
I
n early 2011, Eden
Rahim, portfolio
manager with
Toronto-based Jov

Funds,  spotted an inter-
esting trend.

He noted a com-
modities cycle of roughly
33 years that was due to
peak that same year.

And it did, right on schedule,
trapping most major commodi-
ties in a new bear market.

So if this cycle holds true to its
200-year-old history, commodities
should continue to be bearish un-
til bottoming out somewhere in
the middle of this decade.
Nonetheless, when studying a ma-
jor cyclical trend like this one, it’s
crucial to keep in mind that there
will always be counter trends with-
in the major overall trend.

To explain how this actually
works, think of any stock that has
been in a major uptrend or down-
trend for a long time.

Canadian National Railway
Co. (CNR-TSX, $110) is one such
stock, having ridden the rails up-
ward for the past 10 years.

Corrections occurred

Indeed, over the past decade,
the price of CN shares has climbed
sixfold. 

But within that uptrend, there
have been many counter-trend
corrections that have provided in-
telligent investors with good buy-
ing opportunities.

In 2005, 2008 and in 2011, for
example, Canadian National’s
shares went off the tracks, hit as
they were by  big corrections.

Of  course,  for  any stock
caught in a major downtrend,
there will be counter-trend ral-
lies — short- term upward move-

ments that are good sell-
ing opportunities.

But back to com-
modities. Since peaking
at US$115 a barrel in
2011, it’s clear that oil has
been trending down
along with the broader
cyclical commodity bear.

Within that bear mar-
ket, I believe the recent rally on oil
is a counter-trend.

In fact, I noted on my blog,
(www.smartbounce.ca), that since
early 2012, West Texas Intermedi-
ate crude had been forming a very
long-term consolidation pattern
known as a symmetrical triangle.

I’d also correctly noted that a
breakout from that triangle at
US$97 a barrel would be bullish.

Oil broke through that thresh-
old in June, resulting in a $13 gain
by late July and hitting my $110
target in the process.

But traders and investors must
now ask themselves if oil has any
more upside.

On the positive side, seasonal
patterns for the energy sector
sometimes continue bullish right
through until  early October. 

Countering this is technical re-
sistance for oil over the near term
at US$110 a barrel.

But keep in mind that oil’s larg-
er cyclical trend is still bearish, as
is a broad basket of commodities.

Indeed, oil should be consid-
ered to be in a bearish trend until
it breaks well above its 2011 high
of US$115 a barrel.

So, despite the positive sea-
sonality, investors shouldn’t sink
too much of their savings in the
oilpatch.

Should oil  break through
$115, there might be greater up-
side, along with a new bull mar-
ket. But I’m skeptical.

Like oil, gold has been in a
downtrend since it peaked at
about US$1,900 an ounce in 2011.

And even though gold recent-
ly rallied off a low of $1,200 an
ounce, it still has yet to assume a
positive formation on its chart.

Gold’s larger trend is decided-
ly down, although a break through
the $1,350-$1,400 range would
give the metal a positive technical
profile over the near term.

Like oil, gold can benefit from
some positive seasonal influences
until early October — in this case,
because of the gift-giving season
in India. But once we get past its
seasonal strength, gold is unlikely
to enjoy much upside.

Assuming that gold breaks
above the $1,350-$1,400 range, my
maximum upside target for the
metal is about $1,550 an ounce —
likely before the end of this fall.

Amount should be small 

Until autumn, investors might
want to keep a small amount of
gold in their portfolios either for
speculation or diversification. But
they shouldn’t get too aggressive
with the precious yellow metal.

Even with a breakout above
$1,400 an ounce, gold’s bigger
trend will remain bearish, as will
the cyclical influences for all the
major commodities.

But for investors who are cer-
tain that they want to own some
gold, consider buying bullion
through one of the major ex-
change-traded funds.

The most liquid of the bunch
is the SPDR Gold Trust Shares
(GLD-NYSE, $127.96). For a TSX-
traded currency that’s hedged to
play the commodity, there’s
iShares Gold Bullion Fund (CGL-
TSX, $11.78). 

[Note: I hold a small posi-
tion in CGL for the portfolios I
manage].

To date, gold producers them-
selves have underperformed bul-
lion, while long-term patterns
suggest these stocks are underval-
ued compared with bullion.

The normal ratio of bullion to
the Philadelphia Gold/Silver In-
dex (XAU-NASDAQ, $96.89) is
about four to six. In other words,
bullion usually trades at about four
to six times the price of the index.

More recently,  bullion has
traded at about 15 times the price
of the index, implying that gold,
as it relates to gold producers, is
now overvalued.

If you wish to take a stab at this
potential value play, you can buy
iShares S&P/TSX Global Gold In-
dex Fund  (XGD-TSX, $11.41).

Meanwhile, other commodi-
ties such as corn, coffee and sugar
are also now riding major down-
trends. So too are livestock and in-
dustrial metals such as copper.

In fact, as I reviewed the major
commodity groups for general
trends, as well as investment po-
tential, only a few stood out as at-
tractive candidates.

One of those positive outliers
may be natural gas which has been
forming a base since early 2012.

Now  at the bottom of its trad-
ing range, gas can be played
through the United States Natural
Gas Fund (UNG-NYSE, $18.21).
Traders might consider buying
near $18 and selling near $24.

If the fund breaks through $24
a share, this could imply a new
bull market for natural gas.

But if the fund goes   much be-
low $18, we’d not only have a new
bearish signal, but a sign that we
should avoid this trade. 

Yet another way to play natu-
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ral gas is through the Horizons
NYMEX Natural Gas  ETF (HUN-
TSX, $10.75). It trades in Canadi-
an dollars.

Elsewhere, gasoline has also
been trading in a range since
around mid-2012. The United
States Gasoline Fund (UGA-
NYSE, $61.30) seems to be mov-
ing between support at $55 and
technical resistance in the low
$60 range.

Consider buying this fund at
$55 and selling around $62-$64 a
share for a trade. Since the fund is
now near the top of this range,
you may want to wait a while be-

fore you actually buy.
For investors wishing to hold

positive-performing commodities,
pickings, unfortunately, are slim.

That’s because when you’re
fighting a major cycle such as the
33-year commodity, the odds can
be stacked against you.

Keith Richards is portfolio man-
ager of Value Trend/Wealth
Management in Barrie, Ont.

You can follow his biweekly
calls, as well as his comments on
where he thinks the market is go-
ing, on his blog: www.smart-
bounce.ca
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