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PREFACE
(February, 1931)

IN the making of thisbook, the tall literdly has
wagged the dog. The origind plan was to col-
lect in bound form a number of editorias written
and published in a little magazine cdled if, As
and When. As| st about coordinating and edit-
ing these various manuscripts, the thought pre-
sented itsdf that every speculator has three steps
to climb before he can expect congstent market
SLICoESS,

These are: firgt, familiarizing himsdf with the
power and the methods of the professonad pecu-
lative groups which operae "behind the tick-
ers”; second, learning the principles whereby he
may interpret the maneuvers of those groups and
the actions of the public; and third — and most
important—attaining a mastery of himsdlf: of
his temperament, emations, and the other vari-
ables that go to make up human nature.

In conference with the publishers, it was then
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PREFACE

decided to make the main portion of this book
a tregtise on the interpretation of the ticker tape,
inasmuch as there have been any number of in-
quiries about, and requests for, ingdruction in tape
reading and market tactics Consequently the
reader will find this volume divided into three
parts, thefirst being abrief review of stock pecu-
lation, the sscond the above-mentioned tredtise,
and thethird agroup of sdections from what was
to have been the whole: the plan being thus de-
Sgned to cover the three steps to successful stock
trading.

Candidly, | tackled the task with afair amount
of stage-fright, realizing that for many years no
book had been published on the subject of in-
terpreting market movements from the action as
reveded on the ticker tape, and, dso, because |
have been told by many traders that what they
learn from the tape comesto them only after years
of experience, which has finaly given them a
" second dght,” or intuitive eye. | am not in-
sendble to this belief; but | am convinced that
any inteligent person, with, perhagps, an extra
grain or two of common sense and mentd agility,
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canlearninacomparatively short timetotell from
the tape what is likely to happen.

Right here, however, | should like to inject my
persond opinion, that anyone who attempts to
cach the hourly, or even daily, fluctuations of
gock prices, is entering upon a risky, foolhardy
enterprise. There may be some traders who have
made, and are making, money from these so-cdled
scdping operations, but | have never met one
who was successful for long, and, in talks with
brokers, | have been told again and again that
the" in-and-out" trader, speculating” for aturn,”
lasts but a few months. The reader will find
arguments to substantiate this view throughout
the following pages.

It must be recognized that there are methods
of gauging the mani pulative and specul ativeforces
in the market other than that of reading the stock
ticker tape. To many, the thought of tape read-
ingissnister and reeks of gambling. These same
persons, however, will listen to tips, and will scan
brokers letters and the financial papers, in the
hope of hitting upon some commitment whereby
they will regp afat profit.

—VIl—



PREFACE

The tape records the prices a which buyers
and sdlers have met and agreed upon exchanges
of socks for money. This same record may be
printed upon sheets, or grouped for a day's bus-
ness and published in the newspaper. It may be
recorded upon charts. What aretheodds? Some
speculators— and everyone who buys common
gtocks with the expectation of some time sdling
a higher prices is a speculator — may wish to
draw their conclusons from the tape; others may
never have the time to look at a ticker and may
depend upon other forms of records.  There is
no quarrel here; each one must decide for himsdf
from whence he secures his data.

There is this to be sad againg constant tape
watching: unless the trader has secure control of
himsdlf, there is the grave danger of his perspec-
tive's becoming too confined and of his placing
too much importance upon minor details within
the various days records. The middle road ao-
pears, without question, to be the most profitable
for the average, conservative speculator. If he
travels this path he will turn to the tape only upon

occadons, and will retain a clear head for the
Vill—
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broader objectives ahead, rather than have his
eyes and mind glued on the confusion of near-by
objects rushing past him.

The principles of analyzing market-action are
the same, whether employed to interpret short-
term trading-trends, or followed in order to de-
termine the extent of the jar safer intermediate
trends which lagt for anywhere from three weeks
to 9x months.

There are any number of books published
which relate to other forms of market interpreta-
tion: chart reading, datistica studies, fundamen-
tals, and other factors. All have their advantages
and good points. It certainly is conceded that
one cannot have too much knowledge of the
forces which "make the market." Recent years
have demondrated that the public generally
knows little of what actually happens within the
relms of common-stock speculation.

The emphasis throughout this book is upon
the human equation as it relates to market-action.
| have attempted to make stand out in rdief the
difficulties besetting the speculator, and to dis-
cussinformally many factors of sock speculation
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which have been practicdly ignored in other
books The principles are not new: in fact, |
believe them to be behind the accepted practice of
all successful speculators. | hope, however, that
the presentation is helpfully different, and that it
will bring into sharper focus the important prob-
lems which must be solved if we are to trade in
the market with profitable results.

In accumulating and sdlecting the materia for
this book, | have drawn heavily upon the experi-
enceof others; and | only wish that | might thank
eech person individudly for whatever share he
has contributed. That would be impossible with-
out listing hundreds of men with whom | have
had the pleasure of discussing the market. Like-
wisg, | am indebted in large measure to the thou-
sands of correspondents whose letters of inquiry
on investment matters | have read and studied.
These experiences have aided in the development
of an understanding of the public's mind and of
how the public acts in the market.

| owe to my associates in business more than |
shdl be adle to repay; but | thank them for the
privilege of absorbing much knowledge from

—X—
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their economic, statistical, and graphic sudies.
In particular, | tender thanks to Buchanan Tyson
and Arnold W. Wetsd for many of the ideas ex-
pressed within these pages, and for their generous
ald and suggestions at al times.

To Richard W. Schabacker, Harold C. Wal-
cott, and Howard M. Coadl, | am aso greatly in-
debted, for their patient reading and constructive
criticism of the manuscript. And | wish to ac-
knowledge with gratitude the work of Stanley W.
Mahon in drawing the charts and of Miss Char-
lotte Quasebarth in correcting and typing the
manuscript.

To the reader, | acknowledge full responsbil-
ity for the views and opinions expressed herein,
and hand him this book with sincere humility,
knowing full well the danger which liesin offer-
ingany texton" howtodoit" No system of fore-
casting the movements of stock prices ever can be
infdlible. However, there are many pitfalls in
speculation which may be avoided; and it is my
hope that somewhere within these pages the
reader will find hints and suggestions which will

enable him to " dodge the crowd " and forever
X —
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resgn his membership in that great club, The
Public, after which title there is added, in stock
market circles, the epithet " always wrong."

New York City HUMPHREY B. NEILL
February, 7937

—XIl—

FOREWORD TO 1959 EDITION

This might be called a working edition of my old
book, reprinted in notebook size, and with blank
spaces and pages for your notes. Perhaps you will
wish to paste in a pertinent chart or two, or table,
that tie in with your reading.

The book was done by mimeograph in order
more quickly to meet the requests that flooded the
publisher. It was Forbes', the original publisher of
Tape Reading, who kindly had the stencils typed
from the book (in full). The stencils were then sent
on to us for processing and binding.

About the only specia word | feel it necessary to
emphasize in this Foreword is relative to "pools'
and manipulative "pool operations’ which you will
run across in the book, especialy in Part I. | suggest
you mentally read pros instead of pools and oper-
ator in place of pool operations. There are no pools
operating in the markets today in the sense the title
was used in former times. Of course, groups or
partners may buy stocks today and sdl them, as
aways, but pools manipulating prices is taboo under
the Securities & Exchange Act of the mid-1930's.

—Xiii—
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"Merchandising” shares as described on pages of
Part |, for instance, is now outlawed.

It is to be noted, however, that huge blocks of
shares are accumulated and later distributed through
Specid and Secondary Offerings (ask your broker
about them). Indeed, large brokerage firms, with
offices coadt-to-coast, advertise that they are st up
to =l large blocks. One firm frequently advertises
in the financial press with this smple headline
"Have a large block to sdI?' Another recent ad-
vertisement urged holders of big blocks to turn to
its firm because they were experienced in dl aspects
of sdling new issues and large blocks; that it had
500 representatives in 43 offices, wide contacts, and
so on. (From pools to peddling!)

Where the pools were active and conspicuous in
the "old" markets, fund managers and the profes-
sonds buy and sdl millions of shares in our
modern markets.

I think it is far to say that asde from the
changes in the form of distributions, the book
reflects what one needs to know in order to be a
tape reader. As | suggested, make the mental trans-
lation from "pool to pro" and youll read aong
comprehensively, I'm sure. (Be sure to read the
Preface which precedes, please)

| do not bdieve that actually reading the tape
today is different from reading it when the book

—Xiv—
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was written. There were glamor stocks 30 years ago,
as there are today. We were in along bull market in
the 1920's. We have been in a long bull market in
the 1950s The public swarmed into the market in
the latter stages of the bull market of the '20's. The
public has been swarming into the present bull
market. (Obviously | refrain from suggesting a
further parallel.)

It is quite a thrill for a writer to learn that folks
wish to read a book he wrote some 30 years earlier.
| hand the book to new readers with al sincerety. |
trust the reader will find hints and suggestions that
will enable him "to dodge the crowd," remembering
the Crowd is aways wrong when it isimportant to
be right.

Saxtons River, Vt., Humphrey B. Nelill
June, 1959
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| have had an extraordinary experience with this
book which | wrote so many years ago. It was
published in March 1931, being largely written in
1930, at the time of the Big Depression.

Ten years ago, a well-publicized dancer made
$2,000,000 trading in the stock market. In a Time
Magazine interview he asserted he read Tape Read-
ing amost every week, aong with Gerald Loeb's
Battle for Investment Survival. Somehow, his
message created an amazing run of interest in both
books. Tape Reading had been long out of print.
When a rush of cals monopolized the telephone
lines of the publisher, B. C. Forbes Publishing Co.,
they cdled up and said, in effect, "Here, this is
your baby; you take care of the inquiries.”

We ran off a few hundred copies by mimeograph,
figuring to fill the demand. To my continued
amazement, the interest increased, and a large
publisher, Simon & Schuster, made arrangements to
use it in conjunction with the Loeb book which
they immediately reprinted. The upshot has been
that thousands of copies have since been turned
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out, merely by using off-set printing to copy the
mimeographed job. All the time it was assumed that
sdes would quickly dry up. They never have,
strangely.

The consequence is that after ten years, James L.
Fraser, who has reprinted a number of old,
out-of-print Wall Street books, wanted to do Tape
Reading and Market Tactics over from the origind
format. And here it is.

| must say it is a boost to my ego to see the
book in first-class, readable type, after so many
reprintings were done of the admittedly messy type-
written mimeo pages.

Only The Operation of Funds is "New"

The significant word to add in this third
Foreword is to emphasize the continued and almost
staggering growth in Mutual Funds and accompany-
ing large circle of professional fund operators. In-
deed, bearing on my Theory of Contrary Opinion
and the risks inherent in “following the crowd,” |
believe we have to think of fund managers as being
a "crowd" even though they are a relatively restrict-
ed group. However, this group manages transactions
in the millions and has been prone to act very much
in speculative concert at times. They assuredly wield
more power and influence than the "pools’ in the

—XVili—
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old days ever did. There have been many instances
of what | have cdled "the splurge of the pros,"
when suddenly there is apparently a concerted
movement on the part of the mutual funds, and
stocks surge upward (or drop unexpectedly).

Large-block trading today—comprising sums in
excess of $100,000 and $200,000-is common.
Transactions by funds of various types have in-
creased many fold in the past 10 years. W. C.
Freund, Vice Presdent and Economist of the New
York Stock Exchange, a a meeting in September,
1969, of the Association of Business Economists,
gave the "growth figures' of big-block trading by
funds of various types. The figures are indeed note-
worthy and point to the significant effect of institu-
tional trading in the stock exchanges.

As reported in the New York Times, in the first
quarter of 1969, institutions accounted for 51 per
cent of the share volume and 56 per cent of the
value of al public transactions on the Big Board. A
one-day survey in September, 1960, put institu-
tiona volume a 31 per cent and 40 per cent of
total share value; quite a change in nine years.

This gives tape readers some idea of the "com-
petition” they are up against when they attempt to
trade in the stock market. There are many more
professionals operating today than there were "pool
operators' in the era of the first edition of this
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book. (See Foreword to 1959 edition for comment
on this)

The modern parade of prices across the screen in
your broker's office is an electronic affair. In this
respect it is different from the old paper, or celo-
phane, tapes. Today the majority of offices use
what is called the Trans-Lux Jet System. Figures
and symbols are flashed on a screen electron-
ically—but you ill have the figures and letters, plus
the volume as in former days. The figures on the
screen pass in review faster; actualy reading the
tape today is more difficult because prices often are
recorded so rapidly, but active traders will tell you
that they sill get the "fed" of what's going on as
in former years. Volume figures are dropped when
the tape is "late,” when it fals behind in reporting
transactions from the floor of the Stock Exchange.

Readers can acquire the daily records of con-
secutive transactions (and thus note the up and
down "ticks' with number of shares traded) from
Francis Emery Fitch, of New Y ork City—and in this
way one may become a relaxed arm-chair tape-
reader and student of market tactics.

In the 1959 Foreword, mention was made of
"secondary offerings,” which were often employed
for the sde of large blocks. Today this practice is
not as common. Massve collections of shares,
accumulated over months by eager fund operators,

FOREWORD

are disposed of today almost as easily as one would
trade a hundred shares of Stedl 50 years ago. Invest-
ment-banker-members of the Stock Exchange don't
hesitate a moment to take up a block worth in the
hundreds of thousands, knowing that they can pass
it aong to other funds that have been looking
around to pick up just such a bundle of certificates.

At this point, let me say that while the principles
in this old book of mine are ill sound and work-
able | certainly believe any student of tape reading
should review at the same time modern techniques
of stock trading. Tape-reading data and services are
offered, one well-known service being conducted by
a friend of this writer's;, Don Worden of Fort
Lauderdale, Florida. Worden developed an index he
cdls his "$100,000 Index," being recorded data on
blocks of that sze and over. He has been kind
enough to say the idea came to him because of the
emphasis in this book on reading transactions in
terms of dollars, instead of merely thinking in terms
of points. (You'll come across it in the text.) Don
Worden hascreated many ruminationsfor themodern
tape student.

A new book which | only now received has a
clear exposition of modern stock-trading and |
suggest it as helpful in sensng the changes since
the 1930s. The book is "Systematic Stock Trad-
ing," by Edwin H. Tompkins, M.Sc., and was pub-
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lished this year by The Moore Guide, in Riverside,
llinois. | like the way Mr. Tompkins explains
things. Chapter 5, "Applications of the Tape"
brings one up to date, whereas the remainder of the
book ties in modern technical practice with "tape
reading.” Numerous books on dl phases of stock
trading are available, of course. The publisher of
this book will supply a list upon request.

This Foreword is aready over-long, but inter-
pretation of the stock tape is a heady undertaking
and any aid one can acquire should be adopted.

My sincere thanks to the mass of readers who
have read this book. To those who may be new
readers, | pray the "tactics' advocated will make
you a winner, which you will be if you act contrary
to what everybody dse is doing, while remembering
that speculation is an art, not a science.

Saxtons River, Humphrey Bancroft Nelll
Vermont 05154
November, 1969
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STOCK SPECULATION

BEFORE we launch into our study proper, let
us first review our ABC's

What is the stock market? It is smply a
market-place for the exchange of certificates for
money, or money for certificates. In the world
of securities speculation, stock certificates hold
the same place as, say, cloaks and suits do in the
cloak-and-suit trade: they are merchandise, to be
bought and sold for profit. Whereas the cloak-
and-suit manufacturer buys cloth from which he
makes his merchandise, the financia " manufac-
turer” (cdled "underwriter" or "banker")
seeks gtuations for which he may manufacture
stock certificates. Many plansof refinancing have
been initiated by the financia community when
their dhdves have been bare of merchandise
They must sdl stocks or they cannot earn profits.

In addition to the manufacturers, there are
others who do no underwriting, but act solely as
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STOCK SPECULATION

distributors of stocks; and others still who limit
their business to buying and sdlling for their own
PUrPOSES.

When common stocks possess certain qualifi-
caions, ther liging is permitted upon the New
York Stock Exchange. In addition, there are
thousands of issues lised upon the other ex-
changes. | shdl devote the discussons in this
book to the New York Stock Exchange, although
the principles will hold good in nearly al specu-
|ative Situations.

Who make the purchases and sdes of socks so
lised? Let me group them roughly into three
divisons.—

1. Investors, seeking income.

Institutions (insurance companies, indus-
trial corporations, trusts, €tc.).

Banks investment affiliates.

Investment trusts (those which actually
invest).

2. Busness-menspeculators, brokerage-office
traders, and the other thousands of ama-
teurs who trade in the hope of making

—6—

STOCK SPECULATION

easy money; adso, trading trusts and
corporations.

3. Professional operators, stock exchange
floor-traders, pools, investment bankers,
and other intelligent speculators.

Weshall herebe concerned chiefly with Groups
Two and Three, the speculators; for Group One,
the investors, could not possbly buy a fraction
of the stocks which are exchanged in one day
done. For instance, during an active day's trad-
ing 150000 shares of United States Sted common
stock may be exchanged: a an average price of
$200 per share, this by itself would total $30,000-
000. In order to give some idea of the magnitude
of the value of the stocks listed on the New
York Sock Exchange, | shdl remind you
that by November, 1930, nearly forty billions
of dollars had been sheared from their value as
represented by the prices a which those stocks
had been sdling only a little more than a year
previous.

| am emphasizing this because, if we are to
appreciate the important place speculation holds
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STOCK SPECULATION

in our present financia set-up, we must redize
the gigantic task which the speculative element
shoulders.

The United States Sted Corporation, as of Sep-
tember 30, 1930, reported that the holdings of
their investors were 7,056,679 common shares, or
8104 per cent of the tota outstanding capitaiza
tion. This compares with investors holdings of
74.75 per cent on September 30,1929, and shows
an unusua gain during that year, no doubt duein
large part to many margind traders taking up
their stock in full during and after the bregks.

As of September 30, 1930, there were 1612509
shaes in the hands of brokers and speculators.
This compares with 2,034,512 shares in 1929. In
other words, assuming an average price of $150
per shae and an average floating supply of
around 2000000 shares, which was the average
for the four years prior to 1930, you will note
that the speculators and brokers aone carried
some $300,000,000 worth of the common stock
of United States Sted Corporation.

Many corporations pointed with pride to their
increased numbers of stockholders during 1930.

—8—
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E. 1. Du Pont de Nemours and Company, a con-
spicuous one among them, disclosed the interest-
ing fact that the number of their stockholders had
increased from 24,134 to 32,683, as of October
31, 1930. These stockholders held an average of
28 dhares each. No indication was given, of
course, that this increase dso may have been
caused, asin Sted and many another corporation,
by large numbers of our Group Two who during
the decline became involuntary investors.

How many of these involuntary investors will
become speculators again when sock prices rise?
| leave this problem to you to solve definitely.
However, | am certain that thousands of people
who say, today:" Never again; I'll own my stocks
outright after this" will very shortly forget their
depresson-year resolutions and be back for more
profits— or punishment.

The sock market is a great cauldron of the
hopes, dedires, and despairs of speculators, or
traders. If it were not for the speculators, there
would be no active sock market. If it were not
for the speculators, America would not stand
where she does, as the leading industrial country
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in the world. 'We may deplore speculation, but
if it were not for this outpouring of money for
stocks, you and | should not enjoy a fraction of
the comforts and luxuries which we accept as
necessities

The speculators " carry the ball" until the god
Is reached; that is to say, speculators keep stocks
afloat until they sink into the srong-boxes of
investors.

We al know that there is a constant battle
being waged between the professonals of Group
Three, and the amateurs of Group Two, other-
wise known as" the public."

The public is the customer to whom the pro-
fessond trader or the financid manufacturer
hopes to sl his product. As competition is the
life of commerce, S0 is it the life of speculation.
The speculatively-minded public hopes to make
money by trading in stocks in a hit-or-miss man-
ner, while the professiona strives for his profits
through engineering his maneuvers so scientifi-
caly that the public will take from him property
which he has acquired at lower prices.

Unless we who make up the public have a thor-
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ough knowledge of why the professiona exists
and how he operates, we cannot hope to win in
our engagements with him.

Firg, let uslook into Group Three more closdy
and bresk it down, in order to differentiate be-
tween the various types. Theinvestment banker
(or any banking organization that underwrites,
or purchases, stocks or bonds from one who needs
capital) isthe manufacturer and distributor. As
we have seen, he is the same as a cloak-and-suit
manufacturer, in that he must sdl the goods he
has fabricated before he can make his profit.

The stock-and-bond manufacturer may employ
from time to time other distributors, high-pres-
sure sdes-managers (pool-operators), and may
appoint any number of agents to sdl for him
throughout the world. He often receives ad
from stock brokers dso, and from their legions
of sdesmen (customers men). The pool-opera
tors accumulate stocks when, in their judgment,
they are cheap, with the expectation of sdling
them to us, the public, later at higher prices.

Besdesthesemembersof the professional specu-
|ative element, there are the many important, in-
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dividua traders, who buy and sdl stocksfor their
own accounts, depending upon their own wits,
ill, and judgment to make money out of their
buying and selling operations; to say nothing of
many other persons performing functions not
immediately pertinent to our study. The rami-
fications of the manufacturing and distributive
system for stocks and bonds are probably more
intricate than those of any other commercid
pursuit.

The professond may be cdled in as a ecidist
in any one of a number of dtuaions. A manu-
facturer of bath-room fixtures may wish to raise
capital with which to build a new plant, but be-
foreissuing more stock he calls upon the financia
manufacturer. This specidist may advise him
that before he actualy issues the new sock it
would be wise to arrange for amore active market
in his present stock, for then he can sl his new
gock a higher prices.  Therefore, the plans are
worked out similarly to the plans which would be
caried out if the manufacturer were planning to
market a new line of his own merchandise, bath-
room fixtures,
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The professond may be cdled in by a group
of large stockholders of a given corporation who
wish to sl their stock, but who redlize that they
cannot al offer their holdings for sde smultane-
oudy without breaking the price of the stock.
The professona will undertake to sl their stock
for them to the public, and his agreement with
the stockholders will be to obtain a given average
price.

A number of professonas may bank together
—form a pool — for the purpose of acquiring a
quantity of a stock which they think may be
marketed to the public a a higher price.

One company may wish to gain control of an-
other company through open market acquisitions
of the gock. It may need, for example, only 50,-
000 shares to gain a working-control. A profes-
sgond may be cdled in to act as the purchasing
agent. Inthisinstance histacticswill be reversed.
It will be his job to buy chegply, rather than to
ol dearly. Histacticswill be to depress the stock
in price in order to persuade the public to sdl.

There are any number of examples which |
might give to demongrate the reasons for the ex-
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istence of the professonal. The thought to bear
inmind is that the business of the financia com-
munity isto sdl socks to the public. Thereisa
purpose behind every operation by a professional:
it may be smply an individual campaign for per-
sond profit; or, it may be awell concelved plan
for theraisng of capital for industry. As soon as
we gppreciate that the professiona eement looks
upoN Us as customer's, rather than as partners, we
shdl begin to percelve the task we face in attempt-
ing to make money by trading in stocks or, indi-
dentaly, even by investing in stocks.

Now let me turn back a moment in order that
we may see the methods by which a professond
gans his ends.

