a new high and a bear market signal was given in April 1977. This signal is still
in effect.
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SECTION TWELVE

PUTS AND CALLS

Buying + Buying + Writing -

a stock - a Call 0 a Call 0
Selling a = Buying 0 Writing 0

stock short + a Put + a Put —

The stock buyer gains when the stock rises and loses when the stock declines.

The Call buyer gains when the stock rises and neither loses nor gains when the stock
declines.

The Call writer loses when the stock rises and neither gains nor losses when the stock
declines.

The short seller gains when the stock declines and loses when the stock rises.

The Put buyer gains when the stock declines and neither gains nor loses when the stock
rises.

The Put writer loses when the stock declines and neither gains nor loses when the stock
rises.

(Commission and option premiums are excluded for clarity of presentation.)
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OPTION CONTRACTS

1. Types of Option Contracts

A Call is an option to buy 100 shares of a specified stock at a fixed price on or before its expiration date.
A Put is an option to sell 100 shares of a specified stock at a fixed price on or before its expiration date.
The exercise price is the price at which the stock under option may be called or put.

The premium or option money is the amount the buyer pays for the option contract.

A straddle is an equivalent number of Puts and Calls covering the same underlying security and having
the same exercise price and expiration date.

2. Length of Option Contracts

Under present practices, each class of options is assigned to one of three expiration month cycles: the
January-April-July-October cycle; the February-May-August-November cycle; or the March-June-Septem-
ber-December cycle. Trading options of a particular expiration month normally commences nine months
earlier. No option purchaser can take advantage of the long-term capital gains period for tax purposes.

3. The Exercise Price and Premium

Exercise prices are generally fixed at 5-point intervals for stocks trading below 50, and 10 point inter--
vals for stocks trading between 50 and 200.

The premium on the price of an option is agreed upon between the buyer and writer of an option or
their agents. Options may be purchased or sold through securities brokers. The premium is determined in
the auction market. Both purchasers and writers pay transaction costs.

The exercise price is not affected by a dividend distribution; dividends are collected by the writer of the
option.

4. Buying a Call vs. Buying the Stock

Advantages — 1) The trader or investor can take a larger position in the stock than he might otherwise
be able to. 100 shares of a $50.00 stock would cost $5,000; the same amount of money can theoretically buy
10 calls on the same stock; $5,000 can do the work of $50,000 during the contract period. 2) Buying a stock
means making money if the stock goes up and losing money if the stock goes down. Buying a call means
making money if the stock goes up and not losing money if the stock goes down (excluding the premium, of
course, which has already been paid).

Disadvantages — The call must go up in price during the contract period; it may go up after the con-
tract period has expired. The holder of the stock has no time limit as to when the stock must move up for
him to take a profit.
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5. Buying a Put vs. Selling the Stock Short

The advantages and disadvantages in buying a Call vs. buying the stock apply as well to buying a Put
vs. selling the stock short.

6. Trading Formations and Call Options

In using trading formations as a guide to buying Calls, the time factor is of the utmost importance.
Because of the length of the option contract, the time factor is even more important than percentage of time
a trading formation is profitable and the average percent gain. With this in mind, two trading formations
seem to be particularly applicable to buying calls: 1) the Bullish Triangle formation, and 2) the Bearish Sig-
nal reversed formation.

The Bullish Traingle Formation (see page 24)

The Bullish Triangle formation is profitable 71.4% of the time, for an average percent gain of 30.9%.
The average time required for such profit is 5.4 months. This formation, therefore, lends itselfto a 6-month
Call. If the Call can be purchased on the buy signal given by this formation, the profit potential is very
attractive. One should still be able to realize a profit of between 2 and 3 times the premium.

The Bearish Signal Reversed Formation (see page 40)

The Bearish Signal Reversed formation is profitable 92% of the time, for an average gain of 23.2%.
The average time required for such profit is 2.5 months. This formation, therefore, lends itself to a 3-month
Call. Here too, there is a potential profit of two or three times the cost of the premium.

7. Trading Formations and Put Options

Any bearish trading formation may be used for the purchase of Puts. The time element in these forma-
tions ranges from 2.5 months to 4.7 months. A 6-month Put should, therefore, work out satisfactorily. How-
ever, you must be sure that a bear market has really begun. Don’t buy all your Puts at one time; space them
weeks apart so that you spread your timing as advantageously as possible.

