
W
hile diversi-
fication is
an impor-
tant princi-

ple to adhere to in portfo-
lio management, in-
vestors can increase their
odds of success by over-
weighting sectors or indi-
vidual securities that ex-
hibit superior upside potential.
Right now, if you were to hold a
gun to my head and tell me I had
to choose one sector that might
outperform all others over the
winter; I’d probably choose Cana-
dian technology. 

This call may come as a bit of
a surprise to some readers of In-
vestor’s Digest. After all, the
Canadian info-tech pickings are
slim when compared to the vast
number of technology behe-
moths available on the U.S. stock
exchanges. 

Favoring Canadian small caps
over innovative mega-successes
like Apple and Microsoft may ap-
pear to be an imprudent decision.
So allow me to present my argu-
ments for why we’ve recently tak-
en a somewhat overweight posi-
tion within the Canadian technol-
ogy sector in our ValueTrend
managed equity platform.

This sector can be represented
through the iShares Capped Info-
Tech ETF (XIT-TSX, $7.27). There
are only five holdings in this ETF,
so it’s a pretty simple position to
look at from both a bottom-up
and top-down perspective. These
holdings are: Research in Motion
(RIM-TSX, $60.39), CGI Group
(GIB.A-TSX, $16.35), Open Text
(OTC-TSX, $43.63), Celestica
(CLS-TSX, $9.17) and MacDonald
Dettwiler (MDA-TSX, $49.30).
That’s it in holdings for this ETF! 

Viewing the XIT shares from
a top-down technical perspec-

tive, you can see that a
lovely reversal from a
seven-month down-
trend occurred back in
early October. 

I should disclose here
that we have a position
for our ValueTrend man-
aged account in this ETF,
along with a position in

MacDonald Dettwiler. I also have
personal positions in these stocks. 

The March high of $7.75 for
XIT presents the first serious lev-
el of near-term technical resis-
tance (i.e., upcoming selling
pressure). If XIT can break
through that level, it could get as
high as $8.50 a share. We’ll have
to wait and see if that happens. 

For a bottom-up analysis on
the stocks that make up XIT, we
ran a quantitative value screen
on all five of the holdings. While
CGI Group and Celestica scored
a little low on some of the factors
we look at, the fundamentals
were generally quite sound for all
five stocks. 

We also ran a basic technical
screen that looked at trend and
chart formations on the five stocks.
All but Open Text displayed good
technical profiles. Our conclusion
was that there are no major funda-
mental or technical issues on any
individual stock in the XIT shares
that should hold this index back in
a meaningful way — at least relative
to the broader markets.

Now let’s compare the Cana-
dian XIT shares to its much larg-
er U.S. cousin, the SPDR Tech-
nology ETF (XLK-NYSE, $24.49).
There are 85 positions that com-
prise this index, the largest of
which are Apple (AAPL-NASDAQ,
$314.79), Microsoft (MSFT-NAS-
DAQ, $25.37), IBM (IBM-NYSE,
$145.81), AT&T (T-NYSE, $24.14)
and Google (GOOG-NASDAQ,

$594.97). In contrast to the Cana-
dian ETF, these top five positions
represent only 40 per cent of the
portfolio. 

Technically speaking, the
chart for XLK broke through $24
overhead resistance in Novem-
ber, but has two further levels of
significant overhead selling pres-
sure potentially coming up at $25
a share and then $27 a share. The
upside potential for XLK from a
technical analysis viewpoint ap-
pears to be more constrained
than that of the Canadian index. 

My bottom-up value screen
suggested that these five stocks
are largely fundamentally sound,
with AT&T being a little low in
earnings predictability compared
to our standard. Technical analy-
sis presents a somewhat different
picture for the top XLK holdings. 

Only two of the five top hold-
ings in the XLK index met my
trend and formation analysis cri-
teria. Apple and IBM passed the
technical screen with flying col-
ors, while Google, Microsoft and
AT&T seem to be running into
strong overhead resistance at or
near current levels. 

With equally impressive funda-
mentals but somewhat lesser look-
ing charts on the top five holdings
in the XLK index, I felt that the up-

side potential for the XIT shares
representing the Canadian tech-
nology sector might be greater. 

The less attractive technical
profile of the broad-index XLK
shares reflects the less attractive
charts of at least a few of the un-
derlying positions. As I am (ad-
mittedly) biased towards techni-
cal analysis when all other factors
are equal, my vote goes with the
Canadian info-tech sector.

Seasonality studies suggest
that the technology sector in gen-
eral tends to perform best be-
tween October and February.
This year, the seasonal influences
do appear to be working right on
schedule, particularly for the
Canadian stocks. 

The holiday gift-giving season
in December and the Las Vegas
Consumer Electronics Confer-
ence in January are factors that
contribute to the heightened in-
terest in both new electronic
products and publically traded
info-tech stocks by North Ameri-
cans. For this reason, I feel that
the technology sector might be a
good sector to hold a position in
over the next few months.

Keith Richards, Portfolio Manag-
er, can be contacted at
krichards@valuetrend.ca. 
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