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I
I. ANALYSIS REPRESENTATION

Three Principles
The stock market attracts all types of peoples and 

remains an enigma to the common observer as it continues to 
hold out large rewards to some and be a calamity to others„
By following three basic principles: (1) insight, (2) good 
judgement and (5) self-discipline, many investors have been 
very successful in making profits. Without regard to the 
principles, the risk in stock market investment would be 
similar to gambling with a roulette wheel.

Insight into the market is gained through a study of the 
market itself, its terminology, its components, the methods 
of stock analysis and an understanding of the rules of supply 
and demand. Good judgement is gained with experience and 
observation, active interest, and an awareness of the economy. 
It also requires reasoning power based on as many facts as 
can be learned about a particular stock. Self-discipline 
partially sums up the other two principles and correlates 
them to a sense of timing. In summation, this paper will 
illustrate that profit-taking in the stock market comes down 
to timing; the right time to get in the market and the right 
time to get out; the right time to buy and the right time to 
sell.

Fundamental Analysis
The basic concepts of analysing stocks are ordinarily 

grouped into two categories, that of fundamental analysis
t and technical analysis. Although this paper explores initially

the latter, the author is of the conviction that a person 
should not dismiss one theory completely in preference to 
the other. Fundamental analysis probes the statistics 
involved in evaluating a company’s worth and subsequently
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the offered stock. An intrinsic value is placed on the 
stock by some method of choice and a profit is taken by 
buying when a stock sells below the appraisal and selling 
at a later increased market price. This author contends 
that even with a good accounting background and the ability 
to shady the corporate financial picture or management 
structure, there still is more risk involved with investment 
in the stock market than there has to be. The weakness of 
the fundamental system is that it does not give a complete 
picture of the market itself. Missing from the evaluation 
are the laws of supply and demand^their psychological effects. 
In order to reduce risk taking as much as possible, further 
knowledge into the technical theory is indicated.

Technical Analysis
Technical analysis is defined as "the science of recording, 

usually in graphic form, the actual history of trading in a 
certain stock or in the ’averages’ and then deducing from that 
pictured history the probable future trend”. Translated, 
there are many theories that have fallen into the technical 
category including the original Dow Jones theory and ’averages’. 
The art of chart-keeping is a technical applied science. The 
charts and averages show supply and demand manipulations within 
the market. With study and expertise in recognizing patterns, 
an impressive percentage of accurate future predictions is 
possible and has been proven.

Thesis Limitations
Because of the tremendous scope of the stockmarket and 

its study, this thesis necessarily short-sights itself to 
technical analysis in the short term trading range (less than 
6 months investment). Many theories were researched and only 
plausible ones have been exemplified. Por simplification 
purposes, common stock is the only investment considered.
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^ocedure of Research
Upon completion of a Fundamental type course in stock 

-election, this author obtained a copy of Trendline Magazine 
which shows the previous 6 months chart action of a majority 
of commonly traded stock on the NYSE and the ASS. Study 
eventually revealed possible groupings of stock companies into 
categories of stock action, price range, and PS ratios.

Stock selection should never be done randomly. Theore
tically the variety of stock trading methods available makes 
any stock a possible profitable prospect but unless one is so 
expertise and practically lives within a brokerage house, the 
timing factor makes it a game of chance. Familiarization and 
study should preclude any investment. In selection of the 
stocks for this thesis, attention was given to representative 
models for research of methods rather than for profit-taking. 
American Motors was chosen because its price range was close 
to 10 and represented a large number of market shares. American 
Jan was chosen as representative of the most popular price 
range among investors, its rE ratio was close to the funda
mentally ideal of 15, its dividend policy was substantial 
and because of rising inflationary prices of its resources 
for materials, was shown as having some economic difficulties. 
Burroughs represents a high priced stock, a high PE ratio 
and volatile price fluctuations. Collins Radio seemed to 
represent a company teetering on the brink of being a very 
poor risk with its products perhaps becoming obsolete in demand, 
no earnings shown for 1972, a high earning of $15*72 per share, 
1971 and $ .15 EPS, 1970* Deere and Company showed a nice 
earnings increase for the previous 5 year period, paid sub
stantial dividends, was expanding into the recreations fields 
of production, had a PE ratio of about 10 and promised to be a 
stock that would increase in value. Unfortunately the stock 
was split 2 to 1 within a couple of weeks of analysis and the 
chart therefore does not show the interesting technical study
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of the split. It does, however, show the predicted growth 
Shat follows. Fairchild Camera was chosen as a volatile 
stock, for its decreasing earnings, no dividend, and a very 
hifh F2 ratio. It was not really expected to perform 
favorably but it did chart into a breakthrough pattern of 
technical analysis and is highly representative of one of 
the basic theories that will be discussed in Part II. Other 
stocks that were followed have been eliminated from the final 
draft as being repetitious of the examples already covered. 
The above stocks are all NYSE and listed in the local news
paper. Availability of current prices is an important 
consideration in technical stock selection.
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II. TECHNICAL THEORY

jow Jones Theory
The Dow Jones daily averages are believed to reflect and 

discount any event that may relate to the market. Trends in 
the averages are charted. Day to day fluctuations are called 
’minor trends’ and make up ’secondary trends’. These trends 
may be in duration of three weeks to several months. When 
large major trends are charted over a period of at least a 
year or more, they form patterned movements which are refer
red to as ’primary trends’. The illustrations in the Appendix 
show minor trends and starting formations of secondary trends.

