
If you’re a regular
reader, you probably
know that I think
stocks will be bullish

over the near term.
I see U.S. markets —

specifically, the S&P 500
— hitting 1,550 or there-
abouts in the first three to
six months of 2013, with
the TSX tagging along at
13,000 and change. But I think
we’ll hear the bear’s growl for a
long time thereafter.

In any traditional five-year
market cycle, the bearish part will
usually correct by 20 per cent-plus,
as has been the case on five sepa-
rate occasions since 1980.

Doing a bit of quick math, a 20
per cent correction from my S&P
target suggests a roughly 300-point
downside, or a retracement by the
S&P back to 1,150 or so.

This number coincides with
technical support at that precise
level — and would represent my
ultimate downside target.

I won’t stick my neck out by
predicting exactly when the S&P
will bottom out, although I will say
it could do so in 2014.

Keep in mind, of course, that
this bearish outlook is no doom-
and-gloom outlook. It’s merely my
tip of the hat to historical realities.

Like bear runs, bull markets are
cyclical. But don’t just take my
word for it. See for yourself. Look at
a long-term chart of any major
country index.

You’ll see that no trend lasts
forever without a substantial cor-
rection. Accepting this, as well as
blocking out the appropriate strat-
egy for each phase of a market cy-
cle, is an important step towards
successful long-term investing.

By rotating through strategies
for both bull and bear markets, I’ve
managed to give my clients consis-
tent returns — returns you can get
by using the same rotation.

Meanwhile, I’d like to touch on
a few superior investments you
might consider for the balance of
the current bull market.

Let’s start by looking beyond

America. Indeed, the
success of U.S. markets
over the past four years
may very well have
blinded investors to good
bets elsewhere.

And if the predictions
I’ve made for the S&P are
true, investment opportu-
nities on North American
markets are diminishing.

For example, if you calculate
the potential return for the S&P500
from its current level of roughly
1,450 to my target of 1,550, you’d
be hard-pressed to expect a gain of
much more than seven per cent
over the coming months.

And given the strong likelihood
of the TSX moving in sync with
U.S. indexes, the upside for North
American investors is relatively
unexciting.

By contrast, some market in-
dexes in Europe, Japan, India and
China now look exciting. In fact,
they may offer twice or even thrice
the upside of Canadian markets.

Let’s take a look at these ge-
ographies, along with some of the
exchange-traded funds that cover
them. I’ve posted the charts for
these markets on my blog:
www.smartbounce.ca.

First up, Europe. Compared
with the SPDR S&P 500 ETF (SPY-
NYSE, $148.71), Vanguard’s MSCI
Europe ETF (VGK-NYSE, $50)
trades at a discount on all metrics,
while offering a slightly higher div-
idend yield.

It also offers a dividend yield of
over three per cent, given that it
now trades at 11.6 times its for-
ward earnings, as well as at 1.3
times its book value.

By contrast, the S&P 500 sports
a forward PE of 14, a price-to-book
ratio of two and a dividend yield of
just over two per cent.

Charts show the Vanguard
fund, as well as Europe’s STOXX
50, an index of the Continent’s
leading blue chips, are breaking
significant technical resistance,
suggesting further upside for con-
trarian investors.

Now, let’s look at another con-

trarian play — Japan. That coun-
try, as we all well know, is a slow-
growth story, having chalked up
more than its share of natural dis-
asters over the past few years.

Moreover, its demographics are
disastrous. Not only is it facing an
aging population, but fewer young
people are entering the workforce.

Japan also faces significant
constraints in long-term growth,
as well as its ability to pay for fu-
ture social programs. All of which,
of course, begs the question of why
the country would ever be seen as
a fruitful place for investments?

Well, for one thing, Japan, like
Europe, offers better valuations
than the U.S. Japan’s price-to-
book multiple is below one; its
price-to-earnings ratio, around 11.

Moreover, before it snapped
out last December, the Nikkei,
Japan’s version of the Dow, was in
the third year of a prolonged
three-year down cycle.

This upside breakout suggests
the Nikkei will have a near-termed
run. Although I can’t ignore
Japan’s long-term problems, it’s
still a good investment bet over the
next few months, given its techni-
cally attractive valuation.

The classic ETF for playing the
Nikkei is the iShares MSCI Japan
Index (EWJ-TSX, $9.87).

Meanwhile, what can we say
about India? Well, thanks in part to
its reform agenda, the country has
attracted a lot of overseas capital.
Foreign investors have also been
attracted by expectations India will
soon cut its interest rates.

In the interim, the Sansex in-
dex, which tracks the Mumbai
stock exchange, rose strongly in
the latter half 2012.

To play India, consider Wis-
domTree India Earnings (EPI-
NYSE, $20.50) ETF. It’s now trying
to break past near-termed resis-
tance of $20 a unit.

But its downtrend, which be-
gan in early 2011, has definitively
been broken — a bullish sign for
the coming months.

By the way, valuations for Indi-
an markets aren’t that much

cheaper than those for the U.S. For
example, India’s forward price-to-
earnings ratio now sits around 13.

As a result, this fund’s recent
breakout might appeal more to
momentum investors, than to
folks who want value.

Like India’s stock markets, the
Shanghai Composite Index has
been kept at bay by a growling bear
— in this case, since early 2011.

Still, the Composite’s recent
breakout from a downtrend after
forming a bottom consolidation of-
fers investors a great opportunity.
In fact, its chart is very attractive.

Yet, investing in China isn’t for
the faint-hearted. Yes, the Compos-
ite’s PE is only 10; its price to book,
only 1.4 and its PE ratio, just 10. And
China’s growth is expected to be
much more robust than America’s.

But China is a trader’s market:
70 per cent of investors who trade
on the Shanghai Stock Exchange
sell their shares within six months
of buying them. And although Chi-
na is the world’s sixth-biggest cap-
italized market, it sports the fourth
highest trading volume. In other
words, today’s uptrend can turn
into tomorrow’s sell-off.

Still, to encourage greater
transparency, as well as fairness on
the trading floor, China’s market
regulators are getting more aggres-
sive about eliminating insider
trading scams, as well as bogus
initial public offerings.

Nonetheless, China now fits
into my short-termed upside trad-
ing strategy. Investors with the
right risk tolerance may want to ex-
plore the country’s outstanding
potential for return.

Although there are no pure
plays on the Shanghai Composite,
Market Vectors China ETF (PEK-
NYSE, $37.13) seems to follow its
patterns very closely. 

To capitalize on the final phase
of the bull market, look beyond our
borders. The rewards may be
much greater.

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