
I
n  the Sept. 16 issue
of the Digest, I noted
that investors might
want to start buying

equities in September
and October as the mar-
kets complete a base
from their August low.

Now, I’d like to focus
on the opportunities that
may occur during  a rebound
from the autumn lows.

I’d also like to look at the mar-
kets’ bigger picture. I’m now less
bullish than when I penned my
scenario for a near-term rally.

In short, I’ll show why I believe
markets have moved into a phase
four bear market, a phenomenon
I describe in Sideways: Using the
Power of Technical analysis to
Profit in Uncertain Times, a book
I published this year.

Opportunities abound

For investors who cringe at the
word “bear,” take heart. In any
bear market, there are always op-
portunities for both sector rota-
tion and near-term tradable ral-
lies, which we’ll look at later.

From a longer-term technical
perspective, the S&P 500 has been
moving within the confines of a
floor and a ceiling since 1999.

The floor lies around 800 — a
level seen in 2002 and again in
2003, before being temporarily
breached in 2009.

The ceiling hovers around 1500
— a level seen from 1999 to 2000

and then again in 2007.
In the March 25 issue,

I noted that the maximum
upside for the ensuing ral-
ly on the S&P 500 would
range between 1400 and
1500. That target was de-
rived from the historic
precedent of this long-
time ceiling.

My call for caution was then
correct, although the maximum
upside I suggested was never
reached. Even as a bear, I was
simply much too optimistic!

Now let’s look at the markets
over the past four years. I’d like to
refer to what I describe in my
book as the market’s four phases:
the bottom, the bull trend, the top
and the bear trend. It doesn’t get
much simpler than that, does it?

In 2007, the S&P 500 peaked in
a head-and-shoulders topping
formation. As suggested, I call this
a phase three top.

From there, the market stalked
a new bear between the last half
of 2008 and the first part of 2009.

But Mr. Bruin, by consolidating
in a phase one head-and-shoul-
ders bottom formation, eventually
stopped dead in its tracks.

By July 2009, the market had
moved into a phase two bullish
trend — a trend that could have
pushed the S&P 500 as high as
1500. Instead, the index this past
May peaked at 1350.

After trading in a phase three
rectangular topping pattern this
summer, the S&P 500 finally

broke its support at 1240 and now
appears to have moved into a new
phase four bear trend.

Volatility will be constant

As was the case with the mar-
ket’s bullish phase, there will be
many peaks and valleys while this
new bear walks the forest.

The main thing to keep in mind
is the general direction of the
trend, which is decidedly down.

Market rallies will be lower
than previous rallies, while troughs
will be lower than previous
troughs. Yet, although the big pic-
ture looks bearish, I don’t believe it
offers a shorter upside opportuni-
ty over the near term.

Since the market fell in early
August, major indices have been
gyrating up and down — some-
thing that I mentioned would
happen in my last column.

This volatility tends to suggest
that by winter, we’ll see a rally at
the lower range of the rectangular
topping formation that we wit-
nessed in the summer. In such a
scenario, the S&P 500 might alight
anywhere between 1240 and 1300.

But how might we take advan-
tage of such a near-term rally? By
buying broad market exchange-
traded funds — specifically ones
that are focused on U.S. markets.

One such ETF is the SPDR S&P
500 (SPY-NYSE, $113.89). As its
name implies, it covers the S&P.

For investors who want to be
tied to the Dow, there’s the SPDR

Dow Jones Industrial Average
(DIA-NYSE, $108.94).

But what if you’re spooked
about currency volatility — a rea-
sonable concern, given America’s
uncertain economic future?

ETF tied to the Dow

Then, try the BMO U.S. Equi-
ty Fund (ZUE-TSX, $16.74). It’s a
hedged version of a U.S. index.

Then, there are ETFs that cover
high tech and consumer goods.
The SPDR Select Sector Fund for
Technology (XLK-NYSE, $23.89)
covers the former; the SPDR Select
Sector Fund for Consumers (XLY-
NYSE, $35.31), covers the latter.

Both high tech and consumer
goods tend to have positive sea-
sonal trends over the early winter
that help boost their upside po-
tential above that of the markets. 

Of course, if and when the S&P
500 reaches its potential targets,
I’ll likely be a net seller of stocks.

Indeed, there are defensive se-
curities that I’ll discuss in future
columns that can help mitigate
portfolio risk.

Meanwhile, it will be interest-
ing to see how the markets will
play out over the coming months
as the debt crisis in Europe and the
problem of deepening unemploy-
ment in the U.S. come to a head.

Keith Richards is portfolio man-
ager at ValueTrend Wealth Man-
agement, an investment firm
based in Barrie, Ont.

October 21, 2011 Vol. 43, No. 18

V O T E D  T H E  W O R L D ’ S  B E S T  I N V E S T M E N T  A D V I S O R Y

Keith Richards

The bears may growl.
But opportunities remain

Despite all the bad news, savvy investors can still use the market
to their advantage, thanks to sector rotation and near-term rallies 
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