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THE CORRECTION IS IN ITS FINAL PHASE. 
 

WILL IT END WITH A BANG OR A WHIMPER? 
 

 
In mid-March, the day after the S&P 500 
reached a high of 2,873, our Market Comment 
was headlined “The bull’s recovery rally 
reaches an important inflection point.  It’s ‘last 
chance’ time for the bears.”  Since then selling 
pressure has increased, driving the S&P 500 
back down towards its early February low.  
Other major market indices also approached 
their February lows to varying degrees but to 
date those lows have held. 
 
When the correction began in late-January we 
forecasted that it would take an “A-B-C down-
up-down” form, and be volatile and take some 
time to complete.  Our expectations are being 
met.  “Wave A down” was quick, violent and 
panicky at its bottom.  The recovery “Wave B 
up” was more extended and at its peak saw 
growing optimism that the worst was over.  
The current “Wave C down”, which began at 
2,802 on the S&P 500, is taking longer and is 
choppier than Wave A down – this 
“alternating” pattern is very common in 
corrections.  The length and importance of the 
overall corrective pattern is illustrated by the 
S&P 500’s 50-day Moving Average, which has 
turned slightly down for the first time in 
seventeen months. 
 
Yesterday’s 87 point intraday decline may 
have completed the “Wave C down” part of 
the “A-B-C down-up-down” pattern as 
portfolio managers took profits after the end 
of the first quarter of 2018. Despite of the 
drop, the “Wave C down” did not break below 
the early February low at 2,572 and neither 
the 200-day Moving Average nor the major 
up-trend line were broken.  In addition, the 
VIX, which should have shot-up towards 50 as 
it had done on February 9th at the 2,572 low, 
only rose to 25.72!  
 
Despite today’s reversal, the bears may have 
one final swing of the bat to push the 
S&P 500 below the early February 
low.  Should this occur then bearish sentiment 
is guaranteed to rise considerably.  In this 
scenario the excursion below 2,532 would be 

a dramatic “bang”, probably leading to a 
climax low on rising volume, followed by a 
quick and strong reversal to the upside that 
traps the bears and short-sellers betting on 
the start of a bear market.   Investors should 
always be prepared for this possibility as this 
correction ends.  In terms of timing, April 
should see the end of the corrective period, 
with the 70-day and 39-week cycles maturing 
in the first half of the month. 
 
The market sentiment picture also points to 
an early resolution of this bull-bear battle.  
The “Fear Index”, which made an extreme 
high in early February, hit even higher levels 
last week, indicating that investors are 
becoming increasingly negative as the 
February low is approached.  Investor adviser 
sentiment, as measured by Investors 
Intelligence, shows 49.5% bulls, declining 
back to the pessimistic levels of early 
February.  The “wall of worry” is beginning to 
reappear.    
 
Toronto also succumbed to recent selling 
pressure but the S&P/TSX Composite Index 
has remained above the key 15,000 level.  
The declining 50-day Moving Average and the 
200-day Moving Average are resisting rally 
attempts.  Encouragingly the percentage of 
S&P/TSX Composite Index stocks trading 
above their respective 50-day Moving 
Averages is beginning to show signs of 
strengthening and the Energy sector seems to 
be waking up.  If the big Banks can mount an 
advance this may be the recipe for Toronto to 
finally right itself and move higher. 
 
In sum, we expect that the corrective 
period will end in April.  The final 
chapter may have some volatile 
episodes but an upside resolution 
should be anticipated.  Investors 
should begin selective purchases of 
strong stocks that have completed 
their corrections. 
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S&P 500 

 
 

The S&P 500’s late-March decline was halted 
by a three-pronged force – the rising 200-day 
Moving Average, the two-year up-trend line 
and the February 9th closing low at 2,580.   
 
