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THE GROUNDHOG’S CYCLE:  STUCK IN PUNXSUTAWNEY 

As we know, February is the month of the Groundhog Day.  This is meant to provide some lighthearted 

relief from what is typically a bitterly cold month of weather. Held every February 2, Groundhog Day has 

become well known for the annual rousing of Punxsutawney Phil for the purpose of forecasting the 

remaining length of winter.  However, Groundhog Day is also well known for the1993 movie bearing the 

same name, where the protagonist, an egocentric weatherman (played by Bill Murray) sent to cover 

Punxsutawney Phil’s ceremonies, awakes each day to find that he is reliving February 2 over and over 

again.  With no disrespect to Punxsutawney  Phil—who by the way did see his shadow this year—the 

comical farce of the movie makes for a better backdrop of our discussion of the markets thus far into 

2012.  For those who have been following the markets in 2012, and may recall events from a year ago, the 

beginning of this year shows remarkable similarity to 2011.  As was the case in 2011, equities thus far 

into 2012 have jumped out of the gate and perhaps even more so than last year, caught investors by 

surprise. Simultaneously—like a year ago—oil prices have also experienced an accelerated rise based on 

an all too familiar, but new round of geo-political tumult in the Middle East.   

Only this year the unrest in Egypt 

and Libya that dominated headlines 

in 2011 has been replaced by Iran’s 

dogged pursuit of nuclear weapons 

juxtaposed with their open 

antagonism of Israel.  Finally, our 

traditional mainstay of Europe’s debt 

troubles continues to cast a shadow 

of anxiety over the markets.  In light 

of all this, many investors are 

probably beginning to feel like a 

weatherman stranded in 

Punxsutawney, Pennsylvania reliving 

the same events over and over again.  

More specifically though, and back 

to our discussion of rising energy 

costs we plot the path of oil prices 

during the first several months of 

2011 and those to date in 2012. 
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In light of these increasing oil prices our several positions in the sector have risen in kind participating in 

the rally.  We have favored the fundamentals of oil on a long-term basis
1
 for several years now, and over 

this time period have sought to add to, or create new positions from the industry as volatility relating to 

the crisis du jour has created bargain opportunities along the way.  In sum, the supply and demand 

dynamics have been favorable for some time thanks to weak supply growth, across the board coupled 

with robust marginal demand from the emerging markets.  We believe this secular trend of tight supplies 

can continue within the context of expansionary business cycles.  To be sure, recessions are likely to at 

least place a lid on price rises, in the absence of supply shocks or runaway inflation.  As we have seen in 

historical instances, we know that supply shocks can lead to rapidly increasing oil prices as was the case 

during the embargoes of the 1970s.   

 

Occasionally we are queried by investors regarding what we might expect to happen under any given set 

of geo-political circumstances and one of the most frequent questions relates to instability in the Middle 

East.  In our view geo-political instability in the Middle East tends to lead to higher oil prices as 

illustrated by the historical observations of 1973, 1979, and 1990.  Based on these observations, and 

assuming that attractive long-term fundamentals and valuation levels remain constant, we see these 

positions as a potential hedge against Middle East turmoil.  Many investors maintain gold positions in 

their portfolios in anticipation of geo-political shocks, but given the probability that many of these events 

occur in the unstable backdrop of the Middle East we prefer black gold as a hedge in a long-only context. 

 

Extending this logic to other risks factors we also believe that rising oil prices tend to pose one of the 

greater long-term threats to the purchasing power of our investor’s wealth.  In our view, we believe that 

owning the same businesses that profit from accelerating energy costs mitigates the possibly negative 

financial effects of this phenomenon on our clients’ net worth.  This concept is relatively easy to illustrate 

when we consider that energy names have been outperforming the market in many instances during 2012 

alongside the surging gasoline prices that consumers have been paying in their everyday lives (i.e., higher 

energy expenses can be offset to some degree by wealth denominated in the beneficiaries of higher oil 

prices).  We believe this is far from trivial given that gasoline prices have recently soared as high as $5.89 

per gallon
2
 in some parts of Florida (versus national average of $3.60 per gallon) and we continue to 

believe that the loss of purchasing power is one of the most significant risks facing investors over the next 

several years.  The rising cost of gasoline has received much media attention during 2012 given that its 

accelerated rise is unusual for this time of year based on normal seasonal patterns, which implies that 

much of the price rise is owed to tensions in the Middle East.   

 

Should the rising price of oil (and by extension gasoline) continue it will likely lead market 

commentators, economists, and others to worry over the risk it poses to the business cycle.  This is a 

reasonable view, given that large run-ups in the price of oil have a history of eating into economic growth, 

and or preceding recession.  At the same time, the actual pattern of the price rise is worth considering.  

Put another way, oil price shocks tend to carry greater economic consequences versus steadily rising 

prices over time.  The reason for this and where the aforementioned prognosticators have the potential to 

misjudge this developing situation is in the observation that oil prices (and to a similar extent gasoline 

prices) have already been steadily rising, or sustainably high, over a multi-year period.  We can better 

                                                 
1
 Phillips, Scott. Buying at the Point of Maximum Pessimism: Six Value Investing Trends From China to Oil to 

Agriculture. Upper Saddle River, NJ: Pearson, 2010. 
2
 Higgins, Matthew, Feb. 22, 2012, Florida Drivers Shelling Out Nearly $6 a Gallon at Some Stations, 

http://tampa.cbslocal.com/2012/02/22/florida-drivers-shelling-out-nearly-6-a-gallon-at-some-gas-stations/ 
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appreciate this reality in light of the following illustration of gasoline prices in the United States since 

2006.  

