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Time techniques had been suggesting alow 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 signalsin 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
insomeindices. In Elliott terms, that would not automatically signal that alarger
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 afalling 200-day average. The conclusions
are bearish, so the pattern devel opment 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 isimportant to the bull case for the 1,070 areato hold.
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Whilst no oneindicator is continually reliable, the recent RSl 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 isvisible 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 thisis an on-going bear market or not.

S&P 500: 14-DAY RSI - 1998/2002
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S&P & 14-DAY RSI: 1969/70
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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% RS
reading has coincided with afalling
200-day average. However, these
pages do show all of them, to provide
asfull ahistory of this combination as
possible.

In addition, note that the 2002 decline
beneath 30% follows arally (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 NY SE and
NASDAQ on page 5 show. However,
the weight of history warnsthat we
should be looking for confirmation that
any imminent oversold bounceis part
of aresumed downtrend.
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S&P 500: 14-DAY RSI - 1976/78
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BOND MARKETSFOCUS
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GERMAN 10-YEAR YIELD
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