
Embrace a Correction! —Mike Swanson (06/02/13) 

Quote of the month: 

“In any invest-

ment you expect 

to have fun and 

make money” - 

Michael Jordan 

 Nothing goes 

straight up forever.  

People forget that fact 

though after a market 

goes up for week after 

week.  People don’t think 

logically when it comes 

to investing and trading.  

They tend to act on emo-

tional fears.  And the 

biggest fear that motives 

people when it comes to their decisions in the stock 

market isn’t the fear of losing money, but the fear of 

missing out.  This is why people hold during a bear 

market and why so many people get trapped buying into 

tops. 

 And they rationalize their decisions.  It isn’t 

just regular investors that do this, but hedge fund 

managers and money managers.  That is why as the mar-

ket went higher in May if you watched CNBC you saw 

crazy arguments to rationalize buying into a hyper-

bolic rally(the stock market went up 8% in four weeks) 

- the biggest one being that despite the S&P 500 now 

trading at a cyclically adjusted P/E of 24 and having 

risen to a new high it is actually cheap, because in-

terest rates are zero.  The people saying this were in 

fact saying forget traditional stock market valuation 

metrics that have historically worked for the past 100 

years.  These metrics mean nothing, because we are in 

a new era of zero interest rates.  With rates at zero 

stocks are worth more, because many of them have a 

higher dividend yield than the yield that treasury 

bonds will earn you.  Therefore they are cheap and 

will go up forever. I saw someone make the idiotic 

claim that the DOW is going to 60,000.  Talk about 

reckless hype! 

Stock Market Barometer 
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 Well, whenever you get big bull markets that cause the stock market 

to get expensive people lose their heads and come up with some new theory 

on why we are now in a new era in which old metrics mean nothing.  Back in 

2000 the talk was that we were in a “new economy” that meant that the 

economy would grow forever thanks to the Internet.  Once that bubble bust 

people argued that Alan Greenspan was so smart that he could manage inter-

est rates so that the stock market would not decline.  Yes people said 

that back then. 

 When he created a housing bubble and it popped and caused the bear 

market crash of 2008 CNBC talking heads simply said you can’t fight the 

Fed.  They are printing money.  That didn’t stop the crash. 

 And now that the market has gone up CNBC talking heads were once 

again proclaiming that we are in some sort of “new” economy thanks to zero 

interest rates and a need for yield from dividend stocks. 

 The problem is zero interest rates are not going to last forever.  

One day interest rates will go up and once that happens the whole logic of 

buying stocks, because they yield more than bonds, will be demolished and 

a vicious bear market will begin. 

 I do not think we are at that point at all.  In fact I do not see any 

sign that a new bear market is happening and do not think that one is 

likely to occur for at least another year and maybe even longer than that. 

 The point is that the US stock market got overbought and overvalued 

in May after rallying for six straight months and going practically 

straight up for four weeks starting in the middle of April to make what 

appears to be a climatic top.  Parabolic rallies are never a great time to 

buy stocks just as crashes are never a good time to sell stocks. 

 It’s logical to buy stocks to invest in them when they are cheap af-

ter a bear market is over or to buy them during a bull market on pull-

backs.  It really makes no sense and is very risky to buy into climatic 

rallies.  But people did it in May - and the pro’s on TV that were doing 

it were using the rational that it is different now because rates are zero 

to justify their actions.  Then regular people who are anxious about miss-

ing out hear this and end up buying into a top. 

 But we kept and can keep our heads.  Since making a peak on May 22 

the S&P 500 has pulled back about 4.6%.  Corrections are normal in a bull 

market and are not something to get scared about.  In fact you should EM-

BRACE a correction and use it as a buying opportunity. 

 I think the best thing you can do right now is figure out what you 

need to do to be able to buy after a correction plays out.  The first 

thing you need to do is tell yourself not to be scared of one.  Then you 

gotta figure out if you need to do anything with your account to be able 

to ride one out.  If you just have a portion of your money in the US stock 

market then you don’t really need to worry.  If you are on margin though 
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than you probably need to do some selling.   Everyone has to make their 

decisions based on their personality and needs.  But you need to plan and 

decide.  For me last month I just sold three small positions and bought 

the SDS ultra-short S&P 500 ETF as a hedge.  I also put a cash deposit in 

my account the other day,  because I truly believe that there is going to 

be good stuff to buy in June and I want more money to do it with. 

 Ten percent corrections are typical in the most bullish of markets. 

Corrections serve to shake out emotional traders who buy into tops and are 

quick to sell so they transfer shares from weak hands to strong hands that 

buy on dips.  If the market were to keep going up at the rate it was ris-

ing in April and May it would go up 8% a month(it went up 8% from its 

April low to May peak) and be at 2891 by December (that is what an 8% gain 

every month from now on would do). That would be nuts.  Nothing can go 

straight up forever so corrections recharge bull markets to enable them to 

keep going. 

 Right now the S&P 500 has support at its 50-day moving average.  It 

would take a drop of 6.2% from its May high to reach it.  A 10% drop would 

take it down to 1518.  The 150 and 200 day moving averages act as long-

term support in bull markets.  They are in the 1508-1489 zone. 

