
A
month ago, I
n o t e d  t h e
strong poten-
tial for a sharp

rally beginning some-
time between mid-July
and August.

And I continue to ex-
pect markets to perform
strongly over the coming
months.

For one thing, there’s the pat-
tern that accompanies the stimu-
lus cycles of the U.S. Federal Re-
serve Bank.

Since 2009, markets have sold
off in the weeks before the end of
each of the Fed’s cycles.

But the beginning of each pro-
gram of quantitative easing in
2008,’09,’10 and 2011 created
multi-month rallies.

Simply put, each QE launch
was lead by a sell-off and, then, by
an eventual rally. You can see a
chart of these cycles on my blog:
http://www.smartbounce.ca.

In addition to the Fed’s Oper-
ation Twist, which has just been
extended, there’s strong potential
for another round of quantitative
easing later this year. This should
spark a new multi-month rally, as
it has in the past.

Adding fuel to the Fed’s fire is
the U.S. presidential election cy-
cle. As I’ve noted before, Florida-
based Ned Davis Research has
shown that the second half of an
election year is usually positive.

Moreover, traditional seasonal
investment patterns, such as “sell
in May, buy in November,” have

been shortened since the
bear market of 2008.

In late June 2009 and
2010, as well as during
late August 2011, markets
themselves dipped to cre-
ate buying opportunities.

I believe the monetary
policy cycles mentioned
above are the root cause

of this phenomenon.
Whatever the case, it’s impor-

tant to recognize a new trading
pattern when it emerges.

So, if the recent pattern con-
tinues, a market low should ap-
pear between now and late Au-
gust of this year.

Of course, the market will
eventually calm down just as
news out of Europe will eventual-
ly be absorbed — and accepted.

And because markets hate un-
certainty, even a relatively benign
proposal by Euro zone leaders to
contain the current mess will likely
be met with investor enthusiasm.

Keep in mind as well that mar-
ket fundamentals are OK. Al-
though valuations aren’t scream-
ingly cheap, the current trailing
price-to-earnings ratio for the
S&P 500 is reasonable.

Indeed, at 15, it’s certainly not
overvalued. Long term, the mean
P/E multiple for the S&P has hov-
ered about 15.5.

Lastly, the mid-termed bull
market, which began in March
2009, remains intact.

Although the S&P 500 is still
weighed down by massive techni-
cal resistance at 1,500, the current

uptrend is likely to prevail until
we hit that target.

I’m expecting that before a
new bear starts to growl, my tar-
get of 1,500 for the S&P will be the
peak of this cycle. But for now, the
bull market still has one last leg on
which it can run.

With all this in mind, here are
those sectors that I believe will
profit the most from the pending
bull market.

First up is agriculture. Accord-
ing to investment expert Brooke
Thackray of Oakville, Ont., sever-
al exchange-traded funds that
cover the agricultural sector are
now good bets.

But none look as good as Glob-
al X Fertilizers/Potash ETF (SOIL-
NYSE, $13.30), a pure play on
potash and fertilizer producers.

Its chart shows nice support
around $11.60 a share, with resis-
tance for a “sell” target at rough-
ly $14 a share.

Agrium a top holding

The fund’s top holdings in-
clude Agrium Inc. (AGU-TSX,
$92.03), The Mosaic Co. (MOS-
NYSE, $55.67) and CF Industries
Holdings Inc. (CF-NYSE, $199.35).

Now, let’s turn to Canada’s
banks, which tend to show their
greatest strength between October
and the end of the calendar year.

But as I’ve noted, some season-
al cycles are not only being pushed
ahead, but are also shortened be-
cause of increased volatility, as
well as the Fed’s monetary cycles.

Still, I believe Canada’s bank-
ing sector is due for a strong move
very soon. Indeed, it looks to be
building a base after its significant
pullback over the summer.

Nonetheless, I’m waiting for a
breakout from the current base
before buying.

BMO fund is good bet

I now prefer to play the sector
through the Bank of Montreal’s
S&P/TSX Equal Weight Banks In-
dex ETF (ZEB-TSX, $17.07).

I also own the National Bank
of Canada (NA-TSX, $74.64),
which has been one of the
strongest and least volatile names
in the sector. In addition, the Na-
tional now offers an attractive div-
idend yield of 4.4 per cent.

But what about gold? Well, I’ve
been out of gold for about a year,
during which time bullion has
formed a big right-angled triangle.

This formation can be quite
bullish if the triangle breaks to
the upside. Given bullion’s typ-
ical seasonal strength from July
to October, I’m looking for a
nice move in the coming weeks
or months.

Although it’s difficult to project
a target in the current fast-paced
commodity markets, bullion
could conceivably rally to some-
where near US$1,700 an ounce.

Because bullion ETFs provide
more of a pure play on a technical
pattern, I prefer them to buying
gold equities. But there are almost
too many gold bullion ETFs now
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vying for your investment dollar.
For my part, I’ve traded both

SPDR Gold Shares (GLD-NYSE,
$167.46) and the iShares Gold
Trust (IAU-NYSE, $15.80) for
non-currency hedged plays.

For currency-hedged versions,
you might buy the Horizons
COMEX Gold ETF (HUG-TSX,

$16.28) or the iShares Gold Bul-
lion Fund (CGL-TSX, $14.52).

If you like owning gold itself,
consider the Royal Canadian
Mint’s units (MNT-TSX, $19.24).
Not only are they backed by real
gold bullion, they can be convert-
ed into the metal as well.

Above all, remember that this

is a trader’s market. Those folks
who seize its opportunities will
end up reaping its rewards

As an aside, MPL Communi-
cations, which owns Investor’s Di-
gest, is sponsoring the World
Money Show in Toronto from Oc-
tober 18-20, 2012.

I’d like to invite readers to at-

tend my presentation, during
which I’ll focus exclusively on in-
come investing in today’s low
yield, high risk markets.

Hope to see you there!

Keith Richards is portfolio man-
ager of Value Trend/Wealth
Management in Barrie, Ont.
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