If you prefer to buy a 3-month Put, then restrict your action to the Bearish Triangle formation. This for-

mation is profitable 87.5% of the time, for an average percentage gain of 33.3%. The average time for such
gain is 2.5 months.

8. Options vs. Stoploss Orders

Up to this point, we have discussed the purchase of options as vehicles of speculations. There is, how-
ever, another use to which options can be put—a substitute for stoploss orders. In this case, an option is not
used for speculation but for insurance.

Suppose a person buys 100 shares of a stock at $50.00 and decides that all he wants to risk on this pur-
chase is 10% of his capital (exclusive of commissions, etc.). He has two alternatives: 1) He can place a stop-
loss order at 45, or 2) Buy a Put on the same stock. We will assume he can obtain a six-month Put at $50.00
for a 10% premium or $500.00. In both cases, he is attempting to limit his risk to 10% or $500.

Advantages of a Stoploss Order — 1) A stoploss order is permanent, it may be kept in effect as long as
the stock is held. 2) A stoploss order may be changed, it may be raised as the price of the stock rises and
thus not only limit losses but insure profits.

Disadvantages of a Stoploss Order — 1) A stoploss order may be touched by a temporary downmove in
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the stock and thereafter the price of the stock may start a dynamic upmove; the trader or investor thus loses
his position in the stock and has to repurchase it. 2) A stoploss order at 45 does not necessarily mean that
the trader or investor will necessarily receive $45 when the stock goes down; a stoploss order becomes a
market order when the stoploss order point is reached and the execution of the order may take place at a
much lower price, especially if there is a sudden and severe drop in the market as a whole.

Advantages of a Put — 1) During the contract life of the Put, the trader or investor is not worried about
being whipsawed out of his basic position in the stock. 2) During the contract life of the Put, the trader or
investor is guaranteed of getting $50.00 a share for his stock, no matter how suddenly or violently the mar-
ket may drop.

Disadvantages of a Put — The protection offered by a Put is limited in time; after the Put expires, the
trader or investor will have to buy a new Put or use a stoploss order.

When a person buys a stock and protects his position by a 6-month Put, he has in effect converted his
position into a 6-month Call.

9. The Option Writer —Selling Puts and Calls

The Option Writer is a person who sells Puts and Calls either as an auxiliary to his investment program
or as a means of speculation. A person who writes or sells a Put expresses his willingness to buy a certain
stock at a certain price—to have the stock ‘‘put’’ to him at the contract price. A person who writes or selis a
Call expresses his willingness to sell a certain stock at a certain price—to have the stock ‘‘called’’ from him
at the contract price.

An option writer who writes Calls and Puts as an auxiliary to his investment program is usually a
‘‘covered option’’ writer. A covered Put writer is one who, so long as he remains obliged as a writer, holds
on a share-for-share basis a Put of the same class as the Put writer where the exercise price of the Put is
held equal or greater than the exercise of the Put written. A covered Call writer is one who, so long as he
remains obligated as a writer, owns the shares of the underlying security covered by the Call, or holds on a
share-for-share basis a Call of the same class as the Call written where the exercise price of the Call held is
equal to or less than the exercise price of the Call written.

Suppose an investor wishes to accumulate shares of a certain company. Instead of buying the stock
immediatley, he writes Puts on the stocks. As the writer of the option, he has obligated himself to buy the
stock at a stipulated price during the life of the contract. For undertaking such an obligation he receives a
premium. If the stock is ‘‘put’’ to him, then he buys the stock at the stipulated price; his actual cost, how-
ever, is the price of the stock less the premium he previously received. If the stock rises in price during the
term of the contract, and as a result is not ‘‘put’’ to him, he pockets the premium. The writer of a Put has to
deposit and maintain a margin of 30% of the price of the stock,

Suppose an investor wishes to distribute stock which he had previously accumulated. Instead of selling
the stock outright, he writes Calls on the stock. As the writer of the option, he has obligated himself to sell
the stock at a stipulated price during the life of the contract. For undertaking his obligation he receives a
premium. If the price of the stock goes up and is ‘‘called’’ from him, he receives the price of the stock as per
the option contract and also pockets the premium previously paid him. If the stock drops in price and the
option is not exercised by the buyer, he pockets the premium.

