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A CONSOLIDATION OR MINOR PULLBACK WOULD BE 
WELCOME AND HEALTHY NEWS FOR THE MARKETS. 

 
The year 2017 – this far – has been a forceful 
rebuttal to the market lore that says that 
September and October are among the most 
precarious months for investors.  We continue 
to watch the week by week push to new all-
time highs in many major market indices.  
From its mid-August low to the end of last 
week the S&P 500 rose 140 points (5.8%).   
The Dow Industrials and Toronto’s S&P/TSX 
Composite Index gained 6% and the Russell 
2000 more than 12%.   It has been a 
stunning autumn for the bull market.    
   
In our previous Market Comment (early 
October) we concluded that “we may see 
some slowing down of the advance in the next 
few weeks.”  This conclusion was based on 
the impending maturity of the 70-day and 
105-day cycles and the fact that the S&P 500 
was approaching overhead resistance.  Two 
observations can now update this picture.  
First, the S&P 500’s daily chart is now 
showing a negative divergence.  This same 
setup has occurred on four previous occasions 
since early 2016 and each time the S&P 500 
made a minor pullback (2-5%) before 
resuming its upward track.  Second, during 
the past two weeks the S&P 500 has broken 
strongly above the overhead resistance posed 
by the upper boundary line of its trend 
channel.  Therefore, internal momentum 
argues for a pause or pullback, but the price 
action suggests the possibility of acceleration 
to the upside.  But underlying this mixed 
picture is the overall overbought status of the 
New York market.  Prices are stretched, as 
are many indicators.  The upcoming quarterly 
earnings reports season may be the deciding 
factor as to how the S&P 500 reacts in the 
near-term. 
   
The market sentiment picture remains very 
favourable for the longer-term.  October is 
forever tarred with being “crash month” and 
right on schedule we see worry and negativity 
emerging in media portrayal of the markets.  
Exhibit 1:  This week’s Barron’s cover story 
“Echoes of the 1987 Crash” with a suitably 
frightening image of investors staring into the 
vortex, accompanied by an article on the 

forthcoming “machine-driven meltdown.”  The 
same magazine also gave bulls a Labour Day 
cover story  entitled “How this bull market will 
end” right before the S&P 500’s recent 100 
point rally.   Exhibit 2: Goldman Sachs’ recent 
and highly bearish assessment of market 
prospects received widespread coverage in 
the financial media.  Exhibit 3: “The 10th 
anniversary of the Global Financial Crisis”  
first appeared in the media in August and will 
reappear in gruesome detail for the rest of 
2017 and throughout 2018 as various GFC-
related events are recalled.   
 
These types of media messages keep 
investors nervous and tend to limit 
participation.  In citing these examples we do 
not deny that sometime in the future there 
will be a bear market – there will be.  But as 
long as our major indicators remain bullish, as 
long as they stay above their respective 40-
week Moving Averages – which they firmly 
are – we believe that those who expect a 
market meltdown is looming will continue to 
be very disappointed.   
 
Toronto’s recent chart continues to resemble 
a one-way staircase to the upside.  More and 
more sectors of the Toronto market are 
joining the bullish party.  But the S&P/TSX 
Composite Index is extended and overbought 
as it approaches its old all-time high of 
15,943.  That high is going to be taken out 
eventually but a pause or pullback likely will 
be needed first.   
 
The last two months have been 
resolutely bullish but every advance 
needs a consolidation or pullback 
period for good health and 
reinvigoration.  Now would be a good 
time for this to occur.   
 
This bull market’s next major move 
will be up, so any corrective or 
consolidation period in the coming 
weeks should be looked upon as yet 
another buying opportunity. 
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S&P 500 

 
 

Since March 2017 the S&P 500 has traded within a 
rising trend channel with the current boundaries being 
about 2,450 and 2,535.  In the last two weeks the S&P 
500 broke above this trend channel for the first time, 
exceeding 2,550.  This development could be the 
beginning of an acceleration to the upside.  If this is 
the case, then the next upside target would be the 
upper boundary of the larger 22-month trend channel 
at about 2,650 (not shown).   
 
The recent breakout can also be interpreted in a more 
negative light as a short-term exhaustion move, 
bringing the recent rally to an end.  This would only be 
suggested if the S&P 500 falls back into the March to 
October trend channel (see above). 

The 50-day Moving Average remains a key indicator.  
It is currently just under 2,490. As long as the S&P 
500 remains above this Moving Average the recent 
bullish advance remains intact.  There is further strong 
support in the 2,400 to 2,450 zone.   
 
The S&P 500 is currently overbought and 
has a short-term negative divergence in 
internal momentum.  A 2-3% pullback 
would be a refreshing move and would set 
the S&P 500 up for further new all-time 
highs. 
              

 
S&P/TSX Composite Index 

 
 

Last week the S&P/TSX Composite Index reached the 
top of the 15,600 to 15,800 resistance zone, and 
ended the week about 140 points (<1%) below its all-
time high of 15,943.  The Toronto market is about 900 
points off its recent low and it is comfortably back 
above its 50-day Moving Average. 
  
The S&P/TSX Composite Index is currently 
overbought.  Internal momentum is stretched.  81% of 
the S&P/TSX Composite Index’s stocks are now 
trading above their respective 50-day Moving 
Averages.  This figure, the highest since early 2017, 
indicates that the vast majority of Toronto stocks are 
in intermediate-term uptrends but it also suggests that 
conditions are brewing for many of these stocks to 
pause and digest their recent gains.   

If a pullback occurs, good initial support should appear 
at the 200-day Moving Average just above 15,400 (not 
shown).  The rising 50-day Moving Average is 
approaching 15,300.  A one-third pullback of the 
August to October rally from current levels would 
target 15,500. 
 
The S&P/TSX Composite Index is in the 
early stages of a major new up leg.  With 
the Index well-extended in the short-term 
as a result of the “lift-off” phase, a modest 
pullback of 300-400 points would be 
entirely healthy.  Toronto is going higher – 
and potentially much higher – so it is only a 
matter of time before new all-time highs in 
the 16,000s are achieved. 
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