Let us assume, for the sake of an example, that
anumber of us believe that the common stock of
the Amalgamated Motor Car Company is chegp
at prevaling prices. We are acquainted with the
officids of the company, who tell us that their
busness is picking up, that certain things point
to larger profits in the near future. They advise
us further, confidentialy, that the directors are
planning a pleasant surprise for their sockhold-
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ers, and expect to capitaize a portion of the huge
surplus which has been built up; in other words,
welearn that a Sock dividend is pending.

Upon investigation, we find that there are only
three large stockholders who would be likely to
sl any quantity of stock; and with these we
make arrangements whereby they give us options
on their dock at prices considerably above the
current market. We are now prepared to accu-
mulate a line of stock, knowing that, because of
these options, there will not be any large blocks
offered for sde the moment the stock becomes
active.

The officids of the company are interested in
our plans, inasmuch as an active market for their
company's stock isfavorable to their business and
totheir sockholders. They, therefore, are pleased
to cooperate with us by keeping us posted as to
operations, increasing profits, and other pertinent
details.

Wecdl inaprofessiona who hashad asuccess-
ful career asapool-manager, and retain him to act,
first, asour purchasing agent and, second, as our
sdesmanager.
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Hisfirst job will beto buy as cheaply ashe can
theamount of gock which we have decided to
accumulate. He may do this by publishing con-
spicuoudy the datigtics of the company's earn-
ings, which during the past 9x months have been
poor. He may then sl a quantity of stock
" ghort," by which method he hopes to " bring
out stock " from the public, thereby further de-
pressng the price.  Naturally, the time which he
will sdect for this purchasing-program will be
when the market as a whole is wesk technically
and when public sentiment is pessmidic.

We having accumulated the stock, the impor-
tant campaign remains.  Our sdlesmanager plans
his advertisng and publicity features. He re-
leases information to the effect that business for
the corporation is looking up. Statements from
the presdent and treasurer are pre-arranged.
Encouraging rumors are dlowed to circulate.
Financid dtatements are prepared for the press
and for market-letter writers, brokers, and cus
tomers men.  Everything is planned ahead.

The mogt persuasive sdes-arguments, however,
are rigng prices for the sock. The principa
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medium used in this advertising plan is the ticker
tgoe. In order to increase activity and interest,
wemay haveto continue to buy stock for awhile.
Offeringsfrom therank andfileof smaler traders
will have to be absorbed; but they should not be
large, and these sdllers will return later as buyers
when they see the stock gradually, but steadily,
advance in price. If too much buying comes
aong our pool-manager may sdl some stock in
order to prevent a too rapid advance.

During dl thistime the various publicity stories
are circulated. A widespread interest grows in
the affairs of the corporation. People begin to
ask therr friends if they have noticed XYZ. Bro-
kersreceive inquiries. The advertisng campaign
is having its effect.

Still our sdlesmanager has not been able to s
agrest amount of our sock. He has been forced
to support the Sock as traders have taken profits.
Some speculaors, noting the advance, have sold
the stock short; and this sdling is being absorbed
dl dong; quite gladly, however, inasmuch as
those who are sdling short now become potentia
buyers, can be counted upon to add their purchase-
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orders later when their ad is needed. In fact,
our pool-manager has been happy to lend stock
to the short HHlers and has engineered severd
reactionary maneuvers purposdy to invite short
Hling.  (Occagondly pools themsalves sl short
agang baance, if they find it necessary to do so
in order to control the market-action of their
stock.)

As the public becomes more and more inter-
esed in our merchandise, the sdessmanager’s job
becomes more difficult. He has the professond
element to ded with, aswdl, now, which is more
difficult to outsmart than are the members of
Group Two.

Rumors now are dlowed more circulation; the
public is buying greedily, believing that an extra
dividend, or a " melon" of some kind, is sure.
The pool-manager begins ling dock in ear-
nest; theincreased activity causesfaster rdlies, and
consequently more severe reections Each ad-
vance, however, reaches aove the previous high
price; and the public soon is confident that the
giock will advance another hundred points, that
there is no limit to the posshilities.
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A terrific churning of transactionsisthe resullt,
asour manager slIs thousands of shares, only to
buy and sdl againand again. The climax is near.
Nearly three-fourths of our stock is sold. It is
time for the big moment.

The next morning, newspapers al over the
country carry thewelcome newsthat the corpora-
tion's directors have declared a sock dividend.
Public enthusasmis boiling. Our sales-manager
unloads dl of our unsold stock, and his job is
finished!

Part of our te remainsto betold. The public
now has the sock. Some of them I, then
others;, there are no supporting buying-orders.
Professonds, senang that" the news is out,” <
quantities of sock short. The price declines
swiftly as margins are caled and more stock is
0ld. When it has declined to a leve attractive
to investors, important buying will come into the
market, short sdlers will cover their previous
ses the corporaion's officials may buy some
gtock, and the swift reaction ishalted as the public
Hlsout.

The public loses—that is, the public specu-
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lators, who bought on rising prices and sold out
during the dedine. Many of them in this im-
aginary operation of ours doubtless followed the
schedule formulated by the brokerage-office wit
who advised traders to " Buy on tips, and sdl on
dips”

| have drawn ouit this illustration at length be-
causg, | assure you, Smilar operations are being
planned and carried out every month.  Unlesswe
understand the campaigns which are engineered
to interest us in buying stocks, how can we hope
to time our own Speculaive commitments in
order to go with the professonds and sdl when
they do?

It is sad that gocks sddom rise of thelr own
accord, that they will sag under their own weight
unless they are pushed up. | bdievethisistrue,
for itisdifficult to understand how any sock can
reman active unless there is some motivating
power behind it.  One by one would traders take
profits, or sl to get into some other commitment.
Dying activity will not attract speculaors. It is
the peragtent buying, and sdling, which cregtes
activity and demand. There are doubtless severd
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pools, and many professond operators, dl in-
teresed @ the same time in some of our most
active socks.

In order to make money from speculdion we
must trade in the active socks— those socks in
which the professonds operate.  The winning
combination for us as tradersis a sock in which
apooal isactive, which has strong sponsorship and
support from a bank or banks, and the earnings
of which are known to be progressvely on thein-
creese. Then, our problemisinthe timing of our
commitments — when to buy and when to .

Let us reverse this picture for amoment. We
have been looking behind the scenes. Standing
out in front, and redizing the magnitude of the
operations carried on back-gage, isit any wonder
that the public usualy guesses wrong? Thein-
dividud trader faces one of the mog difficult
tasks concavable when he attempts to outguess
the keenet minds in Wal Stregt, who are on the
inside. The trader must not lose sght of the fact
that the "insders’ are usudly well fortified with
cgpitd and are able to sand loses when their
judgment misss fire
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In liquidating markets, however, of the kind
we had during the latter haf of 1930, poals, big
operators, al, suffer— except, naturaly, those
operators who transfer their plans to the " short
dde " of themarket. Operationsto advance prices
are not attempted in weak, or bear, markets by
shrewd professonas. Occasiondly one may try
" to buck the trend " for a momentary gain; but,
Inasmuch as operators must have someone to buy
their socks, they dmost dways plan their opera-
tionsfor a time when the generd market isfavor-
able, technicaly and fundamentally.

A generd inwar-time envelops dl of his move-
ments in secrecy in order to mystify the enemy;
likewise, a financia generd plans his tactics o
that the public and the other operators are kept
guessing. | sndl have a great ded more to say
about sock maneuvers when we get into the dis-
cusson of tape reading; but it will do no harm
to interject here the statement that it is utterly
useless for us on the outsde, who buy and sl
comparatively small blocks of stock, to conjecture
upon what" they " are doing. We cannot know
what the inders intend to do, but we can see
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their orders on the tape when they execute them.
That iswhy my pleaisfor every one of usto have
no mere opinions of his own, but to dlow the ac-
tion of the market to tel him what is passng.
We ghdl discuss this agpect of the subject more
fully later on.

Do not be discouraged if you have lost money
inthe market. Nearly everyone did during 1929
and 1930. Many big traders lost everything and
have had to dart anew. Pods were forced to
liquidate with losses; banks cdled loans right
and left, and practicaly demanded liquidation.

If you cannot lose cheerfully, do not trade in
the market! It isno business for the person who
Is eadly discouraged.  Countless losses must be
accepted: the problem is to limit the lossss. No
one may ever hope to become so expert that he
never takes aloss.

Start in a smdl way and be satisfied with rea
sonable profits.  If you decide to experiment with
the theories and ideas discussed in this book, trade
a firsinodd lots. Do not plunge or become over-
extended. This is worn-out advice, | know, but
margin and capita worries warp your judgment
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and hamper your trading skill.  When you think
you have become familiar with technica action
and can interpret market movements— and can
take lossess quickly! — not until then should you
Soeculate with larger lines of gocks.  Thereis no
disgrace in being a smdl trader, and the market
will remain open for business for a good many
yearsto come

Another thing— the views of dl of us were
thrown out of perspective during the severe de-
presson and market strain of 1929 and 1930.
Many of our mental attitudes formed in those
years may need adjustment in the months and
years ahead. The main principles, as you will
find them =&t down in this book, are, | bdieve,
dependable; but our minds must be swung about
to look a market conditions in a different light.
We must attune our powers of perception to the
period ahead, and not everlagtingly compare every
factor with some occurrence in the recent padt.

New conditions will aise. A new trading
public will be born.  However, the dd cycle of
ralies and reactions will roll on. We shdl have
" over-bulled " movements and disastrous crashes.
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And the uninformed, unintelligent public will
buy when security prices are high and sdl when
they are low. New traders will be seen in bro-
kers officesgeneroudy buyingstocksat thewrong
time from the " older heads" in Wdl Strest.

M ani pul ationsand pool-operationsmay require
morecapital to copewithanew and larger public,
but the old methods will remain.

Onelast request and we shdl turn the page and
get into the subject of tape reading. If you are
not willing to study, if you are not sufficiently in-
terested to investigate and analyze the stock
market yoursdlf, then | beg of you to become an
outright long-pull investor, to buy good stocks,
and to hold on to them; for otherwise your
chances of success asatrader will be nil.



PART Two
TAPE READING



I
THE TICKER TAPE

Behind the Tape

IN Part One we have seen something of the
power behind theticker. Youwill agree with me,
| am sure, that it will tax our ingenuity, observa
tion, and perceptivejudgment to thelimit if we are
to be successtul in foretelling from market-action
when stocks will advance and when they will de-
cline. (These discussons relate to the interme-
diate trends and minor fluctuations of stock prices,
and not to the long-term, or commonly called
" long-pull," trends.)

Market-action— the buying and sdling of
socks—is recorded on the tape. To the un-
initiated eye and brain the tape means little—
it is amply a confusion of hieroglyphics and
figures. To the student, however, it offers op-
portunities commensurate with the skill, judg-
ment, study, and self-mastery employed.
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As the tape records money-transactions, | am
going to ask you to forget, for the time, the word
" points" when discussing stock quotations and
think instead in terms of dollars. The mention
of dollars immediately conjures up the idea of
buying and sdling. For ingtance, if you notice a
5,000-share transaction of Sted (symbol, X) on
the tape at $170, cdl to your mind the fact that
this means that $350,000 worth of common-stock
certificates of the United States Stedl Corporation
have changed hands. If you then notice, some
hours later, another exchange of the same quan-
tity at $175, redize that this trandated, means
an increase in value of $5000. To me such
transactions take on a far greater significance if
gooken of in terms of dollars than they would
if someone sad: " Sted advanced five points”

Before we attempt to understand the techni-
cdities of tape reading, let us picture in our minds
the scene behind the symbols.  If you have never
vigted the New York Stock Exchange, | suggest
you do o at your first opportunity. In the mean
time, visudize a market-place where hundreds of
men are busly engaged in buying and sdling
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goods. You s a little knot here in this corner
where one man in the center has ordersfrom his
clientsto buy, wewill say, 1,000 shares of Ameri-
can Can stock at $150 per share— an order total-
ling a value of $150,000; quite a Szable piece of
business. The other men in the group may each
have smaler orders to sdl: one is willing to sl
300 shares; another, 200; and so on.

On the floor of the Exchange there are many
groups such as the one described.  These men
gpend their entire time between ten and three
odock each day executing orders which they re-
ceive from their offices— orders placed by you
and me and the hundreds of thousands of buyers
and sdlers throughout the world.  There are dso
floor-traders — members of the Exchange— who
buy and sdl socks for their own account.  All
of these ordersfor millions of shares of socks are
recorded on the tape.

In order to visudize the enormous amount of
busness which is transacted, let us take a day
when atota of 4,000,000 shares was bought and
0ld. The average price of 300 active stocks on
December 16, 1930, was $39.89. The volume of
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ses in these 300 stocks was 3,625,700 shares.
This makes a total of $144,629,173 for this one
day done!  You can easlly imagine what the fig-
ure would have been eighteen months previous.
These amounts are highly significant, as will be
pointed out later, when we come to the discus-
gon of the volume of transactions.

Inthefirst part of thisbook | have described the
variouskinds of people comprising the purchasers
and sdlers of gocks. The important point to re-
member hereisthat all of these people are human
beings, just asyou.and | are. Some are-more ex-
perienced in the sock market than are we; many,
less. Someare conservative; many are pure gam-
blers. Neverthdess, with the exception of the few
who purchase gocks for income only, each person
IS interested in the same thing as you and | are:
the profit to be redized from the transaction. We
aremotivated by the samedesresand are affected
by the same emations (in varying degrees, of
course, in accordance with our temperaments and
training). Inshort, we areal human beingstry-
ing to make money by exercisng our speculative,
intuitive judgment; we are hoping to make our
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capital fundswork for us at an exorbitant rate of
return.

Let us get that picture clearly in mind. The
ticker tape is amply a record of human nature
passing in review. It is a record giving us the
opinions and hopes of thousands of people. We
must dismiss from our minds dl other facts.
Precious few know, or can hope to know, who is
buying or sling. We hear that So-and-S0 is
buying; he may dso be selling, through another
broker. If he wants us to know that he is buy-
ing, we should be chary. So, let us disregard
hunches and wild conjectures. If he buys and
Hls the record of his transactions will be on
the tape. We must make our interpretation from
the record.  So long as we continue to guess who
is doing the buying and sdling, we shal remain
in a sea of confusion.

The person who is privileged to know who is
buying, does not need the ticker tape.

You will find more discusson in brokers of-
fices upon what " they " are doing in the market
than you will find studentswho redize thefutility
of conjecturing upon something about which they
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can Know nothing. We learn from the profes-
gond traders, pool-operaors, and the important
banking groups, only what they wish to have
known —do not forget that! Do not forget for
an indant, ether, that the invisble " they " are
trying to accomplish exactly the same result that
youand | are: to make profitsfrom their commit-
ments. The solution to the whole problem of
gpeculation in stocks is to judge and foresee what
the other fellow isdoing. And, thereis one thing
more for us not to forget: we are pitting our
brains againg the sharpest mental equipment in
the United States.,

Is it any wonder that relatively few are able
to earn money consgtently from speculation?

Let me suggest one thought for your consdera:
tion. The indders (see explanation in Part One)
have the grestest advantage over us in the minor
fluctuations. It is my opinion that there is little
usein trying to make money consistently by trad-
ing in and out of socks hourly, or daly. The
longer the trend, the more opportunity we have
to beright. Thisiswhy | urge aways that trad-
ing be confined to the intermediate trends.
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The Tape
Now let us look at the ticker tape itself.

B IRR Ly WP R KN PR i
bolfBel9519.5.8 6000.s.4 S43 13 16 5.313 &0k

AoBSI LY e PUC _3:
113 5.153 23548 105599 4eRha3.d.4.k 252§
PLATE 1

The letters are the symbols for the different
gocks. Under thelettersarefigures, some broken
by dots, or little black squares, and others by " s"
Theletter " s" and the dot mean the same thing:
a divison between the number of shares traded
and the price a which the exchange has been
made. Wherever " ss' gopears, it is a record of
an odd-lot transaction (one of less than 100
shares), which is reported on the tape for pre-
ferred stocks and common stocks whose unit of
tradingislessthan 100 shares. Thelast two zeros
are not printed in recording the volume of shares,
unless the exchange is of 5,000 shares or more.

In "strings’ of dock, very often the whole
number is left off and only the fraction printed
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whereit is readily apparent what price is meant;
for example, in the string of United Corporation,
U (ssePlate 1), youwill note that the last transac-
tion inthe stringissmply givenas" 51/8," which
means " 500 shares at $191/8."Likewise, in order
to speed up the record on the tape the firgt figure
of stocks sdling over $100 is often left off when
the priceisquite familiar to traders. Anexample
of this practiceisto be found in the report on the
gtring of United States Sted, X, where the $46 3/8
shownactuallymeans$1463/8.

Reading from left to right, the drips of tape
illustrated will read, when trandated, as fol-

lows,—

United Corporation:
600sharesa $191/8
1900 " " $19
500 " "$191/8
Indian Refining:
6,000 shares a $4
Loew's.
100sharesat $54.3/4
Miami Copper:
100 shares at $13
-36-
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Radio Corporation:
100 shares & $16
Kennecott Copper:
500sharesat $313/4
Pennsylvania Railroad:
100sharesa $607/8
North American:
100sharesa $713/4
Briggs Manufacturing:
S00sharesa $153/4
Loew's.
2,300sharesa $64 3/4
Atlas Powder, preferred stock:
10 shares & $99
United States Sted!:
200sharesat $1463/8
100 " "$1461/2
300 " "$1463/4
400 " "$1467/8
Park Utah Mines.
200 shares a $2|

As you know, the unit of trading on the New
York Stock Exchange is 100 shares, and saes of
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odd lots are not reported on the tape except for a
few stocks whose unit of sleis 10 shares.  This
Isreally helpful to the tape reader, as he may base
his opinions upon the transactions of buyers and
slers who have sufficient capita to trade in 100
or more shares. Of course, odd lots, grouped in
larger units, make their appearance from time to
time. This is valuable information. Naturaly,
you cannot determine whether a transaction for,
let us say, 1,200 sharesis made up of odd lots, or
not; but you can see the result of the 1,200-share
exchange.

What the Tape Shows

In dl that | shal have to say, | warn you that
| s on the tape only the results of buyerst and
Hles transactions in gocks, mine are not eyes
that percelve the occult Sgns of movements of
J. P. Morgan and Company or short sales executed
by Jesse Livermore. Mr. Livermore may be buy-
ing, or sdling; but if the gock advances, and |
am "long," | shdl be content. Inasmuch as |
am not wel acquainted with any member of
J. P. Morgan and Company, or with Mr. Liver-
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more, | am quite certain that they are not in-
terested in me as an individual. However, they
areinterested in me collectively. Hereiswhat |
am driving at: the individual trader tries to find
out what some important operator is doing, but
he never gops to think that that operator must
tell from the action of the gock he is operating in
what the public, of which the individua trader
Isamember, isdoing. It Srikesmeasafair ar-
rangement. The pool-manager or major operator
may have severd millionsof dollarsat stake. If he
Is willing to pit his judgment againg that of the
public, we should be willing to risk our capitd
without expecting him to tell us personaly what
heisdoing. If we wish to attempt to make easy
money, we cannot complain of the risks.

While | agree that the movements of stocks
often respond to the " pull on the strings' in
Wall Street, | dso know that our biggest opera
tors have been fooled many times by the public.
The year of 1930 will remain in these operators
minds for along time. We have dl heard of the
blocks of gocks which had to be liquidated at
disastirous prices. "They" take ther losses, 0



TAPE READING

must we. The man who buys and sdls from
25 to 500 shares of stock, has little worry when it
comes to sdling; he always has a market. But,
the operator " long " of thousands of shares often
finds he cannot sl them.

Our problem, therefore, Smmers down to this:
how to judge, from the action as reported on the
ticker tape, the future movements of those two
compogite human beings— the buyer, made up
of al buyers, and the sdler, made up of al sdlers
— whose transactions the tape pictures for us.
The pricetdls us what the buyer is willing to pay
for a gock and what the sler is willing to take
for hisshares. The volume (the number of shares
per transaction) tells how much the buyer is able,
and willing, to spend in backing up his judgment,
and, conversdy, how many shares the Hler is
willing to let go at the price offered.
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Tape Interpretation

TAPE interpretation depends upon a consdera
tion of the action of the volume. It is not price-
action, but volume— the amount of money, the
supply and the demand— which best tells the
sory. You will readily agree that it makes a
great difference whether the buyer is willing to
pay $15000 for 100 shares of Sted (X-150) or
$150,000 for 1,000 shares (X-10.150). The de-
mand is greater in the latter case, asisthe supply.
Do not forget that every purchase of a share of
sock meansa sde dso. Our job isto determine
the balance of the supply and the demand:
whether the demand is greater than the supply,
in which case the price advances, of course; or
the reverse.  The action of the volume tells us of
the supply and demand; price merely denotesthe
vaue of the volume.

—41—



TAPE READING

Tape reading is an art, rather than a scence.
After experience and familiarity with varying
types of markets, the trader arrives at a dage
where his intuition comes into play. He then
hasthe " feel" of thetgpe. | cannot hopeto pass
adong this intuitive understanding of tape read-
ing; but if you understand the principles and
hints herein pointed out, not many months should
pass before you beginto get this” fed." Famili-
arity with many symbols a quick eye, concen
trated obsarvation of important transactions, or
the lack of them, and a dudied bdief that the
philosophy and psychology of thetape arethedl-
important factors, will bring success— successin
interpreting movements of prices athough not
necessarily success in making money.

The latter will depend upon your own actions
and reactions, your emations, your ability to act
in accordancewithyour opinions, and thehundred
and one other human factors, many of which are
to be discussad in Part Three of this book.

Do not be discouraged.  If it were easy, there
would not be any sock market; if it were not
for the variance of opinions, active speculation
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would not exig and orders would be transacted
over the counter.

General Principles

For the sake of smplifying our problem, | shall
here roughly define the three main types of vol-
ume-activity:—

Firg: Increasing volume during an advance,
with the intervening pauses or sat-
backs occurring on light volume.  This
Isindicative of theunderlying demand's
being greater thanthe supply, andfavors
aresumption of the advance.

Second: Increased volume at the top of araly,
or of an advance, lagting for sometime,
with no gppreciablegainin prices—an
active churning of stock transactions
without progress. Thisisindicative of
a turning-point.

Third: A" tired," or struggling, advance, when
gocks cregp upward on light volume
and " die" a the top. This indicates
alack of demand (few buying-orders);
and, whereas sling-orders likewise are
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light, this action frequently marks a
" rounding-over " turn, which may be
followed by increased volume on the
down dde (when the sdlers e that
they cannot hope for much higher
prices at that time). These struggling
trends are subject to sudden reversds,
particularly when they have endured
for severa days.

These types of action are present, but reversed
in sequence, in declining markets.

| shdl try to show in various illustrations how
these principles work out.  In some ingances 1
shdl refer to the larger movements, and to the
main turning-points of mgor trends, while in
others | shdl hope to demongrate how the same
action, in proportionately smdler units and in
shorter spaces of time, gives the same indications.
Broadly examined, the principles are found to be
the same, whether employed within one day's
range for a forecasting of the subsequent minor
fluctuations, or during and following an inter-
mediate or a major trend.

