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Time techniques had been suggesting a low this past week, and Monday duly
obliged.  However, the RSI for the World Index produced a new 2002 extreme,
and avoided a “downtrend” signal by the merest fraction (see below).  An oversold
bounce has begun, but indicator signals in the US are sufficiently mixed that a
lower low could still occur.

Fairly immediate new lows would produce a 5-wave decline from the March highs
in some indices.  In Elliott terms, that would not automatically signal that a larger
decline has begun, but it would be important that the subsequent recovery
produced indicator readings which were consistent with a resuming uptrend.

One important development of the week was that the RSI for the S&P 500 did hit
“downtrend” territory, and pages 2-4 are devoted to an analysis of the history of
sub-30% RSI readings combined with a falling 200-day average.  The conclusions
are bearish, so the pattern development and indicator readings for the next rally
become even more crucial.

Europe and Japan have held up better, and the indicators are neutral to mildly
oversold, with no strong signals.  Page 5 shows the opposing wave counts for
Topix, and why it is important to the bull case for the 1,070 area to hold.

WORLD INDEX & 14-DAY RSI
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“Downtrend” signal so
narrowly missed that this
chart does not even show

the gap.
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Whilst no one indicator is continually reliable, the recent RSI momentum signal in the S&P 500 is
worth highlighting.  Long-term clients may remember that indicators usually move in different
overbought/oversold ranges depending on whether the trend is bullish or bearish.  In bull markets, the
RSI normally ranges from the low 30’s up to 90%, whereas in bear markets the readings are usually
from the high 60’s down to 10%.  With the exception of the May 2001 reading, the RSI has traded
consistently between the low 60’s down to 10% since March 2000, i.e. in bear market territory.  In
addition, even in bull trends, many readings at 30% or below have signalled that an intermediate
correction has begun.  That is visible in both 1998 and 1999.  The combination of these two
observations suggests that the current decline has further to carry (probably after an oversold
bounce), whether this is an on-going bear market or not.

S&P 500: 14-DAY RSI - 1998/2002
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preceded the low in the last four years.

The three occasions when the
S&P has been beneath the

200-day m.a. are more
relevant to the current

position.
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Datastream has daily S&P 500 data for
32 years, and there have not been
many periods when a sub-30% RSI
reading has coincided with a falling
200-day average.  However, these
pages do show all of them, to provide
as full a history of this combination as
possible.

In addition, note that the 2002 decline
beneath 30% follows a rally (arguably
two) which failed to produce a 70%
reading.  For the past 30 years, this
configuration has only occurred in on-
going downtrends.

The US indices are becoming oversold,
as the Stochastics of the NYSE and
NASDAQ on page 5 show.  However,
the weight of history warns that we
should be looking for confirmation that
any imminent oversold bounce is part
of a resumed downtrend.

S&P & 14-DAY RSI: 1969/70
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S&P 500: 14-DAY RSI - 1971/74
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S&P 500: 14-DAY RSI - 1976/78
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S&P 500: 14-DAY RSI - 1981/1984
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TOPIX WAVE COUNTS

JAN FEB MAR APR MAY
900

950

1000

1050

1100

1150

TOKYO SE (TOPIX) - PRICE INDEX
JAN FEB MAR APR MAY

900

950

1000

1050

1100

1150

TOKYO SE (TOPIX) - PRICE INDEX(R.H.S

Unwelcome pattern
deterioration

Support broken, but
pretty oversold now

Oversold

Successive breaks of
1,070 and 1,046

would signal that
wave 5 to the

downside has begun.

A drop to the .618
retracement level of
i @ 1,071 would be

perfectly normal.
For now, this count

is preferred.

Short-term
bullish (only)

B

i

ii

iii

a

b
i

ii

iii

B

i

ii

iii

iv

4
C
v

i

a

b

ii
c

iii

Mild
oversold

Bearish



MTS - Global Markets Review 3rd May 2002

6

US 10-YEAR YIELD
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• Yields have reversed from
just beneath the 5.48-
5.52% target area, but the
a-b-c pattern off the low
looks complete, so a new
bull trend could well have
begun from slightly lower
levels than expected.

• The bullish divergence
signal of last month now
needs to be confirmed by a
break of the January
indicator low.

• A clear 5-wave decline
would be an additional bull
pointer.

US 10-year Yield

JAPAN BENCHMARK YIELD
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• A break of 1.25% is
needed in order to
negate the bearish
pattern target at 1.78%.

• A confirmed break of
the uptrend would also
help the bull case, but
for now the
momentum trends
retain their bearish bias.

Japan 10-year Yield

Bearish divergence
beginning?
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GERMAN 10-YEAR YIELD
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• Upside pattern not
obviously complete.
The action since the
late-March high looks
like an a-b-c correction
in an uptrend.

• If new highs do occur,
the move would need
to be dynamic to
prevent the bullish
divergence signal in the
momentum indicators
from getting stronger.

• The mid-5.40% area is
the obvious target level
(c = a).
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• Very similar to the
above.

• There is a slightly lower
target at 5.39%, where
wave c would have
retraced .618 of the
decline from January
2000 to the low at i in
Q1 last year.
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GOLD
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• The wave patterns
remain bullish with the
corrections coming as
three-wavers and the
rallies as fives.

• The 5-waver off the
March low looks nearly
complete and upside
momentum is fading,
so the conditions for a
correction are
beginning to appear.

• Note how a close
above $320 would
break the major
downtrend.  If
accompanied by good
momentum, this would
suggest that our
minimum target at the
1999 high is too
conservative.

Gold

a

b

c

GOLD

79 80 81 82 83 84 85 86 87 88 89 90
200

300

400

500

600

700

800

850

91 92 93 94 95 96 97 98 99 00 01 02
200

300

400

500

600

700

800

850

i

ii

iii

iv

v



MTS - Global Markets Review 3rd May 2002

9

• Consolidating in wave
4 of iii?

• The high momentum of
Q1 is typical of the
middle of third waves.

• The upturn in the 200-
day m.a. is another
pointer to higher prices
medium term.

• All of this is consistent
with the 2001 low
seeing the beginning of
wave (5) in the long-
term Elliott count.

OilBRENT CRUDE (ONE MONTH)
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This document is provided for information purposes only, and has been prepared using chart or technical analysis. We
believe that technical analysis should only be used as an adjunct to fundamental research and quantitative techniques in the
investment decision-making process.  It has been prepared solely for the information of customers of MTS Research Ltd.
(“MTS”) who are expected to make their own investment decisions without reliance on this report.  This document is
therefore not intended to be investment advice, a recommendation of any trading strategy, or a solicitation to buy or sell
any security or other investment, and it must not be relied on as such.  Neither MTS nor its officers accept any liability
whatsoever for any direct and consequential loss arising from use of this report or its contents.  Whilst the information in
this document has been obtained from sources we believe to be reliable, we do not guarantee its correctness nor do we
make any representations or give any warranties as to the reliability, accuracy or completeness of any information
contained herein nor do we accept any responsibility arising in any way (including negligence) for errors in or omissions
from the information. All opinions expressed herein are subject to change without notice.  This publication is intended
only for the addressee of the e-mail to which it is attached, and its contents may not be reproduced, distributed or published
by any recipient for any purpose or in any other form without the prior express consent of MTS.  MTS services are only
available to other FSA regulated firms and overseas financial services institutions as defined by the FSA.
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