
 COMMODITIES 
Essential  

 

Correlation Tables, p2 
Copper, gold, and the S&P; see the main article for details. 

Futures Forecast, p2 
No change from last week. Charts look bearish still, but additional downside is not materializing 

yet; time (rather than price) suggests cautiosness with this view. 

Main Article, p3thru5 
Commodities beholden to money pumping still, but beware the ideologies ... 

Keynesians have become so determined to stimulate growth at all costs that they seek to 

control aggregate demand which imposes economic bubbles, malinvestment, inflation and 

artificial wealth on an economy; they continue to operate under and ideology that assumedly 

“cares” for the standard of living, even though the policies are a net negative on the economy 

over the long run. 

Ideology is important just like fire is important. Similarly, ideology is dangerous just like fire is 

dangerous. 

Markets are not immune to ideology either. Hedge funds have taken on a specialization that 

requires they position in a way that justifies their existence even if their analysis go against said 

existence. 

Trade Essentials, p6 
No new recommendations or adjustments at this time.  

Portfolio, p6 
Holding nice gains in ZSL; in the hole on AGA (grains bouncing off support) and BOM (base 

metals following risk appetite higher). 
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Commodity Futures 3-Month Forecast 

  Last Price Direction Target ΔT 

Gold 1611.8 Neutral 1650   

Silver 2932 Short 2700  

Copper 338.9 Short 300  

Corn 613.75 Short 500 

Soybeans 1151.75 Short 1050  

Wheat 614.75 Short 500 

Crude Oil 98.61 Short 90  

Natural Gas 3.172 Neutral 3.21  
 
Click on the hyperlink to view the audio/visual chart analysis. 
Bold denotes change from last week. 

Correlation Tables  

Last 8 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 0.466 0.989 -0.322 -0.317 0.393 0.382 0.335 0.391 0.700 0.824 0.399 0.633 -0.258 -0.503 -0.782 0.866 0.842 Gold

Silver 0.466 1.000 0.415 -0.890 -0.958 -0.440 -0.226 0.026 -0.414 0.058 0.684 -0.361 0.188 -0.260 0.195 -0.266 0.242 0.569 Silver

Copper 0.989 0.415 1.000 -0.298 -0.275 0.373 0.365 0.379 0.378 0.649 0.760 0.391 0.647 -0.276 -0.510 -0.751 0.900 0.823 Copper

Corn -0.322 -0.890 -0.298 1.000 0.808 0.694 0.255 0.024 0.605 0.178 -0.483 0.535 -0.037 0.280 -0.502 -0.079 -0.139 -0.595 Corn

Soybeans -0.317 -0.958 -0.275 0.808 1.000 0.472 0.345 0.010 0.519 0.068 -0.572 0.355 -0.190 0.103 -0.136 0.265 -0.183 -0.402 Soybeans

Wheat 0.393 -0.440 0.373 0.694 0.472 1.000 0.390 0.014 0.817 0.652 0.142 0.740 0.340 0.072 -0.833 -0.662 0.412 0.011 Wheat

Sugar 0.382 -0.226 0.365 0.255 0.345 0.390 1.000 0.740 0.739 0.769 0.461 0.760 0.542 0.312 -0.264 -0.367 0.249 0.429 Sugar

Cotton 0.335 0.026 0.379 0.024 0.010 0.014 0.740 1.000 0.436 0.528 0.442 0.443 0.509 0.103 -0.172 -0.287 0.306 0.329 Cotton

Coffee 0.391 -0.414 0.378 0.605 0.519 0.817 0.739 0.436 1.000 0.756 0.238 0.755 0.443 0.016 -0.548 -0.501 0.238 0.149 Coffee

Crude 0.700 0.058 0.649 0.178 0.068 0.652 0.769 0.528 0.756 1.000 0.747 0.701 0.476 0.004 -0.626 -0.762 0.565 0.471 Crude

Nat Gas 0.824 0.684 0.760 -0.483 -0.572 0.142 0.461 0.442 0.238 0.747 1.000 0.329 0.545 -0.055 -0.317 -0.725 0.612 0.783 Nat Gas

Aussie 0.399 -0.361 0.391 0.535 0.355 0.740 0.760 0.443 0.755 0.701 0.329 1.000 0.733 0.574 -0.716 -0.682 0.434 0.282 Aussie

