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Correlation Table, p2 
Gold and S&P 500; Silver and Corn. 

Futures Forecast, p2 
A few changes – turning ‘Short’ on soybeans and crude oil. 

Main Article, p3thru7 
Do-or-die on gold? Time already to second-guess China? Do geopolitics mean anything? Ha! 

I think the inverse head-and-shoulders set-up on the gold chart has the potential to support 

price and send it to test its all-time highs this year. 

Of course, a broad sell-off in risk appetite has the potential to drag gold down with other assets. 

But it might be worth keeping in mind that gold held up relatively well in 2008 when markets 

collapsed; the following chart shows the price action of gold, euro, copper, crude oil and the 

S&P 500 after the credit crunch: 

Trade Essentials, p7 
No new recommendations or adjustments at this time.  

Portfolio, p7 
Stopped out of CORN with small gain. Holding tight to IAU for now. Added DTO earlier today. 
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Commodity Futures 3-Month Forecast 

  Last Price Direction Target ΔT 

Gold 1695.3 Long 1800  

Silver 3378 Neutral 3400 

Copper 378.2 Neutral 380 

Corn 643 Neutral 640 

Soybeans 1326.25 Short 1270 

Wheat 630.75 Neutral 670 

Crude Oil 106.69 Short 102 

Natural Gas 2.256 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 -0.058 0.492 0.634 0.644 0.397 0.483 -0.697 -0.537 0.618 -0.224 0.519 0.579 -0.702 -0.061 -0.201 0.904 0.810 Gold

Silver -0.058 1.000 -0.326 0.022 0.428 -0.326 0.275 -0.161 -0.381 0.540 0.009 -0.317 0.180 -0.493 -0.139 -0.082 0.180 0.291 Silver

Copper 0.492 -0.326 1.000 0.631 0.363 0.540 -0.138 -0.536 -0.310 0.149 -0.135 0.550 0.153 -0.225 0.441 0.290 0.403 0.452 Copper

Corn 0.634 0.022 0.631 1.000 0.722 0.768 -0.062 -0.698 -0.593 0.436 -0.402 0.392 0.357 -0.526 0.496 0.289 0.639 0.703 Corn

Soybeans 0.644 0.428 0.363 0.722 1.000 0.284 0.301 -0.724 -0.867 0.852 -0.288 0.124 0.500 -0.910 0.145 -0.025 0.783 0.876 Soybeans

Wheat 0.397 -0.326 0.540 0.768 0.284 1.000 -0.225 -0.368 -0.109 -0.021 -0.286 0.603 0.304 -0.021 0.537 0.327 0.361 0.297 Wheat

Sugar 0.483 0.275 -0.138 -0.062 0.301 -0.225 1.000 -0.394 -0.164 0.664 0.213 0.128 0.691 -0.527 -0.358 -0.268 0.546 0.504 Sugar

Cotton -0.697 -0.161 -0.536 -0.698 -0.724 -0.368 -0.394 1.000 0.681 -0.750 0.213 -0.398 -0.585 0.725 -0.291 -0.179 -0.806 -0.851 Cotton

Coffee -0.537 -0.381 -0.310 -0.593 -0.867 -0.109 -0.164 0.681 1.000 -0.768 0.271 0.009 -0.301 0.846 -0.184 -0.056 -0.660 -0.753 Coffee

Crude 0.618 0.540 0.149 0.436 0.852 -0.021 0.664 -0.750 -0.768 1.000 -0.105 0.055 0.644 -0.933 -0.071 -0.113 0.784 0.860 Crude

Nat Gas -0.224 0.009 -0.135 -0.402 -0.288 -0.286 0.213 0.213 0.271 -0.105 1.000 0.073 0.070 0.256 -0.064 -0.013 -0.157 -0.183 Nat Gas

Aussie 0.519 -0.317 0.550 0.392 0.124 0.603 0.128 -0.398 0.009 0.055 0.073 1.000 0.578 -0.043 0.375 0.272 0.488 0.335 Aussie

Euro 0.579 0.180 0.153 0.357 0.500 0.304 0.691 -0.585 -0.301 0.644 0.070 0.578 1.000 -0.508 0.155 0.102 0.700 0.683 Euro

Yen -0.702 -0.493 -0.225 -0.526 -0.910 -0.021 -0.527 0.725 0.846 -0.933 0.256 -0.043 -0.508 1.000 0.128 0.211 -0.820 -0.876 Yen