—4q4—
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INCREASING VOLUME DURING AN
ADVANCE

| HAVE gated that the essence of tape reading
IS the interpreting of the action of the volume.
The broadest example of thisis when the market
rdlies briskly, with the volume of transactions in-
cressng—millions of dollars worth of stocks
changing hands. After atime, it will be noticed,
giocks generdly dow up in their advance.  Right
then is the important time to watch the volume,
If the volume decreases perceptibly with the
diminishing advance of prices, it is a favorable
9gn, indicating that, athough purchasing orders
have dowed down, there is not a heavy supply
of stock offered for sae; otherwise, animmediate
reaction would set in.  If, following this stabiliz-
ing period, prices begin to decline, watch for in-
creasing volume on thedownward path. If prices
sg under dight pressure—that is, if the volume
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of transactions is dull, in hundreds of shares
rather than in large blocks—it is again a favor-
able sgnd for the resumption of the advance
later. It is from this action that one of the old
adages of Wal Street doubtless sprung: "Never
#l a dull market." | believe that this was in-
tended for bull markets, for it appears just as
dangerous to "buy a dull market"—during a
bear market.

Therefore, watch for dullness to appear on re-
actions, for then you may expect a resumption of
theadvance. Conversdy, smdl volumeonrallies,
after a dedline, is an indication of lower prices
later. During the summer and fall of 1930, when
siock prices were dedlining disastroudy, the rdlies
were marked by an immediae lessening in the
volume of transactions: volume dried up on ra-
lies During the dedines, however, volume in-
creased rapidly. It Smply meant that there was
a far grester amount of sock for sde than the
buyer would purchase, except a constantly

cheagper prices

TURNING-POINTS ON HEAVY
VOLUME

Heawy Volume But No Headway

HEAVY volume a the end of a move is ex-
tremely important, inasmuch as it generdly in-
dicates a turning-point in the market. In this
gtuation, on the upward Sde, we have volume
during the advance with continued, increasing
activity of transactions at the top without stocks
making further headway. In other words, our
buyer wants more sock and continues to enter
order after order; meanwhile, our sdller, who pre-
vioudy would sdl only on advancing prices, now
offers for sde great quantities of gock. For a
time there is a tug of minds between buyers and
Hlers, but this extreme activity near and at the
topisindicative of a substantia reaction to follow.

This is true, likewise, a the bottom. You are
familiar with some of the turning-points of the

,,,,,,



TAPE READING

declinesin 1929 and 1930, when volume increased
tremendoudy. June 18 1930, furnished an ex-
ample.  On that day more than 6,000,000 shares
changed hands. Late in the day arally s in,
and soon buyers were bidding for stocks, wheress
just before that dl the weight was on the dde
offering stock for sde. There were many of these
volume-days during 1929 and 1930. September
and October, 1929, witnessad this churning of
stocks at the top.

Lessr movements are marked by the same
characteridtics. | have mentioned these big days
because the illudiration is clearer.

Let usrun over these first two phases of volume-

action and trandate them into terms of human
action.

Volume Indicating an Advance

During the raly, what has been going on?
Two things. firdt, the buying of stocks by those
who are covering their previous short sdes, and,
second, new buying by those who expect the ad-
vance to continue. Both factions are spending
their money to purchase something; but one fac-

TURNING-POINTS ON HEAVY VOLUME

tion is cdlogng out a transaction, while the other
IS entering one.  The man who covers his short
pogtion isin agreater hurry than the long buyer.
The short sdler will rush to cover if he believes
that the rally will endure for some time. If you
are contemplating a purchase (likewise, if you
condder sdling stock which you own), you are
interested in both of these opinions— the judg-
ment of John Smith, who is short, and that of
John Jones, who is buying stock to hold for the
advance. You would like ds0 to determine
whether there are many more Smiths than Joneses
—more short-coverers than long buyers— be-
cause if the raly is due mainly to short-covering
it is likely to be brief, and may be followed by
further dedines.

How can you tell which it is? Watch the vol-
ume and, in this Stuation, the rapidity of price-
changes. If you are consdering purchases, you
will probably not be in arush; and, furthermore,
you will not wish to buy if you fed that an order
" at the market" may be executed at two or three
dollars per share more than you see on the tape.
On the other hand, if you are short, and fed the
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decline has spent itself, you will place your buy-
ing-orders at the market, satisfied to get out with
your profits.

Let us assume that you sensed the turn at the
bottom and purchased two or three stocks. Y our
interest now would be to decide whether to hold
for a 9zable advance, or to throw out your stocks
if you migudged the turn in the trend. Your
problem then resolves itsdf into. determining
whether good buying comesinto the market dong
with short-covering. (By "good buying" is
meant purchases made by those who arein apos-
tion to know the underlying conditions of the
market, and aso the buying done by those who
are sponsors of certain issues) You notice large
blocks of gocks taken at steadily rising prices
At intervas, the market becomes quieter, with
lessvolumeand fewer transactions; yet you notice
that coincidentaly there is very little weakness
apparent, that reactions are on transactions of
only 100 to 1,000 or 2000 shares. there are few
huge blocks frequently changing hands at lower
prices.

Stopping here just amoment, may | ask: What
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would you do if you were gill short? Or what
would be your inclination if you were consder-
ing purchases?

If you were short, | believe that the fact that the
pricesdid not sag, that the market was firm, would
make you think to yoursdlf: " Here, | had better
buy in my stocks while | sill have profits," or
" before my lossss become larger.”  Likewise, if
you wanted to purchase, but had not made up
your mind, you might hesitate somewhat longer;
but at the first Sgns of higher prices you would be
likely to jJump in with your orders.

In this imaginary market, let us assume that
we have witnessed a swift rally which lasted for
two hours. The dullness which has followed,
with prices only a dollar or two under their
"highs" has lasted another two hours or 0.
Opinions are evenly divided. Those who expect
lower pricesare sdling, while others are cautioudy
buying. Soon you notice a block of 3,000 or
10,000 shares of your sock, or atransaction much
larger than normal, change hands at the same
price as that of the previous sde.  Your mind be-
comes alert at once; you have been watching for
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just thissgnd. (Of course, this Sgnad may have
been a saries of " strings’ at gently advancing
prices, or any unusual block.) Again, following
the unusual transaction, there are other indi-
vidual sdesinyour stock. At the same time, you
notice volume-trades in other stocks. Likewise,
Sed is gaining in momentum.

Your atention now is riveted upon the tape
in order to see at once whether these larger trans-
actions following the dullness are going to con-
firm your expectations that the advance will be
resumed. Before long you will know definitely.
The market may pick up momentum, with our
guide, volume, pointing the way; and higher
prices may be recorded. Then, if you have not
covered your short sdes, you undoubtedly will.
So will others, and another rally will be in the
making. But thistime, inasmuch as it is the ssc-
ond gep, the buying will be more courageous, and
the advance should continue for a longer period.
(I might mention at this point that stocks fre-
quently rdly in three-day periods and conse
quently their market-action at the ends of these
periods should be more carefully analyzed if you
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are attempting to catch the active movements of
stock prices)

In the event that the unexpected happens, and
volume increases at lower prices, it would be well
to sl your trading-holdings a once and stand
adgde. A further increase in volume in the down-
ward direction will wipe out theraly, and we are
back where we started from. In the mgjority of
gtuations, however, dullness following the raly
indicates resumption of the advance. But do not
argue with thetape. Find out whether the buyer
IS stronger than the sdler, or the opposite, and act
accordingly. Volume will give you your answer.

Detecting the Turn of a Trend

Now let us suppose that we see an active churn-
ing of stocks attended by heavy volume, but with-
out appreciable price-headway made. This, as
we know, is indicative of a reversal of the trend.
During this period, whose length depends upon
the importance of the turn, some stocks may soar
into new highs (or may make -new lows, if the
downward trend is about to be reversed), but the
majority are Smply traded in heavily without
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gaining or losng ground. This character of ac-
tion is often caused by the professonds bidding
up market-leders in order to liquidate other
gocks. It is a good plan a this juncture, if a
major turning-point is imminent, to study the
action of the second- and third-rate socks. They
may give you early confirmation of thereversd.
For example, in 1929 the inactive stocks began
their decline some weeks ahead of the market-
leaders. At that time, public speculation was so
rampant that buying-power was not disspated
for weeks. Thehigh day for the market averages
was September 2, yet leading socks did not break
into their definite downward trend until the mid-
dle of October.

Within the lesser movements of priceswe have
thesesamecharacteristics. Themarket, innormal
periods, iscontinualy ralyingand reacting within
the major trend. During the summer and fall
of 1930, there were many ralies and reactions;
the trend, however, was down. Nevertheess
the same principles which | have described hold
true for the intervening movements.

Trandated into human terms, the causes are
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smple enough. The prices of stocks are nothing
more than the decisons of al buyers and sdlers
of docks. At turning-points, the opinions —
whence come decisons—are evenly divided.
Buyers and slers, both, are busy.

Let us go back just a moment to the action pre-
ceding a top turning-point. The public is at-
tracted by price-changes, not by volume; that is
to say, the public does not anadyze the action of
volume. It is prior to and during these final
dages of a move that the professonas and pools
unload their stocks on the inexperienced. The
unwary, having seen prices advance steadily with
only minor sat-backs, misinterpret the feverish
activity and buy heavily — which is just what the
professonds want. In fact, pool-managers op-
erate upon this human weskness and engineer
rapid run-ups of prices, knowing that thousands
of traders and buyers will be attracted by this
activity.  Volume increases tremendoudly at these
points, and newspapers carry front-page Sories.

Not only are the find stages of a long trend,
when pricesdonot materially advance, indicative
of aturn, but dsoistherapid action of priceswith
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heavy volume, prior to the top, a danger-sgnd.
These periods together are referred to in Wall
Street as the "distributive areq" dthough the
distributive area, drictly spesking, consumes a
longer period of time, inasmuch as poals will dis
tribute stocks during the latter part of the way up
and part of the way down, after the top has been
formed.

Various Turning-Points

Many factors must be taken into congderation
whenwe are interpreting the volume of turning
trends. For example, the volume on June 18,
1930, which marked the approximate bottom of
a severe dedine, was 6000000 shares. At the
end of the declinein August, 1930, owing to the de-
crease in the number of active margin-accounts,
the <dling-dimax came with only 3400000
sharestraded. | well remember that day, because
| was short of the market, and was trying to de-
cide whether there was sufficient volume to mark
the turning-point or whether the sdling was likely
to carry much farther. However, the action had
many of the ear-marks of a" dlean-out," of a tem-
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porarily oversold condition. Although there was
aterrific churning of stocks, little headway was
made for approximately three hours. There
was no progress on heavy volume. That was
our signd.

However, when the market temporarily re-
versed its trend later in the year, in November,
following a decline which had continued steadlily
forfifty-onedays, we did not have the big volume-
day. Why? Because margin-accounts with
brokerswereat the minimum; brokers loanswere
down to the lowest on record. Actual liquidation
had gone on for weeks. Liquidation from strong-
boxes and necesstous sdling by large interests
are not dumped upon the market as are stocks
held on margin by the public. (The speed of the
crashes in the fall of 1929 was caused by this
panicky dumping of margined sock.) There-
fore it was necessary to edimate the extent of
liquidation aready accomplished and to walit for
the sgns of the turn.

It wasadifficult period; and | admit that twice
I" felt for the bottom " with orders, only to learn
soon that | had migudged the action. Fortu-
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nately, it is not often that we witness liquidating
markets, and we must be watchful not to train
our " tape-sense™ on abnormal action.

At least a temporary turn came on November
10, and the sgna was reasonably clear; but this
time | found it necessary to turn amost wholly
to the human sde of the market for the clue. We
al know that the public usually is wrong. Not
being able to tell from the tape whether the end
of that particular period of declining prices had
come, | visited severd brokerageofficesand talked
with managers. | found that their board-rooms
were suddenly crowded once more. More im-
portant, | learned that nearly everyone wanted to
| short. | felt the time had come for a turn;
and, surdy enough, the next day the market
darted a substantial rally. Of this information
of the public's action | found confirmation on the
tape. There were Sgns of an oversold condition;
and one more experienced than | in reading tape-
action, doubtless would have seen them without
turning to examine other factors, as| felt it neces-
sary to do.

| have brought in these persond experiences
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only to point out the various factors present. In
theforegoing | havediscussedtapereading mostly
from the standpoint of the market asawhole, but
later | shal include examples dedling with in-
dividua stocks.
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TURNING-POINTS ON LIGHT
VOLUME

The Sruggling Market

THE characteristics of a struggling market are:
a dow or irregular advance of prices, light vol-
ume, and dullness in generd.  (Reverse the illus-
tration for the turning-point after a struggling
decline)

If we are holding stocks for an advance, action
of this kind tries our patience— which is exactly
what it does to the other hundreds or thousands
who are waiting for profits. No one seems will-
ing to bid for gocks in any quantity; yet there are
few sdlers offering blocks of stock, redizing as
they do that the demand is not sufficient to absorb
them.

What is the natural outcome? Either one of
two results, and the action of the volume should
tell us which it is The buying may eventudly
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dry up, and the sdlling increase, as sellers see that
they cannot hopeto dispose of their stocks at higher
prices. This may bring on an abrupt downward
trend, the indications of which will be the appear-
anceof larger blocksof stock offered a continually
lower figures. (See Plate 2 and following text
for explanations.)

The second eventuality is that prices will roll
over and sag under their own weight, without the
increase of sdling-pressure.  In other words, the
market struggles up and turns over as impatient
holders take profits, or sl out in disgust.  While
the demand dries up, the supply likewise remains
light. We then have a sagging, dull reaction, fol-
lowing the tired upward movement. This may
continue until a leve is reached where there is a
grester demand, which, in turn, will be indicated
by larger blocks.  These dull markets may reflect
atemporary indecison of the speculative powers,
who await definite news from the business world.
They may follow a severe upset, when public
sentiment is a a low ebb and the professionals
amply " gt tight" until the public " forgets.”

These markets are difficult to follow because
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you can tel neither whether they will roll over
on light volume nor whether they will be reversed
suddenly. The latter is the more frequent; and
for that reason the trader is doing the wise thing
to step adde, or to protect himsdf againgt large
loss by placing stop-loss orders against his com-
mitments.
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A Suggish Top

The action of Sted at the top of the September,
1930, rally, is a good example of the rolling-over
top, followed by a pick-up in volume on the down
Sde

As you will notice in Pate 2, Sed fluctuated
ligledy for twenty days within a Sx-point range,
and was unable to make any progress on the up
dde. The action on the 16th and 17th was more
sgnificant on the tape than | can show here on
the graph of daily dosng prices nevethdess, it
was difficult to come to a definite opinion about
Its meaning one way or the other.

Findly, on the 19th (marked " A") volume
suddenly increased to 142,000 shares, as contrasted

with an average of only about onethird that
—62— PLATE 2
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amount in the three weeks previous. The action
on the tape was conspicuous. steady offerings of
gock in large volume, with no let-up during the
declines. The occasond rest-periods during the
day were marked by dullness. The action a
" B," likewise, was ggnificant, in that important
sdling was again conspicuous, as a " A"

A study of the broad top will explain the theo-
riesof struggling markets. Y ou will notice adis-
tinct diminishing trend in the volume (repre-
sented by the vertical lines at the bottom) during
the formation of the top. In other words, in this
particular example we witness drying-up of vol-
ume at the top— indicative of a turn— and the
confirmatory action in the increasad activity on
the reaction. As mentioned in the previous de-
scription of struggling markets, occasondly these
periods of dullness are followed by amless, quiet
fluctuations both up and down, which, in turn,
result in firm stabilization, and then are followed
by further advances. However, even in these in-
gances, if we await the confirmatory action fol-
lowing the dullness, we sndl detect our sSgnd.
The trader, meanwhile, losss little by standing
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aside until he satisfies himsdf of the outcome.
The action of Sted in January and March, 1930,
will illustrate this. See Chapter XV, pages 163
to 167, and Plates 15 and 16.
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VARIOUS TYPES OF
TOP-ACTION

Tops More Difficult to Distinguish Than
Bottoms

TOP-SIGNALS of the market as a whole, or of
the market averages, are not as readily discerni-
ble as bottom-sgnas.  The reason for the differ-
ence in action is that, in making for a top, dl
giocks do not reach their pinnacles a the same
time, because, broadly speaking, buying is aways,
in any market, more dowly actuated than sdling;
whereas, in making for a bottom, stocks gan
momentum as prices decling, and the rank and
file, becoming panicky, dump stocks without
rhyme or reason, and thus bring on a climax.

We have many rounding-over tops of the gen-
erd market, asdifferentiated from sharply defined
bottoms.  The best illustration of thisis the broad
two to three months top in the fal of 1929, as

VARIOUS TYPES OF TOP-ACTION

contrasted with the bottoms in the single days of
October 29 and November 13, 1929,

In detecting the tops of moves, therefore, we
must watch our individual stocks and not depend
upon the genera market for the sgnd to .
However, when we notice that the market as a
whole, as reflected in stock averages, dows up—
becomes tired, and is apparently struggling to
make higher peaks—we then are safe in assum-
ing that the demand isnot sufficient to push stocks
farther without an intervening reaction. That
IS the time to analyze with particular concentra:
tion the action of individua stocks, because vol-
ume as a Sgnd of the composite market is often
deceiving, inasmuch as the top may consume sev-
erd days and, therefore, each day will not be
marked by conspicuous volume.

These tired-appearing markets must be care-
fully analyzed, as | have said, because in straight-
away bull markets this action sometimes becomes
nothing more than a rest-period (see page 165 and
Plates 15 and 16), after which the advance is re-
sumed. You will notice, however, from the fol-
lowing examples, that when tops are formed we
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do get the sgnd from volume— either at the
top, followed by an immediate " turn-over " on
greatly increased volume, or with a dowly " fall-
ing-over " top followed by the momentous volume
a day or more later. Thus it may be broadly
stated, that markedly increased volume following
arun-up in price signifies distribution.

A Sharply Defined Top

In Plate 3 is shown the July, 1930, top in Ameri-
can and Foreign Power. It hardly needs explana
tion. The three-day spurt to the top was followed
by a sudden turn-over on the 30th from a high of
773/8to a closng price of 73, attended by heavy
volume. You will notice in this illustration that
the high figure of the top-day exceeded that of the
day previous by only $0.25 per share; yet the val-
ume at this last drive was larger.  (The curve in
the chart, by the way, isformed by the high prices
of each day.) The period covered is from July
14 to August 10, 1930.

Thisisa clear illugtration of how a stock often-
times rushes up accompanied by heavy volume
and turns over on a big volume-day.
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A Broad Top

The action of General Electric (Plate 4) at this
time in July was not so dmple to interpret.
There was no clear-cut indication of which was
the top-day, astherewasin American and Foreign
Power.

From an analysis of a full day's activity, you
will see it was not until the 30th that we received
a definite message that the supply exceeded the
demand and that a top had been formed.

From the tape, however, we had earlier infor-
mation. On the 16th there was terrific ham-
mering between 691/8and 701/2,with supporting
orders withstanding the sdling-drive.  Ninety
thousand of the day's total of 98,000 shares were
exchanged during this tusde between buyers and
Hlas At about two-thirty odock the sdling-
pressure subsided, and GL ranuptodosea 71 5/8.
The dgnificance of this day's action is not dis-
cernible from the chart, which shows only the

highest price for each day.

On the 18th the combat was resumed, but the
outcome was reversed. There were only 28,700
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shares traded during the first four hours, but be-
tween two and three odock the volume was
60,500 shares; yet the buyers were overpowered.
No substantia progress was made on the advance.
It was evident from the action of the volume that
distribution was in process— that the sdling in
Genera Electric was better than the buying.

The 28th, the high day, was marked by per-
sgent volume within a narrow range of one and
a hdf points. Although Generd Electric had
advanced sharply on light volume the day before,
the offerings were extremely heavy on the 28th;
and, while the demand was sufficient to absorb the
sling-waves for a time, it was plain to see that
the supply of stock was grester. There were
large blocks offered repeatedly each time GL ad-
vanced above 73. Findly, in the last hour, the
tide definitely turned and the stock dumped
quicklyfrom741/8todoseat 73.

On the 30th, the sdling was constant and per-
sdent; there was no question that sdling-pressure
far exceeded the demand. There was not a raly
of consequence during the whole day — volume
dried up each time liquidation dackened.
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American Can's July, 1930, Top

| believe that one moreillustration of top-action
may be helpful. For this example, in American
Can, | have had a chart prepared for the four
days of July 26 (Saturday), 28, 29, and 30,
1930 (Plate 5). In order to show the action in
finer detail than a day's unit, | have divided the
daysroughly into half-hour periods. The vertica
lines at the top of the graph are the high and low
ranges within these periods; the dots to the left
of the lines are opening prices, and those to the
right are cdlosng figures. The deeper verticals at
the bottom are volume-indicators, under which |
have marked the total volume and the number of
transactionsfor each day.

At thefirst broad glance, you will at once see the
volume-day to have been the 30th, with prices de-
clining steadlily, and both the momentum and vol-
ume picking up as il lower prices were reached.
There were 220 transactions on that day, practi-
cally double the number on the top-days; and the
volume likewise was nearly twice as large. This
action was gpparent from the beginning, inas
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VARIOUS TYPES OF TOP-ACTION

much as Can opened $1.25 per share higher than
itspreviousdosng, only to meet sock for sdeand
to turn down within less than an hour.

Now let us look a the previous days. Of
course, if we had the tgpe running before our
eyes, and could note the individua transactions
and the strings of stock, it would be easier to put
our fingers on possble important trades. How-
ever, it is reasonably clear from the chart. On
Saturday, the 26th, the action was favorable for
higher prices. Volumewaslarge on the advances
and light on the st-backs. Monday, however,
told a different story. Soon after the opening,
active buying sent Can across 134; and the reec-
tion of about two dollars which followed was on
lessactivity. Againit retraced its path and nearly
reached 136, This time, however, the demand
was less in evidence. After one more set-back,
buying came on the tape quite conspicuoudy; and
sverd times ACehammered a 135, and finally
went through, but only for aninstant. The action
wassgnificantinthat theresstanceat from 134 1/2
to 136 was too strong, for that day, a least. In
the gppended chart (at " A "), which is drawn
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0ldy from transactions of 1,000 shares or more,
you will see the large block of 3300 shares which
was offered a 1% There were saverd other
1,000-sharelots offered earlier at just under 1%

On the 29th Can opened $1.00 under the dos-
ing price of the night before, which indicated thin
bids— light demand. Buying soon was uncov-
ered, however, and the fock advanced agan
above 134 1/2, only to havethedemandfall off once
more. The. reaction which followed was, & firg,
not impressively heavy, athough there were indi-
cations of increasng volume, which became quite
evident later in the afternoon when activity picked
up gopreciably.  Support came into the market in
largeblocksat 132, 132 1/4,and 1321/2; and thiswas
sufficient to register a better closng price.

We have discussed the action of the 30th. The
sling-pressure was gpparent; our volume-Sgnas
werethere. Can gppeared on the tape frequently,
and more than a temporary reaction was planly
indicated.

This illustration, together with the example of
Genera Electric and that of United States Sted
(Pate 2), demondrates that if we miss gauging
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the top-day — which is often difficult — we do
soon have definite indications that a top has been
formed. At thetape we can detect aresistance to
the advance which is not apparent from the unde-
talled action of the day or from our evening
newspaper quotations. Inasmuch as the wise
trader will not attempt to sdl at the top eighth, |
believe that theseillustrations will give some idea
of the various types of action witnessed at tops,
aswdl asanideaof the divers Hlingdgnds  No
two areever dike; but, inthemain, thechief char-
acteridics prevail, and | think you will find that
tops are formed by action which is recognizable
under one of the three principles lised on pages
43 and 44.

