
O
n e  o f  t h e
unique things
about a com-
modity stock

is that it’s sometimes a
leading indicator of fu-
ture prices for the com-
modity itself.

So says Eden Rahim
who runs an exchange-
traded fund for Toronto’s Hori-
zons AlphaPro.

Large institutions and so-
phisticated investors will buy
gold stocks, for example, if they
believe that the price of gold is
going up.

But once the commodity has
risen aggressively, as gold has
over the past two years, there are
fewer smarter investors willing to
bet on an equally big jump in
gold prices.

As you’ve no doubt noticed,
gold stocks have underperformed
gold bullion for some time now.

Strength is rotational

Perhaps this indicates an
eventual momentum change for
bullion itself. After all, history
shows that no trend stays in
place forever.

Sector strength is rotational,
both from long term cycles and
shorter-termed seasonal cycles.

It would appear that we may
be nearing the end of a long term
cycle for commodities. So, a peak
in the cycle would be bad for

gold bugs, oil bugs, or
most of the other hard-
charging components
on this index.

Adding fuel to my
concern over gold’s abil-
ity to sustain its trend for
much longer is the rela-
tionship of that metal to
the U.S. dollar.

Investors sometimes buy gold
as a hedge against a falling green-
back. But the relationship be-
tween the two hasn’t been as neg-
atively correlated as some might
believe.

Indeed, gold hasn’t been used
by traders and investors as an ex-
clusive hedge on the dollar.

Instead, gold has been driven
by both speculators and a rising
commodity cycle.

Moreover, the current con-
solidation pattern on the green-
back might make one ask if the
tides will soon change in the dol-
lar’s favor.

Remember, as we’ve already
noted, history shows that no
trend stays in place forever. More-
over, some of my most profitable
trades have been made on the
back of a contrarian opinion.

Gold remains important

As a result, I’ll be closely
watching the chart patterns for
both gold and the greenback for
technical trend reversals.

Eventually, selling gold and

buying the dollar may become a
smart move. So, stay in the game
by owning at least some gold as
long as the trend remains up.

Quantitatively, this means that
if gold continues to produce high-
er highs and higher  lows, it’s def-
initely in an uptrend. 

Instead of sticking your neck
out by shorting gold, you might
begin looking for other sectors in
which you can invest part of your
capital that’s now tied up in in
the metal.

Taking at least some of your
profits from your gold holdings
and rotating them into a sector
that now has potentially better
upside may be the smart thing
to do.

Although I’m generally be-
coming a bit more cautious on
commodities, one sector that may
still have some upside is grains.

iPath Dow Jones AIG-Agri-
c u l t u r e  E T N  ( J J A - N Y S E ,
US$62.40) holds seven grain
commodities. Its biggest alloca-
tion is soybeans (31 per cent),
followed by wheat (20 per cent)
and corn (16 per cent).

Since the fund began trading
in October 2007, it has risen 28
per cent. Its liquidity is more than
enough for investors.

And the only negative is that
one-third of the fund is invested
in just one commodity: soybeans.

For investors seeking an ex-
change-traded product invested
in Canadian grains, Horizons Be-

taPro offers S&P Agribusiness
North America Bull Plus (HAU-
TSX, $19.11).

Not only is the fund dollar-
hedged, but it provides two times
the daily performance of the Dow
Jones-AIG Grains Sub Index.

Unlike the Dow Jones index,
Horizons BetaPro’s product must
be viewed as a more speculative
way of playing that field, given the
nature of leveraged ETFs. 

In any event, investors might
be wise to begin easing out of gold
over the coming months as it
nears the potential end of a mar-
ket cycle.

Then, too, I’m becoming less
concerned about holding securi-
ties denominated in U.S. dollars.

The greenback seems to be
forming what may be a consoli-
dation pattern. And such patterns
often break out into a new direc-
tion from the previous one.

Should a bullish breakout oc-
cur for the dollar, Canadians
who buy U.S.dollar-denominat-
ed securities may finds things
bullish as well.

Thus, easing money into U.S.
stocks and bond positions over
the coming months may become
more profitable than many in-
vestors now believe. Given my
cautious stance on the broader
stock market, I believe investors
do well by rotating stocks into
defensive positions in the con-
sumer staples, health-care and
telecom sectors.
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If history is any guide, 
the greenback isn’t dead yet 

Yes, buying gold still makes sense. But it’s also wise to take profits from 
gold holdings and rotate them into sectors with good upside



As I mentioned in my last
column, two ETFs — The Con-
sumer Staples Select SPDR (XLP-
NYSE, US$31.15) and the iShares
S&P TSX Capped Consumer Sta-
ples Index (XST-TSX, $20.67)—
are good starting points for con-
sumer staples.

To get into healthcare, try the

Bank of Montreal’s U.S. health-
care fund.

It goes under the name of
Equal Weight U.S. Health-Care
Hedged to CAD Index (ZUH-TSX,
$18.77).

For telecom, there aren’t any
Canadian exchange-traded funds.

But given that there are only

five stocks in the Canada’s tele-
com sector, it’s easy to see why
no ETF exists.

iShares does have a telecom
E T F ,  i S h a r e s  S & P  G l o b a l
Telecommunications (IXP-
NYSE, US$60.81).

Big names take a fall

But many of the heavyweights
represented, such as  AT&T
Inc.(T-NYSE, US$30.36) haven’t
performed quite as well as their
Canadian counterparts.

Indeed, Canadian telecoms
such as Telus Corp. (T-TSX,
$53.12) and BCE Inc. (BCE-TSX,
$38.36) have outperformed most
U.S. telecoms.

Moreover, they’ve done so
while displaying solid fundamen-
tals and good technical profiles.
Both also pay a high dividend.

Now  please don’t sell all your
gold holdings and then aggres-

sively buy into U.S.-denominat-
ed securities.

Rather, look for profit-taking
opportunities and rotational
strategies into new sectors that of-
fer further diversification with part
of your holdings. The cycles and
observations I’ve mentioned will
likely take a while to play out. 

Indeed, gold, at the time of
writing, remains in an uptrend,
while the greenback hasn’t yet
shown a true reversal in trend to
the upside.

As we technical analysts like
to say, “The trend is your friend,
until it ends.”

So, stay with the current
trends. But keep your eye on the
horizon for the inevitable
changes that have, and always
will characterize the markets.

Keith Richards is portfolio
manager for ValueTrend Wealth
Management, an investment firm
based in Barrie, Ont.
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