US 10-YR -0.061 -0.139 0.441 0.496 0.145 0.537 -0.358 -0.291 -0.184 -0.071 -0.064 0.375 0.155 0.128 1.000 0.927 -0.034 0.152 US 10-YR 

US 30-YR -0.201 -0.082 0.290 0.289 -0.025 0.327 -0.268 -0.179 -0.056 -0.113 -0.013 0.272 0.102 0.211 0.927 1.000 -0.192 0.005 US 30-YR 

S&P 500 0.904 0.180 0.403 0.639 0.783 0.361 0.546 -0.806 -0.660 0.784 -0.157 0.488 0.700 -0.820 -0.034 -0.192 1.000 0.890 S&P 500

Shanghai 0.810 0.291 0.452 0.703 0.876 0.297 0.504 -0.851 -0.753 0.860 -0.183 0.335 0.683 -0.876 0.152 0.005 0.890 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 

SoftsMetals Grains Energy Fixed Income Equities

Metals Grains Softs Energy Currency Fixed Income Equities

Currency

 

Correlation Notes:  

Quite a tight correlation between gold and S&P 

500 over the last 34 days. This obviously 

throws some hot water on expectations for 

gold to decouple from risk appetite, i.e. if 

stocks crater then gold probably will too as 

money opts for the US dollar instead of the 

notoriously hard-money safe haven. 

Also noteworthy, on an eight-day basis (not 

shown), is that silver and corn have built a 70% 

positive correlation. I had been hesitant to get 

long on silver, as I mentioned last week in the 

audio/visual analysis. But with market 

sentiment shifting, and upside in the 

agriculture complex looking capped, maybe 

silver is the horse to ride on the downside here. 
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Do-or-die on gold? Time already to second-guess China? And 

do geopolitics mean anything? 

Don’t look now, gold bugs. The yellow metal is tip-toeing the ledge. If its footing slips now, the 

fall could become ugly.  

I noted my technical outlook last week, i.e. gold collapsed to a significant and critical support 

level and I imagined that would bring buyers into the market and allow gold to resume a 

medium-term uptrend. That sure hasn’t happened yet. 

 

Again, if gold fails to hold above support made up by three key moving averages, I will likely 

lose confidence in its upside potential. But there is another pattern on the gold chart I want to 

bring to your attention today – an inverse head-and-shoulders: 

http://www.screencast.com/t/iFDrXJcA
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Personally, I think the head-and-shoulders reversal pattern is most credible at price extremes. 

But market sentiment validates these patterns, even when they exist as a 

correction/consolidation, in a sort of self-fulfilling way. In other words: I think the inverse head-

and-shoulders set-up on the gold chart has the potential to support price and send it to test its 

all-time highs this year. 

Of course, a broad sell-off in risk appetite has the potential to drag gold down with other assets. 

But it might be worth keeping in mind that gold held up relatively well in 2008 when markets 

collapsed; the following chart shows the price action of gold, euro, copper, crude oil and the 

S&P 500 after the credit crunch: 
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China? News? 

Take the needed technical correction and add to it an abrupt shift in expectations for Chinese 

growth and you have the makings of Tuesday’s market-wide sell-off.  

But if you ask me, the fact that the Chinese Premier revised lower China’s minimum growth 

target does won’t have much immediate staying power in the market. Especially since the 

internal growth estimates that are published for public consumption represent a floor, as 

general perception has it, that amounts to setting the bar low so it can “easily be cleared.” 

I think that perception is going to mitigate the pressures on the market from a slowing China. 

But that won’t last either. What I expect will happen, as we get deeper into the year, is that the 

new floor of 7.5% annual GDP growth will be tested and eventually pierced; Chinese growth is 

bound to disappoint as additional headwinds surface from a lack of +8% growth which, up until 

recently, was considered the make or break level that keeps the engine running smoothly. 

Watch for a stabilization in the market’s expectation for Chinese growth as Chinese officials 

move to accommodate credit markets and investment activity in order to spur growth. 

Someone today again alluded to the idea another cut of 50 basis points in the RRR is on the 

way. Unfortunately for China, continued stimulus efforts of various forms will have a 

diminishing impact on spurring growth going forward. 

Eyes off the geopolitical floor for now ... 
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If it weren’t for geopolitical tensions in the Middle East, the price of crude oil would crack. (But 

it may crack anyway!) 

