
I
have to admit  I’m
excited! Right on
schedule, the mar-
ket has become

volatile as we head into
the fall.

That’s perfect for
those of us holding cash
in the hope of finding
bargains over the next
one to two months!Seasonal
trends are usually weak in the fall.
Moreover, the cumulative ad-
vance/decline line for the NYSE
has recently shown a divergence.

It made two “flat” peaks re-
cently, while the S&P 500 Index
etched two higher peaks leading
into August. An advance/decline
line measures total market partic-
ipation by all the stocks trading
on the NYSE.

It does so by comparing all the
stocks that advanced in a given
day to those that have fallen. A ris-
ing line shows broad participation
in a rally; in other words, more
stocks are rising than falling.

Participants are fewer

But when the line fails to keep
up with market indices such as
the S&P 500, it can be a sign the
market is advancing, but with
fewer participants.

In my first book, SmartBounce,
I noted that such divergence on
the A/D line was a leading indica-
tor to what eventually became the
market meltdown of 2008-’09.

Admittedly, the current diver-
gence in the A/D line is less
marked than that seen in 2007.

But the divergence  does in-
dicate that the market is due for
some level of correction, based

on this lack of broad
participation.

One other factor that
worries me is the recent
divergence between
certain market momen-
tum indicators and the
broad indices.

Momentum oscilla-
tors such as the Relative

Strength Index  and Moving Av-
erage Convergence Divergence
measure the rate of velocity in a
market advance.

When velocity slows while the
market continues on to new highs,
such as it did between July and
August, it’s  a telling sign that the
market is losing momentum. The
markets will likely soon correct.

Now, let’s move on to when to
buy. September does have a well-
deserved reputation for market
weakness; it’s only positive about
40 per cent of the time. Ironically,
October, on average, isn’t a bear-
ish month. In fact, it’s been (on
average) mostly positive.

But when October is  bad, it’s
really bad! Black Monday in Octo-
ber 1987, the Asian Contagion in
October 1997, as well as October
2002 and 2007, all come to mind
as prime examples of just how
nasty this autumn month can be.

Movements are bigger

October has a tendency to ex-
perience bigger down movements
in the infrequent times it is down.
You might say that October’s
problem is geometric, rather than
arithmetic! So I’ll stick my neck
out and bet that markets will re-
main volatile with a negative bias
until near the end of September —

and I’ll play it by ear from there.
This year, seasonal tendencies

for weaker markets will be ampli-
fied by market paranoia over how
much (no longer if or when) “ta-
pering” will take place.

I’d expect that Sep. 18, when
the U.S. Federal Reserve Board
has its next meeting,   will be an
important day for the markets.

It  will likely be then that Fed
chairman Ben Bernanke spells
out the details we’ve all be waiting
for. I won’t guess what October
will bring. It really all depends on
the outcome of the Fed meeting.

Indeed, all eyes will be on Mr.
Bernanke. Should he suggest a rel-
atively modest tapering of quanti-
tative easing, the markets may re-
act positively. And if that’s the
case, look for a bullish October.

But should Mr. Bernanke  in-
troduce a dramatic tapering plan
— well, look out below.

So, I’ll be holding my nearly
50-per-cent cash allocation until
the latter part of September, or
later, depending on how things
play out after the Fed meeting.

Correction will be good

Either way, a market correc-
tion such as the one I’m envision-
ing, will likely create attractive op-
portunities for stock pickers.
Stocks that may have been too ex-
pensive to buy only months ago
can become undervalued bar-
gains, ripe for the picking by as-
tute investors.

But remember, if you don’t
have any cash, you can’t buy the
bargains! Meanwhile, the sell-off
of interest-sensitive stocks in par-
ticular has created some attrac-

tive values lately.
Interest-sensitive stocks are

those stocks that pay high divi-
dends, with a smaller expectation
for growth. After the Fed issued
some statements  in June, these
stocks, along with bonds and pre-
ferred shares, fell sharply.

Examples of interest-sensitive
stocks include pipelines, utilities,
real estate investment trusts,
telecoms, and other high-yield-
ing positions.

Although not all  these stocks
are of “interest” to me (excuse the
pun), there are some very cheap
ones that are likely to offer both
high dividends and price appreci-
ation potential with the upside
largely coming from an oversold
recovery in share price.

Two holdings we recently
bought for our model equity port-
folio here at Value Trend repre-
sent such values. The first name is
Pembina Pipeline Corp. (PPL-
TSX, $32.53). Having recently
bought Pembina, we were de-
lighted with its most recent earn-
ings. Not only did it beat the con-
sensus call, but the company also
raised its dividend.

In addition, Pembina is near-
ing its long-term trendline. Then,
too, because of interest rate para-
noia, the pipeline sector is now
oversold. Fundamentally, we be-
lieve that Pembina now offers the
best value in its sector.

Its long-term trendline is
bullish. And it’s been consolidat-
ing nicely in the low-$30 range.

By winter, we see Pembina hit-
ting our near-term price target of
$35. And we believe it will likely go
higher from that point. Pembina
now yields five per cent, making it
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Although October is mostly a positive month, when it’s been bad, 
it’s been very bad as in October 1987, October 1997 and in 2002 and 2007

As predicted, stock
markets are now volatile



an attractive “hold” while you wait
for upside price appreciation.

The second name we recently
bought for our equity portfolio is

Parkland Fuel Corp. (PKI-TSX,
$17.24), which we picked up at
where it’s now roughly trading.

Parkland recently reported

good quarterly financials, beating
the consensus call in the process.

Parkland buys and owns fuel
distribution arms, as well as a few
gas stations. It distributes about
half its profits in dividends, while
reinvesting the rest by buying
small fuel distributors as a way of
growing its network.

Parkland now pays a yield of
six per cent — an attractive re-
turn, while you wait for its shares
to finish consolidating.

It traded sideways in 2010, dis-
played a solid uptrend in 2012
and has once again been trading
sideways for much of this year.

Breakout could be high

I believe the stock will eventu-
ally break out, reaching  well be-
yond its resistance point of $18.50.
Indeed, I'd see  it hitting its old
high of $20 in the next year or so.

One sector that hasn’t  sold off,
but displays seasonal tendencies
to pull back into the fall, are the
Canadian banks.

Here, we’ve been keeping tabs
on the BMO/S&P/TSX Equal
Weight Banks exchange-traded
Fund (ZEB-TSX, $19.42).

We’ve also been watching
some of the individual banks such
as National Bank of Canada (NA-
TSX, $82.11) and the Toronto-Do-
minion Bank (TD-TSX, $90.29).

For the BMO ETF, I’m looking
for an entry point  at $18 a share.
I’d also buy National  in the mid-
-to-low $70 range. And I’d consid-
er TD at or near $80 a share.

All these names offer yields
in excess of 3.5 per cent; in fact,
the yields will be even higher if
you manage to buy at the prices
I suggest here.

More purchases likely

We expect to be buying more
of these types of undervalued eq-
uities closer to the end of Septem-
ber or into October.

For those with patience, I be-
lieve that the opportunity to buy
high quality stocks at attractive
prices is fast approaching.

Keith Richards is portfolio man-
ager of Value Trend/Wealth
Management in Barrie, Ont.
He’ll be appearing on BNN’s pop-
ular Market Call Tonight show
on Tue., Oct. 1 at 6 p.m., EDT.
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