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OCTOBER WILL SEE A FIERCE BATTLE BETWEEN BULLS AND BEARS. 
A FINAL VICTORY DECLARATION  

MAY NOT ARRIVE UNTIL LATER IN THE MONTH. 

 
Since our last Market Comment the choppy 
market action continues, selling pressure 
emerges periodically, and the bullish forces 
continue to defend the recent lows. 
   
Claims by some market analysts that a new 
bear market is already underway require 
much more confirming evidence to the 
downside.  Our view remains that this is a 
Leg 4 correction in the bull market.  The 
current battle between bulls and bears 
does have a silver lining – the boundaries 
of the playing field and the rules for 
declaring victory are now very clear for 
both sides.   
 
The boundaries: Looking up, the now-
broken trading ranges of the 
spring/summer period are a formidable 
barrier.  The S&P 500’s zone from 2,040 to 
2,135 is an area of overhead resistance 
and potential supply.  Looking down, the 
immediate key levels of support and 
demand are the lows of August 24 and 25 
(1,867 for the S&P 500).   
 
The rules of the game: The bulls will only 
begin to feel more confident if the S&P 500 
gets back into the previous trading range.  
Confidence will increase further if new 
highs are made above 2,135.  The bears 
will be growling with glee if the 1,867 level 
is taken out conclusively, and they will be 
even more ecstatic if the major 2009-15 
bull market trend lines in the low 1,800s 
and low 1,700s are wiped out.  In other 
words, the bull-bear battle continues until 
either 2,135 is exceeded on the upside (a 
bull market victory), or about 1,700 on the 
downside (a bear market victory).       
 
The S&P 500 is yet to give a final verdict 
but some teasing signals are emerging.  
The 200-day Moving Average has started to 
turn down, just as it did in the Leg 2 
correction of 2011.   By mid-September the 
Index re-traced just over 50% of the 
decline from 2,135 to 1,867 and then fell 
back to 1872 on September 29, within less 
than 5 points of the August lows.  With the 
markets rallying off this most recent low – 

perhaps as part of end of quarter window-
dressing – this qualifies as a successful 
double-bottom and one re-test of the 
August lows.  Time will tell whether it is the 
final re-test of those lows.  Encouragingly, 
internal momentum is improving and the 
number of stocks making new 52-week 
lows was reduced.  So some positive 
divergences are appearing.   
 
The other major market indices offer a 
mixed picture.  By the end of Q3, only the 
Russell 2000 had taken out its late-August 
low.  The Dow Industrials, NASDAQ, NYSE 
Composite, the S&P/TSX Composite Index 
and London’s FTSE have all managed to 
stay above their respective August lows.   
 
What will happen next?  At important 
turning points the markets tend to 
confound majority opinion.  If the bull 
market is still in force, then the transition 
from Leg 4 correction to Leg 5 advance will 
be a major turning point, so we should 
expect a surprise.  This could mean we will 
see a new decline below 1,867 to turn 
opinion very bearish, but then trap the 
“bull market is over” crowd with a powerful 
rally.  Another possibility is that Leg 4 
ended very quietly on September 29 and 
Leg 5 will now move a narrowing range of 
sectors and stocks higher.   
 
It is crucial to keep an open mind 
about the markets until there is 
confirmation that either bulls or 
bears are firmly back in the 
driver’s seat.   
 
If a Leg 4 correction persists in 
October, or if this is the beginning 
of a bear market (not yet 
confirmed), appropriate risk 
control strategies should protect 
portfolios.   But if Leg 5 is already 
underway or emerges, there will be 
ample time to get on board for a 
final advance.   
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The S&P 500 made an important low in 
late-August at 1867 and a second low in 
late-September at 1872.  A positive 
divergence in internal momentum was 
achieved with the second low, setting up 
one of the conditions we identified 
previously as a sign of a potential market 
turnaround. 
 
The S&P 500 now faces two challenges: 
defend the recent lows, and try to 
overcome initial overhead resistance posed 
by the declining 50-day Moving Average, 
currently around 2,000.  The 2,040 to 
2,060 area, containing the lower part of the 
recent trading range and the declining 200-

day Moving Average, is the next zone of 
upside resistance. 
 
Below the recent lows the next area of 
support is around 1,820, the level of the 
October 2014 low and a major bull market 
trend line.   
 
The near-term battleground is 
between 1,867 and the mid-
September high of 2,021.  Any 
sustained move outside this range 
– either up or down – is potentially 
significant.  
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In our last Market Comment we suggested 
that the 12,705 low of late-August might 
be the price low for this correction.  We 
also concluded that the 12,705 to 13,000 
zone would be re-tested again and that this 
support zone should hold. 
 
Following a recovery rally to mid-
September, the S&P/TSX Composite Index 
declined sharply back to the support zone, 
stopping at 12,964 on September 29.  This 
re-test of the support zone saw improving 
internal momentum and a reduction in the 
number of stocks making new 52-week 
lows compared to late-August.  These are 
potentially positive developments, but price 

action still needs to break the “lower high 
and lower low” pattern of recent months. 
 
Near-term overhead resistance lies in the 
13,700 to 13,900 zone, which contains the 
declining 50-day Moving Average and 
where the last two rally attempts were 
halted. 
 
The S&P/TSX Composite Index 
needs a sustained move above 
13,900 to suggest that the 
corrective pattern is weakening.  
Any sustained move below 12,705 
is very negative. 
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Dow Industrials 

 

 
 

The 16,000 area provided good support 
for the most recent pull back of the Dow 
Industrials in late-September.  This was 
well above the August low of 15,370. 
 
The 16,700 to 16,900 area forms an 
initial zone of upside resistance and there 
remains further resistance in the low 
17,000s.  The declining 50-day Moving 
Average is moving below 16,800.  Major 

support now rests between 15,370 and 
15,500. 
 
The bulls will want to see the 
Dow Industrials stabilize 
between 15,500 and 17,000.  Any 
move below 15,370, especially if 
it is accompanied by a new low in 
the Dow Transports, will be 
negative. 
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As expected, the FTSE re-tested its late-
August closing low at 5899.  The 
question now is whether the small rally 
off the September 29 low has any lasting 
strength. 
 
The immediate obstacle for the FTSE is 
its declining 50-day Moving Average, 
currently just under 6,300.  The 50-day 
Moving Average has defeated every rally 
attempt in the last four months.  If this 
pattern changes, further resistance will 

be encountered at 6,450, the early July 
low point. 
 
The London market is showing a 
few signs of strength.  Base-
building by the FTSE in the 5,900 
to 6,300 area would be helpful.  
Any further decline below 5899 
opens the way for a move 
towards the low 5,000s. 
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