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Correlation Table, p2 
Gold and euro, revisited. 

Futures Forecast, p2 
A few changes – turning ‘Short’ on natural gas. 

Main Article, p3thru5 
Chinese demand: real or fabricated? 

But we’ve consistently warned about the risks of continued reliance on investment to 

compensate for scattered external demand for China’s exports. It’s just that the government 

doesn’t have a viable way to expedite necessary and sufficient consumption-led growth that 

will allow them to rebalance their economy. And because of this, they are even worse off, i.e. 

they are more heavily dependent on debt and investment to drive growth than they were when 

the global credit crisis struck 3 and a half years ago. 

Trade Essentials, p5 
No new recommendations or adjustments at this time.  

Portfolio, p6 
Grabbed gains on UCO and JJC. Adjusted stop-losses on IAU and CORN. 
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Commodity Futures 3-Month Forecast 

  Last Price Direction Target ΔT 

Gold  1711.2 Long 1800   

Silver 3461.5 Neutral 3500  

Copper 389.9 Long 400  

Corn 660 Long 670 

Soybeans 1327.25 Neutral 1300  

Wheat 671 Neutral 670 

Crude Oil  106.66 Neutral 108  

Natural Gas  2.475 Short 2.2  
 
Click on the hyperlink to view the audio/visual chart analysis. 
Bold denotes change from last week. 

 

Correlation Tables  

Last 34 Days: 

Gold Silver Copper Corn Soybeans Wheat Sugar Cotton Coffee Crude Nat Gas Aussie Euro Yen US 10-YR US 30-YR S&P 500 Shanghai 

Gold 1.000 -0.206 0.612 0.443 0.677 0.559 0.532 -0.750 -0.709 0.516 -0.129 0.740 0.731 -0.640 0.082 -0.179 0.848 0.761 Gold

Silver -0.206 1.000 -0.395 -0.070 0.177 -0.441 0.268 -0.060 -0.276 0.512 0.141 -0.256 -0.041 -0.392 -0.118 0.101 -0.026 0.105 Silver

Copper 0.612 -0.395 1.000 0.056 0.552 0.401 0.205 -0.532 -0.588 0.217 -0.023 0.843 0.681 -0.363 0.142 -0.261 0.689 0.541 Copper

Corn 0.443 -0.070 0.056 1.000 0.322 0.675 -0.059 -0.555 -0.228 0.287 -0.064 0.240 0.128 -0.283 0.495 0.423 0.314 0.493 Corn

Soybeans 0.677 0.177 0.552 0.322 1.000 0.413 0.596 -0.782 -0.779 0.741 0.216 0.654 0.683 -0.803 0.034 -0.220 0.874 0.854 Soybeans

Wheat 0.559 -0.441 0.401 0.675 0.413 1.000 -0.129 -0.454 -0.208 -0.018 -0.090 0.613 0.354 -0.037 0.515 0.211 0.389 0.367 Wheat

Sugar 0.532 0.268 0.205 -0.059 0.596 -0.129 1.000 -0.501 -0.579 0.807 0.054 0.245 0.683 -0.787 -0.348 -0.385 0.687 0.665 Sugar

Cotton -0.750 -0.060 -0.532 -0.555 -0.782 -0.454 -0.501 1.000 0.792 -0.734 0.007 -0.586 -0.627 0.747 -0.262 -0.044 -0.789 -0.866 Cotton

Coffee -0.709 -0.276 -0.588 -0.228 -0.779 -0.208 -0.579 0.792 1.000 -0.748 -0.176 -0.684 -0.760 0.798 -0.075 0.189 -0.828 -0.810 Coffee

Crude 0.516 0.512 0.217 0.287 0.741 -0.018 0.807 -0.734 -0.748 1.000 0.099 0.264 0.597 -0.934 -0.144 -0.171 0.708 0.820 Crude

Nat Gas -0.129 0.141 -0.023 -0.064 0.216 -0.090 0.054 0.007 -0.176 0.099 1.000 -0.058 0.060 -0.074 0.105 0.017 0.049 0.113 Nat Gas

Aussie 0.740 -0.256 0.843 0.240 0.654 0.613 0.245 -0.586 -0.684 0.264 -0.058 1.000 0.799 -0.412 0.257 -0.172 0.767 0.633 Aussie

Euro 0.731 -0.041 0.681 0.128 0.683 0.354 0.683 -0.627 -0.760 0.597 0.060 0.799 1.000 -0.623 0.078 -0.250 0.827 0.758 Euro

