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RACE FOR RESOURCES 
 

eResearch Corporation is pleased to provide an article written by Frank Holmes, Guest Writer for 

Money Morning, entitled “Winning The Race For Resources”.  

 

The gist of Mr. Holmes’ article is that the stocks of resource companies have significantly lagged the 

corresponding resource prices, be it oil or gold, etc. This provides an exceptional opportunity for astute 

investors who have the courage to buy in the current market. 

 
Mr. Holmes’ article has been taken from The Money Morning E-Letter, which is a free e-service of Money 

Map Press.  The following excerpt is taken from the Money Morning website: www.moneymorning.com.   
 

Each weekday morning, in a readable style you can digest in just a few minutes, you will reap the 

benefits of our research and expert experiences. Indeed, Money Morning will bring you: 

 The latest reports on China, Japan, Emerging Europe, and the other global hot spots where 

most investor wealth will be created in the months and years to come… 

 Reports on companies you’ve likely never heard of – even though they’re poised to sell billions 

worth of their wares to “new middle class” customers around the world… 

 The latest developments in banking, interest rates, foreign investment, and other global 

investing topics; 

 Advice on how to invest in currencies, precious metals, commodities and energy 

 Inside news on the hottest investments, including water, uranium and private equity… 

 
You can learn about Money Morning and subscribe, for FREE, to its daily e-letter at its website: 

www.moneymorning.com.  

 

Mr. Holmes’ article can be accessed directly at: 

http://moneymorning.com/2012/08/09/winning-the-race-for-resources/  

 

 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. Our 

various research packages allow corporate management to choose the form of research coverage that best 

meets their company’s needs. Investors benefit by having written research on a variety of under-covered 

companies. Our research and analysis is of institutional quality, and has the potential to reach millions of 

global investors through our extensive electronic distribution network. 
  
Bob Weir, CFA 

Director of Research  
 

Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which is 

distributed by eResearch Corporation, are strictly those of the Author and do not necessarily reflect those of eResearch 

Corporation. 
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Winning The Race For Resources 
 

August 9, 2012  

 
By Frank Holmes, CEO and chief investment officer of U.S. Global Investors Inc., 
 
The world watched in awe as American swimmer Michael Phelps became the most decorated Olympian 

of all time. I have read he has been training in the pool for an average of 6 hours a day, 6 days per week, 

which equates to about 30,000 hours since age 13 and about 10,000 calories burned during a training day. 

It is inspiring to see the incredible results of his tremendous sacrifice and commitment. 

Investing in global markets requires the same sort of stamina, especially at times like this week, when the 

month's reading on the manufacturing industry was not encouraging. The J.P. Morgan Global 

Manufacturing PMI of 48.4 for July was the lowest since June 2009. 

However, I believe there are encouraging pockets of strength to energize and inspire investors. For 

example, we are coming up on the anniversary of the first stimulus move that kicked off the global easing 

cycle. On August 31, 2011, Brazil unexpectedly cut rates by 50 basis points and, since then, ISI says 228 

stimulative monetary and fiscal policy moves have been initiated across several countries, including the 

Philippines, China, France, and Colombia. In June and July alone, there were nearly 70 moves-the most 

since the world began this massive easing. 

Generally, by the time central banks make a fiscal or monetary easing move, economic deterioration has 

already occurred. Even with these moves, it still takes several months for the stimulative measures to take 

effect and work their way through. 

China Makes Its Move 

But, while the world wades in the shallow end of the pool waiting for the economy to warm up, Asia has 

taken a deep dive into the energy space as they have recently announced acquisitions of Canadian 

resources companies.  

In my presentations, I have discussed how resources companies have significantly underperformed their 

underlying commodities.  

During 2009 and most of 2010, the performance between oil and the S&P 500 Oil & Gas Exploration and 

Production Index was closely correlated. By the middle of 2011, oil and oil stocks started to separate, 

with crude continuing to rise while stocks deteriorated. Even with the recent drop in oil prices, oil stocks 

have continued to lag. 

See the chart on the following page. 
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I have also discussed the strikingly similar trend occurring between gold and gold stocks. There has been 

a spectacular pop in gold stocks recently, but it has not been enough to catch up to gold's performance. 
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The disparities mean that the cheapest resources are not found in the ground. They are listed, and this has 

been confirmed by recent energy company acquisitions. 

 

Chinese oil company CNOOC put in a bid of $15 billion to purchase Canada's Nexen. This was at a 61% 

premium to Nexen's share price on July 20, according to Bloomberg.  

 

As you can see below, not only did the takeout announcement close the gap, now the company is out-

performing the price of oil. 

 

 

 
 
 

If CNOOC's deal is approved, the state-run oil giant gets even bigger, gaining access to significant energy 

stores in several areas of the world, including Canada, the Gulf of Mexico, Colombia, and West Africa, as 

shown on the following map. 
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With a rapidly growing middle class and rising urbanization, Chinese leaders know they need to fill their 

country's tremendous energy demands and are continually finding innovative ways to keep their country 

powered. CNOOC's acquisition is one way China continues to acquire not only the resources needed to 

power the country, but also the technological innovations that come from countries with free markets and 

lower barriers to entry. According to The New York Times, China "has been garnering advanced 

production technologies to better draw oil and gas from nontraditional areas like deepwater fields and 

hardened rock formations." 

 

The other announcement came from Malaysia's state-owned and natural-gas giant Petronas, which will 

purchase Canada's Progress Energy Resources Corp. Petronas is one of the largest producers and shippers 

of supercooled LNG fuel in the world. According to the Vancouver Sun, the company is "anxious to 

increase its market share in Asia, where analysts expect demand to surge 75% by the end of the decade." 

After Petronas' original bid was announced, Progress increased 74%, which is a record gain for the 

company, says Bloomberg. 

 

Are You Ready to be a Buyer like Asia? 

 
If you are a contrarian investor, there may be an additional reason to jump into the market today.  

 

According to research from J.P. Morgan, institutional investors have become extremely negative, as 

hedge funds "essentially short the market”, meaning that their expectation is that stocks will fall. 

J.P. Morgan looked at the rolling 21-day beta of macro fund returns compared to the S&P 500 Index 

returns and found that the ratio is at an extreme level of -0.26. 
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Research shows that the last two times the ratio fell this low, which was in September 2010 and February 

2012, stocks rallied. In 2010, the S&P 500 climbed 26% in five months; in 2012, stocks rose 8% in two 

months.  

 

These signs the market is sending out make it an especially attractive time to "mine" for investment 

opportunity. 

 

In July, we began to see energy stocks and oil get recharged, as the energy sector in the S&P 500 was the 

second best performer, increasing 4.17%, while crude oil rose 3.68%. 

  

Unlike the start of an Olympic race, in investing, there is not a signal sounded to let you know when to 

dive off the starting block into the markets. Just make sure your portfolio is poised to participate in the 

race for resources. 

 

 

Frank Holmes 
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