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Capsule Summary of Stock Market Trends

NYSE Primary Trend - Neutral - Index Up 1 to 0

The NYSE PTI and NYSE ITI began slowly gaining points as a few indicators became slightly oversold even before the
S&P 500 recorded its closing high of 1987.98 on July 24th. Cumulative advances-declines was the last of the
breadth-related measures to top out, and even that indicator turned down 3 weeks before the S&P 500 high. This is why,
in spite of the fact that the pullback in the averages has so far been minor (DJIA -4.5%; S&P 500 -3.9%), our Indexes
have already moved to neutral positions. To be considered in correction territory, a decline of more than 5% from the
closing highs in the Big Board averages is necessary. The January-February decline this year qualified as a short-term
correction, more than 5% but less than 10%. In the present instance, because so many indicators topped out well ahead
of the averages, a correction of 10% or more is likely, in our view. However, a major bear market appears extremely
unlikely.

It has been noted in recent Reports that the breaking of the February-April uptrend lines in the major averages on
increased trading volume is one piece of evidence suggesting that a correction is underway. The fact that the market had
until Friday been unable to rally in response to short-term oversold conditions is another. While a test of the highs cannot
be ruled out, the odds favor that for all intents and purposes, the market is in the early stages of a health-restoring
correction.

NYSE Intermediate Trend – Neutral – Index Up 2 to 0

It was noted in last week’s Report that the 53-point decline in the S&P 500 (467 points in the DJIA) week before last did
not seem to have generated much fear. By the end of last week, though, some fear became evident. The 10day TRIN
ratio climbed to 1.17 at last Thursday’s lows. This is still a neutral reading and nowhere near the 1.47 that accompanied
the February lows this year. The 10day Put/Call ratio climbed to 1.05 last Friday. This is the first time the 10day Put/Call
ratio has been above 1.00 since June of 2013. The May-June 2013 correction that scared investors was just a minor
pullback of 4.9% in the DJIA, but the S&P 500 sold off 5.8%. A healthy dose of fear is one of the components of a good
bottom, along with deep oversold conditions.

Some minor short-term positive divergences developed last week which led to the bounce last Friday. Although there may
be a little more reaction to the upside as a result, we do not expect last Friday’s big up day to be the beginning of a
sustainable rally.

NASDAQ Primary Trend - Neutral - Index Up 2 to 0

It was noted in last week’s Report that a very few short-term technical indicators were showing positive divergences
against the lows in the Nasdaq averages as of August 1st. Even though the Nasdaq averages dropped to lower lows last
Thursday, those positive divergences were not cancelled. The Composite Index is only down 3.4%, and the NDX has
pulled back just 3.2%, through last Thursday’s close. While a few short-term positive divergences can lead to a bounce,
the odds favor that further weakness will be necessary before the Nasdaq market will be able set up the kind of bottom
that is followed by a sustainable rally. For both the Big Board and the Nasdaq market, the pullback so far is a step in the
right direction. However, deeper oversold conditions in a broad range of indicators will be necessary to produce the kind
of major bottom we have always seen in off-presidential election years in the past.
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General Market Comments

The short-term correction in January-February of this year was deeper in the averages than in the underlying
market as a whole. As a result, it generated more fear than the pullback we have seen recently from the July
highs. The DJIA fell 7.3% in January-February vs. 4.5% so far through last Thursday’s close. The S&P 500
declined 5.8% compared to 3.9%. The Nasdaq averages fell 5-6% vs. 3-3.5%. Because the underlying technical
indicators did not pull back much in the January-February correction, the rally from the February lows started from
mostly overbought conditions, very unusual. The Chart below shows 42day advances/volume – 42day
declines/volume (42day difference).

It can readily be seen that the decline in the
DJIA in January-February was much sharper
than the decline in the 42day difference, which
was very shallow. After June of this year, the
42day difference began to trail off even as the
averages moved higher, a negative divergence.
Even though the pullback in the averages has
been less severe than in January-February, the
42day difference has declined sharply,
reflecting greater weakness in underlying
technical indicators than is reflected in the
averages. This has resulted in the 42day
difference becoming slightly oversold on just
minor pullbacks in the DJIA and the S&P 500
so far.

The 35day difference between advances and
declines is a more pronounced illustration of the
same thing.

Thirty-five day advances-declines hardly pulled
back at all during the January-February
correction. In early July, 35day
advances-declines began falling sharply,
reflecting greater weakness in breadth than
what is reflected so far in the averages. Again,
although the current pullback in the averages
has been shallower than the January-February
correction, 35day advances-declines have
already moved into slightly oversold territory. At
the early February lows, 35day
advances-declines were still overbought.

In our view, last Thursday’s lows did not represent a good intermediate or long-term buying opportunity. Still lower
price levels in the averages are likely. The deeper the correction, the better the bottom. With many indicators
already on their way to establishing oversold conditions, further weakness will lead to deep oversold conditions,
an essential prerequisite for a good bottom. In early August 2011, deep oversold conditions were established
comparable to what is usually seen only after major declines. The oversold conditions were so deep that it was
nearly inevitable that a test of the lows would be successful, i.e. accompanied by a broad range of positive
divergences. This occurred in late September/early October, when all three of our Indexes easily reached fully
bullish positions. 

In addition to some indicators already moving into slight oversold positions, the year-to-year percent change in
the 4-week moving average of long-term government bond yields is -10.1%. Because of the take-out numbers,
this year-over-year change should continue lower. Usually, when yields are falling by more than 10%
year-over-year, it is a positive for stock prices. This won’t be enough cancel the needed correction, but it may help
to mitigate its severity.
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