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Following two moilths"'of market action which can 'best-,be-described" as 'insipid, 
Thursday's unexpected performance, if nothing else, provided a measure of excitement. . 
With 67 million shares changing hands, the Dow staged a 21-point rally with 1339 issues 
advancing in price. There had been little, if any previous technical groundwork to 
set the stage for this sort of performance. In many ways, indeed, it constituted an 
inverted image of the sudden declines which took place in late 1978 and late 1979. 

In a number of its aspects, the advance qualified for the record books. The 
2.49% rise made it the 36th best market day of the p<'st-1949 era, and it W!B the best 
percentage advance for the Dow in almost two years --- dating back to April, 1980. 
71. 37% of issues traded advanced in price, and in that respect the day was exceeded 
by only 55 trading days since World War II. It cannot be gainsaid that the whole 
thing was impressive. 

The question, however, is whether or not the performance, in and of itself, 
changes what had been a rather lackluster technical outlook, and the answer, unfortu
nately, is probably that it does not. Major downswings end either with a recognizable 
selling climax, or occasionally, with long periods of reaccumulation accompanied by 
slowly improving market action. Quite obviously, a one-day performance yesterday did 
nothing to provide the latter. What about the alternative? Does yesterday's surprising 
rally qualify as climactic? 

~~~--~~~~~=-~--~~~--~~~:---~=-~~----~~' .-
We doubt it. From a purely' seat":of-the-pants point' of view> the sort of climax 

to which old-time technicians are wont to refer generally came at the tail end of a sharp, 
severe and recognizable decline. Thursday's skyrocket, as we noted above, suddenly 
emerged out of a period of utter lassitude. Moreover, as impressive as it was, the 
advance failed to qualify on what we have recognized, on an historical basis, as the 
required standards. The fact that 71% of all listed issues advanced was impressive, but 
75% is the thresh hold which has tended to identify major climax bottoms with a relatively 
high degree of certainty. Volume was impressive and indeed, the best level of trading 
in almost a year, but 80-85 million shares of volume, not 67 million, is what would 
normally be required for reliable cycle bottom identification. 

The rally, moreover, could do nothing to change what had preceded it. The 
most notable feature of trading since September 25 has been the poor action of market 
breadth. Indeed, breadth indicators, before Thursday's takeoff, had skidded to new 
lows below those of last September. We have pointed out in some detail in recent issues 
of this letter that such action is totally uncharacteristic of a period in which the market 
is forming a major low. It seems to us axiomatic that true improvement must be accomp
anied by protracted better breadth action. This sort of action is not provided in a 
single day. 

In terms of upside potential, the objectives suggested by the basing action of the 
past two weeks are moderate. For the Dow, 876 appears to be the most optimisitc current 
target. As far as future action is concerned, the most positive sign would be a rally 
to that level followed by some further basing action in, roughly, the 860-880 area. Were 
this to occur, the December high at around 892 would then begin to assume some signi
ficance. A breakout above that point might, in that case, suggest an advance of full
scale intermediate proportions. Whether anything more than that could, at that time, 
be foreseen depends entirely on ensuing market action. Such potential did not appear 
to be present in the technical pattern as of this week. 
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