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CONFIDENCE IS GROWING, BUT THE CORRECTION  
NEEDS MORE TIME AND ROOM TO RUN. 

 

 

Nearly four months have passed since the 
important January and February lows.  Double-
digit percentage gains followed in New York 
and Toronto.  With the S&P 500 pulling back 
from its April high, our conclusion two weeks 
ago was that the markets were taking a well-
earned and healthy rest, and that “more 
choppy and corrective action is likely.”  A few 
more days of selling followed our last Market 
Comment, but the markets found renewed 
strength as the month came to an end.   This 
year “sell in May” meant that some investors 
“did not make hay.” 
 
Have we now seen a completed correction?  
The evidence is mixed.  In New York some 
market indices (the NASDAQ, Russell 2000 and 
S&P 100) completed a one-third retracement 
of their previous advance and the Dow 
Industrials came very close to the same 
percentage pullback.  Toronto’s S&P/TSX 
Composite Index had a small sell-off in early 
May but its pattern since its January low looks 
like one very large rally with no significant 
correction.  However, the S&P 500 and the 
NYSE Composite did not complete a full one-
third pullback.  This leaves open the possibility 
that the end of May rally is just a “B” recovery 
wave of a larger “A-B-C” corrective pattern.  If 
this is the case then the S&P 500 should 
decline below its May 19 intra-day low of 
2025.91 and approach its 200-day Moving 
Average at 2,010 to complete the correction. 
 
There are several other factors working at 
cross-purposes.  Supporting an advancing 
market, the 105-day cycle is in a new “up” 
phase, market breadth remains in good shape 
according to the NYSE daily advance/decline 
line, the markets are not overbought, and the 
NASDAQ is showing good relative strength and 
may be about to reassume a leadership role.  
In contrast, the 39-week cycle is due to 
mature in mid-June and the number of NYSE 

stocks making new 52-week highs continues to 
decline.  Sentiment is also showing a degree of 
complacency, as the percentage of stocks 
above their 10-week Moving Average is back 
to 70.4% (Investors Intelligence statistics), 
the VIX “fear index” is at the low levels seen at 
the market peak of last November and equity 
put/call ratios are showing little concern that a 
pullback is imminent.   
 
Toronto’s continued strength is indicated by 
the S&P/TSX Composite Index, as it continues 
to stay above the key 14,000 level. It is being 
led by the Banks and assisted, until recently, 
by the Golds.   The Banks’ leadership (some 
banking stocks are breaking out), will be 
important for this up leg.  But Toronto will not 
be able to run counter to the New York’s trend 
for an extended period, so renewed strength in 
New York is needed for Toronto to challenge its 
highs of 2014 and 2015. 
 
Our preferred scenario is some further 
weakness in New York to complete the 
corrective phase from the April high.  But this 
bull market seems to have a bottomless well of 
pleasant surprises, and if the S&P 500 moves 
higher from here and through the overhead 
resistance in the low 2,100s then we will have 
a very welcome – and bullish – resolution.   In 
either scenario, this bull wants to make new 
highs eventually.     
 
A small “swoon in June” should see 
the end of the corrective period.  This 
should be followed by a push towards 
the highs made last year.  Any further 
weakness is a buying opportunity.  
Please see our List of Investment 
Ideas for candidates. 
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S&P 500 

 
 

The S&P 500 briefly broke near-term support at 
2,030 on May 19 but quickly reversed itself and 
moved back towards the 2,100 level as the 
month ended.  Internal momentum is in good 
shape and the S&P 500 is not yet overbought 
despite its sharp rise at the end of May. 
 
Near-term support is offered by the 50-day 
Moving Average at 2,070 and the 200-day 
 

Moving Average at 2,010.  Overheard resistance 
remains at the 2,111 and 2,116 highs. 
 
Completion of a one-third correction 
down to the 200-day Moving Average 
should occur first, but a move through 
the overhead resistance in the low 
2,100s should eventually occur. 

 
S&P/TSX Composite Index 

 
 

The S&P/TSX Composite Index was an out-
performer in May and has continued to move 
higher with only minor pullbacks.   Toronto is now 
up nearly 23% from its January low.  
 
The S&P/TSX Composite Index finally broke 
through the 14,000 resistance zone in late May. 
Could the Toronto market sustain itself above this 
breakout point?  After a four-month advance 
there are some signs that the Toronto market’s 
rally is beginning to wane.  The number of stocks 
making new 52-week highs is declining, internal 
momentum is starting to weaken and the price 
pattern of the S&P/TSX Composite Index is 
beginning to form resistance in the 14,400 to 
14,500 area. 

Without a significant correction for four months, 
the Toronto market could still have a pullback of 
one-third of the current advance.  This targets 
the area occupied by the 200-day Moving 
Average, around 13,300.  Above this level the 
50-day Moving Average should offer good near-
term support at 13,700. 
 
If Toronto sustains its breakout above 
14,000 then a move above 15,000 is 
possible in the near-term.  But a more 
likely outcome is a minor correction 
back towards the 200-day Moving 
Average.
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Dow Industrials 

 
 

A month ago the Dow Industrials was beginning to 
pull back from its recent high at 18,167.63.  Our 
assessment and conclusion was “The Dow 
Industrials’ technical picture continues to improve as 
long as it can hold on to the bulk of its February-
April gains.  A one-third retracement of the recent 
advance targets the low 17,000s, near the 200-day 
Moving Average.  We expect the Dow Industrials to 
trade in the 17,000s to consolidate recent gains. “ 
 
The Dow Industrials traded down to an intra-day low 
of 17,331.07 in May, a retracement of 31.4%.  This 
fulfils a minimum correction requirement.  The Index 
remains above its 200-day Moving Average, which is 

flattening out, and the 50-day Moving Average 
continues to rise.   
 
If further corrective action ensues then a worse-case 
scenario of a re-test of the area between the 200-
day Moving Average and the May low (i.e. about 
17,100 to 17,300) is possible. 
 
The Dow Industrials had a healthy 
correction.  It should now only be a 
matter of time before the April high at 
18,167 is exceeded.   

 
FTSE 

 
 

At the start of May we called for the FTSE to 
continue to trade within the 6,000 to 6,400 area.   
We argued that this zone was an important base-
building area that could create a platform for the 
FTSE to attempt to break out above overhead 
resistance at 6,400 to 6,500. 
       
London’s action during May was very encouraging.  
The FTSE held the 6,100 level, which is assuming 
increasing importance, and moved up towards 

6,300, well above its 200-day Moving Average.  The 
FTSE is not overbought. 
 
A final move back towards 6,100 to 
complete a full one-third retracement of 
the previous rally is possible.  After that, 
the FTSE would be well-positioned to 
launch a successful attempt to break 
through the 6,400/6,500 resistance zone.
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