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Copper is often regarded as the commodity with a PhD in economics because the price action in the red metal is considered

a signal on the global economy. Copper's status reflects its far-reaching uses in many different industry sectors—electronics,
infrastructure, automotive, construction and many more. In recent years, China's emergence as a global economic superpower has
taken its share of world copper consumption from about 10% in 1995 to about 50% currently (see below). This makes the outlook
for the Chinese economy critical to the outlook for copper—perhaps copper now deserves a PhD in China macroeconomics.

We believe gold also deserves a PhD, although perhaps in psychology rather than economics. Unlike copper, gold has very few
practical uses (jewelry demand aside, which only accounts for about 35% of gold mined). Where gold does provide good insight
is into investor psychology. Gold is often strong in times of increased fear, reflecting a flight to safety, and is largely ignored when
the global economy is doing well (unless inflation gets out of control).
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% Using history as a guide to justify their PhD status, we can
60 see copper and gold price reactions to various important

global economic events over the past twenty years. The chart
(page 2) looks at copper price performance from 2001 to the

. present, with key macroeconomic events highlighted. Note

20 the price appreciation from a low base as China emerged as a
global superpower from 2003-2008, clearly one of the most
important macroeconomic events of the 21st century. With

30 the onset of the global financial crisis in late-2008 and 2009,
copper fell dramatically as the global economy stalled. The price
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then rebounded aggressively as China’s monetary and fiscal
stimulus fueled growth in 2010. From 2011-2015, the copper
price dragged lower as Chinese GDP growth slowed from
9.5% to 6.9%, before rebounding in 2016 and 2017, driven
by synchronized global economic growth.
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“the red metal is considered a signal on the global economy.”
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Global GDP Growth vs Copper Price
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Gold—reflecting global uncertainty

Gold, on the other hand, held up well during the global financial crisis as investors sought safety in the precious metal—fear
and uncertainty were driving forces in the market at the time. Gold moved from about US$800/0z at the start of 2008 to about

US$1,100/0z by the end of 2009. The gold price hit an all-time high in late-2011, reaching US$1,900/0z as interest rates bottomed,

quantitative easing expanded and the U.S. dollar weakened. The price drifted lower from 2013 to 2014 as investors became

complacent with relatively steady global growth and somewhat benign macro risks. The price was generally rangebound from 2016

through most of 2018, before rallying this year to reflect growing global uncertainty around issues like the U.S./China trade war,
Brexit and tensions in the Middle East.
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Trade wars and the battle of the metals

With the historical context in mind, we now take a look at
what roles copper and gold have each taken on during the
ongoing trade war between the U.S. and China. We pay
particular attention to signals from copper when looking at
the trade war. As previously mentioned, this is because we
recognize that China consumes about 50% of the world's
annual supply of copper and is of significant importance to
the market.

o

Since March 2018 when the first tariffs were put into place,
copper has fallen by 17% while gold has appreciated by 12%.
Both price moves signaled increasing uncertainty. Weakness
in copper signals expectations for slower global growth as
trade tensions rise, while strength in gold signals increasing
fear and uncertainty in the global macro outlook. Coincident
with the fall in the copper price we have seen global GDP
growth slow, industrial production fall and fixed-asset
investment in China fall as well—all confirming that copper
deserves its PhD in economics.

The doctors weigh in

What are the doctors telling us today? In the short term,

gold has fallen from a six-year high of US$1,550/0z in early-
September 2019 to about US$1,465/0z now (December
2019), but we believe the move reflects a bit of a consolidation
after the strong price appreciation over the past four months
(+20% from mid-May 2019 to mid-September 2019). We
believe the gold price continues to signal an environment

of uncertainty and higher fear among investors. The copper
price confirms this view, as it has struggled to regain ground
back to the US$2.80-US$3.00/Ib range and remains close to
3-year lows at US$2.65/1b. Both commodities are signaling
low confidence that a complete resolution to the ongoing trade
war between the U.S. and China is close at hand.

Overall, we believe there is a compelling case to be made to
remain long gold in the near term, as uncertainty over the
global economic outlook remains high. We see increasing
risk of further interest rate cuts to support slowing global
growth, which we believe will be supportive for gold in the
coming quarters. Over the medium term we like the outlook
for copper. We believe the shift to a lower carbon-intensive
energy environment is supportive for the metal and supply
will likely struggle to keep up with this new source of demand
growth. We note that a shift to electric vehicles and greener
forms of energy like wind and solar power will be copper

and metal intensive. Copper is not only used in vehicles,
wind turbines and solar panels, but also in the infrastructure
required to transmit the energy produced. That said, shorter-
term macro risks could keep the price in check for now.
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