These examples clearly demonstrate the neces-
gty for concentrated analysis of the action of the
market, in order to differentiate between the ac-
tion of volume with no progressin price (buyers
and HHlers impasse), volume during a movement
of prices, and dull, drying-up action.
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THE TAPE-STORY OF LOEW'S

A Day-by-Day Illustration

A DETAILED tape-story of Loew's action during
November, 1930, will, | believe, be helpful, cor-
roborating as it does, so completely, the principles
of tape reading.

At least this action was of peculiar interest to
me & the time, for | then owned the stock and,
in consequence, for a while found mysdf quite
uncomfortable.

In November, 1930, Loew's Incorporated, re-
ported earnings for the year ending the preceding
August 31 of $965 per share, which indicated
a splendid record.  On Plate 6, which gives the
course of Loew's during the period from Novem-
ber 1 to December 2, you will note that this stock
held up againg the drastic sdling-waves common
in the market at that time.
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TAPE READING

A Puzzing Reaction

OnNovember 5,6, and 7 (" A " on Plate 6), the
tape-action of Loew'swas not satisfactory, and re-
flected a " nigger in the woodpile” A trader
watching the tape on the 7th would have seen the
activity of volumein Loew'sto be moreimpressive
onthe dedlinesthanontheralies. Inother words,
the sdling was better than the buying. One at-
tempting to catch the minor intermediate fluctua
tions would have immediately sold his stock.
There were plenty of opportunities to sl, inas-
much as the stock ran up well on light volume on
severd distinct occasions,

OnNovember 12 (" B " onthechart), under in-
creasng volume, Loew's dipped as low as 53 1/4,
athough it was ableto dosethe day at 56 1/4. The
volume of transactions on that day was 61,300
shares, as contrasted with an average daily turn-
over the week previous of about half that amount
of sock. On November 13 Loew's opened a
565, but sank steadily through the day until it
reached a low of 533/8.The next day it opened
at541/4, ranuptoahighfortheday of 553/4,andthen
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under constant pressure of liquidation the stock
fell aslow as52 5/8.

It was at this point that there were numerous
dories circulated, giving the reasons why the stock
should go much lower. Three storieswhich were
told me as coming from " absolutdy relidble
sources,” areingtructive here as samples of market
information, demonstrating as they do that the
newswe usually hear about astock isalready past
higory and probably untrue. | might well have
been interested in these Sories, but tried to practise
what | am preaching here, and watched the tape
off and on during the day for areflection of the
truefacts.

One man told me that owing to accounting
the earnings-report of Loew's was inaccurate; and
another, that the Shuberts were sdling a large
block of sock. The third story had to do with
some tieup with the Fox interests, who were
forced to liquidate their Loew's holdings.  If you
have been in this same predicament yourself you
will readily recal, no doubt, the effect such in-
formation has had upon you. However, | red-
1zed that these stories appeared after the stock had
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dropped some Sx or eight points (againgt the then
rallying trend of the generd market); and in
watching the action of the stock on the tape |
was convinced that the worst had aready hap-
pened, because, when the stock wasdown to 52 5/8
under swelling volume, the buying certainly ap-
peared better than the sdling.  The stock dedlined
but $0.75 per share below the figure of the previ-
ous day, under the largest day's volume but one in
sved weks This is a particularly good ex-
ample, | believe, of "heavy volume without
progress’ marking the turn. This was con-
firmed later inthe same day when the stock dlosed
a 55 1/4,again of $1.25 per share above the previ-
ousday's dosing price, and arecovery of $2.62 1/2
from its low price on this turn-up day.

My reasoning in this Stuation was that the de-
presson in the sock when the rest of the market
darted to rdly, must have been due to some tem-
porary Stuation. | have no doubt that one of the
three stories mentioned may have had a bass in
fact, but the trouble is that such dories are often
circulated in order to as3g those who have some-
thing to be gained. An active trader would have
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purchased Loew'son November 14 because of the
action of thevolume.

Perhaps it would be interesting if | followed
through with this particular sock to show how
the action on the following day, Saturday, further
confirmed the action of the 14th.

TheAction of Loew's on Saturday, November 15

-Loew’s opened at 551/2.The sock was quite
inactivefor thefirst forty minutesor so of trading,
until a large block of Loew's changed hands at
543/4.The sde was for 2300 shares.  This was
soon followed by another transaction of 100 shares
a 547/8, which, in turn, was followed by severd
individual transactions a 543/4.Sdes a 55 then
came out upon the tape in increasng volume.

500 LY X w o A LW &
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PLATE 7

Not long afterward, a string of Loew's appeared
on the tape, asis shown in Plate 7: 100 shares at

551/2,300a553/4, 700at557/8,and100at 56,immedi-
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ately followed by 300 more shares a 56 1/4 and 300
at 56 3/8. Almost at once there was another sdle at
565/8andoneof 1,000sharesat 56 3/4.

The important thing about these transactions
was that, following upon the heds of the large
block of 2,300 sharesof Loew'sat 54 3/4, thevolume
increased with the advancing prices.

Two more strings came out upon the tape, asis
shownin Plate 8, one starting a 56 7/8 and running

P Ly Bl sca;Su voX ﬁ
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up to 57 1/4 on 700 shares, and the other running up
to 575/8on avolumeof 1,000 shares.

The stock then became quigt, the volume re-
ceded, and there were severd individua sdes of
100and200sharesbetween575/8and561/2.

Soon, however, 1,000 shares of Loew's changed
hands at 57, only to be followed by another trans-
action of 100 shares & 57 1/8, which, in turn, was
followed by 100 sharesat 57 1/4,400 sharesat 57 3/8,
500 shares a& 575/8,and 600 shares a 57 3/4.(In-
cidentdly, this type of action often takes place

THE TAPE-STORY OF LOEW'S

when important interests give an order to take dl
offerings up to a certain limit.)

Again there was a dight sst-back on small vol-
ume, withareaction to 56 3/4. Just beforetheclose
on Saturday, at about a quarter to twelve, there
was dightly increasing volume. Then a short
string of stocks came out with a good dedl of vol-
ume, startingat 400 sharesat 57 1/2and 2,100 shares
at 57 5/8. The stock closed the day strong at 57 1/4.
The volume for the short two-hour sesson was
heavy — 29,700 shares. volume during the ad-
vance.

At about twelve odock the Dow-Jones ticker
reported the following: " Loew's— sharp recov-
ery partly reflected completion of liquidation of
a large speculative account in the stock,” which
Is a further example of the truism that news is
usually published so late that it is usdless market-
wise.

A favorable sgn concerning Loew's during the
morning was its lack of activity (no great amount
of gock offered for sae) following the active
run-ups.

This action of Loew's on this particular day is
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an illustration of one principle of tape reading.
Itisafavorable sign for afurther advanceif, after
arun-up in a sock on reasonably heavy volume,
the subsequent set-back occurs on light volume; in
other words, if the volume dries up on the re-
action.

The Action of Loew's on Monday, November 17

In order to continue the story of the action of
this particular stock, | kept track of every transac-
tion of Loew's on Monday, the 17th, and had a
chart drawn of the day's action, including vol-
ume (Plate 9). You will notice that the inter-
eding facts of this day's action were the increases
in volume during the advances and at the tops
of the day, and the one large transaction of 1,000
shares a 565/8.You will remember that Loew's
dosad on Saturday at 57 1/4. It opened Monday at
57, and on the firgt three transactions of only 100
shares each the stock reacted to 55 3/4. Almogt im-
mediately, however, arather steady advance st in
with the volume increasing, but between 57 and
581/41Loew's met quite a large amount of stock
which was for sde  The action thus far was
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favorable inasmuch as the first advance was on
increasing volume, but momentarily unfavorable
in that the amount of dock offered for sde, and
the number of transactions under greater volume
on the 58 leve, indicated that the stock would
have atemporary set-back (volume without prog-
ress).

After this occurred, as you will note, the stock
againsagged to 57 1/8, whilethevolumediminished
perceptibly.  Loew's again ran up to 58 1/4, where
more large blocks were offered, and again reacted
quickly, only to rebound to 58 /4 a third time. It
was quite evident that the stock would have some
troublein getting through this58-58 1/4leve, and
after the third attempt the sock sold off for the
remainder of the day. The 1,000-share transac-
tionwhich suddenly appeared at 56 5/8wasdifficult
to interpret, dthough it may well have been a
buyer bidding for that quantity of stock which
he had offered and sold short earlier in the day
a the 58 leve.

During this particular day, the volume on top
of the advances was heavier than during the de-
clines, from which it was apparent that some

THE TAPE-STORY OF LOEW'S

patience might be required before Loew's would
be able to puncture the evident resistance level
around 58.

Monday's action, shown in Plate 9, favored a
subsequent advance.  As more and more stock
wasabsorbed at the 58 level, and solong asvolume
activity did not increase on the reactions, the tape
reader would normaly expect that the stock
would have less difficulty in getting through this
level later, inasmuch as there would be less stock
offered for de

The Action of Loew's on Tuesday, November 18

| shal not go into the details for November 18;
but the action was quite confirmative, the stock
again being active on advances and closng the
day at 58, again of $1.12 1/2(11/8 points) per share
over the closing price of the previous day.

Loew's Goes Through

In order to cut this story short | shdl cover the
next few days quickly. The stock advanced ac-
tively on volume on the 19th and 20th. The gen-
erd market by the 21st had perceptibly dowed
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up in its advance, and Loew's, having regained its
lost ground, aso quieted down as it gpproached
the 61-63 level. The volume dropped, as you will
notice on the chart (Plate 6). My persona opin-
ion concerning this tired action was that Loew's
advancefrom525/8to 623/8inonly eight dayswas
about dl that could be expected for a while. |
happened, fortunately, to sdect Saturday, the
22nd, to get out; chiefly because, as| judged from
the tape-action, the " going was rough " on dl at-
tempted advances. On the 24th you will notice
the pick-up in volume on the down side (35,000
shares for the day), which confirmed the lack of
active demand during the days immediately
before.

I X
STEEL, THE MARKET LEADER

Watch Sed

THERE isasaying: " As Sted goes, so goesthe
market." There is no question that X is the
market-leader, its bell-wether. American Can,
Generd Electric, Westinghouse, American Tee
phone, and a few other stocks, are aso termed
market-leaders. They are, but the market will
follow Sted when every other stock losesitsleader-
ship. This was particularly wel illustrated, |
think, in October, 1930, during the period of per-
sdent liquidation. For days, American Can did
not break; it held likearock. Sted, however, led
the market in the decline, or at least sagged smul-
taneoudy. | believe that if Sted had withstood
the pressure, the market would have halted its
drift likewise,

By the way, when you hear loose talk about
" support-orders’ in Sted, Can, and other leaders
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—when you are told: " They are going to sup-
port the market" — take out your pencil, add
up the volume of transactions, and figure the
millions " they " would need in order to support
the market. Think in the same way when you
hear stories to the effect that " they are going to
run Sted up ten points” | do not imply that Sted
IS not ever supported, or that powerful interests
do not push Sted forward at times— for they
do — but they do it when the market is techni-
cdly s for themaneuver. There are no interests
in Wal Street powerful enough to em the tide
of wholesde public liquidation (this was proved
in October, 1929); nor have they enough money
to run Sted up ten points, when they know from
the market's position that thousands upon thou-
sands of shares of Sted would be offered for sdle
al theway up. Itis ample enough to St around
abrokerage office and glibly spin yarns about the
" big fdlows" Forget it; if any of your in-
formants knew them well enough to know what
they were doing, they would not be sitting in a
broker's office talking to you and me.

To return to Sted: watch Sed closdy at 4l
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times. Pay the same attention to its action that
you do to your own stock. Y our stock will prob-
ably rally with the market, if your sdection has
been correct; it may follow the market, or ad-
vance ahead of it; but it should not go against
the trend. (If it does check your postion
quickly, because when the genera list does not
follow Sted it is quite likely that many stocks are
being sold under cover of strength in Sted.)
Sted isaparticularly helpful indicator because it
isalways active, thousands of shares being traded
daily; and it never swings wildly, its market usu-
aly moving by eighths of apoint.

If you hold an inactive stock (which is not
recommended for short-turn trading), and for
some time there have been no transactions in that
gtock, yet in the mean while Sted has reacted two
or three points, it iswell to " quote" your stock
(obtain the bid and offered prices from the floor
through your order-clerk). This will give you
your "market"; otherwise, you may be disap-
pointed when you finaly see a transaction some
dollarsaway from thelast sde. Of coursg, if Sted!
Is advancing and you are long, you need not fedl
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uneasy; but it is none the less a comfort to have
the"quote."

If you intend to watch the tape congtantly, it is
good practice to obtain the market on Sed, the
bid and offered prices, shortly after the opening.
From these you can detect whether Sted is being
bid for, or whether it is offered below the bid
price. Let me explain: assume that the market
on Sted a five minutes after ten odock is 149 1/4
bid and 149 1/2 asked. |If you notice 3,000 shares of
Sted pass soon after at 149 1/4, you know a once
that someone has " hit the bid," that in this block
of Sted the sling has been more urgent than the
buying. If it happens the other way about, with
the transaction at 149 3/4, you will know that some-
oneisbidding for stock and iswilling to pay more
than the asked price.

Watch for False Moves

Often, you will see alarge block pass at a price
under the bid figure, only to be followed by
smdler transactions at prices running up above
the offered price. Watch carefully; it may be a
move to bid up the sock in order to sdl another
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large block. Naturally, the sdler wants to get
the best price possble, and will marsna his move-
ments to " make a good trade" if he can. Con-
trariwise, of course, you may notice severd |ots of
Sted purchased at prices under thefigure at which
thelarge block changed hands. Here, if the buyer
wishes to accumulate more Stedl, he will endeavor
to make it appear that there is plenty of Sted for
sde in order that he can buy in another block at
not too great an advance in price.  This same
maneuver may, of course, take place in any other
stock.

If you are not in the habit of ditting over the
tape constantly, you can gauge the market in the
same manner by asking for the market on Sied at
the time you happen to be a your broker's, and
then check the situation for a few minutes there-
after.

| have used the word " offered " in place of the
more usud " asked" of the phrase " bid and
asked," because, to me, "offered" means that
stock is " wanting to be sold," not that someone
will sl if you bid his price. In other words, the
whole problem is one of solving the condition of
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the supply and demand—or, of the offeringsand
demand. Analyzingthevolumeinrelationto the
bid and offered prices will give you the clue to
the supply and demand.

Naturaly, you can check your own stocks in
the same manner. | have dwelt at length upon
Sted inasmuch as this leader will give you the
gtuation of the market as awhole. | am assum-
ing, of course, that you will glance around the
board to see if there are any outstanding occur-
rences, and that you will ask your broker if any-
thing exceptiona has happened in your absence.

Incidentaly, Sted is perhaps the most sais
factory trading-stock on the board because it d-
ways has an active market.

The Action of Steel in August, 1930

In Plates 10 and 11 is shown every transaction
in Sted for the days of August 12 and 13. This
was the bottom of the market in August, 1930,

Sed had been declining for fourteen days,
from 170 on July 28. | have marked the sgnifi-
cant action on the 12th and 13th, " A" to " I."
At " A" you will note the volume on the dips
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with dullnesson therallies. At" B" therewasa
distinct drying-up of activity at the day's tops,
which lagted for severd hours. Near the end of
the day another reaction st in, with more vol-
ume; however, it met strong resistance between
157 and 1571/2, starting with the block of 2,100
shares. Volume was heavy during the day-end
tusde (" C"), and for afew minutes it looked as
if Sted were starting an advance out of the
danger-zone. It " turned over " again quickly,
but met an important block of 2,700 shares just
beforetheclose

The following morning Sted was offered
freely, and sank fractionaly until a large order
of 3100 shares temporarily stopped its decline.
At " D" there was another raly, but volume
again was disappointing. The volume increased
during the subsequent sdl-off as far as " E"
where important buying was again in evidence,
which turned the tide finally. During the raly
at" F" there was active bidding for stock, as the
volume indicated. Although Sted did not ad-
vance far (only to 1573/4),the reactions at "G"
andat " H" were marked by shrinkages, instead

EVERY TRANSACTION - U.S.STEEL-AUG. 13-1930
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of increases, involume.  The confirmation of the
turncame a " 1," when stock was well taken on
Steadily increasing prices.

Referring to the chart you will see that the redl
support came into the market on the morning of
the 13th. The sdling a " E " was important, as
it was a test of the buying-strength under the
market. When very little stock was offered at
"G" and " H," the trader would have stepped
in with orders to buy. Of course, the whole
market was acting similarly during this period.
The market was oversold; but we did not have
the sensationa climax which we had had in
May and June, and on other previous clean-out
days, owing to the fact that there was a smaller
number of the public salling, because so many had
so0ld out, or had been forced out, before.

A Word About the Examplesin This Book

| redize that the reaction of some readers to

many of the examples in this book will be: "It's

easy enough to look at a chart of market-action

after it has passed and tell dl about the sgnds,

but it is a far different matter to foretell, as the
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action is taking place, what is going to happen.”
This is very true; but | believe that it will be
recognized, as these illustrations are explained,
that the principles do work out in practice. |
shall have some suggestions to make farther along
for thosewho careto practiseforecasting, but who
cannot spare the time to watch every transaction
on the tape.

| admit that only through practice can we ac-
quire that " fed " which sends a definite sgnd
to our brains when important action takes place.
| cannot see, however, why we should expect to
find a" sysem” which will work in the stock
market; surely the possbilities of profits for the
student justify the time and effort required to
learn market interpretation.  |f there were a sys-
tem, hundreds would have learned its secret; then
it would not work, because too many would be
using it.

Supply and demand: that is your guide; learn
to recognize which is the stronger and you will
make money trading. But do not expect aways
to judge correctly.  Limit the losses caused by
your mistakes and, when you are right, let your
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profits run. By this method you do not need
many profits to offset severd lossss  You will
readily percelve that a ten- or twelve-point profit
in, we will say, a loo-share trade, will offset sev-
erd losses of two points each.

And never overtrade; maintain a margin of a
least 50 per cent.
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Check Your Tips on the Tape

THERE is the greatest of danger in depending
upon " contacts " and tips, as we know. Occa
sondly we receive information from someone in
whom we have implicit confidence. Are we
justified in committing oursdves blindly in the
market upon such information? | say emphati-
cdly " No." Butwe can check up on thisinforma-
tion, if we wish, by going to the tape.

Let me give you an example which was highly
indructive to me. | have had charts drawn
(Plates 12, 13 and 14) illustrating the move-
ments of this tip.

In the latter part of September, 1930, an ac-
quaintance of mine recelved information from
the right source that certain interests were buying
heavily in Electric Power and Light a around
$63 per share. | cannot divulgefurther details, but
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ask you to take as true my assertion that the inter-
estswho were reported buying were certainly im-
portant. 'Y ou will notice on the daily-range graph
(Plate 12) that there were Sgns of accumulation
in the congedion that lasted over a period of
severd days. No one could quarrel with the
accuracy of the tip at this juncture; but, tapewise,
there were evidences |ater that offerings were be-
coming exceedingly heavy. The action of the
volume gave the sgnd to i, and to sdll quickly.
As you will notice, before | explain in detail the
action of the stock, Electric Power and Light soon
declined precipitoudy. My acquaintance was in-
formed later that the avalanche of sdling which
had come into the market had been smply too
greet to absorb, and that, for this reason, " they "
had had to step asde. Let us not forget this, in
studying future markets: the strength of the pub-
lic must not be underestimated.

The Action of Electric Power and Light

The action of EL will interest you, | believe,
as it illustrates the accuracy of the principles |
have set forth earlier. | shdl discuss only the ac-
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tion during the week from Monday, September
29, to Monday, October 6.

On the 29th there was a good ded of sdling,
most of which occurred between 603/4and 63
(Plate 13, which reproduces EL's action in half-
hourly periods). Although prices gave way
easly, there were sgns of support, particularly
in the manner in which the sdlling was absorbed
near the end of the day, with thecdose at 61 1/4.

Tueday, the 30th, was marked by much
heavier volume than the day before, with many
large blocks changing hands. As you will no-
tice (Plate 13), prices made but little headway
below the range of Monday. This staunch buy-
ing of the tremendous offerings was indicative of
a turn, which came quickly the next day. This
narrow-range day was difficult to anayze defi-
nitely, if consdered alone; however, its significant
characteristic was that during the entire active
day no headway was made in ether direction.
On the only dip beow the previousday (" A ")
the volume indicated strong support.

The stock opened Wednesday, October 1, $1.50
higher than at the close Tuesday. Sdling-orders
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were evidently withheld for the time. From
this action on Wednesday one was justified in
feeling that a sizable advance was pending: the
stock appeared to act dtrictly in accordance with
the tip. The following day, Thursday, the 2nd,
the action was dightly disconcerting, in that prices
did off easly athough the volume dropped down
to atotal for the day of only 25,100 shares. Inas-
much as the stock closed well above the day's low
point we might have expected better prices the
next day. One factor, however, was apparent,
and that was that every time EL advanced to the
65 level it met stock for de

Friday morning's opening was indicative of the
amount of offerings hanging over the market.
The firg transaction was 3,700 shares, a $239-
575 order. Soon, another large order of 2,200
shares was 0ld a 65, followed by severd more
good-sized trades around this same price. The
day was marked by the evident danger from sdl-
ers whenever the 65 levd was gpproached. We
had at the top similar action to that which oc-
curred lower down—fair volume without any
progress.  The dight ralies during Friday, the
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3rd, were comparatively light in volume until
the resstance level was reached, or punctured,
when large offerings came upon the tape. | think
a trader would have been warned by this action,
at least to protect his trade with a sop-loss order
at around 64, or dseto sl out and stand aside for
further definite indications.

We had those indications on Saturday, the
4th.  Soon after the opening there was a large
transaction of 3,100 shares at 65. Thereafter the
sock sank steadily throughout the haf-sesson, to
dose a 631/2. There were occasond rdlies, but
whenever they occurred volume dried up im-
mediately.

Monday was disastrous, as you will note from
the chart (Pate 14), which shows every transac-
tion, with volume. Bids were evidently light, as
the stock opened $050 below the lowest point
reached Saturday, on an initial order of only 600
shares. The sling during the first two hours
(" A") was persstent, although no conspicuoudy
large blocks were traded; ralies were dull, while
the declines were in drings of quotations. Be-
tween twelve and one-thirty odock (" B ") there
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was atime of quiet before the ssorm which wasto
appear. The period darting a little after one-
thirty witnessed the break, with volume during
the last hour aone as great as it had been during
the previous four hours. There was no let-up of
conseguence in the decline, except at greatly less
ened volume. Here we had steadily decreasing
prices with attendant large transactions— indica
tive of continued progress in the same direction.

S — Confirm It on the Tape

In these illustrations we have seen volume Sg-
naling turning-points, defining resstance points,
and marking substantia progress. It is particu-
larly vauable, accentuating as it does the neces
gty and importance of having no opinions of
our own unless they are confirmed by market-
action.

If we had purchased EL on the tip, the sdling-
wave a the end of the day of the 6th certainly
would have said: " Get out," if we had not taken
the hint earlier from the fact that our stock ran
into trouble upon every atempted advance.

Incidentaly, from the chart standpoint aone
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(Pate 12), when EL broke through the conges-
tion leve on heavy volume, it was adefinite sgnd
to sl long holdings and go short. However, in
this instance there were many individual sgnds
which passed on the tgpe, but which are not dis-
cernible on a chart of the days ranges. Also, our
reliable Sgnas came earlier on the tape.