Yen -0.640 -0.392 -0.363 -0.283 -0.803 -0.037 -0.787 0.747 0.798 -0.934 -0.074 -0.412 -0.623 1.000 0.250 0.331 -0.829 -0.869 Yen

US 10-YR 0.082 -0.118 0.142 0.495 0.034 0.515 -0.348 -0.262 -0.075 -0.144 0.105 0.257 0.078 0.250 1.000 0.866 -0.065 0.088 US 10-YR 

US 30-YR -0.179 0.101 -0.261 0.423 -0.220 0.211 -0.385 -0.044 0.189 -0.171 0.017 -0.172 -0.250 0.331 0.866 1.000 -0.373 -0.148 US 30-YR 

S&P 500 0.848 -0.026 0.689 0.314 0.874 0.389 0.687 -0.789 -0.828 0.708 0.049 0.767 0.827 -0.829 -0.065 -0.373 1.000 0.889 S&P 500

Shanghai 0.761 0.105 0.541 0.493 0.854 0.367 0.665 -0.866 -0.810 0.820 0.113 0.633 0.758 -0.869 0.088 -0.148 0.889 1.000 Shanghai 

Gold Silver Copper Corn Soybeans Wheat Sugar Cotton Coffee Crude Nat Gas Aussie Euro Yen US 10-YR US 30-YR S&P 500 Shanghai 
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Correlation Notes:  

Last week I wrote: “Well, gold looks to be back 

on the anti-dollar train. Gold and the euro 

currently have a 96% positive correlation. I 

think the euro has the potential to continue its 

current move higher; and I foresee gold 

following right alongside.” 

Indeed, gold’s correlation to the euro and 

Aussie is extending, showing a better than 73% 

correlation over a 34-day period. But the euro 

sank to finish off the week. It needs to find 

technical support soon because fundamental 

support is truly non-existent now that half of 

the recently-promised Greek bailout funds 

have been delayed and LTRO2 funds are just 

being parked on the ECB balanced sheet rather 

than making their way into the real economy or “shoring up” banks. It will be interesting to see if euro 

and gold can maintain a correlation; the overall picture appears bullish for gold and bearish for the euro. 

 

http://www.screencast.com/t/iFDrXJcA
http://www.screencast.com/t/pil2lrYeyeJN
http://www.screencast.com/t/0m5YfPHohIgP
http://www.screencast.com/t/nWRmptnl
http://www.screencast.com/t/WtxhSwEFtJZ5
http://www.screencast.com/t/cql4UhblFh6n
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Chinese demand: real or fabricated? 

You gotta love this: 

SHIJIAZHUANG, China, Feb 29 (Reuters) - What do a luxury Chinese apartment tower, a 

workers' dormitory, a low-income housing block and an empty field have in common?  

They all qualify as affordable housing projects under a government scheme that 

policymakers hope will cool popular anger over high housing prices, and that analysts 

are counting on to keep China's property sector afloat. 

This is all part of the constant ebb and flow in a managed economy like China’s.  

It wasn’t many months ago that China was facing supreme pressure on the inflation front. The 

policy response, as is expected, was for China to tighten up interest rates and hike reserve 

requirements and employ restrictions in its bubbling housing market to prevent continued 

froth. 

Sounds a bit odd to think they want to stamp out real estate buying and speculation and that 

they also have to commit to launching affordable housing projects because such a large 

percentage of the population is priced out of the market. If you say that makes perfect sense, 

consider that China does not face a shortage of home supply that warrants such lofty real 

estate values. Normalization alone would make houses more affordable because of the glut of 

supply. 
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But China’s aim is two-fold: alleviate social concerns over 1) expensive housing and 2) sluggish 

manufacturing.  

Obviously, the inability of a large portion of citizens to afford rent or mortgage payments 

doesn’t bode well for the central planners. Losing jobs and overall economic contraction isn’t 

going to help either.  

After the inflationary peak of an overheating Chinese economy was targeted by officials, quickly 

arrived a dip in manufacturing. As evident in the PMI figures, whether you’re looking at NBS or 

HSBC numbers, Chinese manufacturing growth has been sliding pretty consistently since 

November 2010. This month finally offered some reassurance as PMI pushed a bit further 

above the 50-level that separates growth from contraction. 

 

But this bounce has likely only come because central planners have changed tack yet again, 

opting to stimulate the economy through reducing banks’ (read: local government conduits’) 

required reserve ratio so that they may be freed up to pump more credit back into the 

economy.  

