
Historically, Oc-
t o b e r  a n d
November are
t h e  m o n t h s

when folks start to think
more about their invest-
ments.

It only makes sense.
After all, the cottage is
closed up, the kids are
back in school, the leaves
have been raked into neat piles
and everyone is bracing them-
selves for the long winter ahead.

(If you sense I don’t get misty-
eyed when the first snowflake
falls, you’re absolutely right!).

Still, because winter marks a
pickup in seasonal influences on
stock markets, there’s at least one
thing to celebrate during Decem-
ber, January and February!

Indeed, some of the things that
squeezed markets this fall may
turn out to be positive influences
for the strong season ahead.

For our purposes, I’ll call
these influences the five E’s:
Europe, emerging markets, en-
ergy prices, earnings and elec-
toral patterns.

So, let’s examine each one and
see if we can’t profit from some of
the newer developments.

(1) Europe: admittedly, there
doesn’t seem to be much good
news coming out of the Continent
these days. But there are signs that
to buoy the economy, the Euro-
pean Central Bank will be buying
corporate bonds — something
that can stabilize stock markets, as
we North Americans know.

In fact, reports of the bank’s
intention lifted European markets
in October.

But they also offered relief to
investors on this side of the pond,
as folks looked for any excuse to
buy into oversold markets.

(2) Emerging markets: Late

October brought news
that China’s economy
grew 7.3 per cent in the
third quarter.

Although this was the
lowest increase since the
first quarter of 2009, it
was still 10 basis points
above the consensus call.

Meanwhile, China’s
other numbers — fixed as-

set investment, retail sales, indus-
trial production — were essential-
ly in-line with the Street’s forecast.

Then, too, both the Shanghai
and Shenzhen stock markets have
risen 10 and 25 per cent, respec-
tively, year to date.

To profit from China, consider
buying the BMO China Equity In-
dex (ZCH-TSX, $17.74), an ex-
change-traded fund.

It’s one of the better ways of
investing in that country, given
that its holdings consist entirely of
American Depositary Receipts
traded on U.S. markets.

Indeed, because ADRs are
subject to international ac-
counting standards, they’re a
safer way of playing the Chi-
nese market.

In the meantime, the fund ap-
pears to be breaking out from a
long base and consolidation
phase. So, we think it has good
potential over the winter months.

True, because of China’s slow-
er growth, the BMO fund is a bit of
a contrarian play.

But things could be looking up,
given Beijing’s recent launch of a
round of mini-stimulus moves.

The measures are intended to
support agriculture, boost invest-
ment in public facilities, as well as
strengthen protection of the nat-
ural environment.

(3) Energy prices: earlier this
year, natural gas broke out of a
two-year consolidation to reach a

point not seen since 2011.
And the United States Natu-

ral Gas ETF (UNG-NYSE, $19.84)
saw some good volume, showing
that it played a big role in the
breakout.

By late June, however, the par-
ty had ended. Not only were in-
vestors belching out their posi-
tions, but the gas fund had fallen
back to the top end of its former
trading range of $17-$22.

The climbdown is interesting,
since such a breakout is normally
a sign of good times to come.

Indeed, we might buy if it falls
back to $17 and change, although
a breakout above $22 could result
in another run on natural gas. But
until it happens, I’d avoid it.

Crude oil, on the other hand,
looks to have broken down from a
significant technical formation.

A large triangle, which I’ve
noted in the past on my blog
(www.smartbounce.ca), was pen-
etrated to the downside through
US$92 a barrel, reaching my tar-
get in the low ’80s.

And although oil is now over-
due for a bounce, long-term in-
vestors might want to avoid buy-
ing too many stocks that are lever-
aged to the price of petroleum.

(4) Earnings: between the time
I write these words and the time
you will have read them, earnings
will continue to pour in.

And earnings this quarter
haven’t been as bad as feared.
Consider Apple Inc. (AAPL-NAS-
DAQ, $107.34). With revenue of
US$42.1 billion and net earnings
of US$1.42 a share, the iconic
high-tech play managed to beat
the consensus call.

Moreover, at 38 per cent, Ap-
ple’s gross margins were at the
high end of expectations, while
the company’s own outlook was
in-line with what the Street had

been predicting.
Other big U.S. names that

have topped the consensus call
include Harley-Davidson Inc.
(HOG-NYSE, $64.02), United
Technologies Corp. (UTX-NYSE,
$105.85) and The Travellers Cos.
Inc. (TRV-NYSE, $99.42). It’s the
insurance giant with the red um-
brella, remember?

The parade of stars also in-
cludes McDonald’s Corp. (MCD-
NYSE, $92.73), Dow Chemical Co.
(DOW-NYSE, $47.38), Yahoo Inc.
(YHOO-NASDAQ, $45.43), Kim-
berly-Clark Corp. (KMB-NYSE,
$113.44) and Texas Instruments
Inc. (TXN-NASDAQ, $48.33),
which we at Value Trend own.

