
I
t’s astounding how
resilient the mar-
k e t s  h a v e  b e e n
lately, especially in

light of the goings-on in
the world!

Greece on the verge
of default? Piece of cake!
Impending doom for
Italy? No problem! China
unlikely to ride to the rescue? No
worries!

After all this bad news spread
panic among the masses, the S&P
500 has come close to, or even
tested, the October breakout lev-
el (now support level) of 1220.

These panics have lasted only
a day or two, having been fol-
lowed by equally wild rebounds.

Overall, a series of insane sell-
off and rebound patterns charac-
terized markets in October and
early November.

The continuous strength of
the S&P 500 to test and rebound
off the 1220 level suggests we’re
in for a solid rally over the com-
ing months.

To back up the markets’ amaz-
ing resilience, we have a neutral
environment for most sentiment
indicators. Put another way, the
bulls aren’t too bullish and the
bears aren’t too bearish!

Furthermore, most momen-
tum oscillators are now “neu-
tral,” meaning that stock mar-
kets are neither overbought nor
oversold.

Positive seasonal influences
and earnings reports will also

help drive markets in the
near-term.

So, apart from any
negative spillover from
Europe, the coast is rea-
sonably clear for North
American markets to
start climbing over the
next few months.

Thus, I remain a
short-term bull; indeed, I’m ex-
pecting that markets will rise into
the early part of the new year.

The charts will tell us when to
reduce equity exposure. And I’ll
provide my input on the timing of
this eventuality through my
columns in the Digest.

As I’ve indicated in the past, I
remain a long-term bear. After
what I perceive to be a reasonable
rally over the coming months, I
expect a continuation of the larg-
er bear market into 2012.

And although I’m now almost
fully invested in equities, you can
bet I’ll be looking to exit the sec-
tor over the early winter months.

Meanwhile, let’s take a look at
a few specific stocks and sectors
that may be worth examining.

I’ll start with Canadian Pacif-
ic Railway Ltd. (CP-TSX, $63.66).
Given that CP Rail is popular with
both retail and institutional in-
vestors, I’m sure Digest readers
would appreciate a technical
comparison between that com-
pany and arch-rival, Canadian
National Railway Co. (CNR-TSX,
$80.51).

But before making one, I must

disclose I hold both personal and
client positions in CN Rail and
that I recommended it on Busi-
ness News Network as a top pick.

CN is a holding

OK, with that out of the way,
let’s look at the two charts ac-
companying this column to see
why I  prefer CN to CP.

As you’ll see on the chart, CN
Rail has not only reached a new
high, but is also in an uptrend. Its
relative strength to the markets
(not shown) is positive.

A bullish crossover by CN
Rail’s 50-day moving average
through the 200-day moving av-
erage occurred in November.

CP Rail, on the other hand,
hasn’t passed through its old highs.

Its moving averages haven’t
yet crossed and its shares,
rather than moving higher in a
meaningful way, are now con-
solidating.

Canadian Pacific does have
some upside potential to the high-
’60s, but I’d rather own the railway
with no overhead resistance.

We can also compare the price
of spot oil to that of spot gold. Al-
though gold remains in an up-
trend, keep in mind that as it
climbs, it’s susceptible to a certain
amount of volatility.

As such, the rising peaks and
rising troughs on the chart have
created a trend-channel. This is
particularly evident if you view
charts of the major gold equities.

Recently, gold, at roughly
US$1,800 an ounce, reached the
top of this channel.

Although the trend remains
up, I believe it’s better to wait for
a pullback to the $1,700-an-ounce
area before taking new positions.

You can play spot gold through
the SPDR Gold Trust (GLD-NYSE,
$173.76) or, for a currency-hedged
version, through the Horizons
Comex Gold Exchange-Traded
Fund (HUG-TSX, $18.06).

Of course, for investors who
prefer equities, there’s always the
iShares S&P/TSX Global Gold In-
dex Fund (XGD-TSX, $26.30).

