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Favorable Winds 
 
The U.S. recovery is slowing down as negative headwinds dampen economic activity. Nevertheless, we 
continue to believe that U.S. economy is likely to expand modestly because other favorable tailwinds are 
supporting growth. 
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Flying out of St. Louis can be very convenient 
because of its central location within the country. 
However, flying times to the same destination can 
vary, depending on headwinds, tailwinds and 
crosswinds. Investors, like passengers on an 
airplane, need to watch such outside influences in 
order to better understand how long it will take the 
economy to progress through the economic cycle.  
 
Many investors are well aware of current 
headwinds, because the media spend a lot of time 
focused on the negative side of things. High 
unemployment and cautious consumer spending 
are significant headwinds, hampering economic 
growth. The good news is there are some favorable 
tailwinds, particularly strong economic growth 
overseas and stable energy prices, supporting U.S. 
economic activity. 
 
Last week, in this report, we showed that the U.S. 
economy often slows down at this point in the 
economic cycle. This means that the recent 
slowdown is normal, although weaker than 
average compared to the previous 10 economic 
cycles. If the economy faced too many headwinds 
and no tailwinds, the risk of a double-dip recession 
would be high. Fortunately, there are some 
favorable conditions, supporting economic growth 
through the current slowdown. 
 
The commodity markets often tell us a lot about 
the prevailing winds affecting the economy. In 
particular, copper and oil prices frequently reflect 
important developments that hurt or boost 
economic activity. One good indicator of economic 
prospects is the ratio of copper prices to crude oil 
prices. The accompanying chart shows that this 
ratio has increased recently and is now at its 
highest level since 2007. This is a very 
encouraging sign that the U.S. economic recovery 
is likely to continue rather than falter.  
 

A quick look at the graph shows that the ratio of 
copper to oil prices was declining in late 2007 and 
early 2008, when the U.S. economy was falling 
into recession. This was because slower global 
economic growth dampened copper prices at the 
same time that rising inflation expectations pushed 
crude oil prices up to $147 per barrel. These two 
negative headwinds, along with the declining 
housing market, eventually pushed the economy 
into recession.  
 
Copper prices are increasing this year as the global 
economy recovers from recession. The United 
States benefits from a global recovery because of 
an increased demand for American products. In 
previous economic cycles, the United States was 
often leading the recovery, pulling other countries 
along with the upturn in U.S. activity. This time 
around, economic growth is stronger in Asia than 
in America. Consequently, the United States is 
getting pulled up by better overseas growth. The 
strength in copper prices is a positive sign that the 
global economy is recovering and not falling back 
into recession. This helps the U.S. economy too. 
 
The copper-to-oil ratio has also increased because 
of steady-to-lower crude oil prices, at the same 
time that copper prices have increased. With 
energy prices holding steady, U.S. consumers and 
businesses can stretch their incomes further and 
buy more goods, boosting the U.S. economic 
recovery.  
 
We would be more worried about a double-dip 
recession, if the copper-to-oil ratio was declining 
like it did before the 2001 and the 2008-2009 
recessions. In other words, the risk of another 
recession would be greater if oil prices were rising 
faster than copper prices, or if oil prices were 
rising while copper prices were declining. 
Fortunately, that is not happening at this time.  
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Sources:  Bloomberg, Wells Fargo Advisors 
 
 
This week’s graph also shows two periods when 
the copper-to-oil ratio hit a high level, signaling 
strong growth. The first was during the economic 
boom of the late 1990s. At that time, energy prices 
were low and declining, providing very favorable 
tailwinds to an already healthy economy. The other 
time that the copper-to-oil ratio hit a high level 
was in 2006 and early 2007 when the global 
economy, especially China, was booming. The 
copper-to-oil ratio is not as high as it was in these 
two previous periods, but is moving upward even 
though many investors are worried about deflation 
and a double-dip recession. It is important to 
remember that no indicator is perfect, and past 
performance does not guarantee similar results. 
Nonetheless, rising copper prices and steady 
energy prices are positive signs that the U.S. 
economic recovery is likely to continue rather than 
turn into another recession. 
 
It is difficult for long-term investors to stay 
positive when there is so much negative news 

about the economy and geopolitical events. We are 
even cautioning short-term investors about the 
near-term downside risks during the seasonally 
weak September – October period. However, we 
continue to believe that the risk of a double-dip 
recession is only about 20%. Therefore, we look 
for the economic recovery to continue into next 
year, provided there are no unexpected shocks 
that would turn the favorable tailwinds into more 
negative headwinds. In other words, if the global 
economy continues to expand as we expect, the 
U.S. economy is likely to follow along. Moreover, 
U.S. consumers and businesses are likely to 
increase spending at a moderate pace, as long as 
energy prices do not spike upward sharply. The 
latest increase in the copper-to-oil ratio is a 
positive sign that the economic recovery is likely to 
continue, despite many investors’ fears to the 
contrary. Therefore, we remain positive on equities 
over the long run, even though we are cautious in 
the near term.  
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Investment and Insurance Products:   NOT FDIC Insured   NO Bank Guarantee   MAY Lose Value 

 
Information provided in this report is for educational and illustrative purposes only and should not be construed as individualized 
investment advice. The investment or strategy discussed may not be suitable for all investors. Investors must make their own decisions 
based on their specific investment objectives and financial circumstances. The Standard & Poor’s indexes are unmanaged, weighted 
indexes of stocks providing a broad indicator of price movement. Individual investors cannot directly purchase an index.  
 
Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC, and Wells Fargo 
Advisors Financial Network, LLC, Members SIPC, non-bank affiliates of Wells Fargo & Company.   
 
H.D. Vest Investment ServicesSM, Member SIPC, a non-bank subsidiary of Wells Fargo & Company, and an affiliate of Wells Fargo 
Advisors. 
 
©2010 Wells Fargo Advisors, LLC. All rights reserved.   
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Important Information, Risk Factors and Disclaimers: 
 
 Past performance is not a guarantee of future results. 
 An index is not managed and is unavailable for direct investment. 
 Diversification does not guarantee a profit or protect against loss. 
 Investing in foreign securities presents certain unique risks not associated with domestic investments, 

such as currency fluctuation and political and economic changes.  This may result in greater price 
volatility. 

 Buying gold, silver, platinum or palladium allows for a source of diversification for those sophisticated 
persons who wish to add precious metals to their portfolios and who are prepared to assume the risks 
inherent in the bullion market.  Any bullion or coin purchase represents a transaction in a non-
income-producing commodity and is highly speculative.  Therefore, precious metals should not 
represent a significant portion of an individual’s portfolio. 

 
 


