
I
n my last column, I
advised readers of
Investors Digest to
watch the energy

sector for a very likely
correction. At the time,
oil was trading at the top
of a trading channel at
around US$92 a barrel.
Further, the valuations on the TSX
energy sector were quite high
when compared to the broader
markets. Energy stocks were also
high when compared on a relative
basis to their valuation levels over
the summer of 2010. 

At the time of writing the col-
umn, I felt that oil might pull back
into the low- to mid-US$80s. I felt
that a correction in commodities
might lead into a broader market
correction for the TSX in January
or February. I also mentioned
that, should a correction occur, it
would be a likely buying opportu-
nity for the energy sector and for
the broader markets. 

I made similar comments on
my Dec. 31 appearance on BNN
television; that is, I was looking for
a January correction in energy
and on the broader markets.

At the time of writing this col-
umn, oil had staged a pullback
into the mid-US$80-a-barrel area.
Shortly after that, protests for a
change in government in Egypt
sent oil right back up to the top of
its trading channel near US$92. 

While a call on oil may be a bit
of a wild card right now, seasonal

studies indicate that buy-
ing into the energy sector
in late February and then
selling in early May can
be a profitable trade. In
fact, the oil sector on av-
erage tends to outper-
form the broader mar-
kets by a whopping five

per cent from February to May,
according to seasonal expert
Brooke Thackray. 

The reason behind the suc-
cess of the winter oil trade is sim-
ple. Refineries switch between
heating oil to gasoline in the ear-
ly part of the winter in anticipa-
tion of the upcoming summer
driving season. During the switch
over time, inventories for both
heating oil and gasoline decline.
This drives up their prices, and
creates an opportunity for you
and me to profit on well selected
energy securities. 

I must hasten to point out that
seasonal factors on any sector of
the market are only one tool in
the toolbox to help us make in-
vestment timing decisions. Sea-
sonal studies provide clues to
whether the odds are in our favor
to buy the sector during certain
periods of the year. I use seasonal
statistics to filter for sectors I
should be exploring at any given
time. From there, the decision
whether to trade that sector is
based on other technical and fun-
damental studies. 

In the case of the energy sec-

tor, the positive confirmation of
oil’s price by the retracement to
the median point of the linear
regression trend channel (as
seen on the chart on the next
page) provides evidence that the
trade may indeed be profitable
this year. 

Prior to the crises in Egypt, oil
sold off precisely as the chart pat-
tern predicted, during the sea-
sonally predicted time of the year.
Should any meaningful resolu-
tion come about to calm the mar-
kets over the Egyptian crises over
the next while, there may yet be a
test of the mid-US$80s again. All
the while, its overall pattern re-
mains in an uptrend. What more
could you ask for?

A reduction or switch out of
the technology sector, a sector I
originally recommended over-
weighting in the December issue
of Investors Digest, may make
sense at this time. The technolo-
gy sector has outperformed the
broader markets during the win-
ter. It is currently entering into its
weaker period of the year from a
seasonal perspective. 

Technical analysis shows a
weakening trend for the info tech
sector may be about to start
shortly, which adds further impe-
tus to take profits while we can.
By shifting at least some of the
proceeds out of technology stocks
into energy stocks, we can take
advantage of “selling high, and
buying low.” That’s really what

it’s supposed to be about, isn’t it?
To play the energy sector, I

mentioned in my January col-
umn that iShares S&P/TSX
Capped Energy Index Fund
(XEG-TSX, $21.21) is a good way
to play the broader energy
stocks. I also mentioned the
Horizons BetaPro Winter-Term
NYMEX Crude Oil ETF (HUC-
TSX, $11.98) as a good way to
play the commodity side. I
should mention here that I hold
personal positions in these secu-
rities and hold them in my man-
aged accounts here at Value-
Trend Wealth Management. 

Aggressive investors can con-
sider buying the small-cap oil
stocks through the BMO Junior
Oil Index ETF (ZJO-TSX, $21.42).

I intend to continue playing
both the broader markets
through a diversified portfolio of
securities, while overweighting
specific sectors such as energy
that I expect may outperform
during the next few months.
However, as mentioned in my
January column, I am keeping a
close eye on overall market valu-
ations and technical chart pat-
terns for overvaluation and tech-
nical breakdown. 

To use an analogy, the market
party is still on, and there is still
time for a bit more fun. But it’s
drawing nearer to that time when
we have to say goodnight to our
generous hosts. How we handle
the “morning after” will depend
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on how we position ourselves
during the final hours of the
evening’s festivities. By all means,
enjoy the markets current run. I
certainly am. But stay sober and
stay disciplined. I’ll do my best
through this column to suggest
when it may be wise to leave the
party, get into the cab, and head
to the safety of home.

Keith Richards (krichards@val-
uetrend.ca) is a portfolio manag-
er at  ValueTrend Wealth Man-
agement in Barrie, Ont.
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