But we’ve consistently warned about the risks of continued reliance on investment to 

compensate for scattered external demand for China’s exports. It’s just that the government 

doesn’t have a viable way to expedite necessary and sufficient consumption-led growth that 

will allow them to rebalance their economy. And because of this, they are even worse off, i.e. 

they are more heavily dependent on debt and investment to drive growth than they were when 

the global credit crisis struck 3 and a half years ago. 
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With this change in tack we’ve seen bullish forces for certain commodity prices that are so 

tightly tied to Chinese demand. I touched upon it last week, but we’ve seen an inventory 

rebuild in China as it relates to copper (and to a lesser extent crude oil). It does not come as a 

surprise. But for those who expect the recent spate of increased imports indicates a revival in 

Chinese demand and growth, they could be surprised. 

Back to Reuters: 

The programme, which targets 36 million units of new housing by 2015 at a cost of 
nearly $800 billion, has underpinned demand for steel, cement and metals from the 
world's second-largest economy as the larger real estate sector cools.  

But the huge numbers don't add up to enough to ease concerns that the Chinese 
economy is paying the price for the government's crackdown on "speculative" real 
estate projects.  

"It's an illusion to try to hang on to the notion that social housing will have a massive 
pull on raw materials in China. It does have a pull but not significant enough" to make 
up for freezing commercial real estate spending, said Nicholas Zhu, of ANZ Bank in 
Shanghai.  

 

But a good portion of what's being built is already-planned construction re-labelled as 
affordable housing. Those projects aren't delivering the additional demand for concrete, 
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steel, glass or aluminum window frames that typically ensure that construction gives an 
outsized boost to economic growth.  

If the affordable housing programme cannot deliver additional demand, the restrictions 

on commercial housing may deliver a greater blow to the broader economy than Beijing 

intended. 

From Bloomberg: 

Copper futures fell on signs of ample supplies as inventories rose to the highest in at 

least nine years in China, the world’s biggest consumer of industrial metals. 

Stockpiles monitored by the Shanghai Futures Exchange climbed 2.5 percent to 221,487 

metric tons, the highest since at least January 2003, weekly data showed. 

And from Reuters again: 

"There are probably more than 600,000 tonnes of copper sitting in storage, including 

bonded warehouses. Physical copper isn't selling well because of the deep discount on 

spot material," said a Shanghai-based trader, adding that if LME premiums continue to 

increase it could prompt smelters to export material. 

China consumes 40 percent of the world's copper, and 600,000 tonnes represent about 

27 days worth of usage. 

Will China keep building these stocks? Or will they wait to see what end-user demand looks like 

first?  

We could see another month or two of improvement in Chinese manufacturing PMI figures. 

And it may draw down stocks a bit. But as of now I’d expect resting hopes on strong Chinese 

demand – for affordable housing or manufacturing growth or whatever – is a losing 

proposition. 

I’d expect commodities might have some additional upside ahead, but sooner or later China 

becomes a headwind. 

Trade Essentials. 

No new recommendations or adjustments at this time. 

 

http://topics.bloomberg.com/china/
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Portfolio 

Position Date Ticker Direction Entry Stop Last Target Return Notes 

Teucrium Corn Fund 1/12/2012 CORN Long 39.72 40.4 41.05 45 3.34% Hold. 

iShares Gold Trust 2/17/2012 IAU Long 16.81 16.2 16.68 TBD -0.77% Hold. 

 
Click on the hyperlink to view the audio/visual chart analysis. Bold denotes change. 
 

On Wednesday you should have closed out your position in UCO with a nice gain! Crude oil was 
extremely volatile this week. I recommended exiting based so as to avoid a major, sustained shift in 
sentiment that I thought might have been materializing on Wednesday. And though there remains 
the potential for crude to begin another leg higher, it’s always nice to take some profits off the 
table. I will be watching closely in the event it makes sense to reenter crude oil on the long side.  
 
I also recommended exiting your position in JJC. The above explanation applies to copper as well. 
We booked a small gain and I will be watching closely for a place to reenter if I think it makes sense. 
 
Our position in IAU was hit on Wednesday when gold collapsed. But based on where support came 
in, I expect gold to find some buyers and resume a sustained move higher. But that said, a break 
below key support, as outlined in the audio/visual analysis for gold, would severely reduce my 
confidence and perhaps warrant a change in direction. With this in mind, I recommended on 
Wednesday you adjust your stop-loss on IAU. Hold. 
 
Corn started the week off well, faded yesterday and then snapped back today. I expected a push to 
at least test the 200-day moving average resistance. We are very close now. If corn fails to breach 
this level then I’ll look to the 50-day moving average as key support. I recommended adjusting your 
stop-loss on CORN to reduce risk now that corn has begun moving as expected. Hold. 

 
 

 

JR Crooks  

www.blackswantrading.com  

http://www.blackswantrading.com/