Euro 0.633 0.188 0.647 -0.037 -0.190 0.340 0.542 0.509 0.443 0.476 0.545 0.733 1.000 0.431 -0.467 -0.701 0.553 0.667 Euro

Yen -0.258 -0.260 -0.276 0.280 0.103 0.072 0.312 0.103 0.016 0.004 -0.055 0.574 0.431 1.000 -0.169 -0.138 -0.122 -0.038 Yen

US 10-YR -0.503 0.195 -0.510 -0.502 -0.136 -0.833 -0.264 -0.172 -0.548 -0.626 -0.317 -0.716 -0.467 -0.169 1.000 0.854 -0.691 -0.077 US 10-YR 

US 30-YR -0.782 -0.266 -0.751 -0.079 0.265 -0.662 -0.367 -0.287 -0.501 -0.762 -0.725 -0.682 -0.701 -0.138 0.854 1.000 -0.765 -0.486 US 30-YR 

S&P 500 0.866 0.242 0.900 -0.139 -0.183 0.412 0.249 0.306 0.238 0.565 0.612 0.434 0.553 -0.122 -0.691 -0.765 1.000 0.629 S&P 500

Shanghai 0.842 0.569 0.823 -0.595 -0.402 0.011 0.429 0.329 0.149 0.471 0.783 0.282 0.667 -0.038 -0.077 -0.486 0.629 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:  

Gold, copper and the S&P 500 – risk assets of 

choice? The lack of cohesion among the 

commodities suggests uncertainty about the 

capabilities of policymakers. 

 

 

 

 

 

 

 



3 
 

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. 

Commodities beholden to money pumping still, but beware 

the ideologies ... 

Keynesians have become so determined to stimulate growth at all costs that they seek to 

control aggregate demand which imposes economic bubbles, malinvestment, inflation and 

artificial wealth on an economy; they continue to operate under and ideology that assumedly 

“cares” for the standard of living, even though the policies are a net negative on the economy 

over the long run. 

Ideology is important just like fire is important. Similarly, ideology is dangerous just like fire is 

dangerous. 

Markets are not immune to ideology either. Hedge funds have taken on a specialization that 

requires they position in a way that justifies their existence even if their analysis go against said 

existence. 

I read a good article from a Reuters’ analyst I follow that helped explain the price of crude oil 

right now. (I discussed some items last week, in case you missed it.) But this analyst made a few 

points to explain why crude price seems supported even though supply/demand fundamentals 

aren’t exactly bullish nor the outlook rosy. Here is one point that applies to market ideology: 

... For outsiders, the asset class is synonymous with oil and gold, which are the most 

visible, with prices quoted daily in the media. Fund managers are under intense 

pressure to remain long or at least neutral towards crude.    

Most investors may be prepared to overlook a fund's losses when oil prices are tumbling 

as bad luck rather than poor management. In contrast, a manager who loses money 

when oil prices are surging is unlikely to survive long. Long positions in crude futures 

and options therefore provide "right-way" exposure to the asset class. 

Not exactly where you want your money when commodity prices are falling despite the 

insistence by hedge fund managers that your money must be put to work somewhere at all 

times. 

Naturally, because price is the ultimate arbiter of right and wrong, ideologies don’t typically last 

nearly as long for investors as they do for politicians and economists.  

MF Global is a good example. The notorious Jon Corzine was integral in betting away the house 

on a single sure trade. We all know what happened next. We just aren’t exactly sure where the 

missing money had gone. Needless to say, Corzine’s conviction, his investment/operational 

ideology, in European CDS was broken by the market. 
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Though MFG may have broken the market at the same time; from Reuters ... 

U.S. commodity markets have shrunk almost 9 percent since MF Global’s collapse as 

farmers, investors and traders close out positions, according to a Reuters analysis of 

data that suggests there may be lasting effects from the industry's most disruptive 

broker failure.  

While several different factors likely figured into the decline - including the seasonal 

year-end closure of trading books - the study provides the first evidence to show that 

smaller-scale traders who were MF Global's core customers may have been effectively 

frozen out of the markets.  

It does not yet answer the bigger question: how many of these traders will return to the 

markets? Their capital may eventually be fully restored in the bankruptcy process as 

lawyers and regulators search for up to $1.2 billion in missing customer cash; their faith 

in the system may be harder to mend. 

