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Capsule Summary of Stock Market Trends

NYSE Primary Trend - Neutral - Index Down 1 to 0

Despite the lack of meaningful corrections over the past three years, the market does not appear to be in
any danger of suffering a major bear market. Long-term government bond yields are now falling at a pace
of 14.4% year-over-year. The 25day TRIN ratio has climbed back up above 1.05. Sentiment indicators
are not showing any extreme bullishness. The 10day Put/Call ratio ended last week at .90, and the 10day
TRIN ratio ended Friday at 1.03. Oddly, last Monday, on a day when the DJIA was up 175 points, the
10day TRIN ratio was quite high at 1.248. By Friday, with the market higher, the 10day TRIN dropped
back to 1.03. This is the opposite of the way this indicator used to work. In the past, the TRIN ratio rose
as prices sold off and declined as prices rallied. In any case, neither the Put/Call nor the TRIN ratio is
showing the degree of bullishness that usually precedes major tops. The S&P 500 recorded a new high
last week, as did the NYSE Cumulative advance-decline line. The DJIA and the NYSE Composite Index
did not. It appears that there has been an internal correction in the market, in which the averages have
mostly held up remarkably well while parts of the market have sold off sharply. This internal correction
has helped prevent serious deterioration in long-term technical indicators.

NYSE Intermediate Trend – Neutral/Bearish – Index Down 3 to -2

Because underlying technical indicators dropped more than was reflected in the averages in the recent
pullback, some indicators remain a bit oversold even though the market has rallied and the S&P 500 has
recorded a new high. The weekly VIX dropped back down into the danger zone below 12, closing at
11.47 on Friday. This is a slightly higher low than the 10.32 that accompanied the previous closing high in
the S&P 500 and could therefore be interpreted as a negative divergence. Short-term technical indicators
are mixed. Some have rebounded strongly. Others remain oversold. This reflects the fractured nature of
the market, where some measures of the market made new highs last week, while others are lagging.
While the percentage of bulls in the AAII survey rose to 46.1%, that is below the 55.1% recorded at the
end of last year. This indicates that investors are less bullish now than they were when stock prices were
at lower levels. This could be a reflection of the fact that a number of stocks have experienced healthy
corrections, even though the averages have not.

The pattern we have seen all year is likely to continue. First, when the S&P 500 and the Cumulative A-D
lead the DJIA into new high ground, the DJIA eventually follows. Second, within a day or two of the S&P
500 making a new high, the market pulls back, with or without the DJIA making a new high first.

NASDAQ Primary Trend - Neutral/Bearish - Index Down 1 to -1

In mid-June of this year, the NDX pushed into new high ground with the Composite Index at a lower high.
By the end of June, the Composite Index caught up and moved into new high ground along with the NDX.
In late July, the NDX made new highs, again with the Composite Index at lower highs. Last week, the
Composite Index caught up and made new highs for the bull market with the NDX. Unlike the Big Board,
there is evidence of bullishness in the Nasdaq market. The 10day Nasdaq TRIN ratio dropped to .708 last
Friday. There has been an internal correction in the Nasdaq market similar to what has occurred on the
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Big Board. One piece of evidence indicating the depth of the correction under the averages is the decline
in the 10day new highs/10day new lows ratio. It declined from a peak of 15.2 in March to a low of .41 on
August 8th. By Friday’s close, with the Nasdaq averages in new high ground for the bull market, the ratio
was 1.65, quite a bit lower than at the March short-term top. The Nasdaq market is overbought, and there
are several short-term negative divergences. A pullback or correction could begin at any time. With the
NASDAQ PTI only at -1, however, we do not expect the kind of severe correction anticipated several
weeks ago.

General Market Comments

Based on the levels of the updated NYSE ITI and the fact that long-term interest rates are now declining
at a pace in excess of 10%, any correction that occurs between now and year-end is not likely to exceed
10% in the Big Board averages.

There have been four years in which off-presidential election year bottoms were preceded by short-term
corrections.

In 1986, the market reached a top area in early July. After a 7.6% correction, the market rallied to minor
new highs in early September. A deeper short-term correction of 8.6% followed, producing slightly lower
lows than occurred at the end of the first correction. A major advance began from the late September
lows.

In 1994, the market topped out in February. A 9.7% correction took the market to its low in early April.
After a test of the lows in June, a major advance got underway. In 2006, an 8.0% correction in May-June
led to the beginning of a major advance after a test of the June lows in July.

There was a 7.3% correction in the DJIA in January-February of this year, but it was only 5.8% in the
S&P 500. In addition, the correction in the S&P only lasted 3 weeks. Unlike the three instances
mentioned above in which the market tested its lows before beginning a major advance, there was no test
after the early February lows this year. At the present time, we think it possible, but unlikely that the
market will simply continue on the upside, with only minor pullbacks, between now and year-end. We lean
toward the view that there will be a short-term correction in the Big Board averages of 5-10% that will
provide us with a good buying opportunity. Whether such a correction will be enough to produce the kind
of 30%+ advance we have seen after off-presidential election year bottoms in the past remains to be
seen.

As stated in last week’s Report, interest rates are arguably one of the most important factors influencing
the direction of stock prices these days. As long as interest rates remain low or continue falling, any stock
market weakness that occurs is likely to remain relatively modest.
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