
If you’ve been read-
ing my columns,
you’ll know I began
calling for a choppy

correction to the mar-
kets back in April.

I based my prediction
on seasonal trends, high
market valuations, as
well as on prior bearish
patterns surrounding
June’s conclusion of Operation
Twist, the most recent stimulus
measure unleashed by the U.S.
Federal Reserve.

I also cited the conclusion of
the first quarter earnings season,
as well as the excessive optimism
of those who were in the market.

Given all this, I recommended
investors raise cash, focus on
high-dividend/low-beta stocks
and buy inverse or VIX exchange-
traded funds.

Advice was good
If you took my advice, you

would have dramatically reduced
the negative effects of recent mar-
ket volatility on your portfolio. 

Now, I’d like to offer another
forward-looking view. I’d like to
suggest how investors might prof-
it from the bullish movement I
believe the markets will take.

To begin, I’d like to review
some proprietary research I set
out in my May column.

Then, I noted that at the be-
ginning of each of the Fed’s stim-
ulus plans over the past few years,
markets rallied  strongly.

Conversely, the weeks leading
up to — and following the end of
each stimulus — saw a volatile
consolidation in the markets.

Of course, I can’t claim  the
volatility will continue after Oper-
ation Twist ends  in June.

But I can say that the
period leading into its
conclusion has so far been
as volatile as my research
originally predicted.

This leads me to be-
lieve that as with past
patterns, volatility will
continue into July.

Thus, if patterns do
repeat themselves, the

market might be readying itself
for buying — sometime between
late July and mid-August.

Another factor that suggests a
buying opportunity is the upcom-
ing presidential election.

This was noted long ago by Ned
Davis, an independent market
analysis firm based in Venice, Fla.

It noted that the final year of a
presidential cycle — in other
words, the election year — is of-
ten the strongest when it comes
to stocks.

ISI, a U.S. investment and re-
search firm, had yet another take
on the election year syndrome.

It found that since 1936, the
stock market in the second half of
an election year has on average
gained more than in the first half.

Thus, if the pattern repeats it-
self, we’re likely to see the market
bottom out this summer, followed
by a rebound. There are, of course,
other signs that this will occur.

Moreover, I’ve found that a
weaker start to the “sell-in-May”
six-month seasonal period often
results in a much earlier “buy”
signal than the usual “buy”  in the
October-early November period.

Taking all these the factors
into account, I expect to be look-
ing for buying opportunities
sometime over the late summer.

Sectors that appeal to me in-
clude gold bullion, health care,
technology, energy and con-

sumer discretionary plays.
For free advice on those sec-

tors where I’m thinking of making
investments, you can read my
blog: www.smartbounce.ca.

Indeed, I invite you to visit
this site weekly for timely obser-
vations and musings on these
sectors, as well as on the markets
in general.

But back to things that now
look good, like gold bullion. Bul-
lion, of course, tends to exhibit
seasonal strength from mid-July
to late fall.

So, consider both the ETFs
and exchange-traded notes that
track gold pricing. Names here in-
clude  the Royal Canadian Mint’s
notes (MNT-TSX, $18.19), the
iShares Gold Trust (IAU-NYSE,
US$15.23) and Horizons COMEX
Gold ETF (HUG-TSX, $15.59).

Meanwhile, health care, which
can show seasonal strength be-
tween August and late fall, can be
tracked through iShares S&P
Global Health-care Index Fund
(XHC-TSX, $21.61).

Although iShares S&P TSX
Capped Technology Index ETF
(XIT-TSX, $5.60) is a play on Cana-
da’s tech sector, investors can get
much broader diversification
through the Technology SPDR
ETF (XLK-NYSE, US$28.10).

They can also buy the world’s
best high-tech outfit, Apple Inc.
(AAPL-NASDAQ, US$575.05).

I’ve noted that for Apple, a
trendline buying point may lie be-
tween $550 and $600  — a zone in
which  I believe the stock will be a
screaming success, assuming its
fundamentals stay solid. Like gold,
energy can also show strength
from July to late fall. Indeed,
there’s now support for oil around
US$90 a barrel.  So long as that lev-
el isn’t broken, value may surface

in the energy sector this summer.
To play crude oil, consider the

Horizons Winter-Term NYMEX
Crude Oil ETF (HUC-TSX, $10.58).

You may also want to take a
look at beaten up energy stocks
themselves. Both the Bank of
Montreal and iShares offer stock
index ETFs in the energy sector.

For example, BMO offers its
S&P/TSX Equal Weight Oil & Gas
Index ETF (ZEO-TSX, $13.21),
while iShares can sell you its
S&P/TSX Capped Energy Index
Fund (XEG-TSX, $15.40).

By the way, a few energy
stocks now pay impressive divi-
dends. One such stock is Canadi-
an Oil Sands Ltd. (COS-TSX,
$20.85). Although I don’t own it, I
am considering buying it.

There’s technical support for
Canadian Oil Sands around $19-
$20 a share. And, barring a hit to its
fundamentals, its dividend of six
per cent-plus should be reliable.

Consumer discretionary
stocks, which can be seasonally
strong from fall through the win-
ter, can be played as a group via
the Consumer Discretionary
SPDR ETF (XLY-NYSE, US$43.21).

Within this ETF is an interest-
ing shopping list of companies
that are  worth exploring.

One is  McDonald’s Corp.
(MCD-NYSE, US$90.19). Others
include The Walt Disney Co.
(DIS-NYSE, US$45.22), Nike Inc.
(NKE-NYSE, US$108.75), along
with home improvement retailers
such as Lowe’s Co. Inc. (LOW-
NYSE, US$27.03) and The Home
Depot Inc. (HD-NYSE, US$49.65).
All these names may be ready to
rally by late summer.

Keith Richards is portfolio man-
ager of ValueTrend/Wealth Man-
agement in Barrie, Ont.
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If previous presidential election years are any guide, stocks
in the second half of 2012 will gain more than during the first half 

Bull market likely to come out of
the gate in July
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