At current levels the S&P 500 remains 
oversold.  The percentage of S&P 500 stocks 
trading above their respective 50-day Moving 
Averages has recovered slightly from 
extremely low levels but there is considerable 
room for improvement.  Any further advance 
will encounter a declining 50-day Moving 

Average (currently just below 2,730).  The 
entire 2,650 to 2,800 area now constitutes an 
area of nearby overhead resistance.     
 
Ideally the S&P 500 should defend 
the early February and late March 
lows.  Any move below these levels 
will likely be a brief and last-gasp 
effort by the bears.  The S&P 500 is 
gradually positioning itself for a new 
extended advance.   

 
 
 

S&P/TSX Composite Index 

 
 

The S&P/TSX Composite Index was pushed 
back in mid-March by the 15,800 to 16,000 
resistance zone and the declining 50-day 
Moving Average.  The latest pullback found 
some support above the February low, which 
is positive.  Internal momentum has improved 
noticeably from February and the percentage 
of S&P/TSX Composite Index stocks trading 
above their respective 50-day Moving 
Averages is also well off the February lows.   
 
Toronto’s success in consolidating itself in the 
15,000 to 15,600 range remains important.  
Ideally the March 28th low at 15,150 should be 

defended.  The 15,600 area contains both the 
50-day and 200-day Moving Averages and the 
S&P/TSX Composite Index will need to get 
above this area at some point. 
 
The 15,000 level remains the level of 
last resort for a bullish view of the 
S&P/TSX Composite Index.  Staying 
above this level and gradually moving 
towards the high 15,000s would be 
good first steps towards re-
establishing bullish dominance in 
Toronto.   
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Dow Industrials 

 
 

A month ago, with the Dow Industrials in a three-week 
recovery rally, we concluded “The 26,000 level will 
pose some overhead resistance if the recovery 
continues.  We expect that the Dow Industrials will 
eventually pull back towards a re-test of the 23,500 to 
24,000 zone.” 
 
The recovery rally peaked almost immediately at 
25,735.  The subsequent pullback through March 
ended with the Dow Industrials re-testing the early 
February low near 23,500.  The positive aspects of this 
re-test are that the Index has bounced up off its rising 
200-day Moving Average, and internal momentum did 
not deteriorate further relative to the February 
readings.  The Dow Industrials recent closing low was 

not matched by the Dow Transports, which means that 
for the moment Dow Theory remains positive. 
 
The declining 50-day Moving Average poses overhead 
resistance at 25,000.  The immediate challenge is to 
defend the February and March lows at 23,500.  If this 
level is violated there is further trend line support at 
22,500.  It will take a move above 25,500 to provide 
an initial indication that the correction is over.  
 
A healthy outcome for the Dow Industrials 
would be to stay above its 200-day Moving 
Average and build a base between 23,500 
and 25,000.  This would set the stage for a 
move towards the all-time high. 

 
FTSE 

 
 

The FTSE’s important 7,100 level was tested 
successfully in early February and again in early March,  
but further selling pressure in March finally broke the 
support.  This means that in the last two months the 
FTSE gave back all of its gains from 2017.   
 
The break below 7,100, which has now persisted for 
nearly two weeks, could be the start of a more 
extended decline.  To date the correction is about 
11.9%.  But the break below 7,100 could also be the 
last chapter of the corrective period that started in 
mid-January.   The FTSE’s low last week at 6,867 
coincided with a positive divergence in internal 
momentum and the rally back to the breakdown point 
is encouraging. 
 
 

For any chance of a bullish outlook to be retained the 
FTSE must climb – and do so quickly – above the 
7,100 level.  The chances of further downside increase 
the longer London remains below this level.  But even 
if the FTSE succeeds in getting to and staying above 
7,100, the declining 50-day and 200-day Moving 
Averages (at about 7,250 and 7,400 respectively) will 
pose overhead resistance.           
 
The FTSE is in a precarious position.  A 
sustained break below recent lows would 
be extremely negative.  The FTSE needs to 
right itself soon.  A move back into the 
7,100 to 7,400 range and some base-
building in that area would be positive for 
the bulls.   
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