The trader or speculator will sell a Call on a stock which he believes will not rise in price during the con-
tract period or sell a Put on a stock which he believes will not decline in price during the contract period. In
the case of a Call, he deposits and maintains a 30%margin and in the case of a Put, the same margin ap-
plies. If he successfully judges the price action of the stock during the period of the contract, he will not
have the stocks either ‘‘called’’ from or ‘‘put’’ to him and he will pocket the premiums he received from
writing the options.
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Wherever possible, Calls should only be written on stocks in Bearish formations and Puts should only
be written on stocks in Bullish formations. The option writer may not always have this choice, since option
trading is usually confined to the most popular and active stocks.

The option writer as a speculator may, however, protect his position and cut his losses short after
writing a Put or Call. If he has written a Put, and the stock has declined 10%from the contract price, he may
protect himself by closing out his position by buying a Put. If he has written a Call and the stock has risen
10%, he may protect himself by closing out his position by buying back a Call.

10. Where are Option Contracts Traded?

Options are traded on the Chicago Board Options Exchange (* ‘CBOE’’), the American Stock Exchange
(*“AMEX”’), the Philadelphia Stock Exchange (‘‘PHLX"’), the Pacific Stock Exchange (‘‘PSE’’), and the
Midwest Stock Exchange (‘‘MSE”’).

Detailed quotations on options are provided by the above exchanges and printed daily in the Wall
Street Journal and the New York Times.

As of this writing, there are about 220 Call options and 20 Put options. This number is to be increased
in the near future.

11. Certain Risk Factors

A Call or a Put is a diminishing asset. It is an asset for a limited time only and can be diminished in
value as its expiration date approaches.

The purchaser of a Call or a Put, therefore, runs the risk of losing his entire investment (the premium
he paid) in a relatively short period of time.

The uncovered writer of a Call is subject to a risk of loss should the price of the underlying security
increase. The uncovered writer of a Put who does not have an equivalent short position in the underlying
security is subject to a risk of loss should the price of the underlying security decrease.

The writer of a Call who owns the underlying security has, in exchange for the premium, given up the
opportunity for gain resulting from an increase in the price of the underlying security above the exercise
price. The writer of a Put who has a short position in the underlying security has, in exchange for the
premium, given up the opportunity for gain resulting from a decrease in the price of the security below the
exercise price.

Potential buyers of Puts and Calls and potential writers of Puts and Calls should always bear the above
risks in mind and realize that trading in Puts and Calls is a highly speculative venture. The only possible
conservative use of Puts and Calls is as a substitute for stoploss orders to prevent whipsaws.

With these precautions in mind, the Put and Call trader should always be aware of the trend of the
market as a whole and the specific chart patterns of the underlying stock.
12. IMPORTANT INDICATORS

A potential trader in Puts and Calls should be thoroughly acquainted with the underlying stock be is
taking a position in.

He should know whether the underlying stock is bullish or bearish; what its upside or downside price
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objective is. He should also be familiar with its relative momentum (strength) —the % it is above or below
its 30-week moving average. He should also be familiar with its Beta or volatility factor. The higher the Beta
the more volatile the stock. This is important because an option is limited in time.

The Chartcraft Options Chart Book, published quarterly, can help you with the above factors. A sample
chart is reproduced below.
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SECTION THIRTEEN

COMMODITY TRADING

Point and figure charts on grains and other commodities are constructed in the same manner as the charts
on stocks except the units of charting are different for each commodity. The units of charting have to be worked
out in such a manner that not only are buy and sell signals given, but that whipsaws are as few as possible. In
trading in commodities one must expect a greater percentage of unprofitable trades than in stocks, so it is
extremely important to keep losses small while letting profits run.

Over the last decade volatility has increased in the commodities market and we have seen many more long-
term trends, both up and down, than in the past. As a result, we have made some changes in our approach

to trading

Trendlines have taken on much greater importance. It is also important to move trendlines following a
sequence of buy-sell-buy or sell-buy-sell signals as illustrated in the following chart.
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We also found that price objectives are not terribly important here. It is much more profitable to let your
profits run, which is not possible if you take small gains when price objectives are reached. This will sometimes
result in reduced profits or even losses if the commodity reacts after the P.O. is reached, but in the long run you
will do much better if you play for the big move.

Diversification is important. It is good to spread your money over a few situations, both long and short.
rather than to concentrate everything in one commodity.

All charts are kept on a three box reversal basis.