Waiting is better

Long-term investors can hold
onto their positions and enjoy the
trend. But I sold my gold equities
with the idea of buying them again
if and when there’s a pullback.

At the very worse, I can rede-
ploy the profits I’ve taken from
gold equities into potentially more
favorable sectors of the market.

Perhaps a contrarian sign of
the yellow metal becoming too
popular was the recent an-
nouncement by the Royal Canadi-
an Mint that it would start issuing
exchange-traded receipts for gold
bullion. But I’m not buying them
— at least, not yet. Here’s why.

Investors who buy the ETRs
will see their purchase close near
the end of November.

But as I’ve already noted,
we’re likely approaching a trend-
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channel peak on the gold market
pattern for the next while.

So, while it may be a great time
to issue a gold ETR, it’s perhaps
not the best time to buy it.

Moreover, from what I’ve
seen, bankers and brokers will
charge the Mint two per cent to
help sell the issue to the public.

This, in turn, may be a quick
way to experience an immediate
two per cent deterioration from
the underlying net asset value.

For my money, I’d prefer to
wait until the exchange-traded re-
ceipts become a liquid security on
the TSX before trading this issue.

Yet, once the ETRs are trad-
ing, I’ll be happy to trade them
myself — but only at the appro-
priate time!

In the interim, oil may be a
good alternative to gold. Al-
though oil’s long-term trend
isn’t as attractive, it has shown a
very attractive short-term pat-
tern that might sustain it over
the next few months.

Admittedly, from May to early
October, oil was caught in a major
downtrend. But at the end of Octo-
ber, it broke out and began making
what appears to be a solid rally.

Technical resistance for West
Texas Intermediate crude lies at
US$102 and $110 a barrel.

From this vantage point, I
think  oil will likely range some-
where between these two prices
over the coming months.

Y o u  c a n  b u y  c r u d e  o i l
through the iPath linked crude
oil notes. Or, if you want a cur-

rency-hedged play, you can buy
Horizons Winter-Term NYMEX
Crude Oil exchange-traded fund
(HUC-TSX, $10.97).

Energy equity ETFs are avail-
able in many ways, but I prefer
the  BMO S&P/TSX Equal Weight
Oil & Gas Index Exchange-Trad-
ed Fund (ZEO-TSX, $14.15), or the
iShares S&P/TSX Capped Energy
Index Fund (XEG-TSX, $17.19). (I
hold both funds for myself and for
my clients).

But once the market begins to
form a top, oil will be the first vic-
tim in the sell-off. Oil is only a
two-to-three-month upside play.

Completion is faster

To sum up, I’ve come to three
conclusions about current market
patterns. First, the length of many
cycles I follow, including some of
the seasonal patterns I watch, may
be narrowing due to volatility.

Second, chart trend patterns
and technical targets are reaching
completion much faster.

This means investors must be
quicker to take profits and move
on to the next trade than they did
in the past. “Leave some profit for
the next guy,” is a good mantra to
follow in the current market.

Third, fundamental factors, al-
though still key, matter a little less
than they did just five years ago.

For these three reasons, I’ve
recently adjusted my time frames
for my trading strategies.

I’m now trying to trade my fa-
vored sectors and securities with

an eye to a faster exit and often a
lower price target than in the past.

As such, my recent exit from
gold equities and my readiness to
sell oil after only a brief rally will
with luck result in reasonable
profits without the pain of experi-
encing unforeseen price reversals.

In the meantime, enjoy the
current rally. Indeed, profit by
owning high quality equities over
the coming months.

But keep your head clear and

be prepared to sell when the
masses again start feeling over-
confident about the outlook for
the markets.

Remember, in this environ-
ment, bulls can make money and
bears can make money. But pigs
will always be slaughtered!

Keith Richards is portfolio man-
ager at ValueTrend Wealth man-
agement, an investment firm
based in Barrie, Ont.
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