112—
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SOME IMPORTANT OBSERVATIONS
ONVOLUME

Variancesin Volume

| WONDER if | have made mysdlf clear when
taking of "volumesdes" | have sometimes
dressed the importance of 5,000-share transac-
tions, but in other examples have dwelt upon the
importance of trades of only 1000 shares. This
importance of the size of the transaction depends
upon the total activity. In other words, on some
days stocks are traded in much more actively
than on others; there may be many more "vol-
ume-transactions " today than there were yester-
day. | do not think, however, that that will give
you any trouble, because you will sense immedi-
ately the relative importance of the varying 9zes
of blocks.

Bear in mind that 5,000-share transactions are
printed in full and thus attract much more atten-
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tion than a 3000- or a 4,000-share trade, which
Is printed smply: 30.150 or 40.821/2, as the case
may be. Let the hangers-on notice and gaculate
about the fully printed orders; but you watch the
sdesof lesser volumeaso. You will then be able
to attach a much more correct sgnificance to
the 5000-share trade, because you will know
whether it has followed severd other important
sdes, or whether it is a sgnd which was flashed
following along period of dullness and inactivity.
Bear in mind, dso, that professonas know how
much attention the 5,000-share transactions at-
tract, and that they employ them for that very
reason to trap the unwary.

Volume for the market as a whole is printed
upon the tape at intervas during the day: at
10:30 A.M. and a 1210, 1:30, and 2:10 P.M.
From these figures of the volume you can judge
whether your sock is normaly or particularly
active in comparison with previous days. You
can dso follow the market generdly, and men-
tally note whether the market has picked up ac-
tivity onthe downward side or has been quiet, and
other important characteristics.
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Turning-points, too, vary in time and volume.
There cannot be, of course, any et type. Ordi-
narily, turning-points are distributive or accumu-
lative. | amwriting now of turning-points within
maor trends, athough maor-cycle turning-
points, adso, are unquestionably distributive at
thetops. Consequently, the time the activity con-
sumes, and the amount of activity which occurs
a distribution points, depend upon the amount
of stock to be distributed, which can be judged
only by familiarity with, and close study of, the
preceding action.

Obvioudy, volume which may be important in
gtocks with small capitalization will be negligible
where large outstanding issues of common stock
exist: for example, the significance and the effect
of a5,000-sharetradein Auburn Auto, with 185000

shares outstanding, would be far different
fromthose of aliketransactionin General Motors,
with 43,000,000 shares.

Another factor enters here: the number of peo-
ple trading. Thousands of traders desert the
market after a severe break; others become dis-
gusted and trade only occasondly. Thereis an-
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other large group who become involuntary in-
vestors.  Thereafter the number of active traders
gradually increases, which fact may be sensed
from our contacts in offices, from our reading,
from datigtics, and from the increases in average
daily volume.

During the find dages of a bear market we
hear a great ded about pools being unable to
attract a public following. The important pools
and syndicates, whose objectives are large profits,
are not desrous of attracting an active public fol-
lowing during the period when they are accumu-
lating stocks, but prefer that the public gradualy
increase in participation and enter the market
actively when prices are materialy higher.

Important, or " Good" Buying and Selling

You often read that " good buying was ap-
parent on the tape today.” It is my opinion that
this phraseis used too loosdly at timesby financia
writers, because it is probably the most difficult
concluson to arive at correctly from reading the
tape. A definition of " good buying" is neces
say. | understand it to mean buying by impor-
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tant interests— perhaps ingtitutiona investment-
buying, or purchases made by some banking
group.

Also, pool accumulation would be called good,
or important, buying, in that the pool would buy
with the purpose of holding for a substantial ad-
vance. Opposad to this good buying, are the
purchases made by the short interests in the
market, who buy to cover their previous short
sdes. Likewise, speculative buying by scapers,
who take profits of one and two points, could not
be called good buying.

Broadly stated, good buying absorbs stocks
which will not be thrown upon the market at the
fird 9gns of a raly. Sometimes, of course, a
banking group who are sponsors for a stock will
support their stock with purchase-orders, and will
expect to sl dl or a part of the sock when the
market ralies; but, having supported the stock,
they would not sl the next day, asit would undo
the good they had done.

Important sdling, on the other hand, comprises
liquidation of important accounts, as contrasted
with marginal sdling, which originates from
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overextended trading-accounts and from fear on
the part of the public.

Indications on the tape which would tell the
tape reader whether the buying or sdling is im-
portant or not, are difficult to make out. The
important time to look for them is following
ether a substantid reaction or a substantial raly.
What the volume done tells us is not dways a
dependable index; so we have to look at price-
action as well. Short-covering plus speculaive
buying, following a decline or reaction, causes
faster price-action than investment-buying. The
raly may be started by support-buying, invest-
ment-buying, short-covering, or a combination
of al three. The action a the turning-point has
been well covered in previous illustrations.  After
the turn, the extent and character of the move-
ment tellsthetde. Anexceedingly rapid recovery
denotes short-covering, or buying for aquick turn,
or often both. A more gradua advance with con-
stant volume of transactions, as opposed to spurts
and wide price-changes, indicates a better quality
of buying.

After the initid rally, watch the secondary
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reaction, if one occurs, for the character of the
price-changes and of the volume. During the
stabilization periods preparatory to a further ad-
vance, you may be able to detect important blocks
taken here and there. By and large, the distinc-
tion is fine, except in those apparent cases where
the market ralies in points between sdes; then,
of course, you know it is mostly short-covering,
and that it cannot hold. Do not overstay these
suddenrallies (or fast reactions, if you are short);
they have a habit of dying out suddenly.

Margin-sdling, as contrasted with liquidation,
has smilar ear-marks. The pace is swifter, and
prices drop rapidly between sdes. Liquidation
IS more persstent than margin-selling, and is
broader. Margin-sdling usually affects more
swiftly thoseleading stocks which arewidely held
on margin.

Wild price-movements during a rally indicate
ameager supply of socks. Those who have stock
for sde quite naturally revise their sdling prices
when they seearally start; offers are withdrawn,
and buyers are forced to bid sharply for stock.
| nvestment-buyers and other groups who wish to
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buy stocks for accumulation, are dow to bid up
prices, often buying " on a scde down." Conse-
quently, their orders may be noticed on reactions,
when they are filled quietly at more favorable
prices.

It is well to remember, too, that we must be
quicker to catch ralies and reactions when the
publicis heavily in the market.

Withdrawing Bids

Just asofferingsarewithdrawn, so arebidsoften
pulled from the market. You would not alow
your bid at 88 1/2to remaininfor a certain stock if
the action of the market indicated to you that your
choice might be available at 86.

This brings up another point which bears care-
ful watching. Large bids, or offerings, are often
placed with the specidigts, which facts are noised
about and transmitted to brokers offices for the
sole purpose of fooling the public. In October,
1930, it was widdly circulated that there were
orders for 50,000 shares of Sted a 150, when X
was ling a 151 or 152 When Sted broke
through 150 it was on sdes of only afew hundred
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shares. Whether the bids were ever placed for
the huge blocks, | do not know; but if they were,
they were withdrawn.

A smilar occurrence happened with Standard
Oil of New Jersey, in October, 1930. In 1929,
you remember, the Rockefellers were reputed to
have offered $50 per sharefor 1,000,000 shares of
" Jarsey.” A year later, when the stock again had
declined to 51 or w0, it was reported that there
were orders totalling 150,000 shares a 50. The
stock went through 50 without anywhere near
150,000 shares being purchased. It dso, about a
month later, again plunged through 50 without
any great difficulty.

Occasondly bids of this character are bene-
ficial, but many timesthey areharmful. Remem-
ber dso that support in times of distress is only
temporary, and that stock purchased for support
purposes comes back on the market.

Another stunt isfor brokersto cdl out: " Whit-
ney is buying Sed," or: "Meehan is buying
Radio,” or: " Danforth is sdling XYZ." Let us
bear in mind that barring the possibility that Mr.
Whitney might wish to have it known that he is
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buying Sted for the purpose of support during
acrash, none of these big floor-tradersor operators
will dlow his movements to be heraded, unless
his so doing aidshismaneuvers. And why should
he? Letusnotforget that when Mr. Big Operator
is sdling a stock publicly, and is thoughtful
enough to tel us about it, he may be buying
more than he is sdlling, through severd other
brokers.

| was told recently that Jesse Livermore has no
regular brokerage accounts, but drops in at this
broker's and that, leaving orders to buy or sl.
He may sdll 5,000 shares of some stock one day in
a Pam Beach branch office and buy the next
morning in Miami. But, the tape will record his
orders. It is up to us to guess whether the ba-
ance is on the buying sde or the sling.

Think in Dollars, Not in Points

| have mentioned earlier in this part of the book

the value of thinking in terms of dollars rather

than in points. | believe in it thoroughly, as |

know that it brings home the incidents which

may be reflected on thetape. The next time you
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are watching one of your stocks, notice the val-
ume, and, astherecord passesbefore you, quickly
calculate the transactions into dollars of volume.
| believe that you will get a better sense of the ac-
tion of the volume if you do this.
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THE EFFECT OF NEWS ON
MARKET-ACTION

To SELL on good news is a broad recommenda-
tion. The trouble with this lies in the difficulty
of distinguishing between plain good news and
the good news. During a pool-operation there
will be plenty of news printed in the papers and
over the Dow-Jones tickers in reference to the
dock. | have covered this subject of sock mer-
chandising in Part One of thisbook. What we are
interested in here is. how may we know when
the news we read is the sgna we have been wait-
ing for, and what will the tape indicate?

Our dependable guide, volume, will ad us
again. Watch your volume. Note from the ac-
tion of the market how your stock reacts to any
news you may read. Agan you must decide
whether you are trading on the intermediate
trends or the shorter terms.  The intermediate
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trend, naturally, will culminate upon more im-
portant news than the minor movements. Per-
haps the big news is a gock dividend or a gener-
ous extra disbursement to stockholders which the
ingders knew would be declared. Lesser news
will have been circulated prior to the big event:
information given to the press about incressed
profits, large orders, and including optimistic
statements by the president.

Note the action upon the tepe. See if the ac-
tivity increases appreciably. When a piece of
news breaks which you are sure is the important
event, check back quickly over past action; de-
termine whether the stock has been run up ac-
tively on increased volume. You may rest as-
sured that if the news is the news upon which the
pool has been operating, your tape will tell the
gory. It canot help it. If the podl wishes to
distribute stock, it must attract a public follow-
ing; and afollowing cannot be attracted without
increased activity. Rising prices, high volume,
judicious doses of propaganda, and the big event:
thereisyour program. (I refer you to Part Onefor
a complete illugtration of the distributive steps))

—125—



TAPE READING

We can detect the success or failure of the pool's
plan (and many pools fail in their operations)
only by the volume of business they are able to do.
Do not forget for an instant that they must sl
what they have purchased, if they are to make
profits. It isup to you and to me to ascertan if
they are successful merchants.

Moreover, the generd market must be right.
No pool can distribute stocks profitably in a
technically weak market. They would not try
it. Therefore analyze your market, your indi-
vidua stock, and judge the effect of news from
the tgpe. But, when you decide to I, i
quickly; donotwaitfor unnecessary confirmation.
If you do, you will lose many dollars of profits.
If you are not sure, sdl anyway and let the others
try for the top.

News is discounted; that is why a sock will
generally act contrary to what is expected. After
along decline in its stock, for example, a corpora
tion may pass the dividend. Instead of declining
much farther, the stock stahilizes and later ad-
vances. Naturally, the important sdling, on be-
haf of those who were in a postion to know the
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actual condition of the company's earnings, has
been proceeding for weeks, or maybe months.
National events, increased business, world con-
ditions—adl of these are judged in advance by
intelligent investors, bankers, and big operators.
They know how the public will react; they redlize
that the time to buy is when the public sdls— on
bad news — and that the time to sl is when the
public buys— on good news.

A sudden, unexpected event cannot be dis-
counted. | touch upon the Reserve Board warn-
ings in 1929 on page 16, Wars, assassinaions
of public leaders, unexpected dection results,
sudden catastrophes. these are a few of the
occurrences which are not discounted in the
market.

When any of these happens, stop and think
what the majority will do; aso estimate the seri-
ousness, the extent of the effect of the incident.
Then decide upon your course of action, being
careful not to do the expected thing. If you can-
not make up your mind, do nothing but watch
the tape, which will tell you what the opinions
of other buyers and sdlers are.  Dumping of
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siocks means that the public is sdling; persstent
pressure is a 9gn that intelligent sdling is taking
place Sl with the intelligent; and enter your
purchase-orders when you natice intelligent, im-
portant buying.
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RESSTANCES

Resistance and Support Levels

DURING al movements of stocks, whether up
or down, there are repeated resistance leves.
There are a number of different causes for them,
and, likewise, their effects are quite different.

It is difficult to find the exact reason why a
certain stock should meet resstance a 52 one day
and at 56 a week later. However, if we picture
the thousands of people— perhaps millions dur-
ing roaring bull markets—who are interested
actively in the market, and add the pool, pro-
fessond, and banking elements, we have a large
number of Situations something like this. —

The Buying Sde
Those:
who are buying today,
who are covering short sdes.
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whose buying " stop " orders will be executed,
who have orders in at lower prices,

who have orders placed at higher prices,

who sold lower down, and wish to buy.

who sold higher and wish to buy.

The Sdling Sde
Those:
who are sdling long stock,
who are sdling short,
whose sdling " stops' will be executed,
who have ordersin to sdl a higher prices,
who bought higher up and will s,
who bought lower down and will sl.

Among these multitudes of orders there are
countless variances in decisons about where to
buy and where to sdl. There are innumerable
levels at which opinions momentarily are evenly
baanced — where demand and supply will bal-
ance. Posshly the resstance will be for only a
few minutes, when the sdllers will become more
numerous than the buyers (in quantity of orders,
not in number of persons).  As the stock declines,
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we will say, demand increases and a stronger
resstance is set up. Conversdly, as the stock ad-
vances, more and more sellers offer stock for sde.
In our example of Loew's (Chapter VIII) there
was quite a 9zable resstance at the 58 level for
severd days, and amuch moretenaciousresistance
within the broader range of 57 to 63.

A hard and fast rule cannot be laid down as
to where resstances will occur. You must de-
pend upon the action of the market — the action
of the volume — to indicate the resstance levels.
Upon many occasions aresistance will be st up at
a. point 50 per cent of the way between the limits
of the previous move. In other words, if a Sock
has ralied from 40 to 60 and then reacted, it may
stop at about 50. Although | have never been
able to determine satisfactorily why this so often
happens, | imagine it to be smply a matter of
the law of averages working between the sdlers
and buyers. However, this 50-per-cent-resstance
rule fails so often that it cannot be considered re-
liadble. One method which may be adopted, is to
watch the action of the volume at the 5O-per-cent
level. If volume dries up as it gpproaches this
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leve, or, on the other hand, if the volumeis heavy
at that point but the stock fails to go through, you
have a dependable resstance.

In the day's chart of Loew's (page 87) there
wasagood ded of stock offered for sde a 58 and
thereabouts;, severd times during the day, buy-
ing-orders pushed the stock up to that point only
to meet a greater supply. There was evidently
resistance to sdlling-pressure dso, or, | should say,
a lack of sdling-pressure, when the stock re-
turned to the 5657 levd. This is getting down
very fine, and is of interes only to the daily
scdper. Neverthdess, the same principles hold
true at more important resstances.

No mechanica resstances are absolutely de-
pendable. Some stocks will advance ten points
and react only three, while others will fall back
haf-way. Of course, behind the market-action
you have the actions of buyers and sdlers, plus, in
the cae of a pool-operation, the efforts of the
pool. No pool-manager is going to operate a
gock in exactly the same manner each time; nor
Is he going to allow the stock of its own accord to
rally and react in uniform movements. If hedid,
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it would be too easy for you and me to learn the
stock's characteristics, shut our eyes, and reap the
harvest.

However — and this is highly important —
each operator has certain modes of action, which,
unless he is particularly shrewd, will occur and
recur. He is quite likely to employ the same
maneuvers again and again. If we can become
wdl enough acquainted with his methods,
through studying the stock, we may be able to
detect far more accurately the various resistance
levels. When he is accumulating his stock, he
will endeavor to make it appear unattractive; con-
trariwise, when he is sling, he will try to induce
usto buy. Stock exchange rules concerning false
manipulation are so gtrict that not many operators
attempt unethical practices. In active socks, dl
pool maneuvers will gppear on the tape. Of
course, a pool-manager may be able to buy, or
I, ablock of dock outside; but he must make
the stock active if heisto gain a public following.

If you will keep charts showing the daily high
and low ranges of the stocks in which you are in-
terested, plus a number of the market-leaders,
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and then study your tgpe-action, you doubtless
will be able to determine resstance points.  How-
ever, they will vary from time to time; never de-
pend upon them mechanically, remembering that
human beings, not robots, are buying and sdling
docks. Egtimate dl of the resgtances you want
to from your charts, but notice where the volume
comesin testing your resstances.  Volume-indica:
tors on daily charts will be an ad, but they will
not show you where or how within the day'srange
the volume occurred.

Congestion levels, where stocks have remained
for periods of time, usually resst the move when
the dock again gpproaches them. During the
bear market, there were numbers of these con-
gedtion levels which acted as temporary stopping-
places in the downward decline.  These become
resstances to the advance when the trend is re-
versed.  However, another point must be borne in
mind here resstance levels lose their power of
resstance in proportion to the time which sepa
rates them. A congestion levd, for example,
which is formed in July, is not particularly
efficacious Sx months|ater.
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Support levels are levels a which supporting
orders come into the market, and are often where
reactions have met support before, dthough the
farther away intimethey are, theless dependable.
They are verified in the same manner as ress-
ance levds  Volume is the indicator of their im-
portance. Surely asupport level isnot dependable
if a stock will penetrate it for five points under
ether heavy or light volume. Its stubborn de-
fense is confirmed when it holds againgt an as-
sault; and if it bresks after holding for a long
time, the plunge may be deeper than if it had
given way under thefirst drive.

You can easly sse why.  If you were support-
ingastock, if you believed that you had sufficient
capital to withstand the sdlling-orders you judged
would come into the market at that levd, you
would attempt it. If, however, the supply of
gock for sde increased, you would undoubtedly
Sep adde and decide to enter your support far-
ther down. Thisiswhat happened in the Electric
Power and Light Stuation (page 105). If, in the
mean time, you had migudged the supply and
had already used a large portion of your capita
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in the unsuccessful support, you would not have
the capital to support the stock again until the sdll-
ing was fairly well exhausted.

How can we hope to guess these things? How
can we learn what is going on except by watching
the battle? In modern army tactics every maneu-
ver and every skirmish is planned to accomplish
an objective. Various maneuvers or skirmishes
are employed to obtain information about a most
important factor — the strength of the enemy
troops. (In stock market speculation, for ex-
ample, an operator may test strength by sdling a
large block of stock and, if thisisreadily absorbed,
then switch hispostionand " golong.") Having
ascertained the enemy's strength, the genera must
know if he has sufficient support troops (in specu-
lation, sufficient buying-power) to gain his objec-
tive. An army is only as strong as its support
troops. Having worn down the enemy's ress-
ance, shock troops are then employed to carry out
the objective.

Isnot financia strategy exactly the same? The
tape is your scout. It prints the number of sol-
diers marshdled for the combat. If the enemy
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continuesto pour army after army into the breach,
he will penetrate the lines. His disregard for the
expenditure of life (dollars, in our case) may
cause a great difference in his maneuvers later;
but we are interested in the immediate, as well as
the future, battle. A financia generd advances
and retreats, sends out scouts, tests the enemy's
lines of resistance, builds fake trenches, and plans
hismaneuvers just as cleverly and skilfully asthe
generd in war-time,

Use charts; employ every ad you can think of.
But remember that your charts are records only
of past human action. Your charts are pictures
of theresultsof financia strategy.

| wish to give one more army illustration: there
Ismany a skirmish in the front lines which to the
untutored would appear to have little to do with
the bigger movement on foot. However, the gen-
erd, from his vantage-point, planned that sir-
mish with a knowledge of the effect it would
have on the bigger plans ahead. So it is with the
difficult-to-notice fluctuations on the tape, which,
when accompanied by certain volume-sgnds,

may indicate important moves pending.
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| believe that the 2,300-share transaction in
Loew's on Saturday morning, November 15
which is discussed on page 83, was a skirmish
Indicative of something better to come. It caught
my attention at once; and, as | had felt would be
the result, activity soon picked up at advancing
prices. | feel sure that that particular transaction
was of great importance. Whether it indicated
afind " mopping-up " of the necessitous liquida:
tion which evidently had gone on previoudy, |
do not know; but | do know that, coming as it
did when the stock had been quiet and dull, it
certainly was a ggnd. The confirmation, that
it was intelligent buying, followed.

Retreatsinthe night with surprises in the morn-
ing, are as common in the market as in battle.
Likewise, a masterly marshaling of dollars at the
dose of an active day may be counted upon to
bring the enemy into combat in the morning.

| dwell upon this subject of maneuversat length
because it is of an importance which cannot be
over-emphasized.

Inasmuch as | personaly do not trade in and
out of the market for a dollar profit here and fifty
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cents there, | do not pay agreat ded of atention
to minor resistance points, except in so far as they
may represent a skirmish which is part of amajor
battle.

As | have mentioned before, | owned some
shares of Loew's a the time that | kept track of
the day's transactions in that stock. | was in-
terested in its action, even a minor points, be-
cause of the fact that afew days previous it had
suddenly reversed its trend, and, athough | felt
it would soon resume its upward course, | wished
to check its movements and action carefully dur-
ing that criticd period. If it had shown sgns
of continued weskness, | should not have hesitated
to throw it out a once and accept the loss

Old Highs and Lows

Sometimes old highs and lows are resstance
points, and often they arenot. Anold low means
nothing in itsdf. If the action of the market
indicates resstance at that level, wel and good.
It is the action which must give you your answer.
In the fall of 1930 many people thought that the
low point established in November, 1929, would
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be a resstance point againgt a further decline of
the general market. Asfar as | could s there
was no apparent change in the market when it
went through those year-old lows. And why
should there be? The conditions, fortunes, and
menta reactions of the people certainly under-
went tremendous changes during the year 1930,
and there was no reason for assuming that the old
levels would set up any actua ressance. The
market dso was greatly changed in that year.
Many groups which make up the generd averages
of the whole market, had long before declined
below their individual 1929 levels whereas other
groups were still well dbove. The entire Situation
was different in all respects, and could not be
compared.

Previous lows and highs which are nearest by
—that is, which have been recorded a short time
before the action you are studying— may be of
ome importance. | say " may be" because they
have failed so many times to mark resstance, that
| do not fed they are important, except as points
to watch on the tape and then judge.