In the following pages, we give the correct trading unit for each commodity.
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Wheat and the grains markets have been characterized by large bull and bear markets in
recent years. Signals in line with these main trends have been very profitable.
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GOLD

LIFE OF CONTRACT

DECEMBER 1982

GOLD  (CMX)

, both up and down, and, as a

Gold and other precious metals make substantial moves
result, have attracted a big following among speculators.
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HOGS JUNE 1982 (CBT) LIFE OF CONTRACT
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Hogs and other meats have had spectacular bull and bear markets which have turned quick-
ly. Note the small length of time it took to complete the bottom formation.
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FROZEN ORANGE JUICE

JULY 1982

FROZEN ORANGE JUICE
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These contracts have had more ‘‘weather-related”’ moves than any other commodity.
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LIFE OF CONTRACT

JUNE 1982
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Commodity

Corn

Oats

Soybeans

Soybean Meal
Soybean Oil

Wheat

Sugar

Frozen Pork Bellies
Cattle

Hogs

Copper

Platinum

Silver

Lumber

Plywood

Gold

Cocoa

Coffee

Cotton

Frozen Orange Juice
Potatoes

British Pound
Canadian Dollar
Japanese Yen

Swiss Franc

W. German Mark
Heating Oil

U.S. T-Bonds
G.N.M.A.

U.S. T-Bills

Bank C.D.s

Value Line Composite Index
S. & P. 500 Index
N.Y.S.E. Composite Index
South African Gold Stocks

CHARTCRAFT COMMODITIES SERVICE

Explanation of Chart Scales
Value/Box Trading Increments $/Box
2¢ ¢/bu. $ 100
1¢ ¢/bu. 50
5¢ ¢/bu. 250
$2 $/ton 200
2¢ ¢/lb. 120
2¢ ¢/bu. 100
.2¢ ¢/Ib. 224
2¢ ¢/1b. 76
.2¢ ¢/1b. 80
.2¢ ¢/lb. 60
%214 ¢/1b. 125
$4 $/0z. 200
20¢ $/0z. 200
$1 $/1000 bd. ft. 130
$1 $/1000 sq. ft. 76
$4 $/0z. 400
$20 $/ton 200
2¢ ¢/1b. 750
Ve ¢/1b. 250
1¢ ¢/1b. 150
2¢ ¢/Ib. 100
1¢ $/Pound 250
2¢ $/Can. $ 200
.00002¢ $/Yen (.00) 250
.2¢ $/Franc 250
.2¢ $/Mark 250
.2¢ $/gal. 84
% pt. % of 100% 500
Y2 pt. % of 100% 500
1pt. % of 100% 1000
.1pt. % of 100% 1000
Ya pt. — 250
15 pt. - 250
Y2 pt. — 250
$1 over $20

50¢ btwn. $5 & $20
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SECTION FOURTEEN

ADJUSTING A CHART FOR A STOCK SPLIT
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In Figure # 54 we have the chart of a stock that has announced a two for one split.
The original price sc¢ale appears on the left hand side of the chart. The first thing to do
when you want to adjust a chart for the split is to draw the new scale on the right hand
side of the chart. In the case of a 2 for 1 split, you simply cut the price of each square
in half. Using the right hand price scale, you now have a chart in 3-point units with a
13 point reversal both below and above the 20 price level.

The next step is to draw a new and correct price scale in 3 -point units below 20
and in 1-point units above 20, This is illustrated in Figure # 55. Working with the 3-
point units in the old chart you draw your new chart according to the correct units. This
has been done in Figure # 55. If you will trace each movement on the new chart and
compare it with the old chart you will soon learn how this is done.

Do not adjust a chart for less than a 10% stock dividend. If a stock has been split
3 for 2, each square is multiplied by 2/3rds, if it has been split 3 for 1, then each
square is multiplied by 1/3rd, etc.

In adjusting a chart, it should always be borne in mind that many of the chart pat-
terns in the old chart will disappear in the new chart., Sometimes, an adjustment will
even change a chart from bullish to bearish and vice versa.,
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SECTION FIFTEEN

THE 5-POINT REVERSAL CHART

On the facing page we have two charts of Natomas covering the same time
period. The upper one is a 3-point reversal chart and the lower one is a 5-point
reversal chart, ‘

The 3-point reversal chart is spread over forty-four columns while the 5-
point reversal chart is condensed into eighteen columns., The 3-point reversal chart
gave ten buy and sell signals; the 5-point reversal chart gave only five such signals.
The 3-point reversal chart has four Bearish Resistance Lines; the 5-point reversal
chart has only one Bearish Resistance Line which is still in effect.

