
I
f I’m anything, I’m
no bug-eyed opti-
mist. I’ve been call-
ing for a market

correction since April.
To cushion one’s

holdings against such a
move, I’ve recommend-
ed investors raise cash
by selling some of their
holdings.

In particular, I’ve recommend-
ed dumping  interest-sensitive
stocks, citing the likelihood later
this summer of a cyclical rotation
out of banks, pipelines and REITs.

In the stock portfolios I run
here at ValueTrend/Wealth Man-
agement, I raised the cash com-
ponent to 40 per cent between
late March and early April — a
move that was subsequently jus-
tified by a sell-off on the TSX.

For a while, American  mar-
kets seemed immune from a cor-
rection to their overbought con-
ditions. Indeed, they climbed
through the first half of May.

Nonetheless,  I stuck to my
guns and held cash. I’m glad I did,
given that my bearish prognosis
has been borne out. Not only did
U.S. markets peak May 22, but
Ben Bernanke, chairman of the
U.S. Federal Reserve, recently  im-
plied that he would begin dialing
back the monetary stimulus that
has buoyed the U.S. economy for
more than four years.

And what a correction it has
been, with virtually every part of
the world — North America, Chi-
na, Europe, as well as emerging
markets — taking it on the chin.

Nor have any asset classes
been spared, with gold, bonds,

preferred shares and
commodities all experi-
encing sharp sell-offs in
late May and June.

E v e n  s h o r t  t e r m
bonds, normally a safe
haven, got socked with a
sharp price pullback.

So, while our cash po-
sitions and our emphasis

on short- term bonds put us miles
ahead of other investors, our port-
folios still experienced some level
of volatility.  Given that the Fed will
likely try to damp down market ex-
uberance, markets will probably
be rocky over the summer.

Indeed, the markets are now
transitioning from being depen-
dent on quantitative easing, as an
addict might be dependent on
drugs to the point where they final-
ly begin to focus on essential things
like value, earnings and growth.

At the end of this transition,
U.S. markets in particular will
likely have a strong bull run.

But back to bonds. The spring
sell-off was likely overdone, based
as it was on fears that the mone-
tary stimulus would end.

In fact, technical indicators for
bonds are becoming more bullish.
And there might even be a small
rally over the summer, resulting in
a minor correction in yield.

Still,  the  fixed-income portfo-
lios I manage are focused on
bonds with terms of one-four
years, as well as on floating rate
exchange-traded funds such as
the Horizons Active Floating
Rate ETF (HFR-TSX, $10.16).

My fixed-income platforms
also include preferred share ETF
such as the iShares S&P/TSX

Canadian Preferred Fund
(CPD-TSX, $16.71), along with
smaller allocations of “special
situations” such as the iShares
DEX Real Return Bond Index
Fund (XRB-TSX, $22.70).

Other fixed-income holdings
include iShares J.P. Morgan U.S.
Dollar Emerging Markets Index
Fund (XEB-TSX, $20.66) and the
Horizons Active High Yield Bond
ETF (HYI-TSX, $10.52).

Admittedly, no security any-
where in the world has been im-
mune from the recent sell-off
with the exception, perhaps, of
guaranteed investment certifi-
cates and cold hard cash.  Never-
theless,  my shorter duration port-
folio was less exposed to the pull-
back than long term bonds.

Holdings are secure

In sum, despite any volatility
over the near term,  I view my fixed
income holdings as quite secure.

In addition to the 40 per cent
cash component, my  equity port-
folio breaks down as follows: in-
frastructure stocks, 15 per cent;
high yield stocks, 15 per cent,
gold, five per cent; non-correlated
holdings, 15 per cent and low
volatility index plays, 10 per cent.

Companies I now  hold in
these categories include Brook-
field Infrastructure Portfolio L.P.
(BIP.UN-TSX, $38.10),  Chem-
trade Logistics Income Fund
(CHE.UN-TSX, $16.99) and the
Horizons Auspice Managed Fu-
tures Index ETF (HMF-TSX,
$9.94). I also hold the iShares Gold
Bullion Fund (CGL-TSX, $11.10).

Except for gold, these selec-

tions typically carry lower risk, but
higher yields, than investments in
the broad markets.

Moreover, most of these hold-
ings have a low beta. In other
words, they typically experience
less downside and recover more
quickly than the markets.

So although my portfolio isn’t
immune to storms in the stock
markets, it is in a stronger posi-
tion to ride out any tempest.

At the same time, it has plen-
ty of cash to reap the rewards
when they inevitably show up.

In sum, investors will be best
served this summer by sticking to
a conservative portfolio. Seasonal
patterns suggest markets often
begin outperforming after the fall.

Technical indicators now
point to a typical pattern of sea-
sonal strength — one that’s likely
to emerge this year. So, this time
around, the technicals jibe with
the seasonals.

Put another way, we’ll have a
choppy summer followed by new
market highs into the winter.

So, this summer, one might
choose to lie low, hold cash and
concentrate on short term bonds
and stocks with low volatility. You
then might start aggressively buy-
ing stocks in the fall.

Keith Richards is portfolio man-
ager of Value Trend/Wealth
Management in Barrie, Ont. He’s
also a frequent commentator on
Business News Network.
You can follow his biweekly calls,
as well as read his comments on
where he thinks the market is go-
ing, on his blog:  www.smart-
bounce.ca.
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Ride out the storm with 
fixed-income holdings

Consider buying short term bonds, as well as bond index funds. 
In equities, focus on those that carry lower risk 
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