When secondary movements successively reach a higher 
level, the market is a ’bull* market and the theory involved 
is to buy aa early as possible. When the secondary trend 
movements decline to successively lower levels, a bear market 
is indicated and one should sell as early as possible.

Relative Strength Theory
Whether the market in general is in a bull or bearish 

mood, the stock in question should react in the same direction 
and any deviation is a signal to Investigate. If your stock 
is an Industrial type, divide the daily NYSE Industrial 
Average into the closing stock price and multiply by 1000.
Daily chart-line comparison will show patterns like on Appendix 
a; American Can. Note that when the dark red line crossed 
below the pencil line that the stock had relatively greater 
strength than the general market and the price was up. when 
it lost strength in comparison with the market average, it 
continued to decline.

10 and 20 Day Averages
The advocates of this method of chart technology do their 

buying and selling based on when the light blue and red lines
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Appendix A) cross over or below the penciled line. The 
10-day average signals forthcoming 20-day movement, When the 
blue line crossed over the penciled line (10/2/72), the chartist 
theoretically would have bought and conversely, when the blue 
line crossed back over (10/10/72) he would have sold. The 
stock example enclosed here did not fluctuate sufficiently in 
price to have made this type of short term trading very 
profitable and this researcher believes that this theory would 
have to be incorporated with a top and bottom resistance line 
channel in order to maximize profits. It should be elaborated 
that this theory is used in a trading method that incorporates 
both long and short selling.

Point and Figure Charts
Point and figure charts reflect turns in price direction. 

The method is to take regular chart paper and mark in columns 
the figure X for the price range covered. A new column is 
started when a trend changes direction. Some charts are so 
inactive that less than ten columns will exemplify a year's 
period of time. Appendix 3 shows Burroughs. Sxperts in this 
type of analysis have pattern theories that show mathematical 
repeats within channels of predictable highs and lows.

Theory of Angles
The angles at which a stock advances, are a function of 

the angle at which they decline. In other words, an advancing 
angle can determine a future decline angle. The basis of this 
theory rests on the argument that the Wall Street specialists
have the position and power to sell at the top and buy at the

n-
bottom. Appendix C-4 was selected randomly to illustrate 
this theory after the chart had been formed but one must 
remember that this theory lends itself more ideally to the 
long term analysis. To initially determine the major and 
minor angles, establish a bottom line (a to 3), establish
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t angles from apex to recent tops (C and D). Cnee the angles 
-re established, reverse the direction for prediction purposes, 
support and resistance lines are basic components of this 
theory.

jerai-logarimetic Charting
In order to establish the patterns that chartists 

recognize as trading signals, it is advisable to learn to set 
up a type of graph that is most informative and useful and 
has become the favorite of most enthusiastic technical 
analysts. The log-scale lends itself to easy profit estimation 
because equal percentages of advance and decline are shown as 
equal vertical distances on the price scale of the chart.
Trends are shown as they move in a certain angle as indicative 
of the same rate of percentage change. If set up initially 
to corresponding price scales, all stocks can be compared 
directly as to action. Appendix C-2, C-4, and C-6 are set up 
in this manner. The volume scale should be determined as well 
as possible by the average volume but scale changes can be 
aiade anytime as become necessary.

With expertise, 100 to 300 charts can easily be maintained 
everyday with minimum effort. It is recommended that they be 
divided into groups and started at different periods in order 
that they don’t all finish a year out on the same day.

The basic study of this type of chart is the familiarity 
to the point of recognition of reversal patterns. These are 
changes in direction from up to down or down to up, forming 
patterns as a trend is in process. The time element may be 
days or weeks. When a stock goes into a period of high price 
fluctuation, it becomes a good stock for short term analysis 
and investment trading.
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Reversal Formations
1. ‘One day reversal*; calls a halt to any up or down

move •
2. ‘Head and shoulders top formation*; Appendix C-4,

C-5. This shows the conflict between strong sellers and weak 
buyers* It (a) shows strong heavy trading with a rally followed 
by a minor recession in volume; (b) is followed by another
high advance in price that is higher than the first and then 
a decline. Pattern is repeated below in the volume. (c) The 
third rally is of less advance and volume forming a shoulder, 
head, shoulder pattern on the chart, (d) It usually closes 
below the neckline by an amount equivalent to 3% of the market 
price of the stock. This signals a ’break out* (Appendix C-5) 
and is a sell signal.

