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THE MARKET FORECAST UNTIL LABOUR DAY: 
THE SUNNY AND WARM BULL MARKET SHOULD CONTINUE. 

 

After a hesitant last half of July, the markets 
answered the bell yet one more time at the 
beginning of August.  The first part of the 
month saw new all-time highs in the S&P 
500, the Dow Industrials, the NASDAQ and 
the broader NYSE daily advance/decline line.  
And why not?  After all, making new highs is 
core business for bull markets! 
 
Yes, there is cause for some nervousness as 
the major market indices move higher.  
Sentiment is getting a little more positive and 
put-buying is at low levels.  The Volatility 
Index (VIX) shows little fear.  But we still see 
few signs of over-confidence and rampant 
enthusiasm for the markets, and that is a 
bullish environment.  One or two magazine 
covers declaring “Dow 20,000 is just around 
the corner” or “bull market forever” might 
change our view, but this has not happened 
just yet.    
  
The most important fact of the matter 
remains price behaviour.   The dominant 
patterns of “higher highs and higher lows” in 
many of the major market indices received 
an added boost in early August when prices 
broke higher out of tight trading ranges.  This 
“flag” chart pattern from the late-June low in 
the S&P 500 projects a move towards 2,300.  
And all of this is occurring above rising 200-
day Moving Averages.  The immediate 
prospect is for higher prices with minor 
corrections back towards 50-day Moving 
Averages along the way.   
 
We posed a question at the beginning of 
August as to whether Toronto would have to 
take further time to digest its recent 
substantial gains, or whether the S&P/TSX 
Composite Index would proceed quickly 
towards the 15,000 area.  Toronto’s answer 
was to push higher.  The recent break above 
14,600 has increased the chances that the 
S&P/TSX Composite Index will – sooner 
rather than later – move towards the top of 
its current uptrend channel in the low 
15,000s.  We expect that this will occur 
before any significant correction happens.  

 

Now let’s look further ahead.  After Labour 
Day it is very possible that the sunny 
summer skies are going to be replaced by 
some autumnal clouds.  After the sell-off in 
its first six weeks, and excluding the “Brexit 
hiccup”, the year 2016 has been 
unrelentingly positive for the S&P 500. But it 
is unlikely that the current up trend is going 
to persist for the rest of the year without a 
significant pull back.     
   
The cyclical picture gives some clues as to 
when a correction might occur.  During the 
election year of the 4-year U.S. Presidential 
cycle New York tends to encounter weakness 
in the autumn.  As we move into October and 
as election anticipation grows, the 70-day 
cycle and the 39-week cycle will approach 
maturity, which might put further pressure 
on the markets.   The good news is that New 
York tends to close the year strongly in an 
election year. 
     
In sum, it’s time to declare “long live 
the bull market.” This has so far 
been an extraordinary year for a 
long-in-the-tooth bull, and there are 
further all-time highs ahead.  
Vulnerability to a significant 
correction will increase in the 
September/October period.   But this 
bull market is not going to be 
conclusively “trumped” in 2016.  It 
is still very likely that this bull is 
going to see birthday number eight 
in 2017. 
 
In the weeks ahead some extended 
stocks may be candidates for profit-
taking.  At the same time, any 
market correction in the fall should 
be treated as an opportunity to 
accumulate stocks that still have a 
positive technical profile. 
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S&P 500 

 
 

The S&P 500 continues to advance, making 
new highs.  The breakout above July’s tight 
trading range will be important as long as it 
can hold.  Internal momentum is starting to 
show signs of slowing down. 
   
The initial level of support is at the 2,147 low 
of August 2.  Below that the rising 50-day 
Moving Average provides support at about 
2,130, near early July’s breakout point.  The 

200-day Moving Average is at 2,050 and will 
soon start to rise more rapidly. 
 
The immediate challenge for the 
S&P 500 is to maintain the pattern 
of higher highs and higher lows 
arising from the late-June low.  If 
this is done then a break above 
2,200 is imminent. 

 
S&P/TSX Composite Index 

 
 

After a quick 1,000 point gain from late-June 
to mid-July the S&P/TSX Composite Index 
traded in a tight range for three weeks.  This 
was a consolidation period, confirmed by the 
recent breakout above 14,600. 
 
The immediate target for Toronto is 15,400.  
There is good support from 14,300 to 
14,500, the area occupied by the rising 50-
day Moving Average.  It would require a 

move below 14,300 to indicate that a 
corrective move was underway. 
 
Although modestly overbought, 
Toronto’s seven month up trend 
must be respected.  The pattern of 
higher highs and higher lows 
remains firmly in place.  The low 
15,000s can be achieved shortly. 
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