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Is it still all about oil? 
 
Today is the 65th anniversary of the start of World War II between Japan and 
the United States. I consider myself to be a student of history of this war and 
have read more about the events of these years than any other period in 
American history. Some historians recognize that one of Japan’s several 
underlying motives for entering into the war with its Pacific neighbors involved 
securing long term access to natural resources including oil.  

 
One irony of the current conflict in Iraq is that the U.S. has been accused of doing the same thing. 
I am not attempting to make a judgment or comment on that theory in the context of this letter. 
 
It is not lost on me however that 65 years later, oil and energy are still at the epicenter of national 
self interest, economics, and politics for countries all over the world; not just the U.S., Japan and 
Iraq. There is increasing debate over whether or not there will be enough to go around in the 
future.  
 
There are now four trends related to oil that seem to dominate events in this new century. First, it 
is a lot more expensive than it used to be. Second, most of the supply has now been 
“nationalized” by governments of the countries that have the oil. Third, there is a global scramble 
going on to secure long term access to supply. Fourth, dealing with changes in price and the 
consequences of those changes are daily exercises that dominate the investment landscape.  
 
In addition there are two other factors which must be considered in the context of all decisions 
related to oil. The first is that I remain absolutely convinced that no one has a truly accurate 
reading on how much is still available. “Reserve” numbers are nothing if they are not completely 
“politicized”. The second is that 65 years ago the U.S. had relatively easy access to known 
reserves. After World War II the “deals” got made that assured those resources would be even 
more reliably available. That condition has changed dramatically to the point where a significant 
portion of available supply is now in the hands of governments who are no longer friendly to the 
U.S.  Another large portion of available supply is in a country in which internal “regime change” 
could tip the scale to put the overwhelming majority of supply in unfriendly hands. Think Saudi 
Arabia. 
 
With all this taken into consideration, watching the price of oil is a daily exercise around K&A. 
Only three weeks ago we wrote a newsletter called “Cheap Oil for Christmas”.  
 
One of our comments in that letter was, “Oil is setting up to fall back to the $50 per barrel 
range—which we must admit surprises us a bit. But that is what seems to be 
happening….”  
 
 
 
 
 
 
 
 



 
We showed you this chart so that you could see the trend yourself.  
 

It now looks like we may have written that 
newsletter on the day of the short term cycle 
low for oil prices. On that day the overwhelming 
majority of professional traders were betting 
that OPEC could not hold the line on 
announced production cuts, and therefore 
supply would be outstripping demand, and 
prices would be falling.  
 
It is only 3 ½ short weeks later and those same 
traders now seem convinced that OPEC is 
holding the line. “Oops” might be the 
appropriate expression.   
 
This second chart shows you what happened 
after we wrote that letter. Oil prices went up 
roughly 7 percent. We honestly can’t tell you 
where prices are headed in the short term, but 
we can tell you that the stock market is 
indicating that professional investors think that 

high prices, and therefore strong revenue streams for oil companies, are here to stay.  Why do 
we say that? Even though oil prices are well off the highs posted in July, several oil stocks are 
making new all time highs right now or matching their all time highs. That indicates bullishness to 
us.   
 
Exxon Mobil, Chevron and Marathon have all 
posted new highs this week. Devon and 
ConocoPhillips are matching old highs posted 
earlier this year. The “XLE” which is an index 
fund comprised of several oil related stocks just 
posted a new all time high. Before anyone 
jumps on me for pointing this out, I 
acknowledge that many oil and oil service 
sector stocks are not at “all time highs”. The 
good news is that three of the four that we own 
for our clients ARE! So enough already.  
 
There is another consideration regarding oil 
pricing that we want to put on the table for your 
consideration. Oil is traded throughout the 
world in U.S. dollars. After all, following WW II 
we were the only economy left standing and we 
therefore influenced the world disportionately, 
and we have possessed the global “reserve” 
currency ever since. The U.S. dollar actually began its ascendancy to become the reserve 
currency of the world after WW 1. The job became unequivocally complete after WW II 
 
But the dollar has been in long term decline relative to other currencies for many years now. 
Recently it has been approaching the bottom of its trading range for the 5th time since 1985. So 
far, when it has fallen to these levels, it has always managed to “bounce back” and it has 
remained the unquestioned “reserve” currency. But stop and think about that for a moment. If it 
has been the world’s reserve currency for only a limited time, then others have preceded it.  



Just look back to the “age of Europe” from the middle of the fifteenth century, with Portuguese 
supremacy spanning about 1450-1530; to the Spanish from 1530-1640; to the Dutch from1640-
1720; to the French from 1720-1815; and finally the British from 1815-1920. In those years each 
of their currencies tended to act as the “reserve” currency of the then known world. The British 
pound probably became the first global reserve currency in the 19th century.  
 
The U.S. emerged after World War I and became truly dominate after World War II. But the sun 
has been setting on the U.S. dollar for the past 20 years. Here is a picture of the decline of the 
dollar since its high back in 1985. The RED line traces the declining top of this DESCENDING 

TRIANGLE pattern. The GREEN 
line across the bottom defines 
the long term bottom of the 
trading range. Imagine the RED 
line and the Green line eventually 
meeting at some point in the 
future to complete a “descending 
triangle”.  That is the most likely 
outcome of this long term pattern.  
 
