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Contrary to popular belief. the easiest market to analyze is o{,e ;;'hich is moving strongly 

and obviously in one direction or another. either up or down. The fundamental principle of 
technical analysis is that a trend once established should be presumed to remain in force un~ 
less overwhelming evidence refuting that presumption presents itself. Thus. when faced with 
an obvious bull market. the analyst. when asked for a forecast. should have a Strong predispo~ 
sition toward calling. simply. for more of the same. 

We were ourselves, able to follow this proscription between late August and this summer. 
The existence of bull-market conditions became apparent in late August, 1982 and, once this 
had taken place. it became almost axiomatic that the upswing was likely to continue without 
much in the way of interruption. To be sure. minor reactions took place in October and De
cember. but they totally failed to provide the sort of convincing reversal evidence which should 
have been necessary to override the technician'S predisposition toward a trend continuance. 

Life is hard. and periods such as August. 1982-June. 1983. unfortunately. constitute a 
relatively small portion of the totality of stock~market history. Since reaching its effective high 
in mid-May. the market has obviously lost a major portion of the extraordinary momentum 
which it had retained until that time. By early this month. after moving above 1180 for the 
first time on April 18. it had held for almost four months in a range bounded by that level 
and the June 16 high of 1248.30. We considered this loss of momentum sufficient evidence to 
override our normal predilection toward doubting the probability of any correction of major 
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We felt. moreover. that the possibility of an intermediate-term-correction became even more 
real when the Dow broke significantly below 1180 on August 8. reaching 1163.06. That level, 
however, has turned out to be the low to date. Over the three weeks since it has occurred, 
we have tried to convey the fact that we remained unimpressed with the vigor of the rally and 
looked for that low to be tested and probably penetrated. 

In Wednesday's trading a new complexity entered the picture. with a 20-point rally to 
1216.16. a five-week high. Breadth was unimpressive. volume not all it should be. and half 
of the gain was retraced in Thursday's trading, but it nonetheless produced more vigor than 
might have been expected at this stage. The possibility. at the moment nothing more than a 
possibility. now exists of a full-scale move deep into the overhead supply at 1180-1248, perhaps 
even testing the upper part of this supply. This would raise the further prospect of a move 
out of the entire trading range and a resumption of the bull market. 

We remain disinclined to operate on this premise. The Dow has now held a trading range 
of just over 7% for 97 days. and rigorous analysis of past periods when something similar has 
occurred produces indecisive results. There have been 60 similar instances since 1926. most 
of them concentrated in more recent history. The ones we are concerned with. of course, are 
those which have occurred after sharp market rises. Such ranges have. in the past, often 
been simply interruptions in an ongoing bull market. They have, however, with almost equal 
frequency, been precursors of either intermediate-term-corrections or major tops. 

We do not believe at this stage (although we have some temerity about the large number 
of people who share our belief) that the latter is the caSe. Our faith in the ultimate viability 
of the bull market, shortly after its first birthday, remains unchallenged. However, in diffi
cult-to-analyze periods such as the present one. the intermediate-correction possibility remains 
with us. We are not yet ready to discard it. 
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