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One of the,oldest.rationalesJor, the.anciel)t~prBcctice of.C!,hartil)g.1he stock.markeLis, the theo-: __ _ 

ry that areas of' potential future supply or demand manifest themselves in the past history of a 
given stock or index, Such areas tend to be signified on a typical chart by long, lateral trading 
ranges. Point-and-figure dlarts, where the length of these lateral trading ranges is determined by 
price activity rather than passage of time, often improve the accuracy of such analysis. With the 
market having quieted down a bit, examination of the point-and-figure configuration for the Dow, 
shown below, may perhaps be helpful. The graph shows each five-point fluctuation on the DJIA 
since early 1983, 
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There are four separate areas on the chart which are worthy of note, the being in the 

upper left-hand corner, between 1215 and 1290, representing the trading pattern of the second half 
of 1983, The general deterioration that accompanied this trading range at the time suggested it 
might constitute a potential top, This interpretation was confirmed by the precipitous downside 
breakout in early 1984 which reached 1120 in February. Following that low, the Dow was unable to 
make progress above the 1185 level, so that 1120-1185 became a second important trading range. 
That range was penetrated on the downside in early May. 

There was, however, some justification this time for believing that that range, unlike the 
earlier one, was not a true top. The index stopped declining at 1090 and held this level three times, 
forming a third range between there and 1135. It was this range that was penetrated on the up
side in last month's rally. 

The normal expectation at that point would have been that 1120-1185 would turn out to be an 
area of supply which would slow upside progress. Instead, the Dow moved through this area in a 
straight line. This suggested that the entire 1090-1185 area constituted a single pattern known, in 
technical jargon, as a fulcrum base. If this interpretation is the correct one, the 1120-1185 range 
should now constitute an area of support, since it obviously provided little in the way of overhead 
supply. 

A fourth range is now funning at a logical point, just under the original top. Currently this 
range is delimited by 1200 and 1245, and the market pulled away once again from the bottom of 
this range on Thursday. 

All this sets up some fairly important current parameters for the Dow. A bility to move ahead, 
above 1250, would suggest a further test of the overhead supply from last Fall's original top. Even
tual penetration of that supply, to a new alltime high, would be a final confirmation of the fulcrum
base hypothesis, and the upside price objective of that base, in the 1350-1400 area, would be 
established as valid. A downside breakout below 1200 would not necessarily destroy this pattern, 
but it would provide us with a test of whether the upper part of the 1185-1120 area really consti
hies the strong support that it theoretically should. 
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Dow-Jones Industrials (12: 00 p.m.) 
S & P Composite (12:00 p.m.) 
Cumulative Index (9/6/84) 
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