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Metals and plastics � Strategic view 
Introduction 
Slender signs of stabilisation in the global economy were bolstered in May by 
Jean-Claude Trichet, president of the European Central Bank, who said on 
behalf of the G10 central banks: ìin all cases, we see a slowing down of the 
decrease of gross domestic product Ö In certain cases you already see a picking 
up.î That may be true, but base metal demand shows no signs as yet of 
scampering back to levels last seen in 2008 or indeed 2007. Chinaís base metal 
re-stocking has obviously been supporting prices, but in itself is insufficient to 
take up the slack in the West. There, demand for copper, aluminium, nickel and 
zinc will contract in 2009 and in some cases by double-digits. Chinaís economy 
in 2009 will at best grow by 8%, down from 9% in 2008 and 13% in 2007, and 
even with current production cuts this evidently spells a period of relatively 
lesser demand in global terms.  

Gold 
Gold is trading back above $900/oz again, even though investment flows have 
stagnated. Dollar depreciation, an underlying fear about the sustainability of the 
current improvement in the economic mood and a continuing warm fuzzy glow 
from the Chinese official sector purchases are keeping it up, but for how long? 

Silver 
Silver rocketed higher in early May on rising economic optimism and firm gold 
prices. We see it falling back when those fade.  

Platinum 
European car sales have been supported by government incentives, but there is a 
lingering fear that these artificial stimuli are no substitute for authentic demand 
powered by solidly-based economic growth.  

Palladium 
Does the economic recession mean a boost for palladium in the autocatalyst 
sector? Everyone knows it is cheaper, but this is perhaps more important when 
consumers are downsizing their vehicles. Either way, it outperformed platinum 
in April/May, and may continue doing so if the car markets begin to stabilise 
and do so in favour of (cheaper) gasoline than diesel. 

Aluminium 
The aluminium price still looks to us to be some $200/t-$300/t above where it 
should be. The market is awash with metal, yet Chinese producers are, 
remarkably enough, bringing idled capacity back on line. The official line is for 
some 700,000t of Chinese output to resume but this is likely to be rather higher, 
as long as the aluminium price continues to track copper. 

Copper 
The biggest surprise in base metals remains the longevity of the rally in copper 
prices. The short-covering episode has finished, but Chinese imports are 
maintaining momentum. A correction is almost inevitable during the northern 
hemisphereís summer months, but we doubt prices will challenge December 
2008ís lows any time soon. 

Nickel 
Like aluminium, demand for nickel remains extremely subdued but ñ like 
aluminium again ñ the price is not reflecting this. The latest closure by BHP 
Billiton of one of its Australian nickel mines highlights the poor state of this 
sector, but high prices could tempt some idled supply to restart. The short-term 
outlook is for prices to remain highly sensitised to supply-side news. 
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Lead and zinc 
Zinc has plenty to gain from the on-going Chinese and US stimulus packages 
and its price has risen in anticipation. However, industrial activity is about to 
slacken off even more during the imminent northern hemisphere summer months 
and this ought to see subdued price volatility, although any further mine closures 
could offer support. LME lead stocks are still very low, and there could be some 
upside in the short-term. 

Tin 
If demand were not so poor, a casualty of the recession, tin prices would be 
much higher than they are today, as the supply-side news out of Indonesia 
remains very supportive. As it is, prices are the highest since November, with 
the past six weeks seeing a strong rally. The underlying tight global physical 
situation will see tin prices benefit strongly from any indication that the 
recession is ending. 

Steel 
Crude steel production has been cut severely as orders have dried up, while 
prices have remained depressed, despite a slight rally in late March and April. 
World crude steel output fell 22% in February to 84 Mt, while early indications 
for March are worse. China, meanwhile, has been pulling back on its production, 
leaving a mountain of surplus metal.  

Plastics 
Higher oil prices will seep down into polymer production costs and will 
determine the survival of some producers. Although prices have picked up on 
the higher costs they have also responded on a slight pick-up in demand. 
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Forecasts 

Price forecasts 

  15th May 1-month 2-month 3-month 12-month

Gold $ /oz 929.5 860-930 850 850 1200
Silver $ /oz 13.92 11-13 11 10 16.50 
Platinum $ /oz 1,109 1,050-1,170 975 950 1,150
Palladium $ /oz 224.5 190-240 190 180 240 
Aluminium (3-month) $ /tonne 1,515 1,250-1,600 1,350 1,350 1,450
Copper (3-month) $ /tonne 4,351 3,700-4,850 4,000 (r) 3,800 (r) 3,800 (r)
Lead (3-month) $ /tonne 1,435 1,200-1,470 1,150 1,100 1,300 (r)
Nickel (3-month) $ /tonne 12,350 11,250-14,500 11,000 (r) 11,000 (r) 12,300 (r)
Tin (3-month) $ /tonne 13,550 12,300-14,500 11,750 (r) 11,250 14,000
Zinc (3-month) $ /tonne 1,486 1,250-1,650 1,250