) |
NS \/ ¢ Thursday
\SH\/\M Wend o e
_ W Letter

T/
Market Trends

In October. the market made an intermediate turn back to the
upside after several months of downside progress. It appears as
though the market is now trying toc turn the current intermediate
advance into a springboard to reignite the major pbull market.
Some might say that this has already occured. Such a conclusion
12 premature.

The market's longer term future centers around the action of the
past three or four weeks. Hae this action been a jJump across a
major creek or a blow off type of action resulting i1n a maj)or
upthrust? At 1t's high last week the Wyckoff Wave was two
hundred points above the top of 1t's trading range. This 1s
certainly a big enough break to be a jump. The uncertainty comes
from the manner 1n which the potential jump was accomplished.

The week that recsulted in the penetration of the resi1stance level

had wide price spread and did close near the high. However, 1t
. had only a small increase in volume. The follow through 1n the
weekes that followed was relatively poor. Niether repeated the

arice action of the first and while the price was making
acdditiaonal net upside progress the volume was declining.
Therefore. there are some significant problems with the idea that
a jump has occured, which need to be corrected.

Fortunatelly, every potential jump across the creek 1s confirmed
by a back up. This elliminates the need to buy the jump and run
the rigsk aof 1t turning into an upthrust. The first point to
consider in the backing up process 1s when 1t is likely to begin.
In view of the action on December 5th and é6th, which appears to
have been chort term climactic, the back up should begin
immediately. The next point to consider 158 how far the back up
can carry the price before it falls 1nto the creek. In this
case an 1dea back up would find support at 4280. However, a pull
back to 4160 would not be acceptable. This 18 the halfway point
of the rally from the October low. Meeting support 1n this area
everi though 1t i1s back 1n the trading range 15 acceptable.

perhaps more 1mportant than the level at which support 15 met.
Relatively narrow price spreads and decreasing volumes are
essential . This 18 especially true 1n this case where there 18
uncertainty about whether a creek has 1n fact been )jumped.
Should the back up carry the price back 1nto the upper portion of
the trading range, a clearly positive combination of price and
volume action will be craitical. It may be the anly thing that
indicates that new long positions should be taken. Fai1lure of
the price and volume action to respond in & positive manner will
make entry back into the trading range much easier and continued
negative action upon reentry could put the price back to the
micddle of the trading range or lower. It"this ocecurs. the
potential jump will become an upthrust and an 1ntermediate turn
back to the downside may be anticipated.

. The character of the price and volume action on the back up 18

The market ended last week in a neutral condition from the

standpoint of the Technometer. This suggests that as the market
packs up to the creek 1t may become oversold gquickly. This
should help increase the odds of a successful back up. Also
encouraging 1s the fact that the Momentum 1s still i1ndicating a
positive tane to the market with 1t's higher peaks and higher
. valleys. Unfortunately the Force 18 not confirming this positive
tone. Therefore, caution is advised. Without a clearly pasitive

tone to the market, a successful back up may develop followed by
an 1nability to resume upside progress.

Assuming a caonstructive back up 1s completed, the market should
ne able to reach it's upcside objective of 5000. This objective
will be possible if the back up confirms the potential jump and



if the resumption of upside praogress is able to easily pass
through the peak of the jump.

Index Trends

The tradeable market indexes are all stronger than the Wyckoff
Wave. This makes them potential candidates for new long
positions, but not at their current levels. The problem at the
present prices is twofold. One is that the potentials that
exi1sted at the beginning of the current advance have bheen
exhausted. Therefore, although the indexes are relatively
strong, they have no where to go unless some time is spent
building new potential. The second part of the problem is that
all of the indexes need to confirm their potential jumps with
back ups. There 18 no reason to make lang commitments just
before a back up is likely. To do so would result in a waste of
time and perhaps a waste of money 1f premature postions are
stopped at.

Stock Trends

At this point, none of the stocks in the Wave looks negative.
There are, however, substantial differences in how positive each
loocks. One that still looks very positive is Dow Chemical. It
has nearly completed the first phase of it's upside objective,

but there are two other phases that indicate substantially higher

levels are possible. The relative strength of the stock is one
reason for believing that the higher objectives are obtainable.
This 1s a stock that should remain under consideration as a long
candicate.

