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THE BULL MARKET’S UPSIDE POTENTIAL REMAINS SUBSTANTIAL, 
 

BUT JANUARY IS LIKELY TO BE  
 

A WEAKER AND CORRECTIVE MONTH. 
 

 
Our mid-December Market Comment 
concluded that the New York bull market was 
in robust health, but was over-extended and in 
need of a resting period.  We expected the S&P 
500 “to enter a multi-week correction phase 
that could last until early February.”  In 
keeping with our overall bullish outlook, 
following that pullback phase “we expect an 
advance to more new all-time highs.” 
 
The S&P 500 rallied strongly in the last three 
months of 2019, the mirror opposite of its 
major correction in the last months of 2018.  
The Index rose just over 400 points since early 
October, a remarkable gain of just over 14%.  
The major breakout above 3,050 that began 
two months ago has been sustained.  And the 
S&P 500’s action in the last few weeks has 
reinforced bull market lesson #1: a strong rally 
can remain in overbought territory for a long 
time without faltering significantly. 
 
The underlying power of the S&P 500’s rally 
should not be underestimated. It is 
accompanied by breakouts and by new all-time 
highs in New York’s other major market 
indices: Dow Industrials, NASDAQ and the 
NYSE Composite.  There is broad participation: 
the NYSE daily advance/decline line is also at a 
record level, and the rally has been 
accompanied by an expanding number of NYSE 
stocks trading above their respective 200-day 
Moving Averages (72% at last reading).  Minor 
internal momentum divergences have been 
easily overcome.  Sentiment measures remain 
subdued – the Investors Intelligence and AAII 
sentiment indicators are positive but show few 
signs of overconfidence.  The financial media 
remain largely in “wall of worry” and 
cautionary mode.  Barron’s latest cover story is 
entitled “How to position your portfolio for 
rising market risks.”   
 
Three weeks ago we suggested that the S&P 
500 would begin a period of rest/pullback by 
late-December.  It has yet to happen, but the 
S&P 500 remains well above its price channel 

and is now stretched nearly 10% above its 
200-day Moving Average, the largest gap in 
almost two years.  The odds are growing that 
an intermediate-term peak in internal 
momentum has either just occurred or is 
imminent.  January, in a presidential election 
year, is historically a weak month. In addition, 
the 70-day and 39-week cycles are due to 
mature in late-January/early February.   This 
adds up to: (1) the current three month rally is 
very likely nearing an end; (2) a healthy multi-
week corrective period, with chances of 
increased volatility, will follow.  Ideally we 
would like to see the S&P 500 retreat back into 
its trend channel and reduce the gap between 
the Index and its 200-day Moving Average.      
 
Toronto’s S&P/TSX Composite Index made 
another all-time high just before year end, but 
the Index has largely treaded water for the 
past month.  The Banks are still pulling back, 
but many Gold and Energy stocks are 
beginning to make upside moves.  This 
suggests that the S&P/TSX Composite Index, 
while still vulnerable to more pullback action, 
could hold up relatively well in January even as 
New York has minor weakness.  Toronto’s 
upside potential remains significant, especially 
if commodity-related stocks follow their 
historical late-stage bull market pattern.  
 
In sum, the S&P 500 has been in no 
hurry to pause or pull back during its 
recent advance.  But bull markets do 
not move in straight lines forever, 
and a period of healthy correction and 
consolidation to refresh this bull 
market is overdue.  January should 
see weakness, with the downside risk 
remaining as we previously projected, 
i.e. 3-5%.   News-related volatility 
may occur.  Following this correction 
we expect another up leg leading to 
more all-time highs. 
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S&P 500 

 
 

The S&P 500 rallied 402 points from October 3 to 
January 2.  The Index made the journey from the 
beginning of its trend channel at the start of the rally 
to the top of the channel by early-December.  With 
the S&P 500 at that point in overbought status we 
expected that the Index would start a pull back 
towards the middle area of the channel.  Instead, the 
S&P 500 continued to advance, and is now well 
above the upper boundary of the trend channel.  It 
has also traced out a “rising wedge” price pattern on 
the daily chart, which often appears towards the end 
of a rally (not shown). 
 
The S&P 500 clearly has a substantial reservoir of 
upside momentum, so a continuation of the rally 
cannot be discounted.  But it would be very unusual 
for the recent excellent gains to continue at the 
current pace for much longer – some sort of resting 
period is needed.  December ended up as a very 
strong month and, with some cycles pointing down 
into late-January/early-February, a pullback is 
expected.  The S&P 500 has also made a minor low 

at two-month intervals on four occasions since mid-
2019.  If the pattern continues then the next low 
would be early February (see arrows). 
 