It is obvious, even at a glance, that the 5-point Natomas chart is superior
to the 3-point reversal chart in that it is subject to much fewer whipsaws., Also,
if one follows the Bearish Resistance Line on the 5-point chart, one would never
have gone long of Natomas during this period.

Although the 3-point reversal chart works very well about 90% of the time,
there are some stocks which should be charted on a 5-point reversal, These are
usually the higher priced stocks, the very active stocks, and the so-called '"glamour"
stocks. In such stocks the 3-point reversal method still shows minor moves; it
takes a 5-point reversal chart to eliminate them,

The long-term investor might also use the 5-point reversal chart on almost
all stocks, while the short-term trader must use the 3-point reversal chart.

The 5-point reversal chart is constructed from the 3-point reversal chart
by eliminating all moves under 5 points.
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$MESA PEIRQLE

The NATIONALLY FAMmous C@Pgerayf® ==t

ORGANIZATION OFFERS THESE EIGHT 30 e
B '
OBJECTIVES FOR EVERY INVESTOR 25 [THRRTITRATRT
20 as
*‘For over 30 years, CHARTCRAFT, the innovator in POINT AND FIGURE i: [ REp
CHARTING, has supplied the investor with charting tools for his every need."’ 1 1
A. W. Cohen L6 :
1. Keep his own stocks under constant supervision. :z T T ¥
2. Spot ‘‘buy formations'’ and signals in other stocks. 15 Dbk il kb 1 =1
3. Watch for ‘*sell signals’’ in other stocks. 12 T b .
4. Formulate price objectives. " i T HOMF]
5. Be forewarned of resistance areas. i JugREEE ) M
6. Foresee support areas. nEsERERNSEnl BT !
7. Monitor the overall trend of the market, DJIA, etc.
8. Possess a visual history of every NYSE, ASE and all popular OTC stocks, along with many technical indicators,

commodities, and options.

The **Chartcraft Point and Figure Method'' can help the investor attain these eight important objectives—
because it is adaptable to many applications. Below is a thumbnail sketch of the available P&F materials you can use
to trade more knowledgeably. Act now—while the market is so volatile. Order a low-priced trial subscription to one of

our services, or try one of our informative books.

1. POINT AND FIGURE METHOD BOOK — Our 128-
page manual explains how to apply the Chartcraft method
to your investment arsenal, via P& F charts. Chapters deal
with: Chart construction (for stocks, options, commodities,
and indicators), interpreting patterns, confirming your
findings with market indicators, and much more. There
are over 160,000 copies of this book in print. You can
receive yours for just $6.95, or as a BONUS with any trial
subscription for the Services listed below.

2. WEEKLY SERVICE ON NYSE/ASE—An accurate, up-
to-the-minute report that covers all NYSE and ASE stocks
and most popular OTC stocks... as well as features on:' 92
industry groups with one group and its components ana-
lyzed each week with trend and RS chart, DJIA analysis,
Bullish percentage report, recently split charts Technical
Indicator Review, and London Gold P&F chart. Computer
programmed to give you complete ‘‘3-box reversal’’ P&F
Information for your own chart updating. Includes: full
name of stock, reference point (last entry), new entries,
buy and sell signals, price objectives, stop-loss points, rel-
ative strength figures, and more. Introductory 4-week
Trial, plus Bonus Manual (a $6.95 value)—both only $15.00.

3. WEEKLY OPTIONS SERVICE — The Chartcraft
Options Service provides a computer printout on every
underlying option stock. All price changes, buy and sell
signals, stop-loss points, price objectives, and relative
strength figures are recorded. A chart printout is shown
on every stock that has had a trend reversal (upside/
downside) during the week. Features a market comment,
stocks with highest upside and lowest downside price
objectives, a featured stock of the week with a P&F rel-
ative strength chart and analysis provided, and Technical

Indicators. This technical data on the underlying issues
can help you tremendously with puts and calls—and many
other useful features are included. Options could be your
field. Just $15 will bring you a 4-week Trial, to see for
yourself (includes Bonus Manual).

