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• It is all but impossible to
drill for oil without Baker
Hughes.
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Only A Few Shopping Days Left

Crude oil has been soft, as we anticipated, but this seasonally weak period
is coming to an end.  Prices have consolidated nicely, and our technical
tools are beginning to give off positive signals.  Note, for example, that
MACD has turned positive (first signal), and the bottom of the consolidation
has formed neatly at the higher end of our downside price expectation of
$80.00 - $85.00.  Spring is approaching; and by the end of March, I look for
crude oil to be established in a new rally phase.

In perusing our buy-and-hold list, I see that all of our energy stocks traded
at or below their respective buy prices over the last few weeks.  The exception
is the “stink bid” to buy Enerplus (ERF-NYSE-$39.74) at $25.00.  That
bid will remain unchanged for reasons stated in the January mid-month
letter when we recommended it.  Our more recent recommendations –
Schlumberger (SLB-NYSE-$81.49) and Baker Hughes (BHI-NYSE-
$64.77) - have reached their respective buy levels.  Baker still qualifies as
we go to press.  I suggest that you buy Baker at $65.00 or less as amended
in our January 31 online update.  It is an excellent company that is on a
strong growth path.  However, due to a weak overall stock market and a
“disappointing fourth quarter earnings report,” its price has been pushed
back to solid long term support just under $65.00.

The earnings game is one of the silliest and most distractive things you will
see on the Street.  Analysts guess what the earnings reports will say.  Of
course, “earnings” are whatever the company’s accountant wants them to
be.  Nevertheless, attention is focused on whether the accountant’s report
agrees with the analysts’ guesses.  This time, Baker reported $1.26 a share
for the quarter while the analysts were looking for $1.28.  The stock fell
before we published our letter, so you reaped the benefit of the lower price.
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Personally, I was not disappointed at all.  The quarter’s earnings were up a hefty 23%!  If they do that every quarter,
I am not going to worry about a two-cent disagreement between a bunch of pencil pushers.  The stock’s RSI and
MACD patterns are deeply oversold now, and there have been very nice moves following readings in this area in
the past.  Come next fall, I think you will rue not having put a few bucks in Baker when the time was right.

It is all but impossible to drill for oil without Baker Hughes.  Regardless of whether you think a recession has
begun in the U.S., the truth is, there is a whole lot of drilling going on around the world.  That trend will continue.
Most recently, Kuwait announced they will be spending $51 billion over the next five years to upgrade their energy
sector.  They are going to be drilling a lot of wells.  All of the other producing nations are going to do the same, and
for one essential reason.  They are all seeing their production levels beginning to decline.  I have covered this in
past letters, so there is no reason to belabor the fact.  However, the global production chart above from Matthew
Simmon’s presentation to the Minnesota House of Representatives on February 4, 2008 says it all.  Everyone in the
world is going to be scrambling to drill for oil, regardless of the U.S. economy.

My futures work on crude is interesting here as we are about to leave the seasonal weak period and enter seasonal
strength.  My futures model has been on the sidelines in crude; but on February 11, it issued a buy at 92.72, March
basis.  You can follow the crude futures at bigcharts.com with the symbol CLH8.  Bottom line, forget all the hoopla
about gold for now.  Simplicity is moving higher over the 5.00 level, and that means the gold stocks are lagging the
strength in bullion.  This is not a comfortable sign near term and indicates that buying gold stocks at this juncture
carries unacceptable risk.  You should have your gold positions from last summer when the gold stocks were acting
like energy stocks are now.  Hang on to your gold.  Be patient.  However, today’s bargains are in energy.  Don’t wait
until crude breaks over $100.00 to get motivated.

The stock market is not going to the moon any time soon.  There will be some savage dips over the next seven years
while the commodity bull matures; but overall, the trend in the popular averages will be sideways within a wide
trading range.  The S&P 500 is currently closer to the top of its range than the bottom.  Look for it to be confined
between 1,500 and 800.  The Nasdaq - which is perhaps more important because it never came close to challenging
its old high of 5,000 - will trade between 2,800 and 1,000.  These limits may be broken temporarily at times, but not
by much or for very long.  Trade the averages if you like, but don’t make any long term bets on financial assets.
Long term money belongs in commodity-related investments.

Inflation is heating up.  The Dow AIG Commodity Futures Index shown above is breaking to new highs, and it is
taking our Pimco Commodity Real Return Strategy Fund (PCRAX-$17.80) along with it.  If you are still relying
on the CPI for inflation guidance, you are severely sidetracked.  Perhaps the cost of living is as tame as the CPI
would lead you to believe - as long you leave out the cost of food, energy, education, medical, taxes, insurance, etc.
Furthermore, it is not the level of inflation, but rather the direction of inflation that kills or bolsters the stock
market.  There is little doubt commodity prices are beginning to accelerate, which is bearish for financial assets.

DJ  AIG IndexWorld Crude Production
Is The Trend Your Friend Or Foe?


