Are Silver & Copper Prices Predicting a Global Recession?
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Silver and copper have recently been going through their own private bear markets. Since the open on
September 1%, silver futures have sold off by more than 25%. During the same time frame, copper
futures sold off by around 24%. Both metals are extremely oversold, but lower prices are still possible.

Are the bear markets in copper and silver an attempt to warn market participants that slower economic
condition are ahead? Are equities going to take a huge hit on slower future growth?

The notion that lower copper prices will precede a stock market selloff is generally an unfounded
allegation. Recently Jason Goepfert of SentimentTrader.com produced the follow table illustrating the
returns of the S&P 500 immediately following a bear market in copper over the past 25 years:

S&P 500 Performance After Copper Futures
Fall Into A Bear Market
Study period: 1988 - 2011
1 Week 1 Month 3 Months 6 Months

Date Later Later Later Later

02/14/89 -04% 22% 8.2% 18.5% 13.6%
08/18/97 05% 29% 1.5% 12.7% 20.0%
06/13/06 25% 21% 7.5% 15.8% 24 8%
11/19/07 -08% 1.2% 6.3% -3.1% -39.7%
08/12/08 -18% -31% -287% -356% -224%
06/04/10 22% -3.9% 2.2% 14.7% 21.6%

Median 00% 1.6% 1.9% 13.7% 16.8%

% Pos 50% 67% 67% 67% 67%
Any random time...

Median 03% 1.0% 2.6% 4.7% 9.9%

% Pos 56% 61% 66% 70% 76%

www.sentimen Trader. com

The chart above is additional proof that a massive selloff in copper does not necessarily have a major
impact on the returns for the S&P 500. However, | would remind readers that volatility in commodities
generally precedes volatility in equities.

Precious metals may be getting close to a possible intermediate term bottom. Silver and copper futures
are extremely oversold based on a variety of indicators. However, the key to future price action likely
will revolve around the price action in the U.S. Dollar Index.



The U.S. Dollar Index has been ripping higher throughout most of September. The rally in the Dollar is
placing pressure on risk assets such as equities, precious metals, and oil. The daily chart of the U.S.
Dollar Index is shown below:
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So far the U.S. Dollar Index has been held back by the $79 price level which has been acting as
resistance, but if prices can breakout above recent highs it would not be shocking to see the U.S. Dollar
Index test the 80 — 82 price range in the near future. A breakout would likely put additional pressure on
silver and copper prices. The two charts below illustrate the recent correlation between silver and
copper prices and price action in the U.S. Dollar Index:

Silver : Dollar Correlation
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Copper : Dollar Correlation
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Additionally the S&P 500 could break below the August lows and oil could follow suit if the Dollar
continues to work higher above recent resistance. If October turns out to be an ugly month for risk
assets as pundits have predicted, then the U.S. Dollar will likely perform relatively well in the
intermediate future.

Clearly there is political risk coming from Europe which could alter price action in risk assets in a
variety of ways. Financial markets are volatile across the board and large intraday price swings are
becoming common place.

In many cases the headlines will have more impact than the fundamentals or the technicals in this type
of trading environment. However, the longer term support and resistance levels should hold sway even
during times of exacerbated volatility. The weekly charts of silver and copper futures are shown below:



Silver Weekly Chart

$SILVER (Silver - Spat Price (EQODY) CME @ StockChartscom
28-Sep-2011 Open 2025 High 3252 Low 256.15 Close 2060 Volume 225.3K Chg -0.39 (1.24%) =
W $SILVER (Wesakly) 20,69 . 50.0
—MA(50) 3443 Resistance 575
—MA[200]) 20,47 Fone 5.0
—Ma(20) 37 72 : a4z 5
Silver futres tested the short termn support level and 40.0
bounced sharply ligher. However, a retest of that level 15
possible. Cwrently price 1s trading near the middle of the 33;:‘_3
¢30.69]

range trapped between short tern resistance and sulﬂ_'_m

levels. ?J] : : 1
. : - 250
Intermediate Support .ﬁ'ﬂ / /
) 225
nﬂu /Ké}'mn Level - Long Term Support

ﬂhl D,U'H] : 175

15.0
u} M 10 F 1] | J J e =3 u} N D. 1 =4 o N
il Volume 286,330 —
GO0k
Q00
O e TN 0 '“IIII II“ i =
—MAED(lZ 26, 9) 0.490, 1.620, -1.131
4
1.620
———————__— =SS
-- " 4-1.131

o N > 10 F M AM J A 5 0O N DM F M A M J J A 5 0O N

Copper Weekly Chart
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Clearly the price action in silver and copper in late August and throughout September has been ugly.
Both metals are oversold in nearly every time frame, however if the Dollar continues to strengthen we
could see deeper declines in both silver and copper prices as illustrated in the charts above.

Currently fundamentals and technical analysis cannot be relied upon solely when making trading
decisions. However, the longer term support and resistance levels derived from the charts above give
informed traders areas that offer solid risk / reward exits for profit taking and entries for those looking
to get long silver and copper.

Trading Conclusion:

The data provided above regarding equity returns after a bear market in copper are sufficient enough to
state that lower copper prices do not necessarily project lower domestic equity prices in the United
States. With that said, the correlation between the price of copper and the IShares FTSE China 25 Index
Fund (FXI) is irrefutable. Lower prices recently in copper are directly correlated in the price action of
the FXI China Index fund as shown below:

FXI China Index Fund : Copper
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The recent price action in the FXI China Index fund is ugly to say the least. As shown above, if the
U.S. Dollar continues to strengthen copper, silver, and the FXI will likely continue to trade lower.
Clearly the recent price action in Chinese markets is concerning for domestic equity investors, but an
economic statement released earlier today is an ominous signal in the immediate future for U.S. equity
investors.

On Friday the ECRI (Economic Cycle Research Institute) came out with a statement that the U.S.
economy is headed for a new recession that the U.S. federal government cannot prevent. Data is
starting to show signs that a new recession is not only possible, but quite likely in the near future. One
of the key underlying assets to monitor for future clues about price action in risk assets is the U.S.
Dollar. In coming weeks and months, | will be monitoring the U.S. Dollar closely. | think it would be
wise if you did as well. Headline risk is increasingly high!

Subscribers of OTS have pocketed more than 150% return in the past two months. If you’d like to stay
ahead of the market using My Low Risk Option Strategies and Trades check out OTS at
www.OptionsTradingSignals.com and take advantage of our free occasional trade ideas or a 66%
coupon to sign up for daily market analysis, videos and Option Trades each week.

This material should not be considered investment advice. J.W. Jones is not a registered investment
advisor. Under no circumstances should any content from this article or the
OptionsTradingSignals.com website be used or interpreted as a recommendation to buy or sell any type
of security or commodity contract. This material is not a solicitation for a trading approach to financial
markets. Any investment decisions must in all cases be made by the reader or by his or her registered
investment advisor. This information is for educational purposes only.



