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There has been little change in the technical pattern since 
ast letter. The rail average managed to reach new high territory at 

.68.79 on November 28th, as compared to the September high of 165.00,but 

.las since failed to follow through. The industrial average has so far 
unable to better the September and November highs of 489.94 and 

90.35. Breadth-of-the-market action continues below average as far as 
iTolume, advances and declines, new highs and lows and other date is con-
erned. 

I still remain of the opinion that the. general market is slowly 
up a broad distributional top pattern that may still require 

some time to complete. Just what form the pattern will eventually take 
s, of course, not certain, but the evidence at hand appears to favor the 

of an expanding top and bottom reversal. Patterns of this 
oype usually take five steps to complete and, if my hypothesis is correct, 
fle are now in the fifth and final phase. This last phase may carry the 
Dow-Jones industrial average into new high ground before it is completed. 

This pattern has been in the process of formation since early Sum-
ner. The first step was the advance to the July high of 471.73. The second 
step or phase was the decline to the August low of 445.67. The third step 
flas the advance to the September high of 489.94, which was above the July 
high. The fourth step was the October decline to 433.19 which, in turn, 
was below the August low and thus created the pattern of expanding highs 
nd lows. If the pattern follows the normal course, the fif.th and last 

should carryon to a new high before the top is reached. The ad-
vance could continue to the uptrend line connecting the July and September 
highs. This uptrend line now stands at 504, but will advance to 510 by the 
end of the year and to 520 by early February. Thus, the high will depend 
on when the next phase of the advance starts. Present indications favor 
a period of further consolidation for most of December with support at 
around 470 followed by an advancing phase into January or possibly early 
",ebruary. 

After the high is reached, the pattern should follow a series of 
contracting highs and lows creating a diamond pattern followed by a down-
side breakout. Just how far the decline might carry is not ascertainable 
until the pattern is completed, but it would appear that the broad 400-350 
area is the approximate downside possibility. This would envision a 20% 

30% decline from whatever top is reached. 
Another possible pattern is a broadening top without a penetration 

00 new high territory by the industrial average, but the probabilities at 
"he moment appear to favor the expanding top pattern. In any event, it 
nay take some further time to complete the formation. 

It seems difficult to enVision a decline of such proportions in 
view of the present favorable bUSiness picture and expanding earnings and 
dividends. However, stock prices depend on four factors. The first three 
are comparatively easy to evaluate. They are earnings,dividends and money 
rates. The fourth factor is the very intangible element of investor confi-
dence. It is the thing that causes a stock to sell atuflelve times earnings 
at stage an? at six times earnings at another. In many cases of indi-
vidual issues,price to earnings ratios are relatively high. Listed below, 

the last column, are the prices at which five leading issues would sell 
at present earnings if the average 1953 PIE ratios prevailed at the moment. 

Current Est.1955 Present 1953 Price at 
Stock Price Earnings PiE Ratio PiE 1951 Ratio 

General Motors 48 $4.30 11.1 9.1 39 
General Electric 54 2.55 21.1 12.8 33 
duPont 228 9.15 24.9 lY.9 182 

59 5.60 10.5 5.2 29 
Pacific 185 17.00 10.9 7.2 123 

These prices appear ridiculous at the present level of investor 
ponfidence and there is no evidence at hand to indicate a drastic change, 
put it is interesting to note the difference of piE ratios in only two 
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