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September has been quite a month for Crude oil.  The drone attack on Saudi Arabia caused the 

largest one-day spike as oil soared 15%.  Over the last few days, oil has pared back its monthly gain 

on the Saudi’s claim that they would reopen most of the lost supply. 

The timing of this next part made me go hmmm.  The major oil companies are up 8% for the 

month, and oil is September’s best performing sector.  With that huge price spike, how could it not 

be?  The interesting part is that oil was the best performer before Sunday’s drone attack.  How did 

that happen?  Interest rates might be the answer. 

The interest rate curve inverted in mid-May.  An inverted curve means short-term rates yield 

more than longer-term ones.  Some feel the inversion indicates a recession later next year, but others 

think government stimulus programs have distorted the message of low rates.  Think of the economy 

as a sick child.  It’s difficult to tell if the child is ill if they’ve taken Tylenol to bring the fever down.  

Interest rates are similar.  Low rates usually mean a slowing economy, but governments now use 

stimulus that alters what low rates have traditionally meant.  Rates are actually negative in some 

countries and could distort any economic conclusions. I believe the economy is still growing albeit 

slower than it should. 

Here’s where oil comes in.  Looking back to the mid-1960s, Bank of America research found 

that the oil stocks performed better than the S&P 500 in the year following an inverted rate curve.  Oil 

beat the overall market 80% of the time.  Oil beat the market by a gap of 7%.  Even if the Middle East 

calms down, oil may still have potential upside between now and next May. 

T. Boone Pickens served as oil’s unofficial ambassador over the last 50 years.  Pickens passed 

away last week at 91 and was a larger-than-life character.  A Pickens’ quote from 1968 seems 
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appropriate for today’s oil environment: “It has become cheaper to look for oil on the floor of the 

New York Stock Exchange than in the ground.”  The price of Crude is up 24% since the start of the 

year, but the oil stocks themselves have come nowhere close to that performance.  We think that may 

provide an opportunity. 

In May, Crude oil traded at $64 a barrel and the Oil Majors ETF (XLE) traded at $69.  Since then 

oil has remained high, but the oil stocks themselves had a rough ride.  During the drone attacks, 

Crude oil again popped to $64, but the best XLE could manage during its rally was a peak of $63.  

That’s a 10% difference from earlier this year and that gap adds up over time.  I’m curious if XLE can 

close the gap to Crude oil.  I’m betting that maybe it can. 

It’s been nice recently to look past the China trade war headlines and see a resurgence in some 

forgotten sectors.  Banking, in particular, has had a strong September.  Since 2017, bank earnings 

have been impressive, but low interest rates kept a lid on their stock gains.  That may be changing.  In 

mid-September, the Financial Index (XLF) ran for an 8% weekly gain.  We’ve not seen that since late 

2016.  Also breaking higher that week were the small caps.   Small caps are domestically focused and 

may offer a sneak preview to the economy’s next move. 

The surge in these two groups may be signaling a potential economic uptick.  In early 

September, the gap between the large growth stocks and the value sector was the largest in history.  

Some investors are unsure about the economy, and their reaction has been to pay up for what they 

feel is the “certain growth” of the large tech stocks.  I’m not negative on large-cap tech, but the 

attractive valuations in oil, banking and the small caps could be a positive surprise for year end.  

  If you want an entertaining read, check out Home Depot founder Ken Langone’s wonderful 

autobiography.  Langone had a great Bernie Madoff story that was too good not to share.  I guess 

once a jerk, always a jerk.  Madoff’s former investors aren’t the only ones angry at him.  His fellow 

prisoners can’t stand him either.  Like summer camp, the prison at Butner has a small shop where 

prisoners can purchase little “luxuries”.  Swiss Miss cocoa is the most sought-after product - the 

prisoners love it.  Never one to shy away from shafting others, Madoff cornered the market and 

bought up the entire supply of Swiss Miss packets.  If you wanted Swiss Miss, you had to buy it from 



Bernie and pay a ridiculous price.  Some people never change.  If you have any comments, feel free to 

contact me at heddins@capital-invest.com or call me at 919-656-0836. 
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