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_11./1', - \., DU4 been .-t:r.:y-ing--to--accomplish ..... in. recent- ma~ket-comment has consiste(i _of"'----;;._.~ 

trying to set apparently unusual price behavior into perspective. We have, for example, been 
trying to point out that seemingly large moves (Thursday's 31-point rise in the Dow for example) 
are a perfectly normal phenomenon with the Dow now in the area of 1800. 

Likewise, the market's behavior over the past couple of months may appear unusual, and 
therefore, perhaps portentious. Is is certainly arguable, however, that it consists of nothing 
more than a return to normality following more than a year of action which, however pleasant, 
has been somewhat unique. 

The uptrend which characterized most of 1985 was noteworthy both for extent and persistence. 
A stock-market chart has two dimensions, price and time, and a trend tends to gain importance by 
covering large distances in either dimension. Thus a market which goes up a great deal quite 
obviously creates a trend which is increasingly noticable. The same is true for markets which 
proceed in the same direction for a long period of time. 

It can hardly be gainsaid that, until lately, the Dow has moved up sharply; it was under 
1300 as recently as last September. It has also done so persistently. We have lately been 
pointing out that the last five-percent correction occured in December, 1984. Likewise, since 
the September, 1985, low, new highs have been almost a daily event, with the longest interval 
between such a phenomenon eighteen days in January. 

These records have now been broken. It is currently twenty-three days since the DJIA 
attained its all-time peak on April 21st, and we have finally achieved a five-percent retrace
ment with the Dow's close at 1758.18 on 
Monday. 

All this has produced a pattern shown in 
its five-point, point-and-figure figuration at 
rlt;_'-'-'. "'~ "vnu _~;;:~~'!. ~1U~" " 1~ 'w 
example of what often "'n~"o P & F analysis 
difficult. The pattern, under normal circum
stances, might appear ominous, possesing many 
of the attributes of a complex head-and
shoulders top. The problem is in the two 
downward "spikes", to 1725 in early April, and 
the recent downthrust to 1755. Both of these 
were of course quickly recovered, the last one 
by Thursday's and today's rally. 

The presence of the spikes may indicate 
that the formation consists of a whole series 
of individual patterns and is, therefore, of 
little significance. On the other hand, it is 
often advisable in such cases to ignore the 
downward thrusts and simply interpret the pat
tern as a conventional top with a low around 
1770. 

If this is the case, a decline of inter
media te proportions, very possibly to the low 
1600's becomes a possibility. This again 
needs to be put into perspective, however, as 
it would constitute, on a percentage basis. a 
fall of 12-13%, hardly disastrous given the 
market's 1985 rise. Furthermore even were 
this most pessimistic interpretation to be the 
correct one, and this is, as noted. by no means yet certain. it would certainly run out all 
existing downside objectives and leave the market poised for a further advance. 
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Dow-Jones Industrials (12:00 noon) 
S & P 500 (12:00 noon) 
Cumulative Index (5/22/86) 
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