
WHOEVER DECIDED TO CALL

autumn the “fall” wasn’t kidding! 
I mentioned in my last Money-

Letter column that autumn mar-
kets would be volatile, but I also
suggested it might create some
interesting opportunities. 

Today, there are few avenues
for investors to take that lead to
reasonable returns without higher
levels of risk.

Despite my outlook for a near-
termed rally on stock markets,
world events have created a new
paradigm in risk management on

both a macro level (big picture)
and on individual securities.

I strongly believe that markets
may resume their downward trend
after a brief winter rally (I, for one,
will be selling into a winter rally).

Europe's woes, alongside those
of North America, are not going
away in six months’ time. Cash
infusions by the IMF and U.S.
Federal Reserve have offered only
temporary reprieve, and will con-
tinue to do so.

The solution to current eco-
nomic risks will be found only
through austerity measures, and it
will take time for world
economies to reap the rewards of
implementing them. 

In this column, I would like to
focus on the opportunities that
may occur within a rally coming
off of the autumn lows. I would
also like to cover my reasons for

being bullish about stock markets
in the near-term (I see about 15
per cent upside from current lev-
els into early winter), but bearish
thereafter in 2012. 

After the S&P 500 broke its
support levels of around 1240
back in the summer, the market
showed us that it has moved into a
new bearish phase. In my new
book, I describe techniques for
identifying potential market turn-
ing points.

A break of long term support
like we had in August is one of
the signs of a market top. For
those who cringe at the “bear”
word, take heart.

Within a bear market there are
always opportunities for both sec-
tor rotation and near-termed trad-
able rallies. We’ll look at some of
those opportunities shortly.

MARKET PHASES

Now let’s look at the markets
over the past four years. I’d like to
draw reference to what I refer to as
the “4 phases of the market.” Sim-
ply, these phases are (Phase 1) bot-
tom; (Phase 2) bull trend; (Phase
3) top; and (Phase 4) bear trend.

As investors, we need to identi-
fy whether the market is trending
up, trending down, topping or
bottoming.

Let’s take a look at the past
four years on the S&P 500, and
apply this concept of phases.

In 2007, the S&P 500 peaked
in a “Head & Shoulders” top-
ping formation.  I  call  this  a
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“Phase 3” top. From there, the
market moved into a new bear
market (a “Phase 4” bear trend)
from the last half of 2008 into
early 2009.

The bear market eventually
ground to a stop by consolidating
in a “Phase 1” Head & Shoulders
bottom formation. By July of
2009, the market had moved into
a “Phase 2” bullish trend. 

This bullish trend could have
brought the S&P as high as 1500,
but instead it peaked in May 2011
at about 1350.

After trading in a “Phase 3”
rectangular topping pattern this
summer, the S&P finally broke its
support at 1240 and appears to
have moved into a new “Phase 4”
bear trend. 

The chart above shows of the
S&P with each phase marked for
easy reference.

TRENDING DOWN

As with the bullish phase of
the market, there will be many
peaks and valleys within the new
bear phase.

The main thing to keep in mind
is the general direction of the
trend, which is decidedly down.
Market rallies will be lower than
prior rallies and troughs will be
lower than prior troughs during a
bear market.

While the big picture looks to
be bearish, I believe that the near-
termed picture offers a shorter
termed upside opportunity.

After the market fell in early
August, major indices have been
gyrating up and down fiercely. I
mentioned in my last column that
this could be expected.

This volatile activity tends to
suggest that a rally to the lower
range of the summer’s trading
range is reasonable over the com-

ing months. The S&P 500 might
target anywhere from 1240 –
1300 in this scenario. 

WHAT TO BUY NOW

How might we take advantage
of such a near-termed rally?
Broad market ETF’s focusing on
the U.S. markets such as the
SPDR S&P 500 ETF (NYSE-
SPY, $120.92) and SPDR Dow
Jones Industrial Average ETF
(NYSE-DIA, $114.77) which,
you guessed it, covers the S&P
500 and DOW Industrial Average.

BMO has a C$ hedged ver-
sion of a U.S. index, BMO US
Equity Hedged to CAD Index
ETF (TSX-ZUE, $18.65) for
those concerned about currency
volatility.

Sector plays such as the tech-
nology sectors and consumer dis-
cretionary products can be held
through the SPDR Technology
SPDR (NYSE-XLK, $25.79) and
the Consumer Discretionary
SPDR (NYSE-XLY, $28.32).

These sectors tend to have pos-
itive seasonal trends over the
early winter that will help boost
their upside potential above that

of the markets.
Watch agriculture for a move

over the coming months as well. 
There are many ETF’s that

play different areas of agricul-
ture. You could take a look at
Claymore’s Global Agriculture
ETF (TSX-COW, $19.83) for
stock exposure, or the BMO
Agriculture Commodities
Index ETF (TSX-ZCA, $13.14)
for commodity exposure – these
are just two of the ETF’s that
you might want to consider in
this sector.

If and when the S&P reaches
the above-mentioned potential
targets, I will be a net seller of
stocks. There are defensive secu-
rities that I will discuss in upcom-
ing columns that can help miti-
gate risk in your portfolio.

In the meantime, it will be
interesting to see how the markets
will play out over the coming
months as the problems in Europe
and the USA come to a head. ▼

The opinions expressed are those solely
of Keith Richards and may not necessari-
ly reflect that of Worldsource Securities,
its employees or affiliates. The contents
are for information purposes only and do
not represent investment advice.
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