My bdlief is that al so-cdled mechanica points
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are dangerous until they are confirmed by the
action of the stock itself. If any of the theories
we hear about ever did work congstently, they
could not do sofor long, because too many traders
would soon be acting on them, and their effective-
nesswould thusberuined. Resstanceisatempo-
rary balancing of power. If we dl played for a
given resgtance, there would not be any ress-
ance left when the stock arrived at the expected
point, because al of us would have executed our
orders ahead of it, in order to take advantage of it.
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SUGGESTIONS TO SPECULATORS

Be a Cynic When Reading the Tape

WE MUST be cynics when reading the tape. |
do not mean that we should be pessimidts, because
we must have open minds aways, without precon-
calved opinions.  An inveterate bull, or bear, can-
not hope to trade successfully. The long-pull
investor may never be anything but a bull, and,
if he hangs on long enough, will probably come
out dl right. But a trader should be a cynic.
Doubt dl before you believe anything. Redize
that you are playing the coldet, bitterest game in
the world.

Almog anything isfair in stock trading. The
whole idea is to outsmart the other felow. It is
agame of checkers with the big fellows playing
agang the public. Many a fase move is en-
gineered to catch our kings. The operators have
the advantageinthat the publicisgeneraly wrong.
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They are at a disadvantage in that they must put
up the capital; they risk fortunes on their judg-
ment of conditions. We, on the other hand, who
buy and sl in smdl lots, must learn to tag dong
with the ingders while they are accumulating and
running up thelir stocks, but we must get out
quickly when they do. We cannot hope to be
successful unless we are willing to study and
practise— and take lossed

But you will find so much in Part Three of this
book about taking losses, about limiting losses and
dlowing profits to run, that | shal not take up
your thought with the matter now.

o, say |, let us be hard-boiled cynics, believing
nothing but what the action of the market tels
us. If we can determine the supply and demand
which exists for socks, we need not know any-
thing dse.

If you had 10,000 shares of some sock to s,
you would adopt tactics, maneuver false moves,
throw out information, and act in a manner to
indicate that you wanted to buy, rather than sl;
would you not? Put yoursdlf in the postion of

the other fellow. Think what you would do if
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you were in his pogtion. If you are contemplat-
ing a purchase, stop to think whether, if you act
contrary to your inclination, you would not be
doing the wiser thing, remembering that the pub-
lic is usualy wrong.

Use Pad and Pencil

If youwishto" see" market-action develop be-
fore your eyes, | suggest that you adopt the use
of pad and pencil. Many of us find it difficult
to concentrate; but | know that | have often
missed important action in a sock because | did
not concentrate. Try the pad-and-pencil idea;
keep track of every transaction in some stock.
Write down in a column the various trades and
the volume, thus: 3— 57 1/2(meaning 300 shares
a $57.50). When strings appear, write them as
connected sdes so that you may anayze them
later. Noteparticularly thelarger blocks. Reflect
upon the result of these volume-sdes; note where
they came.

It is remarkable what this practice will do for
one's perception. | find that it not only increases
greatly my power of observation, but, more im-
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portant till, that it aso givesme, somehow, acom-
manding grasp of the action which | should not
otherwise have. Furthermore, | am certain that
few persons can, without having had much prac-
tice at it, remember accurately where within the
action the volume came.

If you cannot spare the time to St over the tape
for thispractice, you can arrange with your broker
to obtain the daily reports of stock sdes of the
New York Stock Exchange. They are published
for every market-day by Francis Emory Fitch,
Incorporated, New York City. Each transaction
Isgiven, with the number of shares traded and the
price. From these sheets you can make charts
of every transaction, and study where the volume
increesed or dried up, and the action which
followed.

| know of no better training than to practise
forecasting future movements from these charts
and then check up to see if you have judged cor-
rectly. When you miss, go back over your pre-
vious days action, and s if the Sgnas were not
there but that you misinterpreted them. It is so
easy to undervalue some very important action
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that some such method is necessary. | have
found this one to give splendid training, and |
use it constantly.

Trade Alone

This counse may be the most important | can
suggest: trade done. Close your mind to the
opinions of others, pay no attention to outside
influences. Disregard reports, rumors, and idle
board-room chatter. If you are going to trade
actively, and are going to employ your own judg-
ment, then, for heaven's sake, stand or fall by
your own opinions.  If you wish to follow some-
one dse thatisdl right; in that case, follow him
and do not interject your own idess. He must be
free to act as he thinks best; just so must you
when trading on your own initiative.

Y ou may see something in the action of a stock
that some other chap does not notice.  How, then,
can he possibly help you if you are making a de-
dson upon some occurrence which you have
studied but which he has never observed? You
will find hundreds of people ready to give you
free advice; they will give it to you without your
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asking, if you raise your eyebrow or look in their
direction. Be a clam, an unpleasant cynic.

Have no public opinions of your own, when
asked;, and ask for none. If you get into the
habit of giving opinions you are inviting an argu-
ment at once. You may talk yourself out of a
decison which was correct; you will become
wishy-washy in your conclusons, because you
will be afraid of giving an opinion which may
turn out wrong. Soon you will be straddling the
fence in your own mind; and you cannot make
money in trading unless you can come to a de-
cison. Likewise, you cannot analyze tape-action
and at the same time listen to forty-two people
discussing the effects of brokers loans, the wheat
market, the price of dlver in India, and the fact
that Mr. Raskob and Mr. Durant are bullish.

Dull markets are puzzling to traders, doubt-
less because it is difficult to rivet the attention on
thetapewhenitisinactive. If the tape boresyou,
leaveit alone; go out and play parches — do any-
thing but join in the idle, unintelligent gossp in
a broker's board-room.

Use a pad and pencil, as | suggested. It will
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occupy your mind and concentrate your atten-
tion. Try it; you will not be able to chatter and
keep track of trades at the same time.

| may ssemto writeacidly here, but | have been
through it, and have been one of the worst of-
fenders. Itwasgreat funto strut my opinions, but
it increased the amount of red ink in my account;
| know that. The worgt of it is that | uncon-
scioudy may have hurt someone dse when | par-
ticipated in board-room tak, to say nothing of
unsettling my own thinking.

Do Not Watch Every Sock

Just as | urged you severd pages back to watch
Sted, sodo | beseech you now not to try to watch
too many socks. It cannot be done. If you are
going to keep accurate account, mentdly, of
volume and of the condition of supply and de-
mand, you must perforce concentrate. Do not at-
tempt to watch more than three stocks in addition
to Sted; certainly not more than five. Many suc-
cessful traders operate in only one stock; but they
know that one

To be successful, we must become thoroughly
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acquainted with our trading stocks, we must
learn their peculiarities, must determine their re-
sgtances and so-cdled support levels. We must
watch for important transactions, to note where
within the day's range the volume comes.

Unless we have unusua minds, it is impossble
for us to retain, and register, the action of more
than from three to five stocks.

The Use of Charts and Satistics in
Conjunction with the Tape

The interest in charts is so widespread that |
believe some reference should be made to them.
There are various kinds. daily, weekly, and
monthly. Some traders chart even hourly action.

A chart of daly action is probably the most
satisfactory, athough for tape-study | have recom-
mended that charts be kept of every transaction
for practice in observation and perception. It
would be difficult to keep any quantity of these
|atter graphs, because of the time it takes to make
them.

A chart of daily action presents a clear picture
of the position and previous action of active stocks.

— 149—



TAPE READING

The chief vdue of charts lies in their enabling
one the more easly to judge the trend. There
are dso many other indications which the charts
give us, and which, when checked with the tape,
are of vaue to the trader. However, many trad-
ers employ them mechanicaly and do not seem
to redize that a chart is nothing more than the
day's combined opinions of buyers and sdlers of
gocks. If the underlying human motives are
understood, and if it is recognized that there is
no sure-firesystemwhichmay be" played,” charts
areinvaluable.

In Sock Market Theory and Practice, a recent
book on the market, Schabacker discusses chart
formations and their interpretative value. | re-
fer you to this book; the author's explanations of
charts and their uses, are detailed and clear-cut,
and are supported by countless illustrations of the
various movements.

| have heard traders claim that they do not need
charts because they fix in their minds a picture of
the previous action of the stocks in which they
are interested. | serioudy doubt if it is humanly
possble to retain accurately in one's mind the

—150—

SUGGESTIONS TO SPECULATORS

previous action, and the present pogtion as it is
compared to the previous action, of one stock, to
say nothing of that of fifty or a hundred stocks.

The use of datistics and a knowledge of invest-
ment fundamentals are, of course, accepted as
necessary to participationinthemarket. So many
adequate books have been written on the econom-
ics of investment that it would be presumptuous
of me to attempt to cover the ground again here.
Naturaly, | urge the use of both by the trader
on the intermediate trends. However, | doubt if
the daily speculator can use satigtics.  Surely the
datistical podtion of a company, or of generd
busness, can have little to do with the minor
fluctuations of stock prices.

The intermediate trends, however, are often
affected by the quarterly earnings of corporations
(which, remember, are discounted in advance of
their publication) and by the condition of bus-
ness generdly. The money-market, the credit
gtuation, the commodity markets, and other re-
lated commercid and industrid factors, al must
be given their weight in judging and forecasting
the trends of stock prices
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Here again, however, we may turn to the tape
for the result. The market reflects dl of these
fundamentals, and discounts improvements or
set-backs in generd conditions.  Individua cor-
poratesituations, likewise, arereflectedinadvance
in the action of the market.

Statistics are past history; this fact must never
be log 9ght of. The earnings of the lagt quarter,
when published, havelittleto do with the market-
action a the time of reading. They are of vaue
In estimating present and future earnings, which
the market is discounting. Never buy and <
on the basis of past history, except when you are
sdling to discount the good news which isfinaly
rleased, or are buying when the uncertainty, or
poor report, is removed.

In bear markets prices do decline on bad news,
and raly on good news. Inasmuch as 1930 is
behind us, | seelittle to be gained from a detalled
discusson here of how to combat a bear market,
other than the knowledge that we must watch
the volume and trade with the trend, which |
have aready eaborated upon. |t is an accepted
theory that it is safe to make invesments in a
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bear market when the market ceases to decline
on bad news.

The tape-student will find it difficult a first
to correlate al of the various factorswhich are re-
flected on the tape; but as his knowledge and
study widens, he will learn the key point: dis
counting. Volume-activity will show him the ex-
tent of the enthusiasm or pessmism of dl buyers
and Hlers.

Acting Contrary to the Public

The question when to act contrary to the pub-
lic, is a difficult one to answver. At important
turning-points, | believe it is safe to date, the
public is always wrong—that is the mgority.
As | stated on page 58, | adopted this theory in
November, 1930, to detect the temporary bot-
tom of the long decdline.  The public wanted to
go short a the bottom. Prices had sagged for
S0 long a period that it was finaly consdered
that short sdeswere the only way to make money.
However, when everyone wants to buy, or when
everyone wants to sl, look out !

During the intervening movements, however,
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itismore difficult to determine the best course to
pursue, whether to follow your inclinations or act
contrary to them. For example, when, after
prices have been rallying for some time, a reac-
tion s&ts in and margin-accounts start sdling, it
would not be wise to buy. First, we must de-
termine the extent of the reaction; we must time
our purchases so as to buy when the sdling-wave
appears exhausted. Contrariwise, we should
before the public on the sgnd of the increased
volume- and price-activity which mark turning-
points, and not wait to go in the opposite direction
at the first 9gnsthat the public is =ling.

| wonder if | have made this clear. Perhaps
a few more examples will help to straighten this
thought out. | fed that it is very important, in-
asmuch as | know that | have blindly gone con-
trary to my firg incinations a times, only to
learn afterward that | should have followed my
first thought and gone with the public for a part
of theway, and then** crossed " them later a the
drategic hour.

Do you remember the saverd sudden breaks
during 1929? There were a number which were
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caused by the warnings of the Federd Reserve
Boards. The Boards withheld their announce-
ments until after the dose of the markets. In
those cases the wise course to pursue would have
been to stop and ask ourselves. "What will the
rank and file do in the morning? Will they =l
a the opening?" Then, it would have been
necessary to act in a fashion contrary to that of
the public.

In severad instances which | recdl, docks
opened consderably off in the morning, but, so
soon as the salling had been absorbed, started their
advance once more. The profitable move then
would have been to buy upon the confirmative
sgns of the heavy volume of sdlling-orders being
wdl taken — when the important buying ap-
peared and demand overcame supply. The Sgns
were there.  We had the active churning of
stocks without further progress on the downward
dde

Over the long pull —even over the major in-
termediate movements— you can safely crossthe
public and make money. The ided gtuation is
aresult of your having timed your actions so that
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you precede the public in buying— that is, buy
when stocks are being accumulated — then you
can go dong with the mgjority during the maor
portion of the advance, and can part company at
definite 9gns of increased public participation
without corresponding progress in the movement
of the sock. The greatest public participation is
near and at the tops, because, as we have learned,
risng prices attract a following.

Trend-Trading

Roughly spesking, there are three types of
trends. the long-pull; the intermediate; and the
immediate, or short-term.  Consarvative traders
operate within the intermediate trends. These
last for anywhere from two weeks to Sx months.
They can be gauged with profitable accuracy,
whereas the minor movements are hazardous,
owing to the fact that you must act so quickly in
order togetinand out. A reaction of four points
within an intermediate movement of fifty points,
certainly is not worth playing for; yet it may ap-
pear attractive on the tape.

The danger lies in the fact that our conclusons

SUGGESTIONS TO SPECULATORS

are not usualy formed instantaneoudy: by the
time we have been attracted to the reaction and
have decided to I, the reaction is over. The
intermediate trends, however, alow time for
thoughtful consderation. The profitable por-
tion of thesemovesisinthemiddle. Inanirregu-
lar market, buy when the action confirms the
trend, and sdl early. In aone-way bull market,
sl when there have been one or two days of rapid
progress on heavy volume following an impor-
tant, gradual advance. Let the other fellow have
the top and bottom.

If you intend to trade with the intermediate
moves, be careful that your constant tape watch-
ing does not throw you off. A minor movement
on the tape may upset your caculations. There
IS no doubt in my mind that if you are going to
attempt to play for the minor fluctuations you
must St over thetape dl of thetime; but | believe
that you are better off to study the tape only occa
sondly, to check your postion, if you are operat-
ing for the intermediate trends. The bigger the
movement you are maneuvering for, the lessim-
portant become the hourly fluctuations.
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However, an occasond check-up is of course,
wisg, to let yoursdf know of important changes
and of any increase in volume-activity; it will
gther confirm your judgment to stay with your
commitment, or cause you to question your pos-
tion. In the event that you notice something
which does not look quite as you would like for
it to, then, naturaly, you will want to study the
actionmoreclosdy. |If you do notice actionwhich
you do not entirely like, do not hope. Watch,
andyze, study! SdI quickly if you think some-
thing unexpected has occurred.  You can buy in
again any time, but you cannot bring back profits
which have been wiped out by a sudden, unfore-
$en reection. You can walit, of course, for later
profits; you can take a smdl loss and start over
agan; but there is nothing so satisfying as taking
awdl thought-out profit.

Remember, you are trading; it should never
for a moment unsettle you to see astock advance
ten points just after you have sold it.  Try again;
check your judgment; perhapsyou failed tonotice
the right dgnd. Never mind; the market will
be open tomorrow. Remember that it isthe time
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at which you enter your order, not the price you
pay, which returns the profit.

Trade with the trend, not agang it. Thisis
S0 fundamental that it scarcely needs discusson,
but | have seen many traders " buck " trends in
their commitments.  When you have determined
inwhich direction liesthe trend of your stock (and
of the general market, for it sddom pays to trade
in a sock which moves contrary to the market),
place your orders. But, so soon as you think the
trend has turned, sdl quickly. Hundreds of
losses have been incurred because it was hoped
that the trend had not reversed.

Capitalization and Floating Supply

Stocks with large capitadization have greater
floating supplies of sock in the hands of brokers
and traders than do those whose capitdization is
sndl. The ided trading-stock is one of which
there is a large floating supply, which is being
traded in congtantly, and which is shown on the
tape frequently. The larger the floating quan-
tity of stock, the less will the stock gyrate ab-

normaly. Naturdly, it takes a great ded more
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buying to move a sock with a floating supply of
3,000,000 shares than it does one with only 100000

Wild-swinging and mystery stocks are usu-
aly those of smal capitaization. Stocks which
will advance or drop perpendicularly ten to twenty
points in one day, are dangerous trading-
mediums. However, they are very profitable for
you if you are on the right Sde; they are very at-
tractive to buy and hold when you believe the
trend isup.

My theory is to buy them outright and hold on
tight for the important move. They swing so
widdy that it is most difficult to catch the in-
between moves. Furthermore, they will often
destroy your gppetite and cause you to lose valu-
able degp, if you migudge the time to buy.

Let me counsd you, therefore, to seek unusual
gtuations among these wild stocks for outright
purchases and limit your more active trading to
the stocks which are more stable, which do not
jump severd points between sdes Sed, for ex-
ample, s8ldom moves more than an eighth between
trades; yet it enjoys exceedingly profitable moves.
There are many stocks, of course, which are good
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trading-mediums.  Sdect two or three which are
active, sable between sdes and popular with the
public.

Naturally, you will first satisfy yourself as to
the fundamental soundness of the socks. If thelr
future prospectsare bright, they will undoubtedly
have the sponsorship of strong banking interests
and the steering of strong pools— a winning
combination for the trader who can read the tape-
action.

Patience is a Market Virtue

Asafind suggestion, may | record heremy plea
for market patience? If wedl would trade only
when the trend is definitely indicated and then
patiently wait until the action sgnifies the prob-
able termination of the move, how much larger
our profits would bel  Sx to twelve successtul
trades in a year, based upon the important, in-
termediate trends will return far greater profits
than countless attempts within the minor fluctua
tions, whereby alarge number of losses must en-
sue and where the profits will be smdl.

—161 —



XV

THE RISE AND FALL OF STEEL
DURING A NORMAL BULL
MOVEMENT

THE following discusson of a four-month
movement in Sted, exemplifies the application of
the severd tape-reading principles outlined in this
book, and will serve as a summing-up before my
jury of readers.

For the purposes of this illustration, we may
contend that the market during the period be-
tween December 23, 1929, and April 15 1930
showed an average bull movement.  True, it was
not as sensationd as some of the advances during
1928 or 1929; but the latter part of that greet bull
market was abnorma in its intengty, and it is
quite unlikely that we shdl witness the like again
for someyears.

| have had reproduced, in Plates 15 and 16
the daily ranges of United States Sted between
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December 26 and May 6. Unfortunately, it is
impossible to show in chart-form the individua
transactions within the various days ranges, be-
cause of the space this would require.  Neverthe-
less, the principles of the significance of volume
are clearly demonstrated in the illustrations. The
purpose of showing this entire movement is to
demondtrate in one examplethe different typesof
volume-activity.

| have marked off sections of the charts from
“A" to" H" to facilitate the explanation, and
to make it eader for the eye to travel from the
volume-indicators at the bottom, to the high-low-
and-closing graph above.

Section " A" comprises the congestion, or ac-
cumulation, area in Sted, following the rather
swift decline from 189 on December 10. It will
be noted that twice— on January 2 and 10— an
advance was attempted on good volume, only to
meet resstance just above 173, After sse-sawing
back and forth for severd days, with the volume
light, Stedd pushed through the resstance and
closed, on January 23, a 1/5. We had the
volume-sgnd of this move when the number of
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shares changing hands registered the largest total
In more than a month.

The advance was steady (" B ") until Febru-
ary |, when the volume conspicuoudy dried up
for three days, indicating either a resumption of
the advance following the rest, or a downward
movement if volume increased on the dedline.

February 14 ("C") witnessed another ad-
vance, which, however, did not get very far, the
volume on this day not being sufficient to pene-
trate above 1891/4.Again Sted died a the top;
but this time the subsequent reaction was soon
marked by a big volume-day (the 20th), and
withinthreemore days X touched alow of 176 3/4,
$12.75 per share under the top of but a week
before.

The congestion for the next month was un-
eventful ("D" on Plate 15 and "E" on Plate
16), the extent of activity denoting either one of
two posshbilities: accumulation for a further ad-
vance, or quiet liquidation. Until March 17 we
could not have been sure of the outcome. It was
possble that Sted would roll over (as it did in
September, 1930; Plate 2), and that a broad top
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would be formed. Naturally, from the trading
standpoint, it would Have been wise to sl out
and stand aside, awaiting a definite indication of
what the next move would be.

The advance on the 17th, with a volume of
more than 120000 shares, and being firm and
steady, was a definite Sgnd that important buy-
Ing had been taking place— not liquidation. In-
cidentally, the action at that point illustrates the
principle of the sudden reversal of a sagging, or
tired, movement.

The action following March 17 (" F") isin-
teresting. If you will follow it day by day you
will notice the volume picking up on the days
when Sted forged ahead, and dropping sharply
during the days of dight sat-backs.

The April top was not particularly difficult to
gauge (" G"). We had three different sgnds,
one on April 2, when X abruptly reversed its ac-
tion after it had headed into a new high the day
before. From the tape, we should have had this
indication, as a matter of fact, on the 1<, because
there was heavy volume at the top of the day, and
no further progress was made. Following this
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the stock became tired, andunder the pressure
of average volume was unable to struggle higher.

On April 16 it looked for a time as if Sed
would duplicate its performance of March 17 and
follow the preceding eight days sagging trend
with an advance into new territory. However,
It was soon apparent that this time the action had
been distributive; and under extremely heavy
pressurefrom constant offerings of stock; it turned
down to dose the day at the bottom of the day's
range. The following day, both buyers and sdl-
ers marked time, athough on the tape the reac-
tions were on heavier volume than the ralies.
On the 214, Monday, there was no question of
the action. Although the day's volume did not
reach 100,000 shares, sdlers were offering stock
al day.

The decline gathered momentum, as you will
s with the volume heavy during the latter part
("H"). Each day until May 5 the volume-
ggnds indicated ill lower prices.  On the 5th,
however, we recaived the " sold-out" indication.
Volume was tremendous, over 190000 shares,
yet, after plunging into a new low, and following
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a terrific churning of transactions, buying over-
came sling, and active bidding for Sted soon
sent it forward, to dose the day at a price $1.50
per share higher than that of the afternoon be-
fore. This ended the spring cycle.

The student of the tape-reading principles out-
lined in this book will be interested in a much
closer scrutiny of Sted's action than this | have
written. However, my short review brings out
the point that volume will give you indications of
pending moves, often when nothing ese will.
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XVI
FOREWORD TO PART THREE

The Biggest Handicap of All is Ourselves

WHEN we have mastered the intricacies of in-
terpreting the market, we 4ill have a long road
to travel before we can expect success. The most
difficult problem liesin oursdves. We may have
reached sound conclusons concerning certain
movements in stocks; our interpretations may be
absolutely correct.  Yet, we may lose money.
Why? Because most of us cannot act in accord-
ance with our own opinionsl  Where our own
money is concerned, we dlow persond hopes,
fears, impatience, and vanity to cripple judgment.

The one thing which retards success in trading,
more than any other, is the unwillingness of many
of usto accept losses, cheerfully and quickly, when
we redlize that we have migudged the action of
themarket. Wewill say toourselves." That stock
isnot acting right; | believe it is going to decline.
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Oh, well, I'll hold on alittle longer; | guessit will
advance later." We know far down insde our-
svesthat it is going to go againgt us, but our per-
sond fedings prevent us from taking action.