4. WEEKLY COMMODITY SERVICE -~ P&F charts can
act as a sensitive barometer of buying and selling pres-
sures in commodities futures as they build to a ‘‘break-
out'’'—bullish or bearish. You can now receive 4 weekly
issues (mailed on Fridays) that cover 100 Point and Figure
Charts on the following contracts: corn, oats, soybeans,
-oil, -meal, wheat, sugar, frozen pork bellies, cattle, hogs,
copper, platinum, silver, T-Bonds, T-Bills, GNMAS, cocoa,
coffee, cotton, frozen orange juice, potatoes, Iumber ply-
wood, bank C D.s, Value Line, gold charts (CMX and
IMM), London Gold, 5§ forelgn currencies, palladium,
Value Line Composite, NYSE Composite, S&P 500, and
South African Gold Stock ADRs. A Commodity of the
Week is discussed in detail with price objective, stoploss
point, and analysis. Trial offer of 4 weeks is only $15.00,
and includes Bonus Manual (a $6.95 value).

5. TECHNICAL INDICATOR REVIEW — This bi-weekly
service gives you comments on the general market direc-
tion as well as a classification of industry groups (from
which you can tell whether to buy or sell your favorite
stocks). Includes: an indicator rundown, DJIA chant

analysis and interpretation, 34 P& F charts on the most
popular market indicators, plus a composite indicator
chart, momentum ratings on 82 indusiry groups, odd let
data, and a special technical indicator each issue. Get [
three-month trial offer (6 full issues) for only $12.09
(includes Bonus Manual).




6. MONTHLY P&F CHARTBOOK OF NYSE/ASE —
A big 7" x 10", 330-page volume includes P&F charts on
all NYSE/ASE common stocks, and 180 OTC stocks—all
printed by electronic computer. All charts posted through
the last Tuesday of the month, and rushed to you via
First Class Mail the following Thursday. Includes accu-
rate and latest price history so you can quickly visualize
the trends of each stock—its direction, buy/sell signais,
support and resistance areas, trendlines penetrated, etc.
Also features *'Indicator Rundown’’ with charts and expla-
nations of 27 popular indicators and trend charts of 92 S&P
Industry Groups. Current edition—$25 (includes postage).
One year subscription (12 issues)—$240 (includes Bonus
Manual).

7. QUARTERLY OPTIONS P& F CHARTBOOK — This
large 8" x 11", 160-page Chartbook is invaluable for
option traders. If used alone, or in conjunction with the
Weekly Options Service (t0 post tr 2 charts), the Chartcraft
Option Chartbook can illustrate important trends to under-
lying stocks. With two big charts to a page, all the data is
easily interpreted. Each issue is just $20, or get 4 issues
(1 year) for just $72.

8. QUARTERLY RELATIVE STRENGTH CHART-
BOOK — This 37-page Chartbook contains a Point &
Figure Relative Strength Chart on every exchange traded
underlying option stock. These charts identify MAJOR
trends in individual stocks which usually last many years.
They may help eliminate whipsaws and pick out the lead-
ing stocks of the day. Signals on RS charts frequently
precede trend (price) charts and confirm or refute buy or

sell signals. In an 82" x 11" format, there are 9 charts to a
page with space left for months of updating. Current
issue—$20.00, or 4 quarterly issues —$72.00.

9. BI-MONTHLY WEEKLY BAR CHARTS BOOK —
Chartcraft’'s 55-page bi-monthly Chartbook contains
weekly bar charts on all underlying stocks. The charts
are specifically designed for use by people who trade
options. These are functional charts: easy to keep up from
Barron's, and providing the investor with a current timing
guide in the trading of options. Briefly, we believe that
calls could be purchased on stocks which have bullish
Relative Strength which have declined to or below the 30-
week moving average in an oversold market which has
started to turn up. Puts should be purchased on stocks
which have bearish relative strength and have rallied to or
above the 30-week moving average in an overbought
market which has started to turn down. We aiso believe in
closing out a call position in a stock, which has a buying
climax or a put in a stock which has a selling climax. Both
of these situations can often be identified with these types
of charts. Current issue $20.00, or 6 issues for $100.00.

10. QUARTERLY OTC P&F CHARTBOOK — This 176-
page Chartbook, issued four timesayear, covers over 1,000
OTC stocks. Inan 812" x 11" format, there are nine clearly
presented P& F charts to a page—each 2" x 3”. Loose-leat
and 3-hole punched for easy access and updating. The
OTC Chartbook covers issues such as ADR’s, insurance,
banks, industrials, NASDQ composites, etc. Most charts
go back to 1978 and cover 4 to 6 years. Current issue—
$20.00, or 4 quarterly issues—$72.00.
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CHARTCRAFT, INC.
1 West Avenue
Larchmont, NY 10538

Please send me the Chartcraft aids indicated below.

