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"Oil is like a wild animal.  Whoever captures it, has it." – John Paul Getty

If a picture is worth a thousand words….
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The chart above shows the price of oil adjusted for inflation.  As is clearly evident, oil’s been going basically straight up since 1999.  Normally, when something goes up for seven years straight, you start looking for reasons to sell it.  Does this apply to oil too?

My quick thought is no.  For several years now, I strongly believe the oil supply/demand equation has fundamentally changed because of increased demand from Asian countries.  
But you don’t have to take just my word for it.  I thought the following conclusions from the world’s largest oil company, ExxonMobil, in their recent annual report were worth making clients aware of.  ExxonMobil believes that:
· By 2030, the world’s energy demands will increase almost 50% from today’s level, driven by economic progress and population growth;

· Roughly 80% of the growth in energy demand will occur in non-OECD nations, particularly Asia;

· Energy efficiency gains, driven by advanced technologies, will accelerate;

· Oil, gas and coal will remain predominant, representing about 80% of total energy consumed;

· Increases in fossil fuel use will lead to increases in carbon dioxide emissions, with the vast majority of increases coming from developed nations; and,

· Technological advances will remain critical to successfully meeting energy supply and demand challenges.

Many of you already hold ExxonMobil (XOM- $68.69) and/or Chevron (CVX-$65.66) in your portfolios.  Both these stocks have recently hit all-time highs.  But what do these conclusions mean for us as investors going forward?  I think:

1. Alternative energy sources, such as nuclear, wind, geothermal etc. are at this point essentially irrelevant as a source of near-term supplies of energy.  They will become more important in the future, but for the next few years, oil is where “it’s at”.  As a matter of investment philosophy, I would rather invest in mature, proven technologies and reserves, rather than speculative alternative energy sources that could (but probably will not) have large returns.
2. Geopolitical risks to oil prices will continue to be a concern.  The majority of the world’s useable supply of oil still comes from the Middle East – not exactly a low volatility or a U.S-friendly region.  This makes oil supplies in our allies extremely attractive for investment, especially Canada and maybe even Cuba, where there are significant reserves of off-shore oil ninety miles from Florida.

3. We also need to be concerned about oil ‘price shocks’.  There are only about 5 million barrels of excess supply compared to demand of 90 million barrels consumed per day.  This makes any supply disruption through terrorism, weather, or a nation’s political decision, to be almost immediately reflected in higher oil prices.

4. Oil companies, exploration and service companies will continue to do well economically as the world searches for additional supplies of oil.

For these reasons, Wychick will continue to overweight oil and energy stocks in our portfolios.
North to Alaska
The next newsletter will probably be sent around Labor Day.  I’m in Bend all of next week but on Monday, August 14th,  I’m embarking on a two week competitive endurance rally called the Alcan 5000.  Thirty motorcycles, ten cars, and half a dozen support vehicles will leave Seattle heading towards Anchorage, a direct highway distance of 3000 miles.  But that not being far enough, the Alcan organizers will also tour us around the Canadian and Alaskan wilderness for another few days bringing the mileage total to 5000.  We’ll arrive in Anchorage August 22nd.  I’m staying a few days in Anchorage; recovering, writing and sightseeing while they ship my motorcycle back to Seattle.  I’ll fly to Seattle, pick the bike up and be back in Bend by Monday August 28th.  

During the Alcan, I will only have sporadic email or cell phone availability but if you need to contact me, email or leave me a message and I’ll get back to you as soon as I can.  If you need anything urgently, call 1-800-FIDELITY and the reps will be able to help you.  

The Alcan 5000 is only run during alternate years and I’ve been looking forward to this event for two years now.  I’m also fulfilling a lifelong dream of going to Alaska.  For those that are interested, you can track my progress on www.alcan5000.com.  I’d also like to thank my sponsors; Bend Euro Motto and Thielsen Capital.  Since my promising career in the National Hockey League was tragically cut short by a lack of talent, this is as close to being a professional athlete as I’ll get!
Take care.  

Your ‘checking out the oil fields by motorcycle’ analyst,
Glenn
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