
H
ere’s some-
thing that may
be counter-in-
tuitive: major

U.S. markets are  riding a
new bull.

Don’t believe me?
Look at the long term
chart for the Dow Jones
Industrial Average from
1900 to the present. (You’ll find it
on p. 463). 

You’ll notice the Dow has rid-
den out four big consolidations
over the past 113 years.

The first three — 1906 to 1925,
1937 to 1950 and 1965 to 1982 —
went decidedly sideways.

You’ll also see by the hori-
zontal lines I’ve drawn on the
chart that all three periods had a
defined “ceiling.” And apart
from dividends, there were, dur-
ing those years, few gains for in-
vestors.

But in the most recent “lost
decade,” the Dow has followed
a different path. It’s traced what
technical analysts such as my-
self like to call an “expanding”
formation.

In other words, the Dow, over
the long term, has registered an
unusual occurrence of higher
highs at market peaks, followed
by lower lows at market troughs.

Usually, an expanding pattern
is bearish, given that it implies
ever-increasing levels of volatility.

By the way, over the past 13
years, the New York Stock Ex-
change Composite Index has
also entrenched itself in an ex-
panding pattern.

And this index not only boasts
more stocks than the Dow, but
plucks them from across the mar-

ket cap spectrum.
So, unlike the Dow,

the NYSE sends signals
about the health of the
broader market.

But if both the Dow
and the NYSE Composite
now show expanding pat-
terns and such patterns
are bearish,  shouldn’t we

all head for the hills?
No. It’s unclear whether the

broader U.S. market is really
growling. In fact, the  broader big-
cap S&P 500 index hasn’t traced
the same formation as the Dow. 

Instead, the S&P has been flat.
True, between 1999 and 2007, the
composite did make a nominally
higher high.  But because the dif-
ference was only two per cent, it’s
not worth considering.

In fact, you’ll see just how
small the difference is if you look
at the S&P 500 chart, also on p.
463. Moreover, between 1999 and
2013, the expanding formation on
the Dow didn’t spark an expand-
ing formation on the S&P 500.
Once again, the latter was flat.

Now let’s compare the Dow to
the S&P 500 during the last mar-
ket consolidation —- specifically,
the years between 1965 and 1973.
Ironically,  the latter traced an ex-
panding formation, while the
Dow had flat resistance.

We could call this deviation a
“non-confirmation.” That one
major index didn’t confirm the
other implied that the expansion
formation exhibited on the S&P
had to end.  And, as we now
know, it did.

Indeed, the S&P’s expanding
formation between 1965 and 1982
ended with the index’s biggest de-

cline during the period — in 1974.
Yet, after a few more years of

recovery, the great bull market
of 1982 – 1999 charged out of
the pen.

Perhaps the similarly massive
market meltdown of 2008 capped
off the Dow’s expanding forma-
tion over the previous 13 years.

The non-confirmation, as
shown by the flat pattern on the
S&P 500 over the past 13 years,
implies we should soon hear the
thunder of a multi-year bull.

In fact, not only has the index
recently broken out of its long-
term “ceiling” of around 1,560, but
it has  moved  on to new highs.

But before all you bears bom-
bard me with e-mails about
frothy market valuations and
dangerous levels of investor exu-
berance, let me address the po-
tential for a market correction
over the near term.

Yes, we should hear a growl
sooner or later, although it won’t
be as loud as it was in 2001 or ’08.

On the S&P 500 over the past
15 years, there’s been a bull/bear
cycle lasting about five to six years.

Pattern repeats itself

Put another way, the S&P 500
seems to go from a low point, or
trough, to  a high point, or peak,
only to slide into a new trough.

Past troughs include the Asian
contagion of 1998, the dot-com
crash of 2002-’03 and the great re-
cession of 2009.

If you’ve  heard me speak be-
fore at a conference, you’ll  know
I don’t get bogged down trying to
pick the exact dates when a cycle
is due to hit a trough.

But I do take note of market
rhythms.  And the rhythm now ap-
pears to be a tendency for troughs
to occur every five to six years.

So, if we measure from the last
trough in 2009, the next bear mar-
ket will probably  bottom out in
2014 or 2015.

This suggests a market peak ei-
ther very soon — that is, over the
coming months — or later in 2014.

In the meantime, as we con-
tinue to feed on what’s left of the
current bull market, it’s important
I reiterate the investment advice
I’ve given in previous columns.

Recently, if  you recall, I’ve
focused on two themes.  The
first is the importance of buying
dividend growth stocks with
strong charts.

Such stocks include pipeline
and infrastructure plays like Key-
era Corp. (KEY-TSX, $59.87), Pem-
bina Pipeline Corp. (PPL-TSX,
$34.20),   and Brookfield Infras-
tructure Partners L.P. (BIP.UN-
TSX, $41.85). I also like Inter
Pipeline Ltd. (IPL-TSX, $25.41), al-
though I don’t now own it.

The second investment theme
I’ve outlined is to look for emerg-
ing leaders in U.S. stocks.

As examples,  I’ve cited both
Texas Instruments Inc. (TXN-
NASDAQ, $42.08) and insur-
ance giant American Interna-
tional Group Inc. (AIG-NYSE,
$48.33). Yet another candidate
might be Corning Inc. (GLW-
NYSE, $16.80).

As a third theme, I might now
suggest you avoid buying or hold-
ing stocks that are clearly “rolling
over” as they make way for new
market leaders.

Although I don’t see such
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rollovers  getting mauled by the
bear, any stocks that are breaking
their long-term trend lines will
likely take a back seat to the last
stage of our late-party market.

So, steer clear of most  big RE-
ITs, as well as Ma Bell (BCE Inc.-
TSX, $46), pipeline giant Tran-
sCanada Corp. (TRP-TSX,
$46.85), rival Enbridge Inc. (ENB-

TSX, $45.13), as well as Big Blue,
a.k.a. International Business Ma-
chines Corp. (IBM-NYSE, $48.33).

To recap, I believe that for
U.S. markets, the very big picture
is bullish, although this may not
be quite the case in Canada, giv-
en our broad exposure to com-
modities.

Still, the recent lost decade,

which I accurately predicted way
back in 2001,  is over. (You can
read my original piece on my
website:  www.valuetrend.ca.
Click on the button at the bot-
tom of my site).

I believe we’re now  in a new
big-picture bull market, even
though we’re due for a mid-term
bear market correction sometime

over  the next year or so.
But before that occurs, there’s

still time for one last dance at the
bull pen party.

Keith Richards is portfolio man-
ager of Value Trend/Wealth
Management in Barrie, Ont. You
can e-mail him at
krichards@valuetrend.ca
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