Still, the news wasn’t all good.
The Coca-Cola Co. (KO-NYSE,
$40.96), for example, proved to be
in-line with estimates. But its
challenging outlook saw its shares
pulled down to a 12-year low.

IBM Corp. (IBM-NYSE,
$163.46) also came a cropper,
posting terrible earnings and dis-
mal guidance. Not surprisingly,
its shares were hammered.

And although Chipotle Mexi-
can Grill Inc. (CMG-NYSE,
$639.86) beat the consensus call,
it cut its estimates for the year,
thus taking a pounding too.

All this simply proves what I’ve
said many times before: this is a
stock picker’s moment; all the
easy money in the bull market has
now been made!

In fact, the biggest error an in-
vestor can make is not to have a
systematic, emotionless approach
to buying and selling stocks.

If you don’t have one, hire a
portfolio manager who does.
Both passive investing and index-
based ETFs will always take a
back seat to solid stock selection
based on fundamental and tech-
nical analysis.
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But if you still want to take a
broad market index approach,
avoid commodity-driven coun-
tries like Canada and Australia.

Moreover, given my bearish
prognosis for oil, you should also
steer clear of exchange-traded
funds leveraged to the TSX, such
as i-shares S&P/TSX 60 Index
(XIU-TSX, $21.21), Canada’s
biggest ETF.

Instead, consider playing the
S&P 500 Index through the wide-
ly held SPDR S&P 500 ETF (SPY-
NYSE, $198.11).

BMO has also introduced a
currency play on the Dow through
its BMO Dow Jones Industrial Av-
erage Hedged-to-CAD Index
(ZDJ-TSX, $29.35). It’s a good in-
vestment for folks who think the
loonie may have fallen too far.

(5) Election patterns: we’re
about to enter a third year of the
four-year election cycle in the
U.S. — a period that’s historically
been beneficial to stock markets.

Theories abound why markets
rise during the third year of a
presidential cycle.

For my part, I think those in
power want to ensure they and
their colleagues get re-elected. So,
they do all they can to make
things look good.

Then, too, as their terms wind
down, these folks want to end on
a high note.

Interestingly enough, the pres-
idential cycle played out its his-
toric pattern of selling off during
the third quarter of Barack Oba-
ma’s second term.

Cycle played out
Again, you can apply your own

logic about why this happens, but
my guess is that the political par-
ty in question gets its dirty work
done in the second term.

It’s far enough away from the
election year to win back points
with the voters during the second
half of the electoral term.

As examples of such unpopu-
lar, but necessary moves, consid-
er the recent decision by the U.S.
Federal Reserve Board to start
scaling back its program of quan-
titative easing.

There have also been the Fed’s
hints that it might start raising in-
terest rates in 2015.

Now, back to bull markets.
When the bull comes out of its
pen, I tend to favor individual
stocks, along with individual
sectors, with high betas — that
is, with high degrees of leverage

to the market.
Sectors where I’m now “stock-

ing” up include both technology
and consumer discretionary.

In fact, we already own Mi-
crosoft Corp. (MSFT-NASDAQ,
$46.62) in the tech space and The
Walt Disney Co. (DIS-NYSE,
$89.53) in the consumer discre-
tionary column.

But if you’d rather not buy in-
dividual stocks, you can play high
tech with the Technology Select
Sector SPDR ETF (XLK-NYSE,
$39.79) and consumer companies
with the Consumer Discre-
tionary Select Sector SPDR ETF
(XLY-NYSE, $67.01).

Remember that winter tends
to be a positive time for stocks —
especially, given the third year of
a U.S. presidential cycle.

Back in April, I recommended
that you take at least some of your
equities off the table, while hold-
ing onto the cash.

Overbought technical read-
ings, investor euphoria, along
with seasonal maxims (“Sell in
May and go away!”) all suggest-
ed it was best at that time to be
cautious.

I hope at least some of you
took heed and held onto some
cash. If you did, you not only

captured the gains made to that
date, but you also likely now
have some cash to move back
into the market.

In the meantime, if you can
stop by at any of my upcoming
speaking engagements, I’d love to
meet you personally.

On Wed., Nov. 26 at seven
p.m., EST, I’ll be speaking at the
Markham Village Library, 6031
Highway Seven East, in
Markham, Ont., L3P 3A7. Admis-
sion, of course, is free.

Or, you can phone in during
my next appearance on BNN’s
MarketCall Tonight, on Friday,
Nov. 7, at six p.m. EST.

Call in with your questions on
technical analysis during the
show, toll-free at 855-326-6266, or
at 855-326-6266.

Or e-mail your questions
ahead of time (specify they’re for
Keith) to marketcall@bnn.ca.

You can also catch my web-
cast from the International Mon-
ey Show in Toronto on Tue., Nov.
5, at ten a.m., EST.

Go to  www.moneyshow.com/-
Webcast-Details.asp.

Keith Richards, based in Barrie,
Ont., is portfolio manager of Val-
ue Trend/Wealth Management.
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