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NEW YORK HESITATES BUT HOLDS FIRM, 
TORONTO’S NEW BULLISH UPLEG IS CONFIRMED, 

 BUT BOTH ARE SOMEWHAT AHEAD OF THEMSELVES. 
 
The bull market successfully navigated the 
“danger” months of September and October and 
effectively turned market lore upside down by 
making a series of new all-time highs in many 
major market indices.  Last week the S&P 500 
neared the 2,600 level, and the Dow Industrials 
and the NASDAQ once again made new all-time 
highs.   
 
Two weeks ago we concluded that the markets 
were “increasingly overbought and the 
prospects for a pullback were getting stronger.”  
A healthy pullback would then “open the way to 
further upside.” Since then, the initial signs that 
suggested a change in the character of this 
market advance have become more 
pronounced.  Previously we called investors’ 
attention to the growing overbought nature of 
the markets, the number of pullbacks occurring 
in individual stocks, internal momentum 
weakness and growing bullish sentiment 
amongst investment advisers.   
 
To update the evidence: (1) Price action is 
becoming more choppy and laboured; some 
short-term trend lines have broken and some 
market indices are already correcting.  The 
NYSE Composite Index peaked in mid-October 
and the Russell 2000 has been in full pullback 
mode since early October.  (2) The Dow 
Transports started to correct in mid-October and 
there is a growing divergence with the Dow 
Industrials.  There is no change in Dow Theory’s 
primary up trend, but the divergence needs a 
resolution.  (3)  The negative divergence in the 
S&P 500’s internal momentum continues to 
expand, and upside volume is starting to 
decline.  (4)  The NYSE daily advance/decline 
line and the common stock-only version of this 
line made their last highs three weeks ago.  (5) 
The percentage of NYSE stocks above their 
respective 50-day Moving Averages has dropped 
further to 55.8%, indicating that a growing 
number of stocks are having intermediate-term 
pullbacks.     
 
The latest Investors Intelligence survey reads 
64.4% bulls and 14.4% bears.  The bullish 
percentage is extraordinarily high. July 2015 
was the last time for such a low percentage of 

bears, right before the S&P 500 had a major 
260+ point (12%) decline.  We do not anticipate 
anything so dramatic in the foreseeable future, 
but the important point is that these types of 
sentiment extremes often predate or coincide 
with market turning points. 
  
The cyclical picture also suggests uncertainty.   
The 39-week and 21-day cycles mature at the 
start of December and the 70-day and 21-day 
cycles mature just before Christmas.  The last 
two months have been a breeze for the 
markets, but December’s cycle clusters might 
put the markets under greater pressure. 
  
Toronto’s S&P/TSX Composite Index has 
stayed above the 16,000 level for over two 
weeks.  This meets our criteria for a sustained 
breakout and confirms that a new bullish up leg 
is underway.  However, after a rapid 1,200 point 
advance Toronto is overbought and many 
individual stocks have already pulled back.  Any 
pullback in New York will very likely push 
Toronto down, but the S&P/TSX Composite 
Index should be able to hold on to the bulk of its 
recent major gains.  Toronto remains in a very 
bullish pattern with significant upside potential. 
 
New York and Toronto have made 
major gains of over 7% in the last 
twelve weeks.  Conditions are 
developing to suggest that the current 
advance is nearing an end and that 
both markets may experience 2.5 – 
4% pullbacks.  While further new all-
time highs are possible, short-term 
upside potential seems limited.  We 
expect that a minor pullback will be 
followed by a re-assertion of the major 
bullish trend. 
 
Profit-taking in extended stocks and 
pruning of some positions should be 
considered.  But investors should be 
ready to re-commit funds to this bull 
market when the advance resumes.    
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S&P 500 

 
 

The S&P 500’s action in November created some 
important short-term parameters.  A rally above the 
recent all-time high at 2,597 will keep the advance 
going.  Any sustained move below 2,566 suggests 
further downside.   
 
The S&P 500 is extended and is fighting against a 
negative divergence in internal momentum.  There is 
initial support at 2,566 and below that at 2,544.The 
rising 50-day Moving Average – which the Index has 
stayed well above for the last two months – is at 
2,536.  Further support exists in the 2,500 to 2,510 
zone.   
 

A move below 2,544 would break the price pattern of 
“higher highs and higher lows” that has been in effect 
since mid-August.   A one-third retracement of the 
recent 180 point rally targets 2,537, right at the 50-
day Moving Average. 
 
The S&P 500 is still moving comfortably 
within its large upsloping trend channel.  
This means that a further strong move to 
the upside is possible.  But after a strong 
three months and with some internal 
weakness appearing, the odds for a 
pullback are increasing.  A modest 2-3% 
decline would refresh the bull market.  

 
  

S&P/TSX Composite Index 

 
 

In less than three months the S&P/TSX Composite 
Index has risen over 1,200 points, with another new 
all-time high made last week at 16,132.  Resistance 
offered by the previous all-time high achieved in 
February at 15,943 has been overcome.  A new bull 
up leg is underway.  
 
Toronto’s huge rally has created a large gap of over 
350 points between the Index and its rapidly-rising 
50-day Moving Average.  At some point this gap will 
close, either due to a pullback in the S&P/TSX 
Composite Index or with the Index marking time until 
the Moving Average catches up.  Toronto is 
overbought and showing signs of a divergence in 
internal momentum, but also is in the very early 
stages of its new up leg, so both options remain in 
play. 

 
If the S&P/TSX Composite Index does pullback from 
its recent high, a one-third retracement of the recent 
rally targets about 15,725, a 2.5% pullback. The rapid 
ascent from August may need a correction to the 
50dMA which is currently at 15,500. 
 
Ideally the S&P/TSX Composite Index will 
consolidate its advance by holding in the 
high 15,000s/low 16,000s.  Failing that a 
modest pullback towards the 50-day 
Moving Average would be a healthy 
development.  Our minimum upside target 
remains at 17,000. 
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