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The market, as measured by the Industrial average, has held in a narrow trading
area for the past two weeks. An intra-day high was reached this Friday at 727,54 and
the low was reached this Wednesday at 712,62, Individual stocks moved over a much widdr
range. Wwhile there was strength in a considerable number of issues, there was also sellr
ing pressure in an equal number of issues, With institutions and mutual funds an important
factor in the market pattern, a relatively large buy or sell order quite often produces a
wide price swing without any new developments.,

P - Breadth-of-the-market action and upside volume _action are not_overly encouraging.,| |
Both have moved higher in the four weeks since the present advance started, but both are
well below the May highs despite the fact that the Industrial average is in new high terri-
tory. There is still time for these indicators to confirm the strength in the Industrial avel
age and September would be the logical time for this to happen. Failure to do so, however,
would be a warning signal, but in the past these warning signals have occurred some six
months to a year before the averages reached their high, During the period between the
warning and the ultimate high in the averages, individual issues one by one reach their

. highs and start a declining trend. That is what brings a loss of breadth and upside momen-
tum,

An encouraging feature of the market during the past week was the strength in the
rails., This group has been in a downtrend since 1956 when an intra-day high of 182,54
was reached, After that, the Rail average declined almost 50% to 94,91 in 1957, The rall
to the 1959 high of 174,41 was below the 1956 high despite the fact that the Ihdustrial aver
age moved 30% above its comparable 1956 high., The 1960 decline carried the Rails back
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to 122,58, The rally since then has been discouraging, 1Cthe average this yea
was reached in March at 152,72, followed by a de e to . With the Indus-
trial average making new all-time highs, the Rails 11t , were unable to rally

above not only the July high of 143,26, much less t S. igh of May, or the March |
high of 152,72, However, this week's actio peen e encouraging, There were thrde
downtrend lines on the Rail averag egbt1 rtant was the downtrend line extendin

through the May and July highs. ¥h %géfeh on the upside two weeks ago. We men-
hWhed We

tioned this in our letiep of A added four rail issues to our recommended
list. This week's stxe T as confirmed the initial constructive indication,
hYof
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There were two ant downtrend lines in the Rail average, One extends
through the March + 12 and the May high of 149, 14, The other, and much more
important, downtrend extends through the 1959 high of 174,41 and the high of this
March, “Both of th downtrend lines have broken on the upside, although not by much.
Ability to move above the March high of 152,72 would be the final confirmation from a
technical viewpoint and would indicate a minimum move to about the 170 level,

With the market rise becoming more selective, individual issues must be watched
closely for signs of loss of upside momentum, At this stage of the market, holdings
should be largely confined to issues showing good relative strength and selling substan-
tially below upside potentials, With this in mind, a number of changes are suggested
in our recommended list, First Charter Financial (51 1/2) entered our list at 29 1/8,
It is near its upside objective and would be inclined to take profits and switch into Kerr
McGee (47 5/8), The switch of Georgia Pacific (64 7/8), recommended at 47 1/8, into
U.S.Plywood (30) is also suggested. Three other switch suggestions are General
American Transportation (90 1/4) recommended at 79 3/4, into Pullman (37 1/4),
Pillsbury (63), recommended at 44 5/8, into General Mills (36 1/2) and United Artists
(34 1/4) recommended at 32 1/2, into Collins & Aikman (38), All five purchases are
already on our recommended list.

A new complete list of recommended issues will be available for perusal at ;your
Walston office next week,

EDMUND W,TABELL

Dow-Jones Ind, 723,54 WALSTON & CO.INC. '
Dow-Jones Rails 144,52
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