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THE SHORT-TERM SELLING PRESSURE WILL END. 
A SUMMER RALLY SHOULD FOLLOW. 

 

The markets started to pull back in May 
and the Market Comment of two weeks 
ago asked the question “have we now seen 
a completed correction”?   The balance of 
the evidence suggested to us that the S&P 
500 was still in a corrective phase, and we 
concluded that a small “June swoon” was 
likely and desirable to complete a healthy 
bull market pull back. 
 
The first part of June saw the markets 
move in multiple directions.  The S&P 500, 
NYSE Composite and NASDAQ slightly 
exceeded their April highs.  The Russell 
2000 and Toronto’s S&P/TSX Composite 
Index moved up even more strongly.  The 
Dow Industrials and Transports lagged 
behind.  And then another across-the-
board sell-off occurred.  The markets are 
clearly not – yet – ready to make a 
convincing breakout to the upside. 
 
The S&P 500 continues to probe the 
important band of overhead resistance in 
the low 2,100s.  This area is crucial.  
Buying pressure repeatedly lifts the S&P 
500 into this area but then the sellers 
emerge to push back.   What is intriguing 
about both New York and Toronto is that 
although these markets are currently 
“overbought”, they refuse to sell-off 
significantly.  The buyers have repeatedly 
been willing to step in when any weakness 
appears.  
 
Despite the stubborn resistance in New 
York, the longer-term upside potential for 
this bull market remains tantalizing.  The 
February low in the S&P 500, which was a 
successful re-test of the January low, was 
the important starting point. Once there is 
a sustained breakout above 2,135 this will 
be part of a new “up” wave that will lift the 

S&P 500 into “clear air” and be a very 
bullish indication.  If this is what transpires 
then all of the frustrating horizontal action 
in the S&P 500 of the last year will act as a 
very supportive base for the bulls.  
 
In Toronto, after a vigorous advance of 
over four months, which saw the market 
gain 2,920 points or over 25%, the 
S&P/TSX Composite Index seems to be 
starting an overdue correction.  Toronto, 
as we have previously emphasized, has 
been in “stretched “mode for several 
weeks.  Last week its internal momentum 
hit levels not seen in nearly two years!  
And nearly 85% of Toronto stocks were 
above their respective 50-day Moving 
Averages.  Toronto should now see a 
“minor” correction – about one-third of the 
advance – that holds on to most of the 
gains achieved since January but which is 
sufficient to take the S&P/TSX Composite 
Index back towards its 200-day Moving 
Average.    
 
But first the markets must deal with some 
more short-term selling pressure.  The 70-
day and 39-week cycles are approaching 
maturity in mid-June.  A quadruple options 
expiry day looms on Friday.  Therefore, the 
S&P 500 correction has yet to be 
completed and the potential still exists for 
a final pull back towards 2,025 and the 
200-day Moving Average.   
 
In sum, the markets remain in a 
corrective phase with a downside 
risk of about 3-5%.  The markets 
need to become truly oversold to 
exhaust selling pressure.  Then a 
summer rally to new bull market 
highs should unfold. 
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S&P 500 

   
 

The S&P 500 appeared to have started a 
correction in May, but bounced back up to a 
new rally high last week at 2,121 and then 
started a pull back.  Encouragingly, for nearly 
three months all of the action in the S&P 500 
has taken place above its 200-day Moving 
Average, which is giving the Moving Average 
time to turn up once again. 
 
There is near-term support at 2,075 where the 
50-day Moving Average intersects. Further 
support can be seen at 2,025 (the point where 

the May decline stopped) and 2,015 where the 
200-day Moving Average rests.  
 
The overhead resistance zone in the low 2,100s 
remains an obstacle to upside progress.  Any 
sustained breakout above this resistance area 
would put the S&P 500 into a very bullish 
position. 
 
We expect the S&P 500 to pull back in 
the near-term and complete the 
corrective pattern that started 
recently. 

      
S&P/TSX Composite Index 

   
 

At the beginning of June Toronto finally broke 
through resistance at 14,000, moved higher to 
the 14,400/14,500 area and then pulled back 
sharply.  With the S&P/TSX Composite Index 
very extended and overbought, it is likely that 
a corrective phase is underway. 
 
The 50-day Moving Average offers initial 
support at 13,800 and the 200-day Moving 
Average – the likely target area for a correction 
– is at about 13,350.  Any sustained move that 

Toronto makes above its recent peak at 14,451 
is extremely bullish. 
 
Toronto’s best advance in over five 
years needs a little rest.  A pullback 
towards the 200-day Moving Average 
should be a refreshing tonic for the 
S&P/TSX Composite Index and set it 
up for a move above 15,000. 
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