Exxon 15 perhaps the most negative stock in the Wave due to the

uncertainty that surrounds it. The stock has enormous potential,

but it 1s not at all clear in which direction it will be
realized. This 1s because of an upthrusting action that occured
in November, which has now been successfully tested several
times. A successfully tested upthrust should be followed by
downside progress and not by other successful tests. Since the
potential 1s so large, there is no need to be 1n a hurry to make

a commiltment. There will sti1l]l be plenty of profit to make after

the stock has given a clearer indication of it's intentions.

General Electric has the potential to rally an additional eight
points. Currently, it is building support just abaove a prior
resistance level. This 1s also occcuring just above the
overbought line of the previously defined uptrend. If the stock
can hold in this area, the result will be an accelerated uptrend
and likely a rapid advance to the objective. Watch for the
market to indicate 1t 1s ready to try another run at the upside
and consider a long position ™ GE on a reduced valume reaction
in the 64 to 65 range.

Auto stocks tend to be market leaders. General Motors was one of

the first to show weakness earlier in the year and began to show
si1gns of good support several months before the market made it's
intermediate turn to the upside. The stock has the potential to
get back to 83. Therefore, it should be considered a potential
long candidate especially in the 69 to 70 area. This is just

above the halfway point. The last thrust upward was shorter than
the previous one. This suggests some short term weakening and
indicates a possible correction. The completion of a

constructive correction will be the place to buy.

1.B.M. may be headed for as high as 160. First, however, it
needs to correct it's overbought position and confirm the move
above the 133 level. Watch for support at the bottom of the
uptrend channel. This is the first place where new long
positions will be advisable. 1f support does not develop here
anticipate a deeper correction to the 132 to 134 area. Support
in this area will indicate another buying opportunity. Prices
lower than this will elliminate the stock from consideration.:-




Merrill Lynch appears to have experienced a short term buying

climax. This elliminates 1t from consideration as an 1mmed:iate
long candidate. However, 1t may become one again later. If a
climaxing action has cccured, the stock should move 1nto a
trading range. This will result 1n the development of new
potential. When it confirme the higher objective already

indicated, a resumption of upside progress will become likely.
This is the point to censider a new long position.

Sears 18 too overbought to be considered a loang candidate at this
time. 1t rneede to get back intoc the uptrend channel and test the
demand line first. At thies time, a neutral position on the stock

appears 'n order.

1AL tried to oreak out of it's trading range last week and
failed. This could become a problem that will elliminate the
ctack as a long candidate i1n spite of a higher objective. Two
points should be watched closely. One 15 how qQuickly support 1s
met at the 49 level. This 1s the middle of the trading range.
Good support at this level will represent a potential last point
of support and provide a place to buy. The second point to watch
ie the resumption of upside progrecs. 1¥ support does develap at

49, the rally that fc!lows should jump the creek at 51.7%.

Anything less will be unacceptable and give reason to elliminate
any long positian.
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This set of SMI Index Charts is published weekly and is available only to subscribers of SMI's DAILY STOCK
REPORT/PULSE OF THE MARKET or SMI's CHARTING SERVICE. It contains the following charts:

Weekly Wyckoff Wave Group Indexes: Electronics
50-Point Modified Wyckoff Wave Aerospace Gold and Silver
25-Point Modified Wyckoff Wave Airlines Insurance
10-Point Modified O.P. Index Autos Machinery

Trend Barometer/O.P. Index Banking Medical

10-Point Modified Wyckoff Wave Building Materials Metals

5-Point Modified O.P. Index Chemicals Office Equipment
Intraday Wave Chart Computers Qil Exploration
5-Point Modified Wyckoff Wave Diversified Oils

2-Point Modified O.P. Index Drugs Semi-Conductor

S&P 500 Index
S&P 100 Index
NYSE Index

Major Market Index

In our desire to insure the accuracy and reliability of these charts all statistical data is checked and cross-checked
However, even with this care, the completeness and accuracy cannot be guaranteed
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