The mere potential for an escalation in the Middle East, particularly as it concerns Iran, and the 

supply threats it poses, currently provides a floor by which oil prices seem to be supported. A 

friend of mine in the Navy who reads this newsletter asked a couple weeks ago what I thought 

crude oil might do. What I told him was along the lines of: “Depends on Israel. If they’re quiet, 

then expect crude prices to shoot up based on a chance Israel is covertly planning preemptive 

action on Iran. If Israel is vocal about the geopolitics, then expect crude prices to soften as 

major powers promote a diplomatic resolution.” 

We’ve had no Israeli bombings of Iranian nuclear facilities (yet), but crude prices did shoot up 

last month. Now, of course, Israeli Prime Minister Netanyahu made an appearance in the US to 

discuss ongoing relations and the Middle East situation. He’s been relatively aggressive with his 

words; and important global powers have emphasized their beliefs that Israel should avoid 

military action on Iran. 

Crude oil, amidst the volatile ebb and flow of risk across the markets, has softened up over the 

last two weeks. Will this Netanyahu visit mark the bottom for crude oil’s correction? Will Israeli 

rhetoric quiet down again as investors hope for the best but anticipate the worst? 

It makes sense to pay close attention, because if the geopolitical premium starts to fade, the 

drop in crude oil could be a precipitous one. In fact, I think the technical set-up is there to 

warrant additional selling in the near-term as “diplomacy” allows some risk premium to leak 

away. And that is why I recommended adding a short-term position in PowerShares DB Crude 

Oil DoubleShort ETN (DTO) in an alert earlier today. 

Adding to the fundamental backdrop for crude, this I plucked from my Reuters news feed 

yesterday morning: 

Today 10:30 - EIA-U.S. WEEKLY CRUDE STOCKS UP 832,000 BBLS TO 345.7 MLN, VS 

FORECAST OF 0.8 MLN BBL BUILD 

There was a larger than expected build in crude stocks this week. 

And this is a quote grabbed from the Kansas City Star: 

US demand for oil and refined products -- including gasoline -- is down sharply from last 

year, so much so that the US has actually become a net exporter of gasoline, unable to 

consume all it makes. 



7 
 

Black Swan Capital's advisory products are strictly informational publications and do not provide personalized or individualized 
investment or trading advice. Commodity futures and forex trading involves substantial risk of loss and may not be suitable for 
you. The money you allocate to ETFs, futures or forex trading should be money that you can afford to lose. 

Portfolio 

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

Our position in IAU remains subdued as gold tries to hold key support. Based on our adjusted stop-
loss, our risk in this position is minimal. Hold for a potential bounce in the price of gold here. 
 
Corn started the week off well again, and it is finishing the week poorly again. The move seems to 
be lagging overall risk appetite. We were stopped out with a small gain on our position in CORN. I’ve 
lost confidence that corn can break above long-standing resistance around $6.70, which sets up the 
corn price for a rather deep decline if overall market sentiment does not stabilize and lift risk assets. 
I will be watching for an opportunity to turn bearish on corn and agriculture. 
 
Earlier today I recommended adding a position in DTO. Currently, I am keeping this on a short leash 
as I expect a sharp downward move to commence soon. Using the double-leveraged inverse fund 
will allow us to play the correction relatively well should it pan out. 

 
 

I’ve noted a few times recently the risks to the global supply/demand story that is supposedly a 

main factor behind rising crude prices. Geopolitics aside, the data points suggesting a downturn 

in price continue to mount. But, not surprisingly, the one data point in the bulls favor is China. 

Reuters: 

China's trade ministry said it planned to boost energy imports in 2012, and will keep 

policies to ensure stable export growth, which it expects to improve in the second half 

of the year.  

"China's oil import needs based on continued expansion of infrastructure and strategic 

storage will continue and it’s offsetting the weakness on the demand side," said 

Torbjorn Kjus, oil analyst at DNBNor. 

Really, though, I think the China dynamic is not as large a factor for crude oil as it is for other 

commodities like, say, copper. The expectations for US crude and gasoline demand and the 

geopolitical developments are the make-or-break fundamentals stories. I think there is now a 

technical opportunity to play the current expectations gap between the two. 

Trade Essentials. 

No new recommendations or adjustments at this time. 

JR Crooks www.blackswantrading.com  

https://www.mcssl.com/content/166063/CE/021012_CE_final.pdf
http://www.blackswantrading.com/