Stockcharts.com explains that, “A 
“descending triangle” is a bearish 
formation that usually forms 
during a downtrend as a 
continuation pattern. There are 
instances when descending 

triangles form as reversal patterns at the end of an uptrend, but they are typically continuation 
patterns. Regardless of where they form, descending triangles are bearish patterns that indicate 
distribution.” (Chart by John Murphy) 
 
“Distribution” is code for “selling off”. Our best guess at this point is that the dollar’s price relative 
to other major currencies will bounce again and eventually approach that descending RED line 
once more. But somewhere in our future lurks the almost inevitable event that this “descending 
triangle” breaks down and the Green line is penetrated to the downside. At that point there is no 
telling how far the dollar falls—and what happens to the pricing of oil to adjust for that fall; or what 
currency the suppliers will demand for payment!   
 
At this point we deliver the punch line. Our long term thesis, has been, and continues to be that 
the longer term pricing trend in oil is upward, and the longer term pricing trend in the U.S. dollar is 
downward. Our tactics adjust from time to time to take advantage of shorter term counter moves 
within those long term patterns. But our long term strategy relative to the two asset classes 
remains intact. Oil up. Dollar down.  
 
All the best,  
 
Paul Krsek 
For K&A Asset Management, LLC 
December 7, 2006 
 
Disclosure and Disclaimer (updated 10/15/2006):  
 
E-llumination is the proprietary newsletter written for clients, friends, and affiliates of K&A Asset 
Management, LLC (K&A). Until January 6, 2006 K&A published a second newsletter called Illumination. 
That format has been discontinued. 
  
Paul Krsek is the sole author of E-llumination. While the views and representations found in the newsletter 
generally reflect the attitudes and opinions of the K&A Asset Management, LLC members and staff, Krsek 



writes without editing and therefore is solely responsible for the content and opinions contained in E-
llumination.  
 
E-llumination does not represent the opinions of Fidelity, Fidelity Institutional Brokerage Group, NFS or 
anyone employed by Fidelity in any capacity. Neither Fidelity, Fidelity Institutional Brokerage Group, nor 
NFS, nor anyone employed by Fidelity in any capacity has participated in the creation of E-llumination and 
they are not responsible for the contents or distribution of E-llumination.  
 
E-llumination is written to provide general information to clients, friends, and affiliates. The contents of E-
llumination are not to be taken as individual investment advice. No investment decisions should be made 
based on the opinions or information offered in E-llumination.   
 
K&A does not represent that the information in E-llumination is accurate or complete and it should not be 
relied upon as such. Opinions expressed herein are subject to change or modification without notice.  
 
The investment portfolio models or management services mentioned in E-llumination may or may not be 
available in some states, and they may not be suitable for all types of investors.  
 
K&A manages accounts with various histories and investment objectives. Various accounts may be 
managed differently from time to time. 
 
During 2005 Paul Krsek was appointed Chief Investment Officer of K&A, and as such is responsible to 
make all trading and management decisions for all client accounts which are being managed according to 
a specific portfolio model. A description of each of our models can be found on our website at 
http://www.kaassets.com/choices.htm. 
 
Some accounts managed by K&A are managed individually and not subject to the discipline of a particular 
model portfolio. Individual advisor representatives, including Krsek or Andreae, may be assigned to an 
account and have the authority to make decisions related to accounts that are not subject to a model’s 
discipline. K&A Asset Management, LLC, as an entity, does not manage investment accounts.  
 
Paul Krsek and Rob Andreae frequently discuss investment ideas, model portfolio strategies and the 
investment policies of K&A. But when it comes to the implementation of those polices Krsek is primarily 
responsible to manage the accounts that fit into each model portfolio description.  He makes all final 
investment and trading decisions relative to those accounts that are considered to be “modeled.”  
 
From time to time K&A receives requests from clients to purchase securities that are not 
included in the model portfolio to which they are assigned. Effective May 24, 2006 K&A will 
accommodate such requests by opening a separate account for the client in which to hold such 
securities. Because K&A is a “fee only” registered investment advisor” it will charge its normal 
management fee for monitoring such securities in the separate accounts in which they are 
held.  
 
No securities that are ‘requested by the client’ will be held in modeled portfolio accounts.  
 
The investment objectives of various accounts and models may be substantially different from one 
another. Therefore topics or investments mentioned in E-llumination may or may not apply to specific 
managed accounts and/or models.  
 
Trades or adjustments to accounts mentioned in E-llumination may or may not happen in every account 
managed by portfolio managers at K&A.  
 
If you are not satisfied with the investment results in your account it is your responsibility to 
inform Krsek or Andreae and to discuss possible changes that can be made to the account to 
accommodate and satisfy your needs.  
 
The assets held in managed accounts at K&A Asset Management, LLC may include stocks, bonds, cash, 
commodities, foreign exchange or mutual funds or exchange traded funds (ETF’s), money market 
accounts or limited partnerships that represent the same. They are subject to market fluctuation and the 
potential for losses. The assets are not insured. The value and income produced by these investment 
products may fluctuate, so that an investor may get back less than they initially invested.  
 
The portfolio managers at K&A Asset Management, LLC do not guarantee results.  
 



Past performance should not be considered an indicator of potential future performance. If you do not 
consider yourself suitable, either emotionally or financially, to experience volatility and/or losses in 
financial markets, you should not invest.  
 
This document is for information purposes only and it should not be regarded as an offer to sell or as a 
solicitation of an offer to buy any securities or other instruments mentioned in it.  
 
 
Sincerely,  
 
 
Paul Krsek 
Updated: October 15, 2006 
 
 