Book 1yr.
. or Trial Sub.
1. O Point & Figure Method Book .... $ 6.95
2. O Weekly NYSE/ASE Service ..... 15.00 $180.00
3. O Weekly Options Service. ......... 15.00 84.00
4. O Weekly Commodity Service ..... 15.00 180.00
5. (7 Technical Indicator Review ...... 12.00 48.00
6. O Monthly NYSE/ASE Chartbook .. 25.00 240.00
7. O Quarterly Options Chartbook. ... 20.00 72.00
8. O Quarterly Options RS Chartbook . 20.00 72.00
9. O Bi-Monthly Weekly
BarChartsBook .............. 20.00 100.00
10. O Quarterly OTC P&F Chartbook... 20.00 72.00
0O 1year NYSE/ASE Weekly Service & Monthly
Chartbook Combination . . ........ $360.00

( ) lencloseacheck for $ in full payment.
{ ) Please charge my Visa or Mastercharge (at right) for $

DOW-JONES INDUSTRIAL AVERAGE (10 X 30)

SHOWN ON THE LEFT IS A CHART OF THE DOW-
JONES INDUSTRIAL AVERAGE ON A 10 POINT x 30
POINT REVERSAL BASIS. X's ARE USED WHEN THE
CHART 1S RISING AND O’'s WHEN THE CHART IS
FALLING. 3 BOXES, OR 30 POINTS ARE NEEDED TO
REVERSE FROM AN UP COLUMN TO A DOWN
COLUMN, OR FROM A DOWN COLUMN TO AN UP
COLUMN.

OVER 2% YEARS OF INFORMATION IS SHOWN
WITH “‘SUPPORT’ AND ‘'RESISTANCE'® AS WELL
AS BUY AND SELL SIGNALS CLEARLY DEFINED.

ALL OF OUR SERVICES CONTAIN SIMILAR P&F
CHARTS ON STOCKS, COMMODITIES, AVERAGES,
OR TECHNICAL INDICATORS. THESE ARE INVALU-
ABLE AIDS TO BOTH TRADERS AND INVESTORS.

PLEASE PRINT

NAME

ADDRESS

CITY, STATE, ZIP

P&F 2/84

Visa or MasterCard

FITTTTT]]

<“Mastercharge  Expirations|M0.  |YF,
Inter Bank No date required
(above your name)

Authorized Signature {f Charge

NOTE: Minimum cha_v;g__e—SZO.

NYC residents please add 84 % sales tax * NYS residents add applicable area tax




LOOSE LEAF FOR EASY UPDATING!! FROM WORLD FAMOUS INVESTORS INTELLIGENCE

- weW Encycionedia of STOCK MARKET TECHHIQUES

Now Three Supplements Are Included!!

NOW, for the first timeé, the investor has at his disposal a com-
plete encyclopedia on investing by the world’s most noted
financial writers. Every aspect of investing is covered from funda-
mental investing to technical investing. Just take a look at the
contents and authors of this fabulous 694- page Encyclopedia of
Stock Market Techniques.

SUPPLEMENTS ISSUED EACH YEAR
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The new Encyclopedia of Stock Market Techniques is designed
to provide within the compass of a single volume a comprehensive
survey ot the many methods developed by stock-market traders
and investors over the years to realize income and appreciation
from their operations. Though there are many single volumes that
describe in detail one particular method, this is the only source
which cuts across the entire field: charting, fundamental, tech-
nical, and specialized approaches.

Since many stock market followers do not limit themselves to
one type of investing, this Encyclopedia provides them with the

THIS EDITION INCLUDES

necessary background for diversified operations. It serves the
experienced investor who wishes to review his techniques, as
well as the novice who wants an ‘‘introduction’’ to the stock market.

The authors in this Encyclopedia come from the entire field of
investment research. They include traders and investors, broker-
age house market letter writers, editors of investment advisory
services, and educators in the fields of economics and finance.
Most of the articles have been revised by their authors and many
appear for the first time. This new edition will prove as interesting

- and profitable as our five previous editions of 1963, 1965, 1971,

1977, and 1980.

