
SOME FINANCIAL COMMENTATORS

suggest that it is impossible, and
therefore futile, to try to “time the
markets.”

You can almost see their sneer
as they describe their disdain for
those who would prognosticate on
the potential for short-term or
longer-term market direction.

Don’t get me wrong – I don’t
believe that anyone can be a per-
fect market timer. I can say for
certain that I am not capable of
picking precise tops and bottoms. 

If you are capable of timing the

markets in an unfailing and
absolute manner, please contact
me immediately for your new job
with my firm. You can name your
starting salary.

What I will suggest is using a
buy-and-hold portfolio as the best
way to invest in the current invest-
ment climate.

I also believe that, when faced
with enough proof of a change in
market direction, you should cer-
tainly consider this evidence and
act accordingly. And right now I
sense there is mounting evidence
for a potential change in market
direction in the coming months.
Let me explain.

In the May 2012/First Report
of The MoneyLetter, I began call-
ing for a choppy corrective period
on the markets that would likely
last until July. Factors that lead
me to this conclusion were: 

✓ Seasonal trends (“Sell in
May and go away!”)

✓ Prior bearish patterns sur-
rounding June’s conclusion of
Operation Twist 

✓ High market valuations 
✓ The conclusion of the first

quarter earnings season  
✓ Overly optimistic sentiment

by market participants at that time
In light of these factors, I rec-

ommended that readers raise cash,
focus on high dividend / low beta
stocks, and buy inverse or VIX
(S&P Volatility Index) ETF’s. If
you heeded my advice provided
through this publication, you will
have dramatically reduced the
negative effects of the recent mar-
ket volatility on your portfolio.

The good news now is that
markets look ready for a rebound
in the coming months. Currently,
there are several factors that I feel
will drive markets up from a mid-
summer low point and back into a
very bullish trend. 

I believe that, beginning some-
time between mid-July to August,
a strong rally will happen that
could bring the S&P 500 back up
to the top of its 10-year trading
range (around 1550).

As I write this column in late
May, that might represent about
20 per cent upside from current
levels. Below are the four factors
that might inspire such a rally.

The end of Operation Twist:
You may recall from research pre-
sented in my last column that the
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beginning of each Federal Reserve
stimulus plan (QE1, QE2, and
Operation Twist) tends to lead
markets into a strong rally. 

Conversely, the weeks leading
up to and after the end of each
Fed stimulus plan have resulted in
a volatile consolidation pattern
for the markets.

The period leading into June’s
conclusion of Twist has been right
on track by being as volatile as
my research originally predicted.
This leads me to believe that
volatility will continue into July,
as have past patterns. 

Thus, the market might be ripe
for buying sometime between late
July and mid-August. Market pat-
terns may repeat themselves by
staging a rally beginning four to
six weeks after the conclusion of
the current Fed stimulus program.
This may coincide with the Feder-
al Reserve hinting at the potential
for a new stimulus program
beginning later this year.

The presidential election
cycle: Another factor that sup-
ports a potential buying opportu-
nity in the late July-August peri-
od would be the upcoming presi-
dential election.

Long ago, Ned Davis research
noted that the final year of a pres-
idential cycle (the election year)
is often the strongest of the four-
year presidential term for the
stock market.

Furthering this research, the
ISI economic-research group
notes that since 1936 the stock
market in the second half of an
election year has on average
gained more than in the first half.

Therefore, we are likely to see
a market bottom this summer, and
a market rebound if the presiden-
tial pattern repeats itself.

Valuations: There are a few
fundamental value factors that sup-
port a strong market rebound as the
summer comes to an end. The
broad market valuation metric,
Professor Robert Shiller’s 10-year
Average Inflation-Adjusted P/E
Ratio, also known as the Shiller
CAPE ratio, has moved from high
overvalued back in April, into a
more reasonably valued (although
not undervalued) level.  

Seasonal factors: Typically,
markets experience their best
returns between November and
April, and tend to underperform
between May and October.
Investors can profit from this
market tendency by buying
stocks near the end of October or
in early November, then selling
them in May.

