
EARLIER THIS YEAR, WHEN

markets were near the top of the
summer’s trading range, I sug-
gested that readers of The Money-
Letter consider reducing their
equity and commodity positions. 

By shifting the proceeds of
these sales into cash and the con-
sumer staples sector, your portfo-
lio risk will have been reduced.

Recently, I began buying back
into the equities markets by
deploying about half of the cash I
raised in the spring within the
portfolios I manage for my clients.

The market appears to be
bouncing off of its August 8th
lows, so I am committing some of
my capital back into stocks. 

However,  I  st i l l  expect to
maintain a substantial cash posi-
tion in our equity model until the
fall. I think that the markets may
stage several retreats into the
August lows during September
or October.

These retreats, although dis-
tressing, should ultimately cre-
ate the base from which stock
markets can spring up. Keep in
mind that you will rarely wit-
ness a “V” reversal after a bear
market tumble.

Instead, the market will test the
August bottom, or even temporar-
ily overshoot that level multiple
times to form a base.

Technical  analys ts  ass ign
various names to these base

formations such as double bot-
toms, head & shoulders bot-
toms, triple bottoms and round-
ed bottoms. Don’t get too pre-
occupied with how a base for-
mation is identified, though; it’s
more important to understand
how to trade it.

The “bottom” line is to buy
after the market has proven it has
found a bottom by rebounding
from that level at least a couple
of times. 

If I am correct about the mar-
ket setting up for a prof itable
winter over the coming weeks,
your cash reserves, combined
with ample oppor tunit ies ,
should allow you to buy quality
stocks at depressed prices into
the autumn. 

When markets recover, as they
must, your portfolio position will
be just as strong as it was before
the crisis.

LIMIT YOUR RISK

Meanwhile, I continue to
advise that investors never lose
sight of the primary rules in creat-
ing and managing an investment
portfolio.

As Portfolio Manager for Val-
ueTrend, I have always followed
two strategies to limit risk in
volatile markets:

☛ Asset Allocation: Time and
time again, I see investors pile
into equities as the bull market
roars ahead.

For example, in the spring of
this year, when markets were high,
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many "experts" waxed eloquent
about the upside potential for
equity markets, strongly recom-
mending that their clients avoid
bonds and buy equities instead.

I could hardly believe it when I
heard one very popular
spokesperson for a large financial
institution advise their older
clients (who rely on income from
their investments) to switch into
dividend paying stocks and sell
their bonds – advice that was
delivered almost precisely at the
top of the market.

Those of us who follow a more
disciplined approach to asset allo-
cation chose to stay the course by
maintaining an asset allocation
that is appropriate to our needs. 

This strategy has paid off dur-
ing the recent selloff. Your fixed
income portfolio added to the sta-
bility of your returns.

☛ Equity Timing: I do not
profess to be able to time the
stock markets. Picking market
peaks and troughs is a difficult
skill to manage.

Rather, I continuously assess
the risk-versus-reward potential
of the markets using tools that I
have mentioned in my past
MoneyLetter columns, like our 5-
step Active Risk Management
strategy. Because of that financial
tactic, I substantially reduced risk
during the recent chaotic selloff.

For example, I acted on behalf
of my clients (and advised readers
of this newsletter to do the same)
by selling equities when my tech-
nical analysis of market trends,
seasonal cycle analysis of historic
patterns, and quantitative valua-
tion analysis of fundamental valu-
ations pointed towards more risk
than reward back in the spring.

Utilizing a system to identify
periods of overbought or under-

bought markets can help you
decide when to increase or
decrease your equity exposure.
You can follow my interpretation
of the indicators that I watch
every Monday on my blog posts
at www.smartbounce.ca.

As mentioned above, the mar-
ket currently appears to be "bas-
ing." A “base” for the market will
involve many up & down swings. 

This serves to wash out the rest
of the “buy high, sell low” herd-
following crowd. Allow me to
suggest a few areas that you may
wish to explore as you use nearby
opportunities to invest in the
stock market.