This new Encyclopedia of Stock Market Techniques is pub-
lished in loose-leaf format to permit periodic updating of articles
without having to reprint the entire book. It will also permit the
adding of articles by new authors. This will result in a book that is
always current. The next supplement will be issued within 10-14
months and you will be notified in advance of the publication date.

THREE SUPPLEMENTS
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Howto Employ Market Time Cycles for More Accurate Trading

Business and Stock Market Cycles — A Forecasting Tool

TABLE OF CONTENTS

by Gerald Appel by Ronald Rotstein by Curtiss Dahl
Intermediate Term Trend Indicator Market and Corporate Fundamentals Practical Yardsticks for Selecting and Evaluating Growth Stocks
by W. V. Barry by Eric Schaefer by Leo Barnes -
Non-Random Moves and the Short Term Trading Index The Strategic and Tactical Uses of Contrary Opinion Point and Figure Formations Made Easy
by Necham Bench by Bradbury K. Thurlow by A. W.Cohen
Intraday Intensity Index The Customer’s Free Credit Balances and Margin Debt Don’t Go With the Pros

Moving Averages Approach to Profits in the Stock Market

by David B. Bostian, Jr.
Contra-Cyclical Investing
by Frank H. Buck, Jr.
A Long Term Study of Investment Advice for Small Investors
by Harlan L. Cheney
Practical Relative Strength Charting
by E. S. C. Coppock
Price and Time
by Ronald L. Damask
A Strategy for All Seasons
by Walter H. Foster
The Timing Factor in Business and Stock Market Forecasting
by Anthony Gaubis
Techniques of Option Trading
by Fredric Goodman
500% Market Move Now In Progress: Dow 3420 by the 1980a
by Yale Hirsch
Interest Rates and Stock Market Trends
by Charles M. Laloggia
Bar Charts as an Aid w0 Decision-Making
by John Magee
Spotting Market Trend Changes

by Sloan J. Wilson
The CBOE Call Option — A Buyer's Tool for
Conservative Wealth Accumulation
by Kemmit C. Zeig, Jr.
Market Analysis
. by John M. Cooper
Mathematical Approach to Investing
by Homer Fahmer
Counts From the Middle Section
by George Lindsay
Market Philosophy
by 8. B. Lurie
M Analysis of C
by Cariton G Lutts
Seasonal Tendencies in Stock Prices
by Arthur A. Merrill
Wall $treet Week: Technical Market Index
by Robert J. Nurock
General Motors as a Stock Market Bellwether
by Robert H. Stovall
An Approach to Value Through Yield — Dividends
by Fred Whitmore

Stocks

by David Dreman

How to Be Your Own Investment Counselor
Dick Fabian

Profit Box System
by Wilfred R. George

Stock Trader's Index
by Eleanor Hess

Point and Figure Charts and Moving Averages
by David L. Upshaw

The Short Term Trading Index
by John R. McGinley, Jr.

Basic Tenets of the Elliott Wave Principle
by Robert R. Prechter and A. John Frost

Interpreting the Stock Market Day-By-Day
by George Lindsay

Value-Weighted Put-To-Call Ratio
by Larry V. Unterbrink

Large Block Transactions: A Premier Contrary Indicator
by Dudley R. Bohlen

Battle of the Bulls and the Bears
by Wilfred LeDoux

A Contrary Opinion Indicator

\ by Stanley C. Marszalk

by Abraham W. Cohen

THERE WILL BE A LI

1

: INVESTORS INTELLIGENCE

I 1 West Avenue

| Larchmont, NY 10538

| Gentlemen:

I O Please send me my copy of the 694 page new revised
[ Encyclopedia of Stock Market Techniques by 42 famous
| authors. | am enclosing my check for $54.95 plus local tax (or
i using my credit card—see right). | understand that | may
| review this unique manual for two full weeks and return it for
| -a full refund if | find it does not meet my requirements.

|

O 1just want new supplement #3 at $12.50 (no credit cards).

NYC residents, add 8% % sales tax *

ITED PRINTING OF THIS EDITION SO ORDER YOUR COPY TODAY!

NYS residents, add applicable area tax.

NAME
(PLEASE PRINT)
ADDRESS
CITY STATE ZIP.

Visa/BankAmericard or Mastercharge

[T T LTT ]

- Mastercharge Expiration e |MO Ye
Inter Bank No date required
{above youf name)




