
52 / Splicing the markets – Focus on the Energy sector in light of the 
strong uptrend in Oil
Throughout this issue of The Capital Observer, we have highlighted Oil as one of the strongest drivers for the last reflationary rally 
we expect from now to early Summer. Following that, we do believe that most risk assets could start topping out for this cycle. 
Should the Energy sector ultimately benefit from this last uptrend? This is no obvious question, considering that the US Energy 
sector in particular has widely deceived over the last 12 months. Please find below our analysis on both the US and European 
Energy sectors.

XLE - Energy Select Sector SPDR Fund / SPY - SPDR S&P 500
Weekly graph or the perspective over the next 2 to 4 quarters

Despite the strong rally in Oil since ear-
ly 2016, the Energy sector has widely 

underperformed the S&P500.  We believe 
we are now in the last stages of the Oil 
rally for this reflationary cycle. Brent could 
be breaking-out short term and potential-
ly experience a swift rally to the 90 – 100 
range. These projections are aggressive, 
and Oil may stop short of these targets, 
yet nevertheless it is still in a strong 
uptrend towards mid-year. Looking at 
this graph, we are trying to confirm that 
this time around, Energy should follow 
Oil up and outperform the S&P500. Our 
long term oscillators (lower rectangle) are 
still in a downtrend, yet the sequence we 
show does leave the door open for a re-

bound towards mid year. On our medium term oscillators (upper rectangle), a weak uptrend seems to be in place. It is now in a position 
to resume up, possibly until mid year. Hence, on both oscillator series, we could certainly justify a bounce, although it may be short 
lived (until mid-year). We find additional comfort to the fact that in terms of price targets, the underperformance of Energy vs the 
S&P500 seems exhausted given that the ratio has reached our I Impulsive targets to the downside (right-hand scale). Hence, from both 
a timing and risk/reward perspective, the US Energy sector seems worth considering over the next 3 months. 

XLE - Energy Select Sector SPDR Fund
Daily graph or the perspective ovbert the next 2 o 3 months

We now look at the Energy sector on 
a standalone basis and consider 

its Daily graph for the perspective over 
the next 2 to 3 months. On both our os-
cillator series, XLE is approaching the end 
of its consolidation down since January, 
probably over the next couple of weeks 
(late April). Prices have already started to 
move, may retrace a bit short term, but by 
and large, the set-up seems comfortable: 
XLE is probably on the verge of resuming 
its uptrend. On the target front (right-
hand scale), the situation is not clear yet. 
Indeed, during the recent sell-off, prices 
did nudge slightly  below our C Corrective 
targets to the downside (below 68). This 
event opened the door to a second level 
of downside targets towards the 61 - 56 

range. Given this additional risk, we would probably wait until the late April bottom is confirmed before entering the sector. Any 
new break below 68 would be require renewed prudence.  To the upside, from what we can calculate, we believe that XLE has the 
potential to retest and probably take out its January highs until mid-year. 52
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Energy Sector - Dow Jones STOXX (SXEP) / Dow Jones STOXX Europe 600
Weekly graph or the perspective over the next 2 to 4 quarters

In Europe, the Energy sector 
is better positioned vs the 

Europe Stoxx 600 Index. On 
our long term oscillator (lower 
rectangle), we would expect 
it to accelerate up, probably 
towards mid year.  On our 
medium term oscillators (up-
per rectangle), the sector is in 
an uptrend sequence, which 
started mid last year, and is cur-
rently in a position to move up 
once more towards mid-year. 
The potential to the upside 
may be very compelling, es-
pecially if we manage to break 
above our C Corrective targets 

to the upside (above 15% outperformance; right-hand scale).

Energy Sector - Dow Jones STOXX (SXEP)
Daily graph or the perspective over the next 2 to 3 months

On an absolute basis, the 
picture is similar than 

the one of the US Energy sec-
tor, yet slightly stronger. Both 
oscillator series (lower and up-
per rectangles) are expected to 
resume their uptrend over the 
next couple of weeks, while 
prices have already started to 
move. Some short term retra-
cement may be expected until 
we can confirm a late April 
low on our oscillators, yet, 
thereafter the trend should 
accelerate up towards June. 
For now, our C Corrective tar-
get to the downside (right-
hand scale) have held and are 

offering strong support slightly below the 300 mark. The I Impulsive potential to the upside we can calculate using our 
historical volatility measure “Delta” (here at 47.69; middle rectangle; right-hand side) would imply a target range between 
343 and 363 (0.5 to 0.8 times “Delta” added to the low of the graph) or 7 to 14% above current levels.

Concluding remarks

Both in the US and in Europe, our longer term relative graphs would suggest that the Energy Sector could be outper-
forming its benchmark indexes towards mid year. Shorter term, we would probably wish to wait a week to 10 days 

until our oscillators confirm a more comfortable set-up to enter this uptrend. The potential to the upside for these Ener-
gy sectors is potentially between 10 and 15% on an absolute basis.