Broad market ETFs, focused
primarily on the U.S. stock
exchanges, can be an excellent
base for your equity portfolio.

You can look at any number of
these securities, including (but
not limited to) DIAMONDS trust,
SPDR Dow Jones Industrial
Average ETF (NYSE-DIA,
$114.87) which represents the
Dow Industrial index, SPDR
S&P 500 ETF (NYSE-SPY,
$117.85) which reflects the S&P
500, or the hedged U.S. equity
index ETFs available here in
Canada such as the BMO C$
hedged U.S. index BMO S&P
Equal Weight Oil Index ETF

(TSX-ZEO, $14.46). I have a
position in ZEO in my portfolios. 

I am less optimistic about the
TSX’s prospects, which may sur-
prise some readers.

Don’t get me wrong, there are
sectors here such as the banks
and utilities that represent poten-
tial upside opportunities. I own
National Bank 0f Canada
(TSX-NA, $72.46) and BMO
Equal Weight Utilities Index
ETF (TSX-ZUT, $15.77) in the
portfolios I manage as examples
in those sectors.

But by and large, the TSX has
a less promising technical profile
than the U.S. markets. The graph
on page two illustrates the down-
trend that the TSX has been in for
the greater part of the year.

Meanwhile, the U.S. markets,
while unable to stay within their
trading levels established over the
summer, have very strong support
at around current levels. 

WHAT ABOUT BONDS?

Given the current economic
realities, it is likely that a steady
monetary policy over the coming
months will prevail.

In other words, rates won’t go
up too soon.  It’s true that, even-
tually, rates will have to rise.
Meanwhile, the yields on short
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termed bonds (my favoured dura-
tion) are very low. 

While we hold the majority of
our fixed income positions direct-
ly in individual bonds, we are cur-
rently recommending that our
clients hold an element of a few
well-placed bond ETFs within
their portfolios.

These include, but are not lim-
ited to, short termed bond ETFs
like the iShares DEX Short
Term Bond Index Fund (TSX-
XSB, $29.34), corporate bond
ETFs such as Claymore 1-5Yr
Laddered Corp. Bond ETF
(TSX-CBO, $20.55), and infla-
tion-adjusted bond ETFs such as
the iShares Real Return Bond
Index Fund (TSX-XRB, $24.09)
which I hold a position in.

These ETFs offer higher yield

potential, inflation protection and
increased liquidity over current
short termed bonds.

A WORD OF ADVICE

I can tell you from experience
that when everyone is bullish, it’s
usually time to push away from
the stock market, as I recom-
mended in the spring.

I can also tell you that buying
after a market panic is a better strat-
egy than selling into one. During
the coming weeks, you will likely
see stock markets gyrate fiercely.

Rather than join the crowd by
panic selling, use these gyrations
to invest cash that you’ve ear-
marked for high quality equities.

As Sir John Templeton said,
“To buy when others are despon-
dently selling, and sell when oth-

ers are greedily buying requires
the greatest fortitude, even while
offering the greatest reward.” I
don’t think that anyone could
have said it better. ▼

Keith Richards, Portfolio Manager, can
be contacted at krichards@valuetrend.ca.
He may hold positions in the securities
mentioned. Worldsource Securities Inc. –
Member: CIPF, and sponsoring invest-
ment dealer of ValueTrend Wealth Man-
agement. The opinions expressed are
those solely of Keith Richards and may
not necessarily reflect that of World-
source Securities, its employees or affili-
ates. The contents are for information
purposes only and do not represent
investment advice. ETFs may have expo-
sure to aggressive investment techniques
that include leveraging, which magnify
gains and losses and can result in greater
volatility in value, and be subject to
aggressive investment risk and price
volatility risk. ETFs are not guaranteed,
their values change frequently and past
performance may not be repeated. Please
read the prospectus before investing.
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