3. ‘Head and shoulders bottoms*; appendix C-5 (a). The 
difference in this and the preceding pattern is in the volume. 
The volume sales drop the market price down steeply. On this 
pattern a person is cautioped to be very certain of the break- 
cut because it is a known hypothesis that it takes a stock 
longer to advance than to decline. The most important signal 
in this formation is the sudden volume activity. (Appendix C-3,
( a ) and (B).

4. Rounding Turns: The bottoms are called bowl and/or 
saucers and the tops are Called inverted bowls. Appendix C-2.
The rounding bottoms usually are found in low priced stocks 
while tops are common to high priced AA stocks. These turns 
are more common to the larger, longer term pattern.

' 5. Triangles: Appendixes C-l, C-2 and C-6. 'These are
a picture of doubt. The volume is usually fairly steady. 'Hie 
angle will form toward the apex and should show a breakout 
signal about 3/4 the way along the base. The psychology 
reflected is a contest between the sellers of a certain price 
and buyers at a lower price. Certain cautions are inserted 
at this point that a person should be careful in not dwelling
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too heavily on the minor patterns and losing sight of the 
larger chart picture.

6. Rectangle: Appendix C-4. Shown here on the illus
tration in the early part of its formation. This is a series 
of sidewise price fluctuations which can be bounded both on 
the top and the bottom by horizontal lines.

7. Wedge; This (Appendix C~1 A) usually indicates a 
bearish situation approaching. Notice an unusual volume at 
the beginning. It is very common in bear market rallies and 
does not pattern a major trend reversal.

8. Gaps: The gap is the place where the lowest price
is higher than the highest price of the day before. Although

many people have tried to analyze the significance of a gap, 
nothing of theoretical value has been proven.

Support and Resistance Levels
Refer to Appendix C-l for illustration. Support and 

resistance defined: A ”A support level is a price level at 
which sufficient demand for a stock appears to halt a down 
trend temporarily. A resistance zone is a price level at 
which the supply is sufficient to stop a trend."

The theory of support and resistance is that reversal 
levels tend to repeat. Any level at which a great volume of 
trading takes place will become a reversal point. In apprai
sing a resistance zone, consideration of recent economic 
developments and the length of time since original formation 
is necessary. When a breakthrough occurs, there is nearly 
always a heavier volume afterwards.

John Magee, Technical .Analysis of Stock Trends. 5th 3d., 
Springfield, Mass. 1967, P. 211.
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Trendlines
'Trends seem to follow straight lines. In connecting the 

tops of downward slopes and the bottoms of upward slopes„ 
trendlines are established. Parallel lines can then be drawn 
showing a caannel if desired. Simple analysis is determined 
by breakthrough signals.
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III. TEDSI8 SUMMATION

kaerican Can (AC)
as illustrated in Appendix-A, American Can had an 

•approximate 10 year high price within the 60’s price range, 
and a low of close to 30. The company is the largest manu
facturer in metal containers. When the stock was chosen, it 
had recently had a rally that raised it from 28 to about 35* 
This stock is also illustrated in AppendixC-1 and comparison 
of the two charting methods reveals how more valuable the 
scale model is for short term analysis than the other method. 
Unless a person was trading by the point method, in looking 
at Appendix-A, he would not have done any trading. The point 
method, briefly, is to establish a base price and then at 
every point down that the stock moves, buy, preferably a round 
lot and then every point up the stock moves above each of 
these buy orders, sell in round lots. An example of this is 
illustrated in Appendix-D.

As a predictive Model', Appendix C-l shows a good buying 
level in the 29 to 30 range of prices and a sell level anywhere 
kbove 32. In the week of 9/18/72 (notice the high volume line) 
there were good buying signals. In the week of 9/25/72, there 
was a price breakthrough confirming the signals. During the 
week of 10/2/72 a break occured in the advance line and this 
should have been a signal to sell for the active trader. This 
chart shows three definite buy signals in the time range and 
three sell signals. In the week of 2/26/73» the trader is 
waiting for a breakthrough in the top line before another buy 
is signaled.

American Motors (aK)
Automobile Manufacturers, Ambassadors and Jeeps. As 

illustrated in Appendix-D, this stock is of the type that is 
favored by short-term traders working the point system. Its
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yow price range lends itself favorably, A look at the volume 
activity on Appendix 0-2 further verifies this summation. You 
can visualise a constant back and forth push of supply and 
demand. The basic pattern that is forming is a type of triangle. 
,t the point it has reached, it should break through the upper 
line. Although the fluctuations do not seem wide in range, in 
proportion or ratio to a high priced stock, a nice profit i3 
actually available.

