
INVESTORS WHO FOLLOW MY

blogs, The MoneyLetter articles
or media appearances will be
familiar with my “short-termed
bull, longer-termed bear” opin-
ion about the markets.

So far, so good. As predicted,
the bullish trend is dominant at
this time. A new peak in the
S&P’s 4-year uptrend occurred in
January, confirming that the bull
is still intact. 

Simply put, higher highs plus
higher lows equals an uptrend.
And an uptrend must be assumed

to remain in place until a high or
low is taken out. As Newton’s
first law states, “An object that is
in motion will not change its
velocity unless an unbalanced
force acts upon it.”

The nature of this bull market
compared to the last two bull mar-
ket trends (the 1990’s, and the
2003-2007 runs) is far different in
its volatility. 

Take a look at the S&P chart
on the following page. The trend
was smooth sailing, relatively
speaking, in the prior two runs.
The retracements in the 2003 to
2007 bull run had only small sin-
gle-digit pullbacks, and the late
1990’s saw only one double-digit
retracement (in mid 1997).

The current bull market, which
began in 2009, has been charac-
terized by two huge double-digit
retracements – one in mid 2010,

and the other in mid 2011.
I’ve circled three 15-per-cent-

plus bull market corrections on
the chart (only one of which was
in the 1990’s bull run), and I’ve
noted the consolidation and top-
ping patterns along with the bull
markets over the 20 years studied.

I think it’s safe to say that high-
er volatility is the new norm. We
can discuss at length the cause of
that volatility (programmed trad-
ing, internet, hedge funds, govern-
ment Quantitative Easing pro-
grams, etc.) but that’s just academ-
ic. We’re here to try and make
some money, not to discuss mar-
ket theory and philosophy.

That’s why, although there is
always room for a new leg in
the bull market to occur, I’m
going to take some profits at or
near the point of the S&P 500
reaching 1550.

I’ll move into cash with these
proceeds. Some market partici-
pants think that the bull market
may continue through 2013. I don’t
believe that this will be the case.

We are still in a debt deleverag-
ing cycle that is going to last
another few years. It’s going to be
very difficult for real growth to
take hold. What’s more likely is
an economy that muddles along
with slow growth.

The background has not been
set for a breakout past old market
highs – the economy just isn’t
going to provide growth to justify
a new bull market. 

Sure, I could be wrong. Mar-
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kets could take out the 12-year
highs to enter a new era of bull
market highs. But even if you
don’t buy into my theory of a new
bear market cycle emerging later
this year, you certainly could
acknowledge the very real proba-
bility of a substantial correction
pending after the recent run from
October 2012.

Simple observation of the last
two corrections suggests that such
a retracement would involve a
double-digit loss on the markets
before the bull market continues.
In my mind, that’s the best sce-
nario that could happen – but not
the most likely.

My view is for a genuine bear
market to appear, with a potential
downside target of 1100 on the
S&P500 by 2014. That’s a 20 per
cent loss from current levels.

Despite holding a higher level
of cash than I normally would as
we reach my projected stock
market targets, there will always
be a case for holding a few
select equities.

With that in mind, it’s time to
get defensive with the equities
that we decide to hold.

Here are a six defensive equities

right out of the ValueTrend Man-
aged Equity platform as it stands
today. I currently own each of
these securities for the portfolios I
manage, and I remain comfortable
holding them (in addition to rais-
ing cash) through a falling market. 

BMO Low Volatility Canadi-
an Equity ETF (TSX-ZLB,
$17.62) and the iShares MSCI
USA Minimum Volatility ETF
(TSX-XMU, $20.92). We current-
ly hold a large position in these
two low-volatility ETF's. 

The Canadian ETF pays a 2.6
per cent dividend, while the U.S.
fund pays about one per cent.
These securities exhibit about
one half of the volatility (beta) of
their respective markets, while
still allowing for upside capital
appreciation.

BMO Global Infrastructure
ETF (TSX-ZGI, $22.22). A variety
of international stocks are held in
this fund including utilities, energy,
telecom and financial positions. It
pays a 2.7 per cent dividend, and
has an incredibly low volatility rat-
ing. Its beta is less than 0.6, mean-
ing that it has 40 per cent less
volatility than the TSX!

Meanwhile, this sector can per-

form very well in a meandering
market – which may well be the
case later this winter. 

Brookfield Infrastructure LP
(NYSE-BIP.UN, $37.25) pays an
attractive dividend of about four
per cent and offers a beta mea-
surement of 0.60. This means that
Brookfield Infrastructure is about
40 per cent less volatile than the
TSX. This company, which owns
holdings in global utilities, trans-
portation and timber operations,
is the kind of stock to hold in a
weaker market. 

First Capital Realty (TSX-
FCR, $19.16) also has very low
volatility. Like Brookfield Infra-
structure, its beta is about 0.6. It
pays investors a dividend of over
four per cent and its cash flow,
which comes from high-quality
retail tenants in upper scale shop-
ping malls, is quite stable.

I feel that this stock will even-
tually move up nicely, and have
been happy to sit on it over the
past year while receiving its sta-
ble, high dividend.

BMO Equal Weight Utilities
Index ETF (TSX-ZUT, $16.66):
I’ve mentioned this security in the
past. This ETF has a five per cent

S&P 500 Large Cap Index
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yield, and holds nothing but
power-utility stocks. While utilities
tend not to be big movers, they're a
steady turtle that can win the race
in a bear market environment. 

The worst-case scenario for my
cautious stance? An underperfor-
mance of the markets after I sell –
if markets continue to rally. 

I’ll make money on current
positions, but I’ll certainly miss
out on some of the fun due to my
cash position. I’ve decided that I

can live with that underperfor-
mance, given the risk.

If the market performs poorly,
then I have some cash on hand to
buy cheap stocks when the time is
right. If markets rise, I’ll still
make money – just not as much as
a fully invested portfolio. Better
safe than sorry, I always say. ▼
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