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ARE THE BEARS CELEBRATING PREMATURELY? 
THE BULL MARKET BENDS SOME BUT DOES NOT BREAK. 

 

 
The recent Market Comment forecast for 
2016 had a number of cautionary notes 
about the aging bull market.  But we, along 
with most other market observers and 
participants, did not anticipate the degree 
and breadth of the January decline.  So, has 
the unexpected sell-off changed the overall 
market outlook? 
 
For the S&P 500 – the most widely followed 
market Index and performance benchmark – 
the picture is complicated.  Key supports in 
the 1,860s and 1,870s were taken out and 
the October 2014 low at 1,821 was broken 
on an intra-day basis on Wednesday.  This 
all supports the bear case – until we pull 
back a little and look at the entire bull 
market.   The overall 15% decline from the 
May 2015 peak has taken the S&P 500 back 
towards the major trend-line (currently 
about 1,800 – see page 2, green line) that 
dates back to the bull market’s start in 
2009.   But that line is still intact.  At the 
same time it is the very last defence of a 
bull market whose defences are weakening.   
 
It is now clear that Leg 5 of the bull market 
did not begin with the rally from the 
August/September lows.  The bulls’ case 
suggests that the current decline is either 
(a) part of a larger Leg 4 correction that will 
stop somewhere near the major up trend-
line or (b) part of a big 16-month “backing 
and filling” horizontal trading range.  For 
perspective, it must be kept in mind that 
this bull market endured a 21.5% correction  
in 2011. In fact, current action looks 
uncannily similar to a magnified version of 
the late 2011 action! 
 
The short-term: New York is as severely 
oversold as it was at the August/September 
lows.  The number of stocks hitting new 52-
week lows, the percentage of stocks below 

their respective 10-week Moving Averages, 
put/call ratios and bearish sentiment (both 
of investment advisers and individual 
investors) were all recently at extremes (see 
last page).   In the last few days we have 
seen a “waterfall” drop after a multi-month 
decline – rather than the start of a “crash”, 
this is possibly one terminal point in a longer 
sequence before the New York market rights 
itself.   
 
At the same time, Wednesday’s advance/ 
decline and upside/downside volume figures 
were not at “climax” levels, therefore the 
corrective pattern still needs more time to 
complete. One possible scenario is that New 
York has a modest rally from its oversold 
condition and then a final pullback that 
creates more positive divergences in some 
indicators.  The completion of the entire 
corrective move could come in February 
coinciding with the next cycle cluster (21-
day, 70-day, and 39-week).    
 
In sum, the bears have succeeded – 
in the short-term – in turning the 
market dynamic upside down.  “Buy 
the dips” has been replaced by “sell 
the rallies.”  They are growing in 
confidence, but the jury is still out 
as to whether the bearish forces 
have completely turned the overall 
market tide. 
 
This is a time for caution and risk 
control, but not for panic.   The 
bulls’ situation is precarious but 
they deserve one last chance to 
make a stand and turn the tables on 
the bears. 
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In the last 16 months the S&P 500 made 
multiple highs in the low 2,100s and this week 
made its fourth low in the 1,800s.  The bears 
would say that the Index is gradually rolling 
over to join other already-bearish major 
market indices.  The bulls respond that this is 
a consolidation and that “no net progress” 
does not mean a bear market.   
   
Since the May peak at 2,135 the S&P 500 has 
carved out a large pattern of “lower highs and 
lower lows”.  The 200-day Moving Average is 
turning down and will continue to do so as 
higher values are dropped from the 
calculation. The S&P 500 is oversold but 
significant positive divergences in internal 
momentum have appeared (see first page). 

 

Rallies will encounter strong overhead 
resistance all the way up to the recent high at 
2,116 and therefore exceeding that level 
remains the key price indicator that the 
downtrend is reversing. 
 
The S&P 500 must find support near 
recent lows to retain its bullish 
status. We expect that a re-test of the 
recent intra-day low may occur (just 
as it did in October) before the 
market reverses the downtrend. 
 
 
 
 
  

S&P/TSX Composite Index 

 
 

At the beginning of January we could see little 
sign that Toronto was ready to reverse its 
downtrend and declared that the path of least 
resistance remained down.   The S&P/TSX 
Composite Index has dropped more than 11% 
in January, breaking down through important 
support. 
 
Toronto has now lost just over 50% of its bull 
market gains.  The S&P/TSX Composite Index 
is now back in the area of the large trading 
range of 2012-13 (see red line), bounded by 
11,200 and 13,000.  This level should hold to 
create a reversal. 

 
Short-term resistance is near 13,000.  There 
remains a positive divergence in internal 
momentum. 
 
Toronto’s main problem persists: it 
has to stop going down and reverse 
the pattern of lower highs and lower 
lows.  A period of basing action is 
probably needed to do so, but this has 
yet to appear. 
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