Indeed. Events like this, plus all the heretofore unforeseen crack ups in the global financial 

system, do not leave individual investors, especially those in the futures market, with a good 

taste in their mouths.  
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If the eurozone eventually sparks a systemic financial crisis, which it very well could, one that 

roils major banks and institutions, then it would likely exacerbate this trend out of the market 

for many investors and players who operate very much under market ideologies.  

And at that point we may see a nascent shift away from financial markets, i.e. resources may be 

directed instead to real economy investments, and the market volatility induced by global 

policymakers and central banks may begin to recede.  

Initially, though, the impact on asset prices will likely be negative ... as it will take time to mend 

a major deterioration in market confidence while major economies are still in the recovery 

process.  

I recently read an article from Peter Schiff describing his expectations from the current 

commodities super-cycle [my emphasis]:  

Currently the actions of central banks have supplanted private sector activities as the 

principal driver of price movements. The price movement of the U.S. dollar is of primary 

importance. Weighted against the currencies of the U.S.'s main trading partners, the 

dollar is bumping along the bottom. Any political solution to the chronic sovereign debt 

crisis in Europe should put much greater pressure on the dollar, and push up commodity 

prices. 

As a result, although we do not expect the economies in the United States or Europe to 

suddenly strengthen, we don't believe that the supercycle has turned south. As soon as 

the situation in Europe finally shows a moderate degree of stability, long term growth-

oriented investors, who can tolerate the heightened volatility, may consider adding 

weight to their exposure to a broad basket of commodities, either through direct 

exposure to commodities or through a carefully selected portfolio of commodity-related 

equities. 

I don’t necessarily believe Europe will show a moderate degree of stability anytime soon, but 

Schiff would be correct in his prediction if policymakers succeed in kicking the can and juicing 

financial markets with money pumping. 

At the beginning of last week in Currency Currents I discussed the potential for gold to break 

down, on a technical/chart basis. The breakdown happened; but the follow-through was 

relatively contained.  

Gold had a nice day yesterday climbing up to and finishing at its 200-day moving average. Today 

is the big test; and gold started off well but has faded back to below its moving average: 
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If gold closes back below the 200-day moving average today it would likely sap some confidence 

and beget a test of last week’s low. It may offer a nice position to take a short-term, but 

limited-risk, bet on falling gold prices. 

And in light of the recent improvement in market sentiment, based around some improvement 

in US economic expectations plus “progress” in Europe, it makes sense to wonder if the price of 

gold will be pressured here.  

An environment of uncertainty tends to treat gold better than one of optimism and growth.  

But what about the recent correlations?  

Over the last eight days gold boasts an 86% correlation with the S&P 500. And based on the 

commodities and assets I follow in my correlations tables above, only one other asset – copper 

– has a higher correlation with the S&P 500 (90%). 

Assuming the S&P 500 is a proper gauge for risk appetite, maybe gold will simply trade as a risk 

asset and leave its safe-haven status behind for another day.  

Last week I showed a chart of gold and its correlation with Chinese inflation. Here is a chart of 

the S&P 500 and headline US CPI: 
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And here is the same chart with food and energy stripped out of CPI: 
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Portfolio 

Position Date Ticker Direction Entry Stop Last Target Return Notes 

Double Short Silver 12/12/2011 ZSL Long 13.58 11.89 14.74 29 8.55% 
 

Double Short BM 12/14/2011 BOM Long 15.53 14.4 15.06 24 -3.00% Buy up to $15.53 

Double Short Ag 12/14/2011 AGA Long 20.6 18.74 18.86 30 -8.45% 
 

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

I’ve yet to recommend any stop-loss adjustments on these positions, but I am watching near-term 
levels and corresponding price action very closely ... which may warrant exiting these positions 
before they approach our current stop-loss levels.  
 
Stay tuned. 
 

 
 

Headline CPI (which is very highly correlated with the S&P 500) rebounded about a year before 

core CPI, suggesting the move was driven by the immediate effects of quantitative easing on 

financial markets rather than activity in the real economy. 

The recent run-up in core inflation may not matter to gold if headline inflation has already 

topped out. Core has historically lagged headline. What gold’s near future likely depends upon 

is merely the market’s perception of quantitative easing or some form of concerted “money 

printing” by central banks. 

Considering the fact that the Federal Reserve is likely holding off QE3 maybe until 2Q12, gold 

(and financial markets) might have trouble between now and then.   

Trade Essentials. 

No new recommendations or adjustments at this time. 

 

JR Crooks  

www.blackswantrading.com  

http://www.blackswantrading.com/

