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TABEll'S MARKET lETTER May 23, 1958 
Perhaps spurred on by a jittery short interest, the market advanced this 

week, reaching highs of 463.32 on the Dow-Jones Industrial Average and 44.06 on the 
Standard & Poor's 500- Stock Index. This compared with 1958 highs of465.14 and 44 
As mentioned before in these letters, the technical obJectives for the two averages ar 
460-480 and 44-45. At current levels the market is approaching these objectives an 
further strength should be used to lighten unfavorable holdings and develop cash in 
order to repurchase more favorabl,· situated groups on price weakness later on in 
the summer. 
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In last weeks letter it was mentioned that the marKet was, in all probability, 
building up a trading range base similar to the trading range in which the market 
held in 1951-1953. It was also pointed out, however, that there were a number of 
dissimilarities between todays market and that one, notably the considerably higher 
price-earnings ratio accorded most "growth" issues. In this connection, the 
following table is of interest. 

The theory of growth stock investment is that a growth company will continue 
to show rising earnings from cycle to cycle, that is from the top of one business 
boom to the top of the next. We have therefore calculated below the advance in 
earnings shown by the major companies in each investment group from each company s 
peak year in the 1951-1953 period, to its peak year of the 1955-1957 period. 
Next to that we have calculated the average percentage rise of each stock in the grou 
from its 1951-1953 low to the current price. 

%Rise in earnings 
1951-3 to 1955-7 

4 Aluminums 60 
5 Chemicals 41 

. __ ; _ 

5 Electrical Equipments 'W c0 0 

5 Foods '\-:. 
5 Food Chains 0,\5 164 
3 Oil Producers 179 
5 Oil Refiners 87 
4 International Oils 44 164 
5 Papers 32 182 
3- Soft Drinks 42 93 
5 Steel I 48 183 
4 Tires 20 227 
5 Tobaccos 46 79 

o 

The table points up some interesting facts. First of all, it can be seen that 
the groups which showed the largest rise in earnings, electrical equipment and 
aluminums, have risen in price to an extent approximately three times the rate of 
their earnings rise. The group which had the second poorest earnings gain over 
the period, the tire companies, has actually shown the second largest rate of 
appreciation. 

c _ Perhaps mostcinteresting however, Js the fact that such a;> 
foods, soft drinks and tobaccos have shown good earnings gains while advancing less 
than most of the other stocks included in the survey. 

It is to be noted that all the above stocks have advanced in price much more tha 
their earnings would appear to justify. This can be attributed however, to the 
acutely depressed level of prices which prevailed throughout the 1951-1953 period. 
However, the study also serves to point out that this cheapness no longer exists and 
that any further advance must be justified by a statistically low price plus the prospe t 
of improving earnings. For this reason this letter continues to recommend the so-
called "defensive" issues where growth possibilities seem to be combined with relativ I 
low prices. 
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