
MTS - The Bear Case Re-stated 17th May 2002

1Peter Beuttell 44 (0) 1736 365115 peter@mtsresearch.com

Research Limited 17th May 2002MTS

Global indices were unable to follow through on the upside after February’s recovery, and recent
weakness has produced some signals which suggest that the post-2000 bear trend may have
resumed.  The oversold condition is producing the expected bounce, but we thought that it might be
useful to put together a reminder of just how many charts still carry a bearish message (or at least
potential), since the rally pattern and indicator signals on this recovery are going to be pretty critical.

THE BEAR CASE RE-STATED
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2 The World Index still contains the Fibonacci bear market ratios of Japan in 1990-1992.  A
major trend break occurred in 2001, and a larger top may be forming.

3 The NYSE Composite has a top pattern target around 450 - 22% lower.  The Cycle of Pi
warns that prices should trend lower into November.

4 The March rally peak hit Fibonacci Time and Price targets that normally apply in a bear
market.

5 The US failed to rally into new highs in May, keeping in place the Great Bear Market rally
tag for the post-September recovery.

6 Recent signals from the 14-day RSI are consistent with a resumed bear trend.

7 Sterling based charts for the World and US indices contain completed top-type patterns.

8 Europe is equally toppy, with similarly bearish RSI trend signals.

9 Japan is probably finishing off its fourth wave rally pattern, with Topix targets in the 1,150-
1,200 range.  Hong Kong has broken its 25-year uptrend and is testing major resistance.

10 Minor new highs from Bond yields will give bullish momentum and pattern signals.

11 Oil continues to act consistently with our wave (5) rally scenario (to new all-time highs).

12 Gold is close to a major trend break.  A mini version of 1979 is a possibility for Oil and
Gold.
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One important trendline has already
cracked.  A break of the September

2001 low would complete a top pattern
with a minimum target around 430, and
a test of the lower trendline could also

occur eventually.

Doing pretty much
what Japan did in
Fibonacci terms.

Similar rally
duration also

(see p. 4)
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NYSE COMPOSITE TOP PATTERN
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This remains the single most
worrying chart globally.

The pattern target of the 1999-2001
top is in the 450’s, and a break of

500 would complete the larger
pattern.
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Pi begins
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Quarter Cycle Highs/Turning Points

The Cycle of Pi (below) warns that
the trend will remain downwards

until early November.

All three intra-day highs
occurred within 0-2 days

of the quarter-cycle points.

GBM target zone:  02.09.02-21.01.03
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This count is now preferred given that the
index has achieved the absolute minimum

rally requirements and backed off.

We have expanded the target box, but
the NYSE needs to rally hard to hit it.
As a scenario it is losing credibility.

.618



MTS - The Bear Case Re-stated 17th May 2002

5

Gold:  March 1980 - February 1981

NYSE Composite:   September
2001 onwards

Topix:  September 1990 -
August 1991

The middle chart is New York now.  The top and bottom charts represent the longest rallies
within incomplete Great Bear Markets.  Their lows have been centred to coincide with the
NYSE on 21.09.01.  The NYSE has been unable to make the new highs in May needed to
lessen the chances that a GBM is still in progress.  It obviously could still do so, but the RSI
analysis for the S&P 500 on page 6 suggests that it will not.
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S&P 500: 14-DAY RSI - 1998/2002
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The three occasions when
the S&P has been beneath
the 200-day m.a. are more

relevant to the current
position.

Initial readings of 30% or below in the RSI
have preceded the low in the last four years.

RSI readings of below 30%
when the 200-day m.a. is

falling have all been during
on-going downtrends.

Note the bullish
divergence at the lows

(missing in 2002).

Correction exampleBear market
example



MTS - The Bear Case Re-stated 17th May 2002

7

FTSE WORLD INDEX (£)
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For Sterling investors, the
World’s top pattern has already

broken downwards.

We showed this in late-
November in response

to several client
requests.  A drop to the

early 2000 low is an
initial minimum

expectation.
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Almost exactly equal
to 2, as is normal

The pattern in Dollar
terms is almost identical.

3 = 1.618 x 1 here, so
it was only slightly
longer than normal.
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MS EUROPE
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Here is another RSI which
has dropped to

“downtrend” levels.
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(B) .382
retracement

5 = 2.618 x 1
5 = 1.382 x 3

3 = 2 x 1

This trend and potential top are
intact.  The 2001 low is critical
to both.  Our wave count for
Continental Europe (below)

implies an eventual downward
break.
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HONG KONG
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Japan:  This wave count calls
for one final leg to new lows

to complete the post-2000
bear market.

Wave 2 is “up”

Wave 4 is “sideways”.  The
1,158 level is the normal .382

retracement of wave 3.

Major uptrend broken,
and struggling at the

12,000 resistance level.
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The momentum configuration is bullish.

Nearing downtrend
resistance.

Bullish divergence
forming.
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BRENT CRUDE (MONTHLY CLOSE)
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This is a very
bullish wave

count (for Oil, if
nothing else).
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We are targeting $330+, so the
downtrend should break.  A Double

Bottom may also be forming, and
would target $400 once completed.


