
T
he loonie, in case
you haven’t no-
ticed, has been
waging a two-

front war over the past
four years.

First, it’s  had to swim
against the tide of the
world’s strongest curren-
cy, the U.S. dollar.

And the greenback has been
strong, having left most of the
world’s currencies in the dust.

But the loonie has also been
battered by the falling price of oil.
And as petroleum has plunged, so
has the loonie. Indeed, history
shows a strong correlation be-
tween oil and the Canadian dollar.

Yet, the situation looks
brighter, given that oil may now
be forming a base. And if history
repeats itself, rising petroleum
prices may lift the loonie as well.

In fact, support for the loonie
is coming in right on schedule —
at or around its 2008 lows —
specifically within the range of
$0.77-$0.78 on the U.S. dollar.

In the meantime, the green-
back, when compared to a bench-
mark of world currencies, is en-
tering a long-term zone of techni-
cal resistance.

Indeed, if the relative strength
indicators I follow are true, the
U.S. dollar is losing momentum.

The same signal is being
flashed by other momentum in-
dicators. 

On the long-term chart for the
greenback, both these oscillators
are now rounding over from over-
bought levels.

And because it’s been seen
worldwide as the sole agent of eco-
nomic growth, the greenback has
become overbought. But nothing
lasts forever, right? The train even-

tually has to stop.
One thing that might

slow the dollar’s rise
would be a decision by
the U.S. Federal Reserve
to ease up on tightening
the currency.

Although the Fed has
threatened to raise rates
this year, it may not do so

as aggressively as it originally in-
dicated. One reason is unemploy-
ment. In early February, for ex-
ample, U.S. jobless claims rose to
304,000 — 17,000, or 5.9 per cent
higher than what economists
were expecting. 

In the interim, the loonie is
likely to remain weak, despite get-
ting a bounce from rising oil and
a falling greenback.

After all, the Bank of Canada
has said it intends to keep inter-
est rates low.  So, the Canadian
dollar is unlikely to stage a big

rally anytime soon.
But it certainly is likely that

folks have now lapped up most
of the gravy from the difference
between the Canadian and U.S.
currencies.

So, to take advantage of a pos-
sible rebound in the loonie over
the coming months, investors
should begin to take profits, re-
ducing, but not selling out, those
stocks that report in U.S. dollars.

Winnowing is necessary

Indeed, folks should begin win-
nowing their holdings, even if the
loonie stages only a weak recovery.

Here, at ValueTrend, we prac-
tice what we preach, having al-
ready begun reducing our hold-
ings of U.S. stocks.

For example, we’ve cut back
our exposure to U.S. high tech,
selling Technology Select Sector

SPDR ETF (XLK-NYSE, $42.69),
an exchange-traded fund.

We’ve also sold AIG Interna-
tional Group Inc. (AIG-NYSE,
$54.67), the U.S. insurance giant.

Of course, many Canadian
companies — particularly in high
tech — get a big part of their earn-
ings from the U.S.

So, be sure to keep this in
mind when going through your
holdings of Canadian stocks.

But back to oil — a commodi-
ty I believe that will soon be a
screaming buy, the only question
being when.

With that in mind, look at the
chart on this page which tracks the
price of crude oil from the mid-
1980s through the crash of the late
1990s, as well as that of 2008.

Back in December 1985, Saudi
Arabia declared its intention to
regain its market share.

After it did, oil began to fall,

March 6, 2015 Vol. 47, No. 4

V O T E D  T H E  W O R L D ’ S  B E S T  I N V E S T M E N T  A D V I S O R Y

Keith Richards

INVESTMENT SMARTS

Support for the loonie is on schedule

Investor’s Digest of Canada can be found at www.adviceforinvestors.com

Light Sweet Crude Oil, 1983 - Present

https://www.adviceforinvestors.com


sinking to as low as US$10.42 a
barrel in March 1986 from a peak
of $31.72 in November 1985.
Sound familiar? Uncannily close
to recent events? Well, it is. 

As a result of the Saudis’ move,
petroleum producers by the
dozen folded their tents (an apt
metaphor, given Saudi Arabia’s
status as a desert kingdom), fol-
lowing which a complex process
ensued, as oil formed a double
bottom through 1987.

From 1998 to 1999, petroleum
once again began to sink, falling
as low as US$10 a barrel, as the
“Asian contagion” shook stock
markets around the world.

Indeed, oil was finding sup-
port at the low point it reached
during the previous decade.

I was then a stockbroker with
Merrill Lynch Canada in Barrie,
Ont. And I not only recall Russia
defaulting on its own bonds, but

the Russian economy edging very
close to the cliff. Again, the scene
looks familiar. Although oil had
peaked in 1990 at roughly US$40
a barrel, it still consolidated in the
low $20s, only to stay there for
nearly a decade.

And although I wondered dur-
ing 1998-’99 if I should buy oil at
US$12 a barrel (I didn’t), I did
learn that it could take as long as
two years before bottoming out.

I also learned that oil prices
could yo-yo violently while doing
so. Like the drop in the late 1980s,
the process was complex.

On the chart on this page, oil’s
most recent plunge — to roughly
US$40 from a peak of $140 a bar-
rel — looks as if it’s formed a V.

But for a clearer picture of the
volatility that marked the
turnaround in petroleum prices in
2009, look at how the commodity
behaved over the short term.

Not only did the bottoming out
last through the winter of 2008-’09,
it continued well into the spring.
And although you can call this pe-
riod of basing anything you like —
head and shoulders, for example
— it was still a volatile period.

It was also complex. And it last-
ed for several months, as did the
previous two collapses in price.

As for me, I’m happy to report
that I wisened up after missing
out on petroleum’s plunge in
1998-’99.  In the spring of 2009, I
bought oil at US$40-$45 a barrel.

Nonetheless, how should in-
vestors time an oil trade? Careful-
ly. If petroleum prices behave as
they did during previous plunges,
oil may yet test the lows of 2008,
before beginning to form a com-
plex bottom. Alternatively, oil
may have already bottomed out.

Either way, any bottoming out
will likely last a few months, while

yo-yoing several times.
Although I’ll possibly nibble

through the basing process, in-
vestors should wait until oil first
consolidates and then breaks out.

When that happens, I’ll load
up on oil, although I may not be
able to do so for many months yet.

But when I can, I’ll take a look
at such funds as Horizons NYMEX
Crude Oil ETF (HUC-TSX, $7.52)
which offers a currency-hedged
play on the commodity itself.

I’ll also consider buying
iShares S&P/TSX Capped Energy
Index ETF (XEG-TSX, $14.57). 

Because it holds the shares of
the big petroleum producers, the
fund offers investors a measure of
diversification.

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