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MINOR CORRECTIONS NOTWITHSTANDING, THIS BULL REMAINS VERY STRONG. 

 
THE FOCUS SHOULD BE THE “BIG PICTURE”, NOT A POTENTIAL MARKET “MELT-UP”. 

 
 

It might be cold outside but the markets are 
heating up.  The S&P 500 continues to charge 
higher.  January had a parade of upside 
surprises with the major market indices 
continuing to make a series of new all-time 
highs.   It was a month of increasingly 
stretched prices and internal momentum, 
growing individual investor and investment 
adviser confidence, and potential cyclical 
pressure, but none of these were the slightest 
deterrent to this rambunctious and relentless 
bull market.  The S&P 500’s vibrant move 
above 2,700 has turned out to  be – as we 
suggested a month ago – a very bullish 
development and a change of character for 
New York. 
 
With the S&P 500, the Dow Industrials and the 
NASDAQ accelerating noticeably, the 
prospects that we are on the verge of a 
“market melt-up” – with negative 
consequences to follow – is receiving greater 
attention in the financial media.  We have also 
expressed our concerns that New York is 
getting well ahead of itself and that a future 
pullback could “be deeper and more volatile 
than we previously expected.”  But as more 
focus is placed on the so-called “melt-up”, we 
have to consider that this is just the latest 
building block in the bull market’s “wall of 
worry.”   
 
There is still, after all, much good news.  (1) 
There are still no negative divergences in 
internal momentum in the S&P 500’s chart.  
(2) The number of stocks making new 52-
week highs is expanding.  (3) The key NYSE 
daily advance/decline line is making new 
highs.  (4) The price pattern is higher highs 
and higher lows.   What has changed recently? 
The Dow Transports are no longer tracking the 
Industrials higher. 
 
Longer-term the New York bull market 
remains healthy.  There are no signs of 
internal erosion or deterioration that normally 
appear as a bull market approaches its end.  
We have repeatedly said that the S&P 500 can 
continue to rise since there is no upside 

resistance and the history of this market is 
“surprise to the upside” and “exceed 
expectations.”    But the current phase of 
“Leg-5” is stretched – the S&P 500 is now 
over 14% higher than its 200-day Moving 
Average – and the risk of short-term upside 
exhaustion is growing.   To conclude: the 
“melt-up” can carry on as the worry-warts 
continue to fret but equally, this powerful six-
month advancing phase could end at any time 
with a bout of profit-taking.       
 
Toronto has underperformed in January as 
the S&P/TSX Composite Index traced out a 
“down-up-down” pattern that is now testing 
the support offered by the 15,800 level.  A 
more extended pullback may be underway.  
Materials are strong, Banks are mixed, 
Pipelines are under pressure, and Energy and 
Golds are taking a rest.  Toronto needs to find 
some renewed leadership in order to continue 
to protect the gains made in the last few 
months of 2017.   Provided the 200-day 
Moving Average (currently at 15,600) is not 
seriously violated our upside target of 18,000 
remains in play. 
 
In sum, this is a time for perspective.  
This is not a bull market that is about 
to burst, although New York (which 
is still in very good shape) needs a 
rest.  We continue to expect that a 
pullback in this overbought market 
will occur – certainly by the end of 
Q1, as Part 4 of Leg-5 - and that this 
will then be followed by more new 
all-time highs later this year, during 
the last and final move of the current 
bull market (see our “Outlook for 
2018” for more details). 
 
Selective profit-taking in overbought 
stocks can be considered.  Our List of 
Investment Ideas should be 
consulted for stocks to purchase 
when a pullback occurs.   
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S&P 500 

   
 
The S&P 500 has encountered some “round-
number resistance” each time it has approached 
a “hundred level” between 2,300 and 2,700.  
There was far less hesitancy when the S&P 500 
blasted its way through our target of 2,800 in 
mid-January.  The August to January gain now 
stands at 18.8%. 
 
The S&P 500 is currently overbought and internal 
momentum indicators are at very high levels.  
84% of S&P 500 stocks are now trading above 
their respective 50-day Moving Averages – this is 
a high reading but historically it has gone to 
even higher levels. 
 

There is very little support between 2,700 and 
last week’s all-time high at 2,873.  Until the S&P 
500 moves horizontally or pulls back the 2,700 
level will remain our key near-by reference 
point.  The 50-day Moving Average and the top 
of the trend channel are also near this level.  
This is an important area of support if a pullback 
occurs.   
 
The S&P 500 retains considerable 
upside momentum.   Simply put, the 
uptrend remains in force until the 
Index carves out a clear pattern of 
lower highs and lower lows. 

 

 
S&P/TSX Composite Index 

   
 
The S&P/TSX Composite Index’s new all-
time high made in early January at 16,421 
coincided with a lower internal momentum 
compared to previous highs.  This negative 
divergence was the trigger for a gradual 
January decline back towards the 15,800 
support level.  Only a move above the all-
time high will signal that the advance is 
being renewed. 
 
If the 15,800 level is not defended, then the 
next area of support is 15,600 near the 
rising 200-day Moving Average. Upside 

participation remains muted with only 56% 
of S&P/TSX Composite Index stocks trading 
above their respective 50-day Moving 
Averages.  
 
Toronto is being tested by bearish 
pressure.  The next two weeks should 
tell us whether the S&P/TSX Composite 
Index is in a significant pullback or 
whether it has completed a short pause 
and is now ready to advance towards 
17,000.  
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Dow Industrials 

   
 

At the beginning of January we noted that the Dow 
Industrials was well-extended and encountering 
overhead resistance posed by the upper boundary 
of its trend channel near 25,000.  That resistance 
was easily broken in early January and the Dow 
Industrials has since zoomed upwards over 1,600 
points (6.5%).   
 
Internal momentum tracked higher as the 
Industrials advanced in January, so there are no 
negative divergences.  But the Dow Transports, 
after making a new closing high in mid-January, 
have since tracked back in its biggest retreat in 

over two months.  This new divergence with the 
Industrials needs to be closed to reassure the bulls.   
 
The sharply-rising 50-day Moving Average is at 
25,000 and there is some support visible in the 
24,700 to 25,000 zone.  Below this zone there is 
little visible support beyond a small band near 
24,500. 
 
The Dow Industrials is overbought but in 
a strong up trend.  It would require a 
move below 24,000-25,000 to cause any 
disruption to the bullish pattern currently 
in force.    

 
FTSE 

   
 
A month ago we declared that “the key issue for the 
FTSE is its action around the 7,600 level.  The most 
bullish outcome would be an immediate strong and 
sustained move above 7,600.”  January saw a very 
bullish development as the FTSE moved 
immediately up to near 7,800 and new all-time 
highs.    
 
The London market is now delicately poised.  The 
FTSE spent the last two weeks re-tracing its 
advance and approaching a re-test of the 7,600 
breakout level.  The initial test of late last week 
seems successful.  The pullback has placed the 
FTSE in a small oversold condition, and therefore 

the FTSE seems to be getting into a position to 
renew the advance. 
 
The 7,600 level needs defending by the bulls to 
confirm the major breakout made at the end of last 
year.  The 50-day Moving Average is just below this 
level at about 7,550, offering further support. 
 
We expect that the FTSE will successfully 
re-test 7,600 and that the advance will 
resume.  This would be confirmed with a 
move to new all-time highs above 7,800, 
a 2.6% increase from current levels.    
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