A one-third pullback of the three-month advance 
targets about 3,125, near the rising 50-day Moving 
Average.  A one-half retracement projects to near 
3,050, which is the breakout level that was 
penetrated to the upside in early November.  That 
level was approached in the small pullback of early 
December so a re-test of that support is possible.  
There is strong support from 2,975 all the way up to 
3,050.   
 
A healthy 3-5% minor correction in the 
S&P 500’s ongoing bull market is very 
possible in January and early February.  
The S&P 500 remains in a vigorous bull 
market, with considerable upside 
potential, so after this pullback we expect 
another major advance into the spring. 

 
S&P/TSX Composite Index 

 
 

The S&P/TSX Composite Index made a new all-time 
high in late-December.  Although Toronto had rallied 
in the latter half of that month, it did so with 
comparatively lower internal momentum than the 
levels achieved in late-November, creating a 
negative divergence.  This is often the precursor to a 
pullback. 
 
The Toronto market was also recently at the top of 
its rising trend channel, and has already started to 
retreat.  Further pullback into the channel and a re-
test of the early December low just above 16,800 is 
expected.  This would also bring the S&P/TSX 
Composite Index back near its rising 50-day Moving 
Average.  Below this level strong support can be 
seen from 16,500 (the location of the 200-day 
Moving Average) to 16,750.   
 

With Golds and some of the Energy stocks showing 
renewed strength, and with the big Banks likely near 
the end of a multi-week pullback, we expect that the 
S&P/TSX Composite Index will only see a minor 
correction.  The Index should be able to easily stay 
above its rising 200-day Moving Average. 
 
The S&P/TSX Composite Index needs a 
little refreshing pause in its upward path, 
which we expect will occur in January.  As 
a historically strong late bull market 
performer, the Toronto market should 
recover to see more new all-time highs.  
One of the best-performing upside periods 
for the S&P/TSX Composite Index’s bull 
market may appear after this correction is 
completed.   
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Dow Industrials 

 
 

Over a month ago we noted that the Dow 
Industrials was above the top of its trend channel 
(A) and faced overhead resistance in the high 
28,000s.  We expected a minor correction in 
December.  Instead, the Dow Industrials briefly 
pulled back to find support at the rising 50-day 
Moving Average, and then rallied once again, 
reaching a high of 28,873 at the start of January.  
The Dow Transports also strengthened in 
December but has yet to make a conclusive 
breakout above resistance. 
 
The Dow Industrials’ move above 27,400 in 
November has been shown to be an important 
breakout (A) by the subsequent further rally in 
December.  But with the Index in overbought 
territory, the prospects for a pullback are 
growing.  The Dow Industrials gained 3,130 
points (12.2%) in the last three months.  A one-
third retracement of these gains targets just over 

27,800, near the rising 50-day Moving Average.  
A one-half retracement projects to 27,300.  
Nearby support can be seen near 28,000 with a 
more substantial band of support from 26,700 to 
27,400. 
 
The Dow Industrials is in a very bullish 
position for the longer-term, having 
broken recently above a nearly two year 
horizontal consolidation pattern (not 
shown).  The breakout probably needs a 
re-test and after three months of strong 
advance the time is coming for this re-
test.  We expect a minor pullback to 
develop soon.  Further new all-time 
highs should follow. 
 

    
FTSE 

 
 

In previous Market Comments we noted that the 
FTSE had been trading in a range between 7,200 
and 7,450 since August.  The upper boundary line 
was tested on three occasions in the autumn, 
with the FTSE being pushed back each time.  
Meanwhile, the daily advance/decline line was 
making new highs.  We concluded: “The FTSE 
continues to mark time as the U.K. general 
election approaches.  Another attempt to 
challenge the 7,450 level should occur in 
December.” 
 
The upside breakout finally occurred in mid-
December, and the FTSE rose to 7,665 and 
another area of overhead resistance.  The sharp 
December rally gained over 530 points (7.5%) in 
less than four weeks. This rate of change is not 
sustainable so a period of rest/consolidation is in 
order.  It will be important for the FTSE to defend 

the 7,450 breakout level, which may very well be 
subject to re-testing by bearish forces. 
   
If the breakout level is defended in the weeks 
ahead, the next upside target is the late-July high 
at 7,727.  But as we have noted before, there is 
substantial overhead resistance to be overcome in 
the high 7,000s, so a successful challenge of 
these levels may require further base building.  
Support for the FTSE can now be seen at 7,450 
and then in the 7,350 to 7,400 zone, where the 
200-day and 50-day Moving Averages rest. 
 
The FTSE made an important upside 
breakout in December.  If the breakout 
level is sustained, a move to the high 
7,000s is possible.  
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