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THE MARKETS WILL SOON CAST THEIR VOTES 
IN FAVOUR OF A NEW BULLISH ADVANCE. 

 

The markets continue to play a cautious 
waiting game.  The S&P 500 is in its third 
month of choppy and indecisive action, with 
price damage so far kept to a minimum.  But 
this is not going to last much longer – the 
markets are quietly gearing up for a 
significant move. 

Are next week’s U.S. presidential and 
congressional elections contributing to this 
caution and hesitancy?  While the influence 
of the elections is uncertain, what is much 
clearer is (a) the markets were due for a 
resting/pullback period after strong early 
summer gains and (b) cyclical influences 
were exerting downward pressure.  But these 
potentially negative influences exist in the 
context of a continuing strong bull market, 
with most major market indices remaining 
well above their rising 200-day Moving 
Averages. 

If there is a potential risk from next week’s 
elections, it is best understood by recalling 
the Brexit example.  An unexpected result 
precipitated a sell-off and a spike in bearish 
outlooks, which was quickly reversed by a 
strong rally to new highs.  The reason for the 
rapid recovery was simple – the underlying 
bull market trend overwhelmed what was 
initially perceived as negative news.    

The bullish trend continues to be investors’ 
best friend.  And an article in last Tuesday’s 
Globe and Mail makes it clear that staying 
with the trend in the late stages of lengthy 
bull markets is usually a low risk/high reward 
strategy: “over the past eight decades, the 
S&P 500 has advanced a median 21 per cent 
in the year prior to a market top, compared 
with a 15 per cent decline in the year that 
followed.”  The article also notes that 
pessimism is growing as indicated by large 
withdrawals in the U.S. from mutual funds 
and ETFs, and money managers holding the 
highest cash levels in nearly 15 years.   All 
music to our bullish ears! 

The S&P 500 has traded below its now-
declining 50-day Moving Average for the past 

seven weeks but continues to hold above the 
important 2,120 level.  The S&P 500 and the 
Dow Industrials are slightly oversold with 
most oscillators in neutral territory.  As our 
previous Market Comment noted, one final 
down move to become fully oversold and 
complete the entire correction is possible, 
especially if some cycles have a delayed 
maturity as they wait for election outcomes.  
The end of October/early November is usually 
the kick-off point for a period of seasonal 
strength and year-end rallies. 

The price behaviour of the S&P 500 since 
August still resembles a “continuation 
pattern” following a strong up leg, and 
suggests a resolution by a new move to the 
upside.   The key upside levels for the 
S&P 500 are 2,155 (the 50-day Moving 
Average) and then 2,180 (the September 22 
high).  Breaks above these levels will confirm 
that the continuation pattern has ended and 
a new bullish up leg is underway. 

Toronto recently reached a new high for the 
year with Oils leading the way.  But the 
S&P/TSX Composite Index is slightly 
extended and internal momentum is 
weakening – a minor pullback could therefore 
occur.  However, if New York breaks out, 
Toronto will inevitably follow. 

The bull market is successfully 
absorbing selling pressure.  While 
political turmoil seems to be on the 
increase, the markets are quietly 
going about their business of 
preparing themselves for a new up 
leg.  The next bullish advance should 
very likely take New York, Toronto 
and London to new all-time highs.   

Investors should position their 
portfolios now for one final ride up.  
And it might be a surprisingly 
lengthy journey in both time and 
price.  Stay the bullish course. 
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The S&P 500 continues to flirt with the 
area around 2,120 which for a long time 
was an area of overhead resistance (solid 
line) and more recently is an area of 
support (dashed line).  There is further 
support offered by the 200-day Moving 
Average at about 2,080.  To the upside, 
resistance can be seen around 2,155, the 
location of the declining 50-day Moving 
Average. 

The moderate correction since August has 
seen internal momentum gradually decline.   
But a potentially bullish positive divergence 

in internal momentum is showing signs of 
developing.   A little more selling pressure 
that pushes the S&P 500 into a fully 
oversold position may be necessary to 
complete the pullback. 

The S&P 500’s correction is 
nearing its end.  A move above the 
50-day Moving Average at 2,155 is 
needed to start the upside ball 
rolling.  Then a move above the 
September rally high at 2,180 will 
confirm a new up leg. 
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The S&P/TSX Composite Index briefly 
poked above near-term resistance in the 
14,850 area and reached a new recovery 
high at 14,964.  This looked like a new 
bullish move but then the market began to 
pull back towards its still-rising 50-day 
Moving Average.  Overbought/oversold 
indicators for Toronto are neutral, 
suggesting that the pullback could have 
some further room to run, especially if New 
York remains in a consolidation mode. 

There is good support at 14,500 and 
14,300.  The rising 200-day Moving 
Average is just under 13,900.   

Toronto has the potential for some 
further modest pullback. At the 
same time, a move above the 
15,000 level will confirm the start 
of a new up-leg. 
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Dow Industrials 

 
 

The Dow Industrials has been in a gentle 
consolidation period for over two months, 
declining by less than 4%.  The extent of this 
modest pullback sees the Dow Industrials 
trading below its now-declining 50-day Moving 
Average.    

Attempts to drive the Dow Industrials lower 
have been met by the appearance of buying 
support on either side of the 18,000 level.  This 
is the previously broken “neckline” of resistance 
that has now turned into good near-term 

support (see solid and dashed lines).  The Dow 
Transports could attain a convincing breakout 
above 18,200. 

The downside support for the Dow 
Industrials is at the rising 200-day 
Moving Average at just above 17,700. 
We expect the next major move to be 
a rise above 18,500 which will be an 
indication that a new up leg is 
underway. 
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The FTSE has been in a major uptrend since its 
February low, gaining 24% to its early October 
peak at 7,130.  The initial breakout above the 
resistance level of 6,950 was followed by a 
consolidation with the FTSE pulling back 
modestly towards its rising 50-day Moving 
Average.   This pullback has been able to stay 
for the most part above the 6,950 level.  

There is good support at 6,900 and additional 
near-term support in a band from 6,550 to 
6,800.   

The London market is modestly oversold but 
has the potential to continue its pullback until it 
is fully oversold.  A one-third retracement of the 
late-June to early-October rally targets just 
below 6,700, but this is a worst-case scenario. 

The FTSE is in the midst of a healthy 
period where recent strong gains are 
digested.  Following its completion we 
expect the next rally will easily take 
the FTSE above its recent high at 
7,130. 

 
Phases & Cycles Inc., 2020 Boul. Robert-Bourassa, Suite 1903, Montreal, QC  H3A 2A5 

Tel.: (514) 393-3653     E-mail: RonMeisels@phases-cycles.com     www.phases-cycles.com 
© Copyright 2016, Phases & Cycles Inc. All Rights Reserved 

The contents of this report may NOT be copied, reproduced, or distributed without the explicit written consent of Phases & Cycles Inc. 
The opinions and projections contained herein are those of Phases & Cycles Inc., its principals, associates and employees (collectively “the researchers”) and are subject to change without notice.  The information contained herein has 
been obtained from sources that we believe to be reliable but cannot guarantee its accuracy or completeness.  This report is not and under no circumstances is to be construed as an offer to sell or the solicitation of an offer to buy any 
securities.  This report is furnished on the basis and understanding that “the researchers” are to be under no responsibility or liability whatsoever in respect thereof.  “The researchers” may, from time to time, buy, own or sell securities 
mentioned herein.  “Phases & Cycles” is a registered trademark of 104443 Canada Inc.  

200dMA

50dMA

200dMA 

50dMA