It has been my experience that
an early start of market volatility
in the seasonally weak period,
such as we’ve had this year, often
results in a much earlier buy
point than the usual
October/November period.

Thus, rather than reaching a
market bottom in October or
November, the markets will prob-
ably present an early seasonal
buying point in mid-late summer.

SECTOR WATCH

Taking these factors into
account, I expect to be looking
for stock buying opportunities
sometime over the late summer.

Sectors that appeal to me
include gold bullion, healthcare,
technology, energy and consumer
discretionary plays. Here are a
few thoughts on securities you
might want to watch between now
and August for entry points.

Also, my blog at www.smart-
bounce.ca provides free insight

on the timing of sectors that I am
considering. I invite you to visit
this site weekly for timely obser-
vations and musings on the mar-
kets and these sectors.

Gold bullion tends to exhibit
seasonal strength from around
mid-July to late fall. Consider the
ETF’s and ETN’s that track gold
pricing such as the Royal Cana-
dian Mint (TSX-MNT, $18.44),
iShares Gold Trust (NYSE-IAU,
$15.25), or Horizons Comex
Gold ETF (TSX-HUG, $15.74). 

Healthcare can display sea-
sonal strength between August
and late fall. The global health-
care sector can be purchased in
a currency hedged ETF, iShares
S&P Global Healthcare (TSX-
XHC, $21.57). 

The Canadian technology sec-
tor can be purchased through
iShares S&P TSX Capped
Technology Index ETF (TSX-
XIT, $5.44). For far more diversi-
f ication in the U.S. technology
sector I suggest SPDR Technolo-
gy ETF (NYSE-XLK, $$28.06).

You could consider an invest-
ment in the world’s best run tech-
nology company, Apple (NAS-
DAQ-AAPL, $579.17). I have
noted that a trendline buying
point for this stock may lie
between $550 and $600 a share. 

In my mind, APPL will be a
screaming buy in that zone,
assuming the fundamentals
remain strong for the company. 

Energy can be strong from July
to late fall, similar to gold’s sea-
sonal patterns. Strong support lies
around $90/barrel of WTI crude
oil. So long as that level is not
broken, value may appear in the
sector this summer.

To play crude oil, consider the
Horizons NYMEX Crude oil
ETF (TSX-HUC, $10.12). You
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may also want to take a look at the
beaten-up stocks within the energy
sector. BMO and iShares both
have stock index ETF’s for energy.

BMO offers their Equal-
Weigh Oil & Gas Index ETF
(TSX-ZEO, $12.80) while iShares
offers a capped stock index in the
same sector iShares S&P TSX
Capped Energy Index Fund
(TSX-XEG, $14.79).

By the way, a few individual
stocks within the energy sector
pay impressive dividends at this
time. One stock that I do not own,
but am considering, is Canadian
Oilsands (TSX-COS, $20.27).

Technical support comes in
around the $19 to $20 range.

The firm also pays a dividend
of well over six per cent that
should be reliable – barring
unforeseeable negative changes in
the company’s fundamentals.

Consumer discretionary stocks
can be bought through the SPDR
ETF (NYSE-XLY, $43.19).

This ETF has an interesting
shopping list of individual stocks
that you can explore: McDon-
ald’s (NYSE-MCD), Disney
(NYSE-DIS), Nike (NYSE-NKE)
and home improvement f irms
such as Lowes (NYSE-LOW) and

Home Depot (NYSE-HD), all of
which may be ready to rally by
late summer. This sector can be
seasonally strong from fall and
through the winter.

If you’ve followed my advice
in the past, you will be in a good
position to reap the rewards of a
very strong potential for a market
rebound into the latter part of this
year through to next winter.

I for one will be looking at all
of the above sectors and securities
for profitable opportunities. ▼

Keith Richards, Portfolio Manager, can be
contacted at krichards@valuetrend.ca.
He may hold positions in the securities
mentioned. Worldsource Securities Inc. –
Member: Canadian Investor Protection
Fund, and sponsoring investment dealer of
Keith Richards. 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 pur-
poses only and do not represent invest-
ment advice. ETFs may have exposure 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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