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THE FATE OF THE MARKET HANGS  

ON THE SUCCESS OF THE CURRENT ACTIVITY 
 

 
In mid-March, while the North American 
Markets continued to rally higher, the 
Market Comment issued a “weather 
warning” for this bull market. The storm 
that followed exposed the vulnerability 
and tiredness of this rapidly aging 
uptrend and raised the question of the 
current state of its health.    
 
The North American markets are 
certainly no longer as youthful and 
vibrant as they were just two years 
ago. The sudden and violent nature of 
the latest decline was a reminder of 
that. 
 
In mid-May the US indices reached their 
corrective objectives, what we called a 
“normal correction” level. However, the 
close proximity of major support levels 
and 200-day Moving Averages left little 
room for further downside action. In the 
following weeks the S&P 500 and the 
Dow Industrials were desperately 
groping for support near their 200-day 
Moving Averages and the Toronto 
market was trying to hang on to its last 
bastion of support. The situation 
became even more dramatic in the first 
days of June as US indices spent three 
trading days below their 200-day 
Moving Averages. These three days 
were enough to cause serious damage 
to the psyche of market participants, 
already bruised by the European debt 
scare. It didn’t take long before 
headlines such as “a bear market has 

begun” and “another crash around the 
corner” reappeared in the media. 
 
Fear-induced selling pressure has 
pushed the market lower into extremely 
oversold conditions; for example, the 
percentage of S&P 500 stocks that were 
above their respective 10-week Moving 
Averages dipped below the 15% level 
by the 5th of June.(*) 

 

As usual, the markets reacted to such 
extreme readings with a recovery rally. 
While the first lift was strong enough to 
put the indices back above their 200-
day Moving Average, the initial up-
move was met with: “How long will this 
last?” 
 
Following a decline from the March 
highs, US indices, the S&P 500, Dow 
Industrials and Nasdaq have spent the 
last four weeks building small bases in 
the form of bullish “head-and-
shoulders” formations. Recent 
breakouts from those areas of 
accumulation have put the indices on 
the path toward their March-April 
congestion areas, but once they got 
there, sellers once again got the upper 
hand. 
 
It is the behaviour of the market 
in the face of this resistance zone 
that will be the prime determinant 
of the fate of this bull market.  
  
(*) Data supplied by Investors Intelligence.      
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The latest Investor’s Intelligence 
sentiment data shows that despite the 
recent action, the number of bulls 
stayed nearly the same at 38.7%. 
Similarly, the bears continue to stay in 
their own camp. This suggests that the 
European Wall-of-Worry continues to do 
a great job of keeping the bulls at bay. 
The best scenario for the bulls would be 
a rising market with very little change 
in the sentiment readings. In other 
words, there is nothing better for the 
rising market than a large number of 
stubborn pessimists!  
 
Unfortunately, the Toronto market 
shows a dramatically different picture. 
Since the early 2011 top, the S&P/TSX 
Composite has been in a clear 
downtrend, smoothed by occasional 
relief rallies toward its declining 200-
day Moving Average. In mid-May the 
Index reached last year’s lows and the 
final line of support. This was followed 
by a brief rally and another decline 
toward mid-May lows. The real 
“decision point” awaits the Index near 
the 12,000 level, where both the 200-
day Moving Average and the main 
downtrend line intercept. Only a 
decisive advance above this level and 
subsequent stabilization could put the 
Index back on a bullish track. As of 
today, the Index situation remains 

difficult and the market action of the 
last few months could be characterized 
as a non-bull market condition at best. 
 
Along with the age of the current 
uptrend, another area of concern is the 
behaviour of banking stocks in Canada. 
All major Canadian banks show multi-
month congestion areas. Given that 
these patterns were preceded by a 
strong advance out of the 2008 lows, 
the risk of breakdown should be taken 
into account when analyzing the 
Toronto market.      
 
The quality of the current rally 
will be the prime determinant of 
the fate of this bull market. To 
date, the US indices still have 
rising 50- and 200-day Moving 
Averages – a positive development. 
However, the real test awaits the 
indices near the resistance zones 
of this spring. A prolonged 
hesitation to reach new bull 
market highs could backfire and 
set the stage for further weakness 
– a situation that this aging bull 
market cannot afford. 
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The Index’s rising 200-day Moving 
Average once again acted as a strong 
support area. The recent advance 
above the 1335 level was positive but 
the real test awaits the Index near the 

March-April congestion area, starting 
near the 1375 level. It is crucial for the 
Index to overcome this barrier. Failure 
to do so may create conditions for 
more weakness. 
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The real challenge for the Index is to 
overcome the huge concentration of 
supply near the 13,000 level. Given the 
advanced age of this bull market it is 

indeed an enormous task – one that 
could determine the fate of the Index 
for the rest of this year. 
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S&P/TSX Composite Index 
 

 
 

The Toronto Index made some positive 
moves toward its 200-day Moving 
Average. However, an enormous 
challenge awaits the Index near the 

11,900-12,000 zone. For any chance to 
get out of the current state of erosion, 
this area of supply must be overcome.     
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The early May breakdown below the 
200-day Moving Average has been of 
great concern for this Index. The recent 
advance put the FTSE above its 200-
day Moving Average temporarily, but 

could not hold. The Index must hold the 
4800-5000 level. Any move below this 
level would be disastrous for both the 
U.K. and the U.S. markets.  
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