
 

 
 
 

Traders Notes for April 3rd 2008 
 
Prepared by; 
Doug Sandler, CFA, Chief Equity Officer 
 
Energy worth Chasing, Leisure and Entertainment worth Waiting 
Energy:  Tune in to your financial channels or read the latest editions of financial publications 
like Barron’s and one would conclude that oil is $20-$40 above where it should be and a bear 
market is just around the corner for energy stocks.  On the other hand, energy stocks are telling a 
very different story.  The relative price performance of energy versus the equally-weighted S&P 
500 composite (chart below) has remained resilient and pullbacks have been short and shallow.  
Stocks perform best when they have a ‘wall of worry’ to climb because it indicates that many 
investors remain on the sidelines and have not yet participated in the group’s appreciation or 
have gotten off the train too early.  It is also an indication that the investment community’s 
aggregate opinion may be grounded in a flawed assumption.  Perhaps it’s the assumption that the 
world still has plenty of oil, or the assumption that the U.S. economy still drives oil prices, or 
that commodity prices must bust shortly after they boom.   The reason is not important, what is 
important is that energy stocks are sending a strong and clear signal that more upside remains 
and underweighting the group may be a mistake.  

           Chart courtesy StockVal 
Leisure & Entertainment:  We still believe it is too early to buy the shares of leisure and 
entertainment companies.  This would include the shares of hotel companies, casual and high-
end dining establishments, airlines and car rental companies.  While many of these companies 
have already suffered through a steep share decline, we believe a ‘second shoe is still waiting to 
drop.  Thus far, these companies have suffered from fears regarding a consumer-led recession; 
we anticipate a second leg of downside to occur when the stocks begin discounting a pullback in 
corporate travel & entertainment budgets.  These budgets are generally the most discretionary 
and controllable expenses at corporations and the first areas to be cut when times get tight.  As 
corporations find it increasingly difficult to meet Wall Street expectations, declining revenues 
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and gross margins will likely be offset with cost cutting.  Once corporate belt-tightening begins, 
it will take a major change in sentiment for the purse strings to be opened again.  We would 
avoid the majority of companies operating in the leisure and entertainment industry until this risk 
is appropriately discounted in share prices.  
 
The specific securities identified do not represent all of the securities purchased, sold or recommended for client 
portfolios.  Other securities mentioned may be considered by Riverfront Investment Group for purchase or sale in 
client portfolios in the future.  The opinions expressed are current as of the date shown and are subject to change. 
They are not intended to be investment recommendations. 
 
 


