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Background  

 Since the beginning of the year, our weekly Lines in the Sand publication has focused 

on a corrective scenario in the USD. 

 With the correction still playing out, we have decided to switch gears this week and 

examine some underlying intermarket relationships associated with commodities. 

 We expect to see higher levels of volatility for the commodity asset class, as vol has 

traced out a bottoming pattern similar to that seen in 2011. 

 Using the copper/gold ratio as a proxy for the reflation trade, we examine the current 

pause in this ratio and the ripple effects that it is having on bond and FX markets. 

 We note that a break below 1228 would erode bullish momentum for gold amidst newly 

forming valuation headwinds – and also provide some support for the greenback. 

 The commodity supercycle is attempting to trace out a bottom, which indicates that 

the commodity currencies may have already reached major lows.  

 We conclude by examining the technical outlook for the Bloomberg Commodity 

Index, gold, crude oil and copper. 

 

 

 

 

 

 

 

 



Commodity relative strength 

& cross asset relationships 

 

 

 

 

 



RBC Capital Markets 5 

Commodity relative strength: improving tone versus bonds 

Source: Bloomberg, RBC Capital Markets   
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Prepare for higher commodity volatility ahead 

Source: Bloomberg, RBC Capital Markets   
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Copper/gold ratio signals a pause in the reflation trade … 

Source: Bloomberg, RBC Capital Markets   
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… which in turn has triggered a correction in bond markets 

Source: Bloomberg, RBC Capital Markets   
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The negative correlation between gold and US 10-year yields is near historical highs … 

Source: Bloomberg, RBC Capital Markets   
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… while oil prices have been having less of an impact on breakeven rates 

Source: Bloomberg, RBC Capital Markets   
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Gold remains a key variable for overall USD direction 

Source: Bloomberg, RBC Capital Markets   
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Negative correlation between gold and USD/JPY is as strong as ever 

Source: Bloomberg, RBC Capital Markets   
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Bonds and the dollar back on the same page? 

Source: Bloomberg, RBC Capital Markets   
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Commodity/stock ratio as a proxy for the commodity supercycle 

Source: Bloomberg, RBC Capital Markets   
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Commodity prices are attempting to complete a bottoming pattern at the index level 

Key Support & Resistance Levels: 

Support: 87.57 85.84 82.02 

Resistance:   89.39 91.94 93.49 

Source: Bloomberg, RBC Capital Markets   
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Valuations beginning to serve as an impediment to the rally in gold 

Key Support & Resistance Levels: 

Support: 1228 1201 1181 

Resistance:   1251 1286 1308 

Source: Bloomberg, RBC Capital Markets   
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Sideways trading range features pivots at 51.48 and 55.14 for crude oil 

Key Support & Resistance Levels: 

Support: 51.48 49.11 47.08 

Resistance:   53.92 55.14 57.27 

Source: Bloomberg, RBC Capital Markets   
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Looking for a topside resolution of the price consolidation in copper 

Key Support & Resistance Levels: 

Support: 5668 5491 5360 

Resistance:   6025 6335 6481 

Source: Bloomberg, RBC Capital Markets   
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