
THE S&P 500 BROKE SIGNIFICANT

overhead resistance at 1360
to1370 in the second week of
March. This is extremely bullish
for the U.S. markets.

The TSX, while not exhibiting
such a bullish pattern as the U.S.
markets, is nonetheless attempt-
ing to form a base after a signifi-
cant bear trend last year.

Momentum on both sides of
the border was overbought by
mid-March, indicating a pullback
was likely.

I expected such a pullback to
be somewhere near the 1360 to

1370 level on the S&P 500. I felt
that this should be considered a
healthy pullback so long as we do
not see a penetration of 1360. 

I continue to believe that the
intermediate-termed pattern for
markets is to remain up. I also
believe that this upside may be
capped at  the 12-year resis-
tance point of around 1550 on
the S&P 500.

I  am bull ish enough to
believe that we will reach that
target over the coming months
and view the current correction
as a buying opportunity. I have
been adding to my positions
from an initial 20 per cent cash
position (now 10 per cent as I
write this article) into favored
stocks and sectors.

If and when the S&P reaches
the upside target of 1500 to1550,
as I believe it will, my investment
strategy will likely become signif-

icantly more cautious.
While the technical profile of

the stock market looks bullish
enough to  get  us  to  the old
highs last seen in 2007, there
are a few factors that make me
think the market (S&P500) may
just test and then fall from the
1550 point  as  i t  did in  both
2000 and 2007.

One such factor that causes
me longer-termed concern is
investor sentiment. People are
becoming too optimistic about
the outlook for stocks. This is a
contrarian signal – when too
many people think that the mar-
kets are a good bet, markets are
likely nearing a top.

“Too much optimism” by
investors has typically led to
market peaks, just as “capitula-
tion” by pessimistic investors
typically signals a market bot-
tom. Sentimentrader.com pro-
vides a composite gauge of bro-
kerage f irms’ estimates of
investors’ risk appetites.

This survey is showing one of
the lowest levels of risk-aversion
by the investing public in the past
15 years. In other words,
investors are perhaps beginning
to feel too confident – something
that can be a problem if this
enthusiasm lasts too long.

I believe that we should do as
the farmers do and “make hay
while the sun shines.” In our own
situation as investors, we should
try to make money while the mar-
ket rises. Farmers know when to
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let their crops grow, and later,
when to harvest their crops and
take their profits.

My belief is that the sun will
continue to shine on the markets
over the coming months.
Investors should hold stocks that
will benef it from the current
uptrend. However, I am also
aware of the significance of the
12 year resistance points for the
market discussed above.

As investors become more and
more enthusiastic about the stock
market, I expect that an “irra-
tional state of exuberance” (as
former Federal Reserve Chairman
Alan Greenspan once called it)
will eventually prevail.

This will be signaled by various
technical indicators I watch, and
may coincide with a potential test
of 1550 on the S&P 500. The bot-
tom line: reap the rewards of stock
investing while the uptrend per-
sists, but be prepared to harvest
your gains when the time is right.

UPTRENDING STOCKS

Investors are wise to own
stocks that participate in an
uptrend – such as the one we are
currently experiencing.

For example, on the Canadian
side we have the banks and select
financial institutions leading the
charge, along with many of the
dividend paying sectors. Thus,
consider the BMO Equal Weight
Bank ETF (TSX-ZEB, $18.01)
or the iShares Capped Finan-

cials ETF (TSX-XFN, $23.48). I
hold a position in ZEB for the
portfolios I manage at ValueTrend
Wealth Management.

I also own positions in some
individual f inancial stocks such
as National Bank of Canada
(NA-TSX, $79.37) and proper-
ty  insurer  Intact  Financial
Corp. (TSX-IFC, $60.03) along
with  independent  mor tgage
provider Home Capital Group
Inc. (TSX-HCG, $50.34). All
of  these  s tocks  are  in  an
uptrend, and represent great
fundamenta l  value  p icks  as
well. In fact, I named Intact and
Home Capital Group as two of
my “top picks” on my last BNN
Market Call appearance. 

The U.S. markets are in a broad
uptrend, while Canadian markets
have been selectively favoring
certain sectors.

So, while I believe a broader
approach to the U.S. market
can  be  effec t ive ,  a  s t ra tegy
focused on speci f ic  sec tors
(such as the f inancial stocks
mentioned above) makes more
sense in our current, non-trend-
ing Canadian market.

A broad play on the U.S.
market can be made through the
U.S.  dol lar-hedged iShares
S&P 500 Index Fund CAD
Hedged (TSX-XSP, $16.08). If
you like the more focused Dow
Jones Industrial Average of 30
stocks, consider the BMO Dow
Jones Industrial  Average

Hedged to CAD Index ETF
(TSX-ZDJ, $16.08). Also cur-
rency-hedged is  Horizons
BetaPro,  with an S&P 500
index fund – Horizons S&P500
Index Cdn Hedged ETF
(TSX-HXS, $12.14) – which
uses a structured “swap” to mir-
ror the S&P 500’s performance.
Swap structures continue to
grow in prominence for index
ETFs because they can be more
tax eff icient  versus holding
physical securities.

MARKETS & POLITICS

This year, being an election
year, will no doubt bring plenty
of rhetoric from the U.S. presi-
dential candidates. It will be
interesting to watch for investor
reaction to the events that fore-
shadow the November election,
as well as the market’s reaction to
the final results.

As always, it is the unemotion-
al investor following a systematic
approach to trading who will
come out ahead, no matter how
things unfold. ▼
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