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The long suffering natural gas sector finally received some much needed relief.
The price of natural gas was up over 62% in September on the NYMEX exchange
and has more than doubled since the recent low. Crude oil remains locked in the
$70 range which has been the case since early June. The Oil Sands Sector Index
outperformed the benchmark TSX Capped Energy Index despite the
benchmark’s strong focus on natural gas producers.

Index Symbol Region Sept 2009 Return
NYMEX Natural Gas NGAS Us 62.4%**
NYMEX Crude Oil OIL Us 0.9%**
Oil Sands Sector Index SOSSI Canada 12.0%*
S&P/TSX Capped Energy TTEN Canada 10.7%*

* Return in Canadian dollar terms. **Return in US dollar terms.

Ivanhoe Energy continued its winning ways in September as it announces the
extent of its new project in Ecuador and advances in its Heavy to Light (HTL)
upgrading technology. Another technology play, OPTI Canada was able to
amend its revolving credit facility into Q1, 2010 which greatly improved the
prospects for the stock.

Top Performing Stocks Sept 2009 Worst Performing Stocks Sept 2009

Ivanhoe Energy 47.0% UTS Energy -3.4%
OPTI Canada 27.2% Baytex Energy Trust -0.4%
PennWest Energy Trust ~ 21.4% Husky Energy 2.2%
Cdn Natural Resources 15.3% Imperial Oil 3.5%
Nexen 13.2% Enerplus Energy Trust 7.7%

The talk this month was the possibility that major oil producers in the Middle
East would begin pricing their oil exports in a currency other than US dollars.
The idea is to price oil in relationship to a currency basket that would include the
Euro, US dollar, Japanese Yen and a new regional Gulf States currency in
addition to Gold. The information was reported by a respected journalist, Robert
Fisk of the UK-based The Independent, but was denied by the alleged participating
nations and as far as I know has not been confirmed.
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If it is true there are several issues worth discussing. The first is that this
incredibly bearish information for the US comes at a time when only 4% of the
US Dollar Index traders are bullish on the currency. This is an extreme level that
suggests to me that there are few people left to join in on the “Demise of the US
dollar” theme. Last year a similar bullish extreme on crude oil was evident
during the summer peak price levels just before the historic decline began. 1
believe there is a strong possibility that a reversal in the downtrend is near.

Another issue is the poor quality of the alternatives such as the Euro and Yen.
The Euro region is as economically stagnant as the US and fragmented by the
competing interests of 15 different nations. The yen is even more indebted than
the US dollar after decades of economic downturns in Japan followed by
government bailouts. The other alternatives like the Chinese yuan and the new
proposed Persian Gulf regional currency are unlikely to dominate trade for many
more years to come. For better or worse, I expect the US dollar to maintain its
dominance in oil trading for now.

The last point I want to make is that the largest trade flow in oil is between
Canada and the US. It seems likely that a switch by Middle Eastern oil exporters
away from the US dollar will force the US to increase demand from Canada. If
such an event were to occur expect investment in the oil sands to increase
significantly.
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