Burroughs (3GH)
The illustration of this stock in Appendix C-3 provides an 

interesting and exciting pattern. It is easy to look at a 
chart like this and see the profit of short selling on the 
decline and buying on the advance breakthrough. Notice the 
red lines where there was heavy trading volume. In each case 
the supply for the stock pushed the price to a noticeable low. 
There obviously were a lot of short-sellers taking profits. The 
price range of this stock would appeal to people with a fair 
share of money in the market. There are many things happening 
in the business machine business providing interesting specu- 
lation and therefore a volitile stock. The patterns of thus 
chart are more in line with the ideal of what the short-term 
technical analyst desires.

Collins Hadio (CHI)
The most interesting and at the same time, troublesome 

picture on this chart (Appendix C-4) is the trading volume.
It shows a lot of speculation. Secondly, it is obvious that»
the speculation is optimistic. Notice all the red lines at 
the highest point in price. Heavy trade involves an advance 
in price. There is demand for this stock. In summation, it 
is not a stock that is very good for short-term analysis. The 
long term investor would feel more comfortable with it and if 
he had been charting this stock, he would have bought close to
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00int a when a breakthrough occurred and the volume increased 
noticeably. (Perhaps the chart pattern that follows shows 
-hat a lot of other people agree with me and aided in pushing 
the price upwards.)

:eere and Company (DA)
Besides the general buy and sell trendline patterns, 

appendix C-5» a head and shoulders pattern seems to be de
veloping. Another rule of the business, is to never get 
emotional about a stock. This is very difficult to do. In

O/
this case, I chose this stock as a good possible lone-term 
growth and it ha3 lived up to my expectations to the degree 
that a nice profit could have been realized anytime after the 
1st five months of charting. I have tended to look at this 
stock as a favorite.

rairchild Camera ( FCI)
This stock was chosen with negative expectations. Charting 

has brought out the strength in demand that it has. A funda
mental Analyst would not have bought the stock and would have 
.icsed out on some good profit-taking. The stock still may be 
in an inflated balloon position but the chartist will be there 
watching the signals and if it breaks through the support line, 
it could really bottom out, like Curtis Wright and Levitz 
Furniture did last fall.

pools for Analysis
- Short-term technical analysis lends itself to daily price 

trend analysis. 'The short-term chartist anticipates future 
market price movements of his selected stock. Therefore, the 
stock selection means keeping abreast of all market news and 
keeping one eye open for features that begin to fluctuate 
widely. The following is a brief summation of the tools needed 
for this type of analysis.
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1. General up to the nimute knowledge of what is 

happening in the money and economic markets.
2. A source of selection of stocks to analyze.
J. Daily reports of stock market prices.
4. A specific method of analysis and investment you 

vow to follow through and not get lazy with. (About 1/2 
hour a day.)

5. The common sense to take a small loss and not to 
ride your winnings too long.

Capital Considerations
It is not advised at any point in this thesis to invest 

capital wearing a blindfold. The whole summation stated herein 
is that of study and knowledge of the stock market from as many 
directions as possible and in the use of charts, several months 
familiarization of a particular 3tock. The best advice that 
can be given to anybody is to only invest money you can afford 
to lose and in a small amount the 1st couple of years while 
serving your market apprenticeship. At the same time you should 
make a few theoretical investments. Consider the initial 
investment as a buying experience and expect no returns. Actual 
dollar amount depends upon the person but there are tax consi
derations to become familiar with and commission fees to the 
brokerage firm. In summation of everything this author has 
read, as little as $500.00 to $2,000.00 is good for starting.
A lot more can be said on the use of margin and other financial 
aspects of trade, and the investor i3 advised to investigate 
further.

Affect of Chartists
Does the technical method set up an artificial market?

The conclusion this author draws to this question is no. Not 
that many people in comparison to the vast number of people 
who invest, are interested in technical analysis or short-term
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trading. Secondly, the charts today follow the same patterns 
,„f years ago and differences noted can he directly attributed 
tc changes in margin requirements and SEC restrictions on 
manipulations.

Pules of the Game
Every book you pick up about the market has dos and don’t 

until you start feeling like you shouldn’t have in the first 
nlace. In summation, the following is a list of thoughts that 
came out during this research that make pretty good sense.

1. 'When you see a danger signal, don't argue, get out. 
You can always get back in.

2. There are fashions in the market similar to clothes.
3. Timing is crucial. The price and time element should 

be in balance when a signal is received to act.
4. Supply of money is an important indicator of stock 

trends.
5. Establish insight, good judgement and self-discipline 

in relation to stock marked investment.
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