 I cannot predict at what price point a correction will end at and I 

am not going to pretend to be able to do so.  What I can tell you is what 

I will look for as evidence that a correction is over.  Corrections typi-

cally end with some panic selling and anxiety in the market.  They often 
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end with a day in which 90% of the volume on the NYSE is on the sell side.  

You can track that by going to Yahoo Finance and clicking Investing at the 

top navbar and then Market Overview.  They also end with a move up in the 

put/call ratio above one, sometimes for a few days, and a spike in the 

VIX, which tracks the premium traders pay for volatility in the options 

market.  What typically happens at the end of a correction is people panic 

and some of them instead of selling their positions buy puts as hedge.  

Their buying drives up the volatility premiums. 

 We last saw a spike in the VIX that took it above its upper 200-day 

Bollinger Band back in December when people got worked up over the sup-

posed “fiscal cliff” and caused the stock market to drop.  That turned out 

to be a great buying opportunity.  It would take a move to 20 cause a 

similar spike in the VIX from here.  The faster the market were to correct 

the quicker this would happen and the faster the correction will end.  But 

regardless my plan for June is to simply watch the market and wait for 

these signs that a correction is over.  I will then sell my SDS hedge and 
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do more buying.  To prepare I’m go-

ing to be researching new stocks 

every week and putting together more 

lists of potential buys in Power In-

vestor reports. 

 Right now I am still most in-

terested in buying mining stocks.  

Really I am not that interested in 

buying into the overvalued US stock 

market that has already gone up for 

four years.  I like the more cheaply 

valued markets in Europe that put in 

a bear market bottom a year ago and 

are just a few months into a new 

bull market as opposed to buying 

something already in a mature bull 

market as the US stock market is.  

There is simply more upside in some 

of the markets outside of the US at 

this point in time.  I already am positioned in these overseas markets and 

am happy to just keep holding those investments.   

 And there is more upside in gold and commodity stocks too that had 

been in a bear market since the Fall of 2011 and crashed in April and have 

been in what looks like the process of building a bottoming base ever 

since.  In fact since the S&P 500 made its May peak the HUI gold stock in-

dex has outperformed the US stock market.  No one is talking about mining 

stocks anymore on TV, because almost everyone that had been bullish on 

them either sold out way before the crash happened or finally sold on the 

crash.  Since there is hardly anyone in them anymore almost no one is 

bullish on them.   

 I laid out way in April how I thought they would trade and so far 

they are sticking to that scenario— I said I thought they would rally up 

and then test their lows (they ended up breaking them) and then bounce and 

spend another four weeks or so pausing in what would be a box formation 

base with resistance now in the 295-300 area of the HUI.  It will likely 

stay below this level for the next 2-4 weeks and continue to base.  If it 

does that and then breaks out I believe it will begin a new bull market.   

 Mining stocks would then more than double over the next twelve months 

and probably go up much more than that over the next few years.  There are 

so many commodity stocks that have been completely beaten down over the 

past year that will go up even more than that.  My job over the next few 

weeks is to research them.  You also got energy stocks and solar stocks.  

Coal stocks.  It is a big sector with lots of opportunities.  June will be 

a key month for the rest of the year.  This should be the critical bottom-

ing time for commodity related investments. 
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Disclaimer 

WallStreetWindow.com is owned by Timingwallstreet, Inc of which Michael 

Swanson is President and sole shareholder. Both Swanson and employees and 

associates of Timingwallstreet, Inc. may have a stock trading position in securi-

ties which are mentioned on any of the websites or commentaries published by 

TimingWallStreet or any of its services and may sell or close such positions at 

any moment and without warning. Under no circumstances should the informa-

tion received from TimingWallStreet represent a recommendation to buy, sell, 

or hold any security. TimingWallStreet contains the opinions of Swanson and 

and other financial writers and commentators. Neither Swanson, nor Timing-

Wallstreet, Inc. provide individual investment advice and will not advise you 

personally concerning the nature, potential, value, or of any particular stock or 

investment strategy. To the extent that any of the information contained on any 

TimingWallStreet publications may be deemed investment advice, such infor-

mation is impersonal and not tailored to the investment and stock trading 

needs of any specific person. Past results of TimingWallStreet, Michael Swan-

son or other financial authors are not necessarily indicative of future perform-

ance. 

TimingWallStreet does not represent the accuracy nor does it warranty the ac-

curacy, completeness or timeliness of the statements published on its web 

sites, its email alerts, podcats, or other media. The information provided should 

therefore be used as a basis for continued, independent research into a secu-

rity referenced on TimingWallStreet so that the reader forms his or her own 

opinion regarding any investment in a security published on any TimingWall-

Street of media outlets or services. The reader therefore agrees that he or she 

alone bears complete responsibility for their own stock trading, investment re-

search and decisions. We are not and do not represent ourselves to be a regis-

tered investment adviser or advisory firm or company. You should consult a 

qualified financial advisor or stock broker before making any investment deci-

sion and to help you evaluate any information you may receive from TimingWall-

street. 

Consequently, the reader understands and agrees that by using any of Timing-

WallStreet services, either directly or indirectly, TimingWallStreet, Inc. shall not 

be liable to anyone for any loss, injury or damage resulting from the use of or 

information attained from TimingWallStreet. 


