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BOND MARKET

TrendTable
Index Signd Date SigPr CurPr
BKX Dn 7/10 3458 37.08
IRX Dn 3/13 0.240 0.165
TYX Dn 7/10 4266 4.529
UTyY Up 3/20 344.89 380.33

* changefrom last week

L ast week | mentionedthat thelong-terminter-
estratehadahalf cycleor roughly 20daysthat wasdue
tobottomat any moment. Fromlookingat thechart, you
can seethereisnot much questionabottom occurred.
Now thequestion arisesastowhether theearlierinver-
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VERTICAL LINES = IDEAL 39-DAY LOWS

sionhasupset thenormal cyclical rhythmof around 40
days. Havepeakedat theideal cyclical turningpointin
mid Junerather than bottoming, theinversionmay be
tellingusthat thecyclehasadvanced haf alength. This
will beprovenif thelongratebreaksaboveitsforward
linewhereitisstuck rightnow. If itbreakstheforward
line, thelowlast seenwasa40-day low andrateswill rise
for atleast another few weeks. If forwardlineholdsand
therateturnsback downwardfromhere, thelowwasthe
20-day variety andthelonger, 40-day lowiscomingup
aroundthefirstweekin August. Frankly, | believethis
recentlow wasanimportant one, butwewill seehowthe
rateinteractswithitsforwardlinetobesure. Theforward
linewasat 4.458% on Friday. Theclosewashigher,
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STOCK MARKET
TrendTable
Index Signal Dae  SigPr CurPr
DJA Dn 6/26 8421 8744
NDX Dn 7/10 1413 1527
OEX Dn 7/10 416.76 441.14
VIX Dn 7/10

* changelast week

Thehead-and-shoulderstop patternvisiblelast
week failedthisweek. Therdly brokethetrendlinefrom
theheadthroughtheright shoulder. 1t alsoexceededthe
peak of theright shoulderintheDJI A andtheheadinthe
NASDAQ. Thesearevery favorable devel opments.
Failed patterns usually behave better than standard
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patterns. A failed head-and-shoulderstopisoneof the
most powerful bullishpatterns.

The strength of last week’s rise and its
confirmationby themomentumoscillatorsindicatethat
theprior low, theoneaweek ago, wasthecyclical low
andthat wecan expect another month or moreof market
rallyjustinthetradingcycle. Earlier | had speculatedthat
if thelow wasalso the bottom to thelonger, 24-week
cycle,therally couldlastthroughthesummer atleastinto
lateAugust whenthefirst signsof longer-term problems
may appear. Thisnow appearsalsotobetrue, namely
that anintermediate-termlow hasformed. Inaddition,
confirmationof thisturnineventscamefromtheValue
and Bargainstock liststhat bothturned positiveenough
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STOCK MARKET (continued)

tosuggest additionof stockstoaportfolio. Thetrendtableabovedoesnot reflect thechangesindirectionmentioned
becauseitwaitsfor d ower momentumconfirmation. Another week of favorablemarket (nosharpdeclines) should
pushmost of theindexesinthetableinto“Up” trends.

Investment inthe hypothetical Valuelist roseto a25% invested position, andintheBargainlist, the
suggestedinvestment increasedtoa50% invested position. Rather thanbuy stocksoutright, | suggest placing buy
stopordersdightly abovelast week’ shighs. Becausethemarketisoverbought, it may correctalittleand giveyou
achancetobuy at dightly better prices.

Value List Moving Averages Bargain List Mowving Averages
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BOND MARKET (continued)

suggesting abreakthrough, butwemust wait for another closeabovethat level toconfirmFriday’ smove.
Theshort-terminterestrateisstill initstrading rangewith nodiscernabledirection.
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Glossary of Indicators
KEVIN

TheKEVIN oscillatoriss mply the8-day movingaver-
ageof thedaily up-volumedivided by thetotal of daily
up-volumeanddown-volume. Itwaspresentedtomeby
anoldfloor-trader friend named Kevin MacNamara,
thusthename® Kevin.” | don’tbelieveyouwill find itin
any technical references, but asyou can seeitisvery
smpleandeffective.

FORWARDLINE

Whenanalyzingthecyclical natureof pricebehavior, |
find that moving averagesare very useful to dampen
shorter- andlonger-termpricetrends. Thisallowsmeto
concentrateonaspecificcycleinthedata. Withoutgoing
intogreat detail, however, letmegiveyouanexample.
L et'ssay astock index appearstohavea20-day cycle.
Usingal0-day movingaverage, wediminatetheeffects
of price motion of 10 days and less, allowing us to
concentrateonthenext higher order cycle, inthiscasethe
20-day and longer cycles. Half the suspected cycle
lengthisusually theperiodforthecd culatingthemoving
average.

Whenweplotamovingaverage, however, itlagsbehind
current pricebehavior becauseitisbeingaffectedby the
past prices in the average. To be absolutely true, a
moving averageshouldbeplotted hal f the period back
fromthepresent. Thusal0-day movingaverageshould
bepl otted 5daysbehindthepresent. A movingaverage
isnotjustanaverageof pricesbut d soanaverageof time.
Theaverageof priceinour exampleis10-days, andthe
averageof timeishalfway throughtheperiodor 5days
ealier.

If acycle of 20-days exists in the data, and we are
representingitby al0-day movingaverageplotted 5-
daysearlier,wewill seethehighsandlowsintheaverage
roughly 10-daysapart, hightolow,andlowtohigh. The
full cyclewouldbefromhightohighorlowtolow of 20

days. Therising portionanddeclining portionof a20-
day cyclelasts10-days,idedly. Wenow plotthemoving
averageahead 10-daysfromthetrueplot (or 5daysfrom
thecurrentprice). Thisiscalledthe"forwardline." When
thecurrent 20-day cycleisrising, theforwardlineshould
bedecliningbecauseitishalf acycleforward. Crossing
abovetheforwardlineshouldideal ly occurwhentherise
ishalf over. Breaking theforward line can thusbea
meansof estimatingwherethenexttarget will be. Be-
causetheriseishalf overwhentheforwardlineisbroken,
thesecond haf should occur at roughly thesamedistance
(if thecycleisvalidandflat).

| know, it soundscomplicated. Itisn'treally, but does
soundthat way frommy tryingtodescribeit. Thething
torememberisthatif theforwardlineisbroken, say from
theups de, thedownward pricetargetwill bethedistance
fromthetoppricetotheforwardlineprojectedbelowthe
forwardline. If thepricestopsat theforwardline, we
know that the underlying trendisstrong. If theprice
exceedsitsforwardlinetarget, alarger trendreversalis
likely developing

KIMM

KIMM isusedinthemonthly overview asonemeasure
of longer-term stock market momentum. It standsfor
Kirkpatrick Indicator of Market Momentum. Itisa
compositeof the12-week momentumof all stockslisted
ontheNew Y ork Stock Exchange. Eachstockisgiven
aweight of plusor minusonebasedonits12-week price
momentum, either upwardor downward. TheKIMM is
thetota of all theweights. Thus, areadingof +1000says
that thenumber of stockswith positive12-week momen-
tumisaplurality of +1000. That might be2000stocks
withaplusratingand 1000withaminusrating. Thenet
is+1000. KIMM generally followsthemarket andis
useful asanoverbought/oversoldintermediate-termos-
cillator. Generally, abullishsignal devel opswhenthe
KIMM abovethe-1000level frombelow, andabearish
signal developswhentheKIMM declinesbel ow +1000
fromabove.
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