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THE DOWNTURN IS NOT QUITE FINISHED. 
THE MARKETS NEED MORE REPAIR TIME. 

 
The headline in our Market Comment at the 
beginning of December was “The markets are 
quite overbought.  December may not be easy 
for the bulls.”  We expected tired-looking 
markets to have a volatile month with pauses 
or pullbacks occurring in the major market 
indices. 
 
And that is exactly what is unfolding.  Toronto 
continued its damaging multi-month 
correction, London’s latest recovery attempt 
was convincingly repelled by its 200-day 
Moving Average, and New York started to roll 
over after recently making new bull market 
highs.  By the end of last week all of these 
markets had moved into short-term 
moderately oversold conditions. 
 
So does this mean the worst is just about over 
and Santa is ready to ride to the rescue?  We 
think not quite yet.  The markets will likely 
remain under pressure until at least the end of 
the year from the downside of the shorter 70-
day and longer 39-week cycles.   Further tax-
loss selling is possible for at least another 
week.  The S&P 500 and other New York 
indices have held up well in recent weeks but if 
they roll over into a more sustained downturn 
it will be difficult for other markets to make 
significant advances in the near term. 
 
There is a growing divergence between the 
action in New York and the one in Toronto and 
London.  The bull market is moving into a new 
phase.  The major indices in New York appear 
to be still in an advancing Leg 3 of their 
respective bull markets and it would take a 
decline toward the mid-October lows to change 
this interpretation.  Toronto, in contrast, 
appears well-embedded in a “Leg 4 down” that 
is threatening its October lows.  And London 
failed to reach the upper end of its large 
trading range during its recent rally, a 
 

significant change from its behaviour 
throughout 2014. 
 
Encouragingly, as Toronto approaches its mid-
October lows, there are signs that a positive 
divergence in internal momentum is 
developing. This type of technical development 
is often the forerunner of a trend reversal.  
Toronto’s action in the next 2-3 weeks may 
signal the end of its Leg 4 correction. 
 
There is much media commentary about 
“bargain-hunting” in beaten-down stocks such 
as Energy.  Late-stage bull markets are 
characterized by fragmentation, with many 
sectors and stocks topping out and others 
continuing their bull advances.  In the weeks 
ahead it is likely that many oversold stocks will 
bounce back towards their now-declining 200-
day Moving Averages and nimble investors can 
profit from these moves.  After that, there is 
likely to be another selling wave in these types 
of stocks.  There remain many sectors and 
stocks positioned above their respective and 
still-rising 200-day Moving Averages – buying 
the strength and resilience of these leading 
sectors and stocks is our preferred strategy. 
 
In sum, the major market indices in 
New York, Toronto and London are 
showing more signs of diverging as 
they take different paths to working 
off the overbought conditions created 
in the summer and fall.  But the 
underlying technical indicators still 
suggest that the bull market remains 
alive and well.  And in this context 
pullbacks and base-building at this 
stage are healthy, if somewhat 
painful, processes. 
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S&P 500 

 

 
 

A small negative divergence in internal 
momentum in the first week of December was 
the signal for the S&P 500 to start pulling back 
from recent highs.  Nearly one-third of the 
October-December advance was re-traced by the 
end of last week. 
 
A one-half pullback targets the area near the 
rising 200-day Moving Average at 1,950 and a 
two-thirds decline targets just above 1,900.   

The S&P 500 is moderately oversold.  
Near-term support should arise in the 
area of the 50-day and 200-day Moving 
Averages.  The S&P 500’s pattern in 
Leg 3 has been to snap back sharply 
after a decline and we will see if this 
pattern continues.  Any move above 
2,100 is very bullish. 

 
S&P/TSX Composite Index 

 

 
 

At the beginning of December we said “Toronto 
has some repair work to do.  Further pullback 
action is very likely and a re-test of the October 
lows cannot be ruled out.” 
 
The S&P/TSX Composite Index is now testing its 
October lows in what appears to be the “C” wave 
of a multi-month A-B-C correction.  Internal 
momentum on the “C” wave is improving 
compared to the first “A” down wave, creating 
the potential for a rally. 
 

Wave “A stopped at the one-half level of the 
July 2013/September 2014 rally (near 13,700); 
wave “C” could end at the same point or near the 
13,500 support level. 
 
Toronto is likely nearing the end of a 
major correction.  A snap-back rally is 
possible from deeply oversold 
conditions but further base-building 
may be needed before the S&P/TSX 
Composite Index can move sustainably 
above its 200-day Moving Average once 
again. 
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Dow Industrials 

 

 
 

The Dow Industrials is beginning to pull back as 
we expected.  At last week’s close the Index had 
re-traced one-third of its previous rally.  A one-
half correction targets about 16,900 (near the 
rising 200-day Moving Average) and a two-thirds 
correction projects to just above 16,500. 
 
Six weeks ago the breakout about 17,400 looked 
very bullish.  But the bulls were not able to 

sustain the apparent breakout.  A modest 
pullback from current levels could provide the 
basis for a more successful upside advance. 
 
The Dow Industrials should find support 
in the high 16,000s/low 17,000s.  The 
mid-October lows should not be broken.  
Any move above 18,000 is very bullish.      
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For over a year and a half the 6,900 level has 
been the point of upside resistance for the FTSE.  
But a new factor – the slightly declining 200-day 
Moving Average – has entered the scene, 
stopping the London market’s latest rally 
attempt. 
 
Two weeks ago we said the FTSE was ripe for 
another pullback and that has occurred.  The 50-
day Moving Average has now moved convincingly 
below the 200-day Moving Average.  The FTSE 
has good – and indeed, crucial – support in the 

6,000 to 6,100 zone and is likely to retreat and 
test this level once again.  This would complete 
an “A-B-C, down-up-down” decline from the 
September high. 
   
If the 6,000 level is successfully 
defended then the first rally of 2015 
will go a long way to determining 
whether the bulls are still in control of 
the FTSE. 
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