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There have been some nice pullbacks in commodities like copper and_crude (Chart 1), which should

trend significantly higher by year-end. Both crude oil and copper tumbled after the Labor Department

May jobs report and the fear about Europe heightened by the total clueless-about-financial-markets
comment from Hungary’s Prime Minister.
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Crude oil declined the most in four month with July delivery dropping 4.3%, 71.40 a barrel)while
Copper for July delivery also lost 4.3%, to settle at $2.81 a pound. Meanwhile, gold for August delivery,

bucking the trend, added $7.70, or 0.6%, to $1,217.70. (Chart 1)

Copper, Crude vs. Gold

Copper and crude oit are both base essentials heavily reliant upon by economies globally for everyday
Asage, with no meaningful substitution optiops. Gold, on the other hand, is not as essential to keep the
eve[zdax world running seamlessly, and couid concelvably be substituted by other commodities with a
change in global monetary standard or people’s perception.

From that perspective, I think there are a few recent trends pertaining to crude and copper that are
being misinterpreted or overlooked by the market, and I will discuss some of them here.

China Destocking = Future Strategic Buying

One recent trend that worries the market is that China appears to be eating into some of its
commodities reserves. Imports from China in markets such as refined copper, iron ore and lead have
declined in the last few months, which could also be a factor behind the recent drop in prices for those
commodities.

This has prompted several investment banks sending teams of analysts to China to gauge actual
demand. Through field visits and data mining, the analysts have concluded that Chinese domestic
demand still is strong. They surmise commodity imports are declining at least partly because the
country and its industrial companies are tapping reserves, possibly because they expect prices to fall

further, reports the Wall Street Journal.

It is conceivable that China could be taking advantage of its market position putting downward
pressure on current commodlty price levels through destocking. This tactic could set the stage for a
m China in order to rebuild the stocks depleted over the last several
- Metals such as copper will be needed for China’s aggressive infrastructure program and to
hedge its foreign reserves against possible currency devaluation in the future.
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Higher Cost Base by Tax & Restrictions

In addition, there are two recent events—the Aussie mining tax, and the expected future restrictions
regarding deep-water drilling in the U.S. —that are currently being overlooked by the market.

These two new developments mean that costs for getting both commodities out of the ground/sea and
to consumers are going up, miners now have higher profitability thresholds to meet in evaluating future
projects, and the current drilling moratorium and future legislation is sure to increase the per barrel
extraction costs, and decrease future supply, thereby causing the price of oil and copper to rise
considerably in the future.
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be tax-efficient.
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BDI Suggests Contango Trade

With this recent pullback in both of these commodities, coupled with low storage costs right now due to
many available cargo ships and unoccupied warehouse space available, smart investors are going to
buy these commodities and store them just like central banks store Gold causing the available spot
market supply to go down, thereby raising future prices.

So, with such relatively low availabie storage costs, and new regulatory restrictions guaranteeing
higher prices in the future, market players are putting crude oil and copper into storage, similar to
storing gold in a vault, as an inflation and currency devaluation hedge.
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This probably partly explains the recent run-up of the Baltic Dry Bulk Index (BDI), and the decoupling
of BDI with the prices of crude oil and copper, as the BDI typically should have a positive correlation
with the price of commodities. (Chart 2)

Red, Blac itter

It seems highly prob t Crude Oil and Copper, although not as glamorgqus as Goid, are actually )
the better commodjify plays jgoing forward. Expect Oil to be well over $100 a barrel in 2011;a—r1'(j//
Copper to break the $5 a pound barrier as well.
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This all assumes that we don't have the end of the world depression scenario. But despite all the
negativity and over-reactionary tendencies of modern culture, it seemsthat human civilization
continues to improve processes, invent new technologies, and overali improve the quality of life of each
successive generation.

As such, and to reiterate my previous article regarding the May jobs report, there will be plenty of
future jobs required along the way as civilization advances towards greater achievements, so rather
than the latest jobs report being viewed as a dismal failure on a short-term analysis, the overall jobs
trend is quite bullish and the economic recovery is still intact (as confirmed by the majority of economic
data for the week.)

Out of Treasuries, Into Oil & Copper

Once investors recover from their initial reaction to hide out in treasuries, the fed rate of zero percent
for the rest of the year makes this an unattractive place to be unless the world is coming to an end,
which I think is an unlikely scenario.

Since the Fed is incentivizing investors to take risks, to spur economic growth and move the ongoing
recovery forward, it makes rationale sense to move out of treasuries into growth assets like Oil and
Copper which remain critical components in any economic recovery, and are cheaper than ever on an
inflation adjusted basis within this paradigm of unprecedented loose monetary policy.
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