 

 

 

 
 
Source: gasbuddy.com 

 

After examining this illustration, we can see that as the business cycle expands following the usual 

prescriptive dose of monetary expansion, oil prices rise.  In other words, rising oil prices are a main 

feature to life in this economic version of Punxsutawney.   

 

Viewing gasoline prices in this time span is an important consideration given that in the context of ever 

adapting consumer behavior, many consumers have already been reorganizing their more price elastic 

purchasing habits over this time horizon, and for that matter the installed capacity of solutions to higher 

energy prices such as hybrid vehicles, etc. is much broader now than in the past.  In sum, as The 

Economist recently pointed out, gasoline prices have been over $3 per gallon nearly 50% of the time since 

2007
3
 and this reality has set in on the global consumer as a new economic paradigm.  Even so, a 

continued sharp rise or supply shock would likely create stock market volatility as investors become 

concerned over the renewed possibility of recession (thereby likely pressuring consumer discretionary 

stocks, and other stocks sensitive to the business cycle).  Furthermore a true recession based on a spike in 

oil prices may just as likely send oil prices lower based on lessened demand.  Still, in this scenario the 

typical central bank and policymaker response is to further loosen monetary conditions, and thereby lay 

the groundwork for higher future oil prices via inflation.  In other words, until there is a definitive shift in 

the supply or demand curves for oil consumption (i.e. the natural gas glut in the U.S.), it appears that the 

long-term rinse and repeat cycle of higher oil prices based on increased money supply, combined with 

emerging market demand and stagnant market supply will remain intact over the coming years.  In this 

                                                 
3
 Free Exchange, Feb. 14, 2012, Dear Petrol, Back Again, The Economist, 

http://www.economist.com/blogs/freeexchange/2012/02/americas-economy 
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sense, insofar as consumers and investors feel like they are continuously awaking to higher oil prices, 

perhaps they are truly are living the real life economic version of Groundhog’s Day. 

 

In conclusion, it appears that until this Groundhog’s Cycle is broken, investors should consider 

maintaining some portion of their wealth in the companies that benefit from this economic picture of: 1.) 

extraordinarily loose monetary policy, 2.) Middle East geo-political instability, 3.) increasing emerging 

market demand for oil, and 4.) stagnant global supply growth in oil.  We believe this is sensible at least 

until some aspects of this framework begin to change and break the continuous secular trend of rising oil 

prices. We base this view on the notion that investors have both the potential to profit, or at least protect 

themselves against the loss of purchasing power that is occurring in their everyday lives through higher 

energy costs.  On the matter of breaking this Groundhog’s cycle, there is some hope over the medium 

term, as the United States has created nothing short of an energy renaissance through its exploitation of 

natural gas.  Now, if only policy makers would embrace this market reality versus forcing misallocated 

incentives of higher cost alternative forms of energy on the economy.  Turning to emerging market 

demand, this will eventually level off from its rapid growth over the long-term as these markets utilize 

more efficient methods of energy consumption as has been the case across developed economies in the 

West.  However, this is most likely a longer-term phenomenon.  Otherwise, loose monetary policy and 

Middle East turmoil are considerably higher hurdles to overcome, as these are matters of human nature.  

The reality is that the tendency to debase one’s currency (i.e., Rome), as well as, countries organizing into 

warring factions have been with mankind for millennia.  Needless to say, the best time to think about 

purchasing oil and energy stocks on this longer-term view is not when oil prices are rapidly rising, but 

instead at the opposite end of the cycle, when no one else will consider purchasing them based on their 

near-term fears over the business cycle.   

 

We appreciate your continued interest in our firm.  If you would like to learn more about the registered 

investment advisor Lauren Templeton Capital Management, please visit us at 

www.laurentempletoninvestments.com. 

 

 

 

Lauren C. Templeton             Scott Phillips 

 

 
Principal & Portfolio Manager                                    Portfolio Manager 

 

 

 

 

 

 

 

 

 

 

Disclosures: 

http://www.laurentempletoninvestments.com/
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This information is for one-on-one presentations only and in response to a specific, unsolicited request.  Past 

performance is not indicative of future results.  This is not an offer to sell, or a solicitation of an offer to purchase 

any fund managed by Lauren Templeton Capital Management (“LTCM”). Such an offer will be made only by an 

Offering Memorandum, a copy of which is available to qualifying potential investors upon request.  An investment 

in a private fund is not appropriate or suitable for all investors and involves the risk of loss.  

 

LTCM reserves the right to modify its current investment strategies and techniques based on changing market 

dynamics or client needs.  It should not be assumed that any of the characteristics discussed were or will prove to be 

profitable, or that the investment recommendations or decisions we make in the future will be profitable.  The 

information provided in this report should not be considered a recommendation to purchase or sell any particular 

security. There is no assurance that any securities discussed herein will remain in the Fund’s portfolio at the time 

you receive this report or that securities sold have not been repurchased. The securities discussed may not represent 

the Fund’s entire portfolio and in the aggregate may represent only a small percentage of an account's portfolio 

holdings.  It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will 

prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable 

or will equal the investment performance of the securities discussed herein.  Recommendations from the past 12 

months are available upon request.  
 

 

LTCM is a registered investment adviser.  The fee schedule for LTCM’s investment advisory services with respect 

to the Fund is stated in the Offering Memorandum.  The Fund will also incur other operating expenses such as 

administration fees, audit fees and legal fees which will reduce the performance of the fund.  More information 

about LTCM can be found in Form ADV Part 2 which is available upon request.  LTF-12-17 

 

 

 

 


