
I
t’s that time of year
again. The time
when the mavens
give their two cents’

worth on what they think
will happen to stocks
over the next 12 months.

Take their predictions
with a grain a salt. Al-
though these folks may
have nothing original to say, they
end up making headlines simply
because of pressure from the me-
dia to opine.

Moreover, such “experts” are
often notoriously short-sighted.
Think back a year ago. Do you
then recall anyone predicting the
plunge in petroleum, the rout of
the ruble, the Ebola epidemic, or
the bullish return of the long
bond? I don’t.

The only market forecast I re-
member was a mid-year caution
on oil — something I myself noted

on my blog, www.smart-
bounce.ca, as well as in in
a previous column.

Simply put, the longer
the duration of one’s pre-
dictions, the greater the
likelihood they’ll be
wrong.

A confession: I’m reg-
ularly asked by both

Bloomberg and Reuters for my
12-month predictions. So, I’m as
guilty as the next pundit of gar-
nering headlines!

A mea culpa

Admittedly, technical ana-
lysts, using crowd behaviour
studies, money flows, as well as
other indicators, make predic-
tions that are on the mark. But
typically, they’re only for six
months or less.

The same goes for both

economists and analysts who fol-
low market fundamentals.

Indeed, the reliability of long-
term forecasts depends on in-
vestors behaving the same way
over, say, 12 months — obvious-
ly, a dangerous assumption.

True, in late 2013, I predict-
ed Microsoft Corp. (MSFT-
NASDAQ, $46.25), American In-
ternational Group Inc. (AIG-
NYSE, $54.55) and Texas In-
struments Inc. (TXN-NASDAQ,
$52.60) would perform well over
the long term.

But I did so mainly because
these stocks showed the likeli-
hood of mega-long breakout pat-
terns — and, by extension — mul-
ti-year upside potential.

Indeed, readers who followed
my advice and who bought some,
or all three, of these blue chips
were amply rewarded.

And these folks may gain even

more because all three stocks
have a lot of upside left.

Still, I can’t emphasize enough
that the longer the time period, the
greater the chance a forecast will
be ambushed by unseen factors.

So, for big-picture breakout
stocks, it’s crucial to keep a close
watch on trend lines, fundamen-
tal factors, as well as on both sup-
port and resistance points.

Preparedness is key

Moreover, should a trend
break down, you must be ready to
sell and move on to another trade.
That’s the reality in this rotation-
al market where today’s “hero”
can become tomorrow’s “zero.”

For example, consider utilities.
Now outperforming the broad
market, utilities could very well
roll over as capital rotates its way
into another sector.

And utilities are hot, having
risen roughly 28 per cent last
year in the U.S. — a bigger jump
than in any other sector. In fact,
as of Dec. 31, the price-to-earn-
ings ratio for U.S. utilities —
then roughly 18.8 — topped
that of the S&P 500 Index by 30
basis points.

Simply put, investors favoured
a slow-growth sector like utilities
over more positive growth in the
broader market.

But their preferences raise a
red flag. After all, market realities
suggest that stocks that grow at a
slow pace should trade at a lower
PE than stocks with higher rates
of earnings growth.
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Correction is due

Not only are such anomalies
usually corrected, but the correc-
tions can be jarring. And U.S. util-
ities, I believe, are definitely due
for a correction.

In fact, the momentum indi-
cators I follow suggest the sector
is overbought.

Moreover, the S&P Utilities Se-
lect Sector Index, as shown by
SPDR Utilities Select Sector
(XLU-NYSE, $47.52), the index’s
copycat exchange-traded fund,
has blown through its upper
Bollinger band — a sure sign of
erratic market exuberance.

So, in predicting a big pullback
in U.S. utilities I don’t think I’m
going out on a limb. At least over
the short term.

Canadian utilities should now
give one pause as well, although
that sector’s index hasn’t risen as
much as its U.S. counterpart.

In fact, the BMO Equal Weight
Utilities Index Fund (ZUT-TSX,
$15.55) continues to yo-yo be-
tween $14 and $15 a share.

Moreover, the fund isn’t over-
bought from a technical perspec-
tive. But it is nonetheless nearing
the top of its trading range.

Because the trailing PE for
Canadian utilities is roughly 10

points above that of their U.S.
counterparts, the Canadian names
are more expensive in terms of
fundamental analysis.

Yield is high

Admittedly, with ETFs for
both U.S. and Canadian utili-
ties, the dividend yield is now
high — around four per cent.
But if this still leaves you cold,
consider selling some of your
utilities stocks.

Indeed, it’s crucial you under-
weight the sector, regardless of
whether you own American or
Canadian names.

I’d like to thank all my readers
for following me over the past
few years, whether here in the Di-
gest, or on my blog.I’d like to in-
vite you to tune in to BNN televi-
sion on Fri., Jan. 30 at 6 p.m. EST
for the network’s one-hour Mar-
ketCall show. Call toll-free with
your questions on technical
analysis at 1-855-326-6266. Or,
e-mail your questions ahead of
time — specify they’re for me —
to marketcall@bnn.ca
Keith Richards, who’s based 
in Barrie, Ont., is portfolio 
manager of Value Trend/Wealth
Management.
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