Mar ket Philosophy

In the years past | have written numbers of
financid essays, or editorids, relating to charac-
teridtic trading frailties. In the pages following
are collected anumber of these " passing thoughts
on human nature in finance," together with some
reflections on other eements common to the stock
market.

| can think of no better way of dosng this in-
troduction to a philosophy of stock trading than
reprinting the ten rules which were written for
me during the depth of the 1930 depresson by
one who gyles himsdf The Market Cynic: —

TEN WAYS TO LOSE MONEY IN
WALL STREET
By TheMarket Cynic

After many hours of toil and deegp thought | have
compiled a dependable guide for dock traders. Ten
-174-
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Ways to Lose Money in Wall Street. | shal not at-
tempt to explain or qualify these precepts, redizing
that my readers will doubtless follow them regardiess
of any advice, from any source, to the contrary.

1. Put your trust in board-room gossp.

2. Believe everything you hear, especidly tips.

3. If you don't know—guess.

4. Follow the public.

5. Beimpatient.

6. Greedily hang on for the top eighth.

7. Trade on thin margins.

8. Hold to your own opinion, right or wrong.

9. Never stay out of the market.

10. Accept small profitsand large losses.
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XVII

THOUGHTS ON HUMAN NATURE
AND SPECULATION

Trade on the Longer-Term Trends

THE averagetrader, because of thedifficult task
of successfully controlling his emotions, tempera-
ment, and characteristically human faults, has far
grester chances for success if he trades on the
longer-term movements of stock prices than if
he attempts to trade in and out for smal profits.

Trade for the larger intermediate-trend profits
and limit your losses  That is the secret, if there
isany. You will live more happily, worry less.
You will gain market-poise, will be able to act in
accordance with your own dictates and will curb
your natural impatience to jump in and out of
trades thoughtlesdly.

Finadly: resolve, today, never, never to over-
trade. Maintan, dways, a margin of a lesst
50 per cent.
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Market-Poise

As | wander about in and out of brokerage
offices, | am struck with the looks on the faces of
the traders dtting around the board-rooms. So
many of them register fear, worry, and distrust
when the market is going againg them, and
greed, lust, and superficial happiness when they
have paper profits.

Speculation in stocks, to be successful, must in-
clude judgment, common sense, and market per-
ception; whereas stock gambling is nothing more
than guessng upon the tick of the quotations.

A speculator may some time acquire market-
poisg, the gock gambler never.

When, after thoughtful deliberation and com-
mon-sense anaysis, we come to the concluson
that a certain gock is undervalued — when we
fed confident that its market-action reflects intdl-
ligent accumulation—and we purchase it, we
should be mentally at ease. Naturally, we snall
be watchful for sgns which may indicate that
we have erred in judgment; but, with our having
camly consdered dl known factors, there is no
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reason for our lacking confidence or for being
apprehensve of the outcome.

If, however, we drall into a brokerage office
and inquire of the first man we meet: " What's
good for a turn this morning?* and then gamble
on this information, we most certainly shal be
upset and unhealthily nervous concerning the
outcome,

In short, market-poise is the result of a sense of
mental well-being— confidence in the outcome
of a speculative venture which has been en
tered into camly, thoughtfully, and deiber-
ady. If it should not work out profitably, as
planned, and it is necessary to accept a smdl loss,
this would not upset us, inasmuch as we should
redize that we had applied our best judgment
to the problem. We should appreciate that it is
impossible to judge every market commitment
correctly. Market-poise is engendered by judg-
ment, rather than by guesswork; by consarvetiam
instead of rash chance-taking; by the willingness
to remain on the sddines when the issue between
buyers and sdlers is beclouded, rather than by
feverishly demanding action at any cog.

-178

HUMAN NATURE AND SPECULATION

Thereis No Such Thing as " Position ™

To my mind thereis no logic in a trader's talk-
ing about "losing his pogition” in a sock. An
investor who is interested only in the long-pull
trend, may be justified in congdering his position,
but not the trader.

| think you will agree with the statement that
trading-profits result from the accurate timing of
commitments, and not from the prices pad. It
makes not the dightest difference what prices you
pay for your stocks when trading, if you so judge
your purchases that you can later sl at a profit.

| have heard traderstime and again justify their
decisons to hold on to stocks which show them
losses: because, they dam, they dare not take the
chance of logng their postions. | reply to them
emphatically that they areinlosingpositionsright
then. They have already lost money because of
the pogtions they are in.  Why, then, continue
stubbornly to stick it out?

Recently | had the valuable opportunity to ex-
amine the complete records of a trader's account
for the period between September, 1929, and Sep-
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tember, 1930. On the whole he did not fare
badly, but that was not the most interesting fea-
ture of his record. It was the conditions and re-
sults of hislosses that interested me.  Of the 148
ingtances in which his trades had gone " into the
red," 110 of them were sold a losses larger than
they would have been had he quickly limited each
loss on the firgt indication that his trade was not
working out as expected. Upon analysis | found
that in nearly every case the substantia loss was
caused by an opinion that, if he held his pogtion,
he would come out dl right. In other words,
when a commitment started in thered, only once
in four times did it come ouit.

| redize that this was during a bear-market
year, and that some readers will rise to informme
that, in a bull market, if we will hold on long
enough we will not have any losses A pretty
theory, but it does not work. An examination of
trading-records will show that when smal losses
become large the average trader is quite likely to
become frightened and sdl. Ask your broker.
He will tell you of the thousands of customers
whom he has sold out because they hung on to
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their positions until the margin-clerk politely, but
firmly, removed them.

The only postion | do not wish to lose is the
positioninasock which showsmeaprofit. Then
| shdl try to hold on tight until my judgment
tells me that | should do better to turn my paper
figure into cash.

Reflected News

What kinds of news and reports are absorbed
by the public and, consequently, are reflected in
market movements?

Y our average newspaper and magazine reader,
firs of al, does not retain what he reads. He
skims through the papers, morning and evening;
yet, were you to question him upon even the out-
standing events of the day, he could give you at
best only a garbled report of actud facts.

This holds true for the news on the financia
pages, and for readers of financia magazines.

It s;emsto beatrait of human natureto remem-
ber what we want to remember and to gloss over
facts which, athough perhaps of greater impor-
tance, do not report favorably upon the subject
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weareinterested in. What | am driving at isthis:
let us suppose that we own fifty shares of a chain-
gore sock, and our morning paper prints an
article surveying the chain-store dtuation. The
andyss, if it isunbiased (which, sadly, is sedom
s0), will present both the favorable and the un-
favorablefacts.

It is a safe wager that unless we are on our
guard — unless we practise concentration (this
has become amog a log art, has it not?) — we
shdl absorb only that portion of the article which
lends weight to our previous judgment, employed
when we purchased the stock; we shdl not be
interested, most probably, in the writer's un-
favorable comments. Why? Because we own
the sock, and do not wish to be told that we used
poor judgment when we purchased it.

Psychologigs tdl us that a thought must be
repested again and again before the public as a
wholeretainsit.

Likewise, the average investor had rather be
told something, than dig it out of an article.

In consequence, there is little news which af-
fects stock prices more than temporarily, until it
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has been repeated again and again.  For example,
brokers loans are aweekly subject for conjecture;
and traders speculate upon the effect brokers
loans will have on the market. (Do not miss that
point—the effect the loans will have. In other
words, the news after publicationisof scant value,
as inteligent opinion is registered before the facts
are published.)

News flashed over the tickers has more effect,
| believe, than magazine or newspaper aticles.
Occasiondly a piece of newsis sufficiently sensa
tiona to have animmediate effect on the market;
the announcements of the Federal Reserve Board
in 1929 are examples. Watch your step when
these sudden announcements appear. However,
they often have a more temporary, than lasting,
effect. The Reserve warning in August, 1929, is
illudtrative of this. The lowest prices were regis
tered in the first hour, and within a week or two
stock prices had recorded new highs.

To my mind, news agencies owe a grester re-
sponghility to their readers than is congstent with
publishing sensationd items which they must
know are acted upon without deliberation by the
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thoughtless public. | criticize severdly public
men who, with their news agencies and propa
gandits, play upon public opinion without regard
to the serious consequences which must ensue,

| should rest mighty uneesily a night if | knew
that some remark or announcement of mine,
which | had issued in order to parade my intelli-
gence, had causad losses of millions of dollars to
thousands of people who, | knew, would act with-
out thinking.

The news of the market itsdf — the plus and
minus Sgns —is unquestionably the most potent
market factor. Thereisdanger inthis, and | shall
try to point out how you may avoid certain pitfalls
caused by the market's being its own best adver-
tiser.

The Market as Its Own Best Advertiser

In the foregoing | touched upon the subject of
market-news— the plus and minus sgns— be-
ing unquestionably the most potent factor in the
market. | discussed the kinds of newsand reports
which are absorbed by the public and, conse
quently, are reflected in market movements.
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An active, rising market, with alarge volume
of sdes, attracts buyers. Public participation in-
creases as prices advance. Peculiar asit may go-
pear, the faster stock prices surge upward, the
hungrier the public becomes for socks.

In a declining market the same action holds
true. Asactivity increases, more and more sdling
sdts in: increasing numbers throw stocks into the
whirlpool of liquidation. It is mob psychology:
human nature reflecting its desre to follow.
Schooled market operators and pool-managers
redize this fondness of the average investor to
" getinonrisng prices” and they use this power-
ful toal in their operations.

Perhaps you have seen the chart of a sock
when, following a sharp advance, the curve of its
daily action makes a saw-tooth formation. There
will be a sharp dip lasting two or three days, fol-
lowed by another spurt into higher ground.  An-
other reaction sets in, again followed by a radly,
which, however, may not reach the levd of the
previous advance. The formation may look like
three cones, the middle cone higher than the one
on ether 9de
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What has happened? The indders, or those
who purchased thousands of shares of the stock
at cheaper prices — perhaps pool-operators — de-
cide to <, believing that the price of the sock
has discounted reasonable future prospects. The
advance of the gock, particularly the rapid action
in the latter dages, has attracted a public follow-
ing. Nevertheless, there are thousands of shares
to be sold — distributed — and when heavy lI-
ing commences, the price bresks. 1t is necessary,
then, for the operators to cease sling, and per-
haps even buy more stock, in order that the public
may not become worried. The price moves up-
ward again, usualy into new high leves, follow-
ing which more stock is sold.  The same proce-
dure continues; but, strangely enough, the stock,
after turning down from the third peak, often
dedlines substantidly, and there is generdly a
long period of comparative quiet before it again
becomes active. The poal may again accumulate
more gock and go through the same process,
This is what is termed " accumulation and dis-
tribution."  When the stock is distributed near
anda thetopitissadtobe" passing from strong
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to weak hands, and its technica postion thus be-
comes greatly weakened."

A congpicuous move in a market-leader will
often cause increased activity in a broad list of
gocks. Financid writers often state that " under
the leadership of such-and-such astock the market
advanced today."

You will see from the foregoing that it is wise
to take bearings when you notice that stock prices
have been advancing steadily for some days.
Broadly spesking, fast action is indicative of the
end of amove, as we have noted in the illustra-
tions of top-action in Part Two.

The Time Element

"The Time Element” applies to the move-
ments of stock prices.

Do you understand what is meant by the price-
structures of active stocks? Visudize ten thou-
sand people, al of whom are either owners or
prospective owners of a given sock. Of the
owners, some have entered sdling orders with
brokers, setting a price at which each will <l
Others have entered dop-loss orders at varying
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fractions and points below the current market-
rice.

P Of those who are interested in buying the stock

at aprice, some have entered buying-orders under

the market, and some above the market (because,

to the latter, if a sock bresks through a given

range, it becomes a better purchase).

Thus we see that the market is honeycombed
with buying- and sdling-orders.

Now let us notice what happens following
arapid advance. The buying-orders under the
market become of little vaue, unless the stock
reacts to its previous level. If the sock rushes
upward, there is not sufficient time to build up
an underlying foundation of orders to check a de-
ding when it sts in.  Conversdy, of course, a
sudden, swift decline obliterates the price-
structure dso, as sop-loss orders are executed and
the many buying-orders are withdrawn pending
the "consolidation” of the sock's movements.

Stock prices move in accordance with supply
and demand and in accordance with the time of
previous movements.  This is not mechanicd in
any snse, but psychologicd.
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The more time a stock spends in a congestion
period—in an area of closely lapped, daily price-
ranges—the more pronounced will be the trend
which follows. But, until the sock leaves its
" pivot" you cannot be certain in which direction
it will go.

Let me review with you hastily the movements
of stock prices during the months of the 1929
break and the period following, and you will
notice the value of the time element.

In the latter part of October, 1929, stock prices,
as we well remember, declined with furious swift-
ness. Reason was thrown to the winds. Mob
action, fear, and forced sdling ruled the stock
markets.

Buyers were scarce; consequently, stocks de-
clined by many points between sdes, instead of
by the usual fractions of a point. On October 29
the first dide halted. Was that the time to rush
in and buy? Not if you understood the impor-

tance of time as it relates to price-structures. You
can e that it would be impossble to build a
dabilizing market structure within only a few
days after the panic.
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Human beings need time for the return of rea
son following such shocks.  How long did it take
you to get over the emotional effect of the crash?

What happened? Another severe crash en-
sued; the swinging of stock prices proceeded, but
each time the swings became narrower, until, at
the end of December, 1929, and during January,
1930, stock prices stabilized and moved within a
redricted area for severd weeks. The advance
from January forged consstently ahead, follow-
ing the congedtion, in proportion to the time of
the stabilization. You will notice, however, that
gock prices moved dowly; there were no Sgns
of the past year's activity. Why was this? Be-
cause there was not sufficient time for the public
to forget itslosses and disappointments occasoned
by the bresks, and to gppraise the future; nor was
there enough time to build up purchasing power.

How to Think, Market-Wise

In Novum Organum, Sr Francis Bacon estab-
lished first his doubt of dl things, before proceed-
ing to his congderaion of knowledge: " In gen-
ed, let every student . . . take thisasarule—
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that whatever his mind saizes and dwells upon
with peculiar satisfaction, is to be held in suspi-
cion; and that so much the more care is to be
taken, in dedling with such questions, to keep the
understanding even and dear. . . ."

The next time you receive a " hot" tip or read
a piece of news in the paper, think it through.
Thisiswhat | mean: in February of 1930, when
a rather drastic cut in the cog of crude oil was
announced, thousands of investors jumped to the
concluson that oil stocks would immediately go
into a nosedive. If they had thought through
the problem, they would have asked themsdves
such questions as. Can the price cut be a bullish
argument, in that the expected bad news is out?
How much will the lower prices asss the cam-
pagn for curtailment of production? Will the
price-cut tend to hold production in line with con-
sumption? Have leading oil stocks aready de-
clined as a result of over-production and its ef-
fects? Has the decline in oil stocks discounted
possible lower earnings? Isit possblethat the cut
in crude-oil pricesis an argument for risng stock
prices? Will gasoline consumption increase nor-
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maly in 19307 If the cut in crude-oil prices cur-
talls production, what effect will this have on
gock prices? Will curtailment in production
now pave the way for increased crude-oil prices
later?

| could continue with two or three pages of
questions, but you will get the idea from these
few.

As Sr Francis Bacon wrote nearly three hun-
dred years ago: " Doubt dl before you bdieve
anything! Watch your idols " No better in-
vestment or trading counsd could be offered than
this.

Fundamental sversus Technical Action

There is a congtant tug of minds between the
schoal of counsdlors who claim that fundamentals
are the only reliable barometers of future stock
prices, and the so-cdled " technicians" who date
that the action of a sock is an accurate index of
its future movements.

Before we get into the discusson, let us quickly
define " fundamentals" As commonly thought
of, fundamentals are underlying factors. They
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include earnings-reports, balance-sheets, past his-
tory of the company's growth, management, ac-
counting methods, position in its industry, public
acceptance of its products, future earnings pros-
pects, and other smilar facts. In considering the
genera market, fundamentals would include
credit and money conditions, domestic and foreign
business activity, the import and export Stuations,
the relation of leading stock prices to the prospec-
tive earnings of the corporations, and the like.

Can we, however, leave out the human equa
tion? Withtheforegoingfactsknown, what basis
Isto be employed — what measuring-stick isto be
aoplied— to foretell accurately how these facts
aregoing to affect the movements of stock prices?
Shdl we leave it to judgment, solely? If so, how
arewetoreconcileandjustify thevaryingopinions
of thejudgesof fundamental conditions?

How about the action of stocks? What does
thistell us? A skilled analyst can detect technical
factors, such as accumulation or distribution, the
direction of the current trend, resstance leves, ex-
haustion and reversa of a trend, and other char-
acterigtic agnds.
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But wait amoment. What causes sock prices
to advance and decline? The buying and sdling
of gocks naturaly. And, inasmuch as they are
bought or sold by people, isnot human action dso
afundamental?

In short, isnot the problem, in thefind analys's
to determine what will be the publics and Wall
Street’s opinions of the commonly accepted fun-
damentals, as they are reflected in the market?

Therefore, why should there be any argument
between the fundamentalists and the technicians?
One supplements and complements the other.

There is dill another angle to this question.
The mgority of the buying- and sdling-orders in
leading stocks do not come from investors, but are
the result of speculation. This latter includes
pool-operations, professiond trading, and the
countless thousands of orders which are placed by
those who are trying to scap a point here and a
half-point there. The effect of these orders must
be consdered when we are forecasting the future
course of stock prices.

Therefore, it seems to me, dl three factors—
fundamentals, technica action, and market psy-
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chology — can, and should be taken into ac-
count in the instance of each commitment. A
complete anadysis of the fundamental Stuation
will tell us what should be expected, in our opin-
ion. We dhdl thus find out what socks gppear
attractive for investment.

Turning to a study of the past and of the cur-
rent action of the sock under scrutiny (or the
genera market), welearn whether the intelligent
agree with our opinion. We do not have to trust
to persona judgmen.

Technicd ggnds likewise will advise us when
tobuy andwhentosdl. Therecertainly isacom-
mon meeting-ground here.  One cannot know
too much about any investment Stuation. It was
definitely proved in the fall of 1929 that condi-
tions within the market itsdf — technica condi-
tions — had as much to do with the extent of the
crash as did fundamentals. However, from an
unbiased study of both it was evident that stock
prices wereriding for a severe saill.

Market-action is a reflection of fundamentals
and of speculative and investment sentiment.
How, then, can they be separated?
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Pride of Opinion

Pride of opinion accounts for as many lossesin
the market as any other human factor that | can
think of. When a man puts money into a stock
upon his own judgment, or " guess” it is dmost
useless to attempt to show him that he has made a
mistake and that he would be better off wereheto
switch into something dse

| suggest a solution for your congderation: the
next time you buy any stock on your own judg-
ment, or anyone dses decide a that moment
whether, if it turned down a certain number of
points, instead of up, you would ill have con
fidence init. If you would not, then determine
absolutdly, right then and there, to sl it quickly.
Do not wait until the stock has sagged before you
figure out the wise move, but decide before you
buy it exactly how you will fed if the unexpected
happens, because, if you wait before making up
your mind you will most likely dawdle and shilly-
shdly around. Before you know it you will be
wishing you had acted differently, for youwill be
looking down at the stock and seeing unneces-
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sarily large red figures, which will further upset
you and doubtlesswill increase your loss

Another point is. do not buy a sock and then
ask someone what he thinks of it. I he disagrees
with your judgment, you will not pay any atten-
tion to him anyway; and it isawaste of breath to
run around looking solely for people who will
agree with you. A friend once sad to me: "I
just bought some Generd Mators. What do you
think of it?" | replied, quite nastily: " Why ask
my opinion? You've dready bought it. If | dis-
agree with you, you'l think | don't know what |
am taking about. Suppose, next time, you ask
before you huy."

Pride of opinion obtains not only in the stock
market. Ask a man who owns a Chevrolet what
he thinks of it and he will tell you that it is the
greatest car in the world. Later, when he gradu-
ates to a Buick, he will tdl you that he does not
know how he ever drove that tin-can Chevrol,
because, believehim, thereisnocar intheuniverse
like the Buick!

For heaven's sske, remember that there are
many good stocks. Y our stock isnot the only one
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which can go up and down. As a wel-known
operator has written, in Watch Your Margin, you
do not need to have alove-affair with your stock
just because you bought it. Love is sometimes
fickle, you know.

Many traders, because of losses from previous
tradesin acertain stock, fedl that the stock " owes
them something." They will take gambling risks
in order to " get even ": | should say, in order to
satisfy thelr pride or vanity, which, asKdly sates
in Why You Win or Lose, is one of the four
enemies to gock market success
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MORE THOUGHTS ON HUMAN
NATURE AND SPECULATION

Greed

| have watched tradersin brokers offices with
deep interest, and have tried to learn the traits
that crippled their profits. The desireto " make
akilling " — greed — has impressed me particu-
larly.

Perhaps this desire to squeeze the last point out
of atradeisthe most difficult to fight against. It
Is ds0 the most dangerous. How often has it
happened in your own case that you have entered
a commitment with a conservatively st god,
which your judgment has told you was reason-
able, only to throw over your resolutions when
your stock has reached that point, because you
thought " there were four more points in the
move?" The irony of it is that seemingly nine
times out of ten (I know, for it has happened with
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me) the stock does not reach your hoped-for
objective;, then—to add humiliation to lost
profits— it goes againgt you for another number
of points, and, like as not, you end up with no
profitat al, or aloss.

Maybe it would help you if | told you what |
have doneto keep mein my traces. | have opened
a gample st of books, just as if | were operating
with money belonging to someone d2 | have
st down what would be consdered a fair return
on speculative capita, and have opened an ac-
count for losses as well as for gains, knowing that
the redl secret of gpeculative success liesin taking
losses quickly when | think my judgment has
been wrong. When a commitment is earning
fair profits, and isacting as | had judged it should
act, | leemy profits' run." But, so soonas| think
that my opinion has been erroneous, | endeavor
to get out quickly and not to alow my greed to
force me to hold for those ephemerd, hoped-for
points. Nor do | alow my pride to prevent an
admisson of error. | had rather, by far, accept
the fact that | have been wrong than accept large
los=s
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Another helpful thing to do, especidly when
youfeel indoubt about your pogtion, isfrequently
to dose out all commitments (except your invest-
ment backlogs) and stay out of the market for a
time. This clears your perspective and dlows
your judgment to " conged." Never hold to a
position because of pride in an origind conclu-
gon which your later judgment whispers is
wrong. If you will limit your losses quickly and
alow your profitstorun, you havetoberight only
two or three times in every five to earn extraor-
dinary profits.

For fear of being misunderstood, | want to ex-
plain that the foregoing is not to be construed as
advisng daily scaping, or in-and-out trading
" for a point," as, to my mind, there is nothing
but grief to result from that in the long run.
Rather, it of ferssuggestionsfor conservative pecu-
lation within the major or intermediate swings of
gock prices  Concentrate your trading on these
more important, intermediate moves and concen-
trate your mind on the action of the stock. Force
yourself to forget " sdf " in order to trade in an
impersond, busnesslike manner.
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Upon Your Sock Certificates as a Mer-
chant Looks Upon His Merchandise

A merchant buys goods which he expects to
I at a profit.

Y our speculative purchases of stock certificates,
to be successful, must be consstent with the same
merchandising principle. Before you buy a
stock, be satisfied that you can sl it to someone
dsea ahigher price. Do not forget for a moment
that for every share of dock sold there must be a
buyer. | know that this sounds childish, but
many evidently forget it. You do not make a
personal sde when you sl your stock; amply,
somebody somewhere buys it. It is your judg-
ment, or your advisor's, which must decide
whether there is somebody who will pay more
for your merchandise than you did, plus your
overhead expenses.

Likewise, just as a merchant knows that certain
gyles will not long remain in demand, so must
speculators redlize that certain socks which are
popular now, may lack demand three months
hence. What does a merchant do when he learns
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that a certain coat which he has purchased does
not sdl readily? Heimmediately marks it down,
let us say, 10 per cent. Then, if after afew days
it is dill on his hands, he again lowers the price,
until finally he may transfer it to the " basement
bargans” But he sells that coat —he does not
hang on to it hoping that it will sl as origindly
priced.

If you are not familiar with retail merchandis-
ing, hunt up a friend of yours who is in the re-
taill business— preferably women's wear — and
ask him to tel you the principles of buying and
sdling for profit. | assure you that if you will do
this and then thoughtfully consder the similarity
of your market trading to retall trading, you will
e the matter from a new and more profitable
angle,

The most important factor in merchandising is
the reading of the public's psychology of style, just
as | clam that market, or investor, psychology is
the most essentid study in forecasting. There
isan old saying in retail merchandising that" well
bought is haf sold" Is this not true of stocks?
If your interpretation of market-action — as it
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relates to demand — is correct, then your stock
is hdf sold at a profit the moment you buy it.

Forget stock certificates as such and consder
them as merchandise whose salability depends on
fickle syle. If you find that you have migudged
your market, offer your merchandise at cut prices
and getrid of it. Takealossand try again. Re-
member that if you limit your losses you can
afford to accept many losses and dill be ahead,
because your correctly purchased merchandise
will earn big profits for you.

Findly, do not try to sdl winter coats in the
gring. Sl them dl before the last snow has
gone. In other words, let your " competitors ™
have the last few points in a move. The surest
profits are those in the midde— at neither the
top nor the bottom.

Do Not Believe Anything You Read

Here are two headings which appeared over
two practicaly identical financid articles, one
published in The Wall Street Journal, the other
in The New York Times, on Tuesday morning,
July 29, 1930 —
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The Wall Sreet Journal:

Continentad Oil 2nd Quarter Off; Consoli-
dated Profit $2120518 Against $3,842,081
Year Ago; Sx Months Income Up

The New York Times:

Continental Qil's Net Profit Jumps, Quar-
ter's Totd Reported a $2120518 Agang
$23302 in Firs Three Months

Big Curtaillment Made; Company Forecasts
Enviable Postion When " Vaue for Prod-
ucts' is Recaved

Itisnot difficult to sense which newspaper was
interesed in publishing optimisic news. The
remainders of the two articles were very much
dike; doubtless each paper recelved the report
from the company's publicity office. The head-
linesin The Timesread asif they, dso, were writ-
ten in that office. These remarks are not made
to render an opinion on Continenta Oil sock
one way or the other, but the illustrations are
printed to point out that the unwary, thoughtless

—205—



MARKET PHILOSOPHY

reader is at the mercy of the newspaper headline
writer or a company's publicity man.

Actudly, theonly wise courseto pursuein read-
ing financiad news, is to beieve nothing! Re-
member the wise counsd of Sr Francis Bacon:
to" doubt al before you believe anything."

Bear in mind two important facts, facts which
may cause your own downfal market-wise un-
less you are on your guard every minute.

Fird, newspapers, as a rule, do not wish to
publish pessmistic news. Whenever possible the
best foot is put forward in any piece of business
reporting. Ask any publicity man and he will
tell you that there is little use in sending any
financid releases to newspapers, with the hope
that they will be printed, unlessthey are optimigtic
in tone.

Second, corporations will sedom stress any but
the best news of their operations. 'Y ou constantly
read news-items about corporations, wherein new
Improvements, increased sales, new products, and
what not, arereported. These items may be pub-
lished purely for the purpose of interesting the
public in the company's stock. Probably a pool
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IS operating in the dock and it is soliciting the
public's aid through advertising—the best ad-
vertising, next to risng stock prices on the ticker
tape, being frequent news-items.

A noted economigt once told me that he tried
never to believe anything he read in financial re-
ports, but endeavored to place his own interpreta:
tion upon the facts and statistics published, pay-
ing no attention to the implied opinion of the
writer. He admitted, however, that oftentimes
he himself was carried away unwittingly by color-
ful reports which he did not anayze coldly and
critically.

Referring again to the headlines at the begin-
ning of this aticle, | wish to remark, lest you
have not noticed it, that The Times headline
would imply a sensationd increase in business if
you saw only the report for the two quarters of
1930, dthough the half-year income was only
dightly in excess of 1929 and the second quarter
of 1930 was nearly two millions under the same
period of the previous year.

A friend once sent me a clipping from the
financid pageof The New York Herald Tribune,
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which | reprint herewith. It hardly needs com-
ment, for it Smply bears out what | have sad in
this section:

The following two quotations, appearing in differ-
ent newspapers yesterday, may, when taken together,
help one understand just what went on in the sock
market: "Operations for the rise" dates one commen-
tator, "which had been checked yesterday by profit-
taking, were resumed with vigor on the Stock Ex-
change this morning and, despite further sdling to
redize profits, made excelent headway during the
abbreviated sesson in a well diversfied market." Ex-
hibit No. 2: " Heavy sdling went ahead in the princi-
pa industria stocks in the week-end sesson.  Uncer-
tainty over the business outlook was induced by the

recent bad breaks in cotton and wheat, and the decline
in iron and dted prices”

| am told that many big operators scarcely ever
read the financid pages of newspapers, because
they wish to draw their own conclusons and
formulate their own judgments from cold dais
tics and the action of the market, redizing that
unconscioudy they may be swayed by publicity
rdleases and financia writers opinions, which
may be based upon hearsay rather than facts.
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The Value of the Impersonal Viewpoint

If we dl had the impersona viewpoint con-
cerning our investments and speculative commit-
ments, | know that profits would be much larger,
chiefly because losses would shrink. | honestly
believe that the most important problem before
both the investor and the speculator, is limitation
of losses. In other words, the emphasis in the
handling of dl commitments should be put on
the prevention of large losses and the willingness
to accept many small losses.

We can do this only if we have the impersond
viewpoint. Inyour business, you doubtless never
give a second thought to some smal loss which
your business judgment tells you to take, whereas
if it were out of your own pocket you would
haveit onyour mind dl day. A merchant marks
down a coat to move it quickly, but does not
worry over the loss, a buyer, inarush to get in
some supplies, may find he has paid afew dollars
more than would have been necessary if he had
had the time to obtain severa bids; a busness
man will spend the company's money for a trip
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which is not actually essentid, but the expense
will not worry him, although it indirectly may be
his own money. In al these examples— and
you can think of many more— the minds were
focused upon the job in hand rather than upon
the money expended.

How may you obtain thissameviewpoint in the
market? My only suggestion, which | havefound
works fairly wdl (not perfectly, | admit), is for
you to look upon your market transactions,
whether they are long-pull investments or com-
mitments for the shorter swings, as smply con-
stituting a business in which you are interested.
Open asgmple set of books, setting up a stipulated
percentageof your capital (startwith331/3 per cent)
as aresarve agang losses  Decide upon a con
servative income from your investment, which
will not tempt you at any time to become over-
extended. Open an account for surplus, and add
to it each month (if you are actively trading) a
specific percentage of your profits (at least 50 per
cent, which, in turn, should be invested in bonds
or long-term common-stock investments).

| believe that, if you will do this, you will un-
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conscioudy find your mind to be upon the opera
tion of your business, rather than upon the fact
that each point means fifty or a hundred dollars
In your pocket.

To return to the matter of limitation of losses:
you will find that you are willing, even entirely
satisfied, to accept anumber of smal losses, inas-
much as your mind will befocused impersonally
on the business problem of adding to your surplus
each month and as you will redize that you have
aresarve againg your losses which it is perfectly
good business to use up, and becausg, if your per-
centages are worked out soundly, your losses are
an expected and norma sequence in your bus-
nessoperation. Inother words, to earn consistent
profitsyou haveto take losses, and many of them.

The Public is Always Fooled

Early in the summer of 1930, it was generdly
quoted that brokers had instructed their em-
ployees to take their vacations early, because a
brisk market was expected in August. The pub-
lic naturally looked for ayoung bull market. In-
stead, during the greater part of the summer we
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witnessed declining prices | did not hear of
any broker who was not able to keep up with
busness, and | doubt if many were forced to
work their staffs overtime.

It is rather discouraging to some of us to read
SO many announcements apparently reeased to
fool the public. However, | rather suspect that
some of the " big boys" themselves were fooled
that summer, as | am certain many of them were
quite pogtive that the inactive weeks in the latter
part of May were periods of accumulation. Still,
dthough some were fooled, others fooled the
public.

Onething isamost as sure as taxes, and that is:
that trying to outguess " them ™ in daily fluctua-
tions, is financia suicide for the vast mgjority.
Some may be lucky for afew trades, but not for
many more than that. Remember this. the big
operators and pool-managers, when successful,
outwit or outwait the public. The thing for you
and me to do is to try to time our commitments
s0 that we tag dong with " them " for the trend
(of maybe one week, maybe sixteen weeks) and
precede the public, both in buying and in sdling.
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And this means not dlowing oursdves to be
" kidded " into some move, or pushed into fol-

lowing the crowd.

Never Answer aMargin-Call

The Market Philosopher's advice to his dass
IS. never answer amargin-call. Tdl your broker
to sdl enough of the shares he isholding for you
to meet his requirements. The margin-clerk is
your best friend: he can be depended upon to tel
you when to sdl; and if you do not follow his
tip, he will sdl anyway.

In order to check up on this theory of its being
best never to answer a margin-cal, | once inter-
viewed a number of brokers. They al, without
exception, told me that traders would fare much
more profitably than they usualy do, if they never
replied with more money to protect their margin-
accounts.

And why should they not?

Y our judgment isbound to be biased when your
gocks are going againgt you. It isimpossble for
you to condder dl factors camly. When you
purchased your stocks you expected them to ad-
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vance. If the opposte movement occurs, your
judgment was wrong. Then why, in Heaven's
name, throw good money after bad? What is
the difference, after dl, between a paper loss and
an actual loss? Your equity is exactly the same
on the broker's books (minus the sdling com-
missons). Youareno better off, holding on, than
you areif you sdl out—in fact, you are not as
well Stuated, because more of your capitd istied
up: thusyou weaken your position, possibly to the
point where you cannot take advantage of what-
ever bargain prices there may turn up later.

The Danger of Too Much Nerve

| know that there are many who are opposed to
the thought | shdl expand upon here— that it
Is dangerous to cal upon your nerve to help you
stay with a commitment.

Fear is probably the outstanding emotion in
the market.  (In making these remarks, | have
margina operations in mind.) Although a cer-
tain small amount of fear is a wonderful safety-
vave, | believe you will agree that any more than
that much paralyzes sound reasoning, and that
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without sound reasoning we have no business
speculating.

Let us look at it from another angle: suppose
you and | have purchased acertain stock after due
deliberation. From our study of the transaction
itisour belief that the stock should advance, and,
athough minor reactions (of two or three points,
let ussay) areto beexpected we neverthel essthink
the trend is up. If, indtead of advancing, the
sock immediately reacts (contrary to our pre-
vious opinion that reactions were expected dur-
ing, but not prior to, the advance), we know
that our calculations of the technica position were
not accurate. This beclouds the outlook; our
origind concluson was erroneoudy arrived .
If we are confused, or afraid of the result, what
Is the sengble thing to do? Sdl; get out and
make a new anayss.

Why sdI? Why not grit our teeth and say:
" By George, | am in this thing and I'll stick it
out as long as my money lasts. I've got enough
margin to carry it down fifteen more points; I'll
show this gtock it can't bluff me"

Figure it out for yourself. Perhaps my think-
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ing is askew, but until someone proves to me
that it is sounder to use nerve and stick to a com-
mitment which | know, if | were out of it—if |
were gtting on the sdelines—/ should not buy
into, | am going to continue to be afraid, and
can do nothing better than get out. This is a
profitable method of reasoning, is it not—to
get out of a sock which you would not buy?

| have heard so many traders say, again and
agan: " | wish | were not long of that stock; if |
werent, believe me, I'd never buy that dog."
When | ask them why they do not s, | am in-
formed: " Oh, | can't lose my nerve and sdl now;
| have alossin it."

Well, dl that | can say is that this shows you
one of the many, many reasons why pool-opera:
tors and professonas make money by trading
with the public.

You may reply that, if you sdl when in doubt,
you may lose a good pogtion.  As you know by
now, there is, to me, no such thing as" postion "
in trading. You certainly cannot lose a good po-
gtion if the pogtion you are in shows you a loss,
Likewise, remember, the stock market is not going
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to dosedown soon. [t will ill bethere next year,
making money for the few who are smart and
losng money for the many who are foolish.

Remember: it is not the price you pay for a
gtock, but the time a which you buy it, which
counts in trading.

Averaging to Satisfy Pride of Opinion

Once, in the fall of 1930, when | was on my
way to Vermont for a week-end, | ran into an
acquaintance in the parlor car. It was not long
before our talk swung to the stock market.

He pulled out of his pocket a lig of stocks
which he had purchased a 1929 near-highs. |
listened while he told me of his plans. He said:
" | am going to buy more of each of these stocks
pretty soon, when | think the bottom has been
reached."

| asked himif | might look at hisligt. | noticed
ome stocks whose companies were unlikely to
progper to any great extent during the coming
year or two. | was naturaly interested to learn
what prompted his decison to buy more shares

of each present holding.
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" Well, you s=¢, | hate to look at the prices at
which | bought these stocks; and if | buy more
at these low levels | can average my prices, and |
shant mind so much then. For example, | pad
$75 a share for my United Corporation, and if |
buy some more a around $20, my average price
will only be $47.50, which doesn't look so high."

" Areyou going to buy more of every stock re-
gardless of the outlook for the companies? |
have no quarrel with your decison on United
Corporation, but cannot quite see why you buy
more of two or three of your other holdings."

"Oh, yes I'll buy them dl; they're dl good
gocks"

To my mind, averaging is in itsdf, wrong rea
soning; but to average Smply to satisfy your pride
of opinion isfinancia suicide. In averaging, you
are buying moreof something which isworth less
than you previously thought it should be worth.
When, on the other hand, you buy more of a
giock which has advanced above what you pad
for it, your judgment has been confirmed and your
profits are heping you. In averaging down you
never know for certain that you are buying at
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the bottom: a friend of mine averaged Chryder
four times in 1929 and 1930, and the fourth time
it was in the eghties!

The fdlow who averages at the exact bottom,
will immediately rise from his seat and tell me
that this theory is dl wrong. Perhgps even then
it is not wrong, because until the gock has showed
him a profit he is not postive that he has not
purchased a" degper,” one which will stay down.
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ARE CHARTS OF ANY VALUE IN FORE-
CASTING THE MOVEMENTS OF
STOCK PRICES?

THE interest in stock charts has grown tre-
mendoudly in the last few years. We find people
everywhere keeping them. Upon the dightest
excuse they will discuss them, and ask countless
questions about them: " What do the charts say
today? Does the chart of Sted say to buy it? |
¢ on the chart that Can is a buy; what do you
See?"

Obvioudy, the danger in charts, so often
demondtrated by the cardess attitude of those
who use them, is the temptation to adopt them
asagock market" system " which may be played
in just any old lackadaisca fashion, without
thought or reason, as one would blindly play a
system a Monte Carlo.

Chartsdo not say anything; rather, onthemare
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traced the results of human opinions. Charts do
not cause movementsin stock prices, but are aids
by which trained minds may judge what will be
the effect of previous moves.

A.W. Wetsd hasdone agresat deal of important
research work in chart theories. | am indebted
to him for the little | have learned about charts.
He has demonstrated conclusvely to me that
charts are utterly valueess when employed me-
chanically—that is, when we go to a chart
expecting to find therein an open sesame to
market profits.

We dl know that stock prices ebb and flow in
accordance with the opinions of buyers and sl-
es. We have learned that stock prices are hu-
man conclusons as to values. There are trends
of thought in the stock market, exactly as there
are in art, literature, and science.  These trends
of opinion concerning stock values become, in
turn, the trends of sock prices. We have the
long-term, bull-market trend; the intermediate
trends, reflecting month-to-month opinions of
values and business conditions;, and the minor
movements resulting from highly speculative
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opinions of technical market conditions and from
the manipulative forces within the market.

When we refer to charts we see pictured the
previous trends of traders and investors opinions.
From these, the analyst, from years of experience
in judging the " market mind," is often able to
determine whether the balance of opinion is on
the buying sde or the sdling. In other words,
he is able to gauge more intelligently the con-
dition of supply and demand. At times we can
find recorded upon our charts certain dependable
formations which indicate accumulation or dis-
tribution of stocks. Trendless markets, which we
have when the opinions of buyers and sdlerstem-
porarily balance, dso may be detected. From
chart formations the analyst is able to determine
the technical structure— broadly, whether week-
ness or strength prevails.

In the last analysis, it may be stated that charts
are ads, to be used by the intelligent trader or in-
vedtor, dong with many other important means,
as guides to market sentiment.

On the other hand, charts are full of dynamite
and can cause crushing losses, if blindly followed
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by the inexperienced who do not redlize that, inas-
much as human nature is not congtant, there can
be no system which isinfdlible.

Mechanica forecasting will never take the place
of intelligent judgment.
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FROM MY NOTEBOOK

Pride (of opinion) goeth before afall (in stock
prices). . o«

Do not let the old I-Tdl-You-So's fool you with
their talk that we are not in a new era, market-
wise. Useyour own mental equipment and think
back only ten years. Do you not think that
markets in which millions of the public are in-
terested, may act differently from those in which
only two or three hundred thousand professionals
operate?

Inone, trained individuals keep their fingerson
the pulse of affairs; in the other — the present
market—the maority of power is in the hands
of thosewith only asiddineinterest in the market.

If you do not believe this, think for a moment
of the tremendous declinesin stock prices during
the summer of 1930, when a cataract of liquida-
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tion literally poured stocks into the New York
gock market to be sold at whatever prices they
would bring. Certainly the fact that during the
past eight or ten years millions of people have
bought stocks for the first time, must be con-
Sdered when we are trying to estimate the ebb
and flow of stock prices.

Never mind teling me what stocks to buy; tell
me when to buy them.

| shal hazard a forecast: more attention will
be pad in the future to an interpretation of hu-
man nature as it is affected by economic factors
than to the economic factors themselves.

kS * *

A e printed on the tape is a meeting of two
minds, public sentiment passes in review on the
tape for him to read who is schooled in the inter-
pretation of human nature as it is reflected in the
stock market.
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| often wonder why it is that financial writers
try so hard to determine the exact causes behind
the action of a certan sock on a given day.
Doubtless it is because their readers demand it.

The variety of their interpretations is amazing.
It only shows the futility of attempting ever to
gauge market movements by published news.
Markets pay trifling attention to news after it is
out. * * *

Many were caled (for margins) but it profited
fewtoanswer.

Within the short space of fifteen years the num-
ber of investors in common stocks has multiplied
twenty, perhaps forty, times.

The public is rapidly becoming the owner of
industry. Gigantic mergers and holding com-
panies are welding smadler enterprises into huge,
centrally managed units, the stocks of which are
held by thousands of individuals in every walk of
life from that of |aborer to that of bank-president.

What will betheresult? A safety-valve against
destructive socidism and communism?  Will
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Labor control Capital through stock ownership
of Americas leading corporations? Or will
Labor become more dissatisfied and demand a
larger share of the profits?

Will not the management have to produce re-
sults or lose its job, with the consequence that
these corporate giants will be dl the more effi-
ciently managed — morefairly managed for both
stockholders and employees?

It is my thought that the recent" proxy fights"
are a mere straw in the wind, that stockholders
are paying far more attention to the details of
corporate management than some think. | be-
lieve that the time is fast passng when the heads
of corporationsmay run affairsto suit their selfish
interests.  All of which points to pleasanter and
more profitabl e relationships between Capita and
Labor.

* * *

It is often a long road to the quick turn.

* * *

If you would percaive the futility of gauging
the trend of stock prices on judged valuations, try
this:
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AsK ten of your best-posted acquaintances for
their opinion of the value of the common stock
of the Generd Electric Company. You will, in
al probability, receive ten different opinions.

Now let us suppose that you want to sdl your
gock. What can you get for it? The market-
price on that day, of course. Does the market-
price agree with the opinions you received?
Again probably not.

Therefore, is not the vaue of any stock the
price a which it may readily be sold? Going one
sep farther, we come back again to the thought
expressed so often in these pages, that to determine
the trend of stock prices we must interpret the
market's opinion of vaues, not the judgment of
any one group of experts.

Aimless switching gathers no profits.

* * *

| am frequently asked to formulate a market

plan or program. It is a very difficult thing to

do, because everyone is condituted differently,
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and a program, to be successful, must be in tune
with one's temperament. There are many people
who should never buy and sdl stocks on margin,
there are others whose judgment is not affected
by marginal trading. Some investors never wish
to sl a stock; their purchases, naturaly, must
differ from those of the individua who has no
objection to sdling out everything when declining
pricesareindicated. Common stocksvary widely
in their characteristics, and should be fitted to
portfolios after a careful analyss of the individ-
ua'srequirements. The investor or trader, there-
fore, must plan his program in accordance with
his persond prgudices, emotions, dedres, tem-
perament, habits, and god. Both investing and
trading are highly specidized, wherein the per-
sond element is perhaps of greater importance
than any other factor.

* * *

One profit in cash is worth two on paper.

The last dages of araly are a once the most
profitable and the most dangerous of dl the Stages.
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Rapidly advancing prices, together with incress-
ing volume, are indicative of the end of that
movement, or swing. While these price-advances
are profitable if the top is detected in time to sell,
it is undoubtedly more profitable generaly to let
the other fellow try for the last two or three points.

It is a common trait of the amateur speculator
that he rushes in with purchase-orders when he
s fast action.  Too often, however, the market
turns over and he is faced with lossss,

As one man has said to me: " Do everything in
the market opposite to your snap conclusons and
contrary to what appears logicd, and you will
probably make money congstently."

* * *

A trendless market is friendless to traders.

* * *

Take it from the Market Philosopher: human
nature in the ock market is going to be the most
profitable study in the next bull market. The
greater the number of traders, the more necessary
will it be to study and to know market psychology
and have a market philosophy.
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FROM MY NOTEBOOK
Many a healthy reaction has proved fatal.

Let us occasondly put asde speculation and
market worries.  When we do get away from
them, they become dwarfed and lose their dis-
turbing aspect.

| am writing this in the shade of a hundred-
and-twenty-five-year-old Vermont maple, and can
look through its massive branches to green pas-
tures beyond. A delightful, century-old house
and neighborly barns somehow bring a quieting
philosophy, and a peaceful perspective upon the
problems of Wall Street. We need to get away
frequently in order to redlize that market fluctua-
tions are not the al-important facts in life. If
" busness leaders" would desert their confer-
ences, their golf clubs, Rotary Clubs, and merger
meetings, and run away from everything, deep
into the country, | am sure that they themselves
would be happier, as well as make our business
lives pleasanter and more evenly tempered. It
does little good to leave Wall Street for summer
resorts where stock tickers and business gossp
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continue.  If you do go away, get beyond the
fringe of advertisng billboards and chambers of
commerce  Sek the woods and hills vigt the
villages where bread and butter are earned by the
sweat of the brow, and where, evenings and Sun-
days, you join in good fellowship with your neigh-
borsingtead of in worship of the Almighty Dollar.

* * *

Fools rush in as pooals glide out
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