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It is an appropriate time, we suppose, to drag out once again the old technician's lecture 

about a stock's' b6ing a moving object. We have voiced this particular reminder a fair number of 
times over the past couple of decades, usually as an admonition to our fundamentalist brethren 
who persist in looking at equities largely in terms of their level rather than the direction of 
their motion. We have drawn the analogy to two airplanes, both at altitudes of 1,000 feet, but 
with one engaged in a normal takeoff and the other in a steep power dive. Quite obviously, 
one's level of confidence in these two moving objects is quite different. The same sort of 
thinking should, of course, apply to the stock market. 

The essential fact about the Dow Jones Industrial Average at the moment, before which 
f:lct all others pale, is that on April 27 it closed at 1024.05, and on Tuesday it closed at 851.12. 
Direction has been quite clearly established, and that direction is down. There is, therefore, 
no particular reason to get excited about the prospects for equity prices absent some fairly , 
clear indication that that direction may have changed. We have spent the last few issues of 
this letter outlining the form such evidence might take. It is probably well to reiterate that 
outline at this time. 

The one thing the market is highly unlikely to do, based on past history, is quietly turn 
around and begin moving slowly 'upward in an orde'rly fashion. This would be a highly uncommon 
aftermath in a market 'which has developed the downside momentum which this one already 
possesses. It is possible, of course, that that momentum could quietly dissipate and the market 
could form a base around current levels. However, the essential thing to remember about this 
process is that it would require time, a ~n~~um ,~. all pr?~~bility, of -.!~.o:-to-three months. ~_, ~ 

-,-, -·-If-thelrra:rk-m-tstolmtlom qUIetly, In otlier woras, It wouIa :maIl prooaolh~e the ena""Of 
1981 or even later before any meaningful upside move took place. 

A greater likelihood, of course, is the kind of climactic washout bottom that we have 
been discussing in this space over the past couple of months. Evidence of a meaningful selling 
climax would include a number of events so far distinguished by their total absence, including 
a rise in volume significantly above the 40-million-or-so-share level that has characterized recent 
trading sessions. About the only comment one can make on the likelihood of a selling climax at 
this time, is that the preconditions for such action may already be in place. Leaving aside the 
question of the level at which'Umight occur, it would be entirely consistent with past history for 
a meaningful low to take place within a matter of a few weeks. 

We discussed last week the fact that the new-low index had entered into what can 
historically be considered oversold territory. Such occurrences have preceded lows in the 
market by an average of 18 trading days in the past. Since the penetration in this case first 
took place on September 2, an ultimate low for the Dow occuring anytime between now and the 
end of the month would not be histOrically unusual. 

Likewise, almost all major market lows in the past 30 years have been preceded by a 
number of days on which 80% or more of all issues traded declined. The reader should be 
warned that there have been known to occur as many as three repetitions of such an occurrence. 
Nonetheless, the first instance of an 80% downside day has invariably been within 30 trading days 
of the ultimate low. The first such occurrence in this case was on August 24, and thirty trading 
days from that date again brings us to the end of the month. 

As far as reversal evidence is concerned, then, the stage has been set but the curtain 
has not been lifted. It is also worth remembering that preconditions such as these which exist ,
at the present time have often occurred at levels considerably higher than the lows ultimately 
reached.While it is difficult to become optimistic about the near-term prospect for stock prices, a 
resolution of the current decline could -- from a time point-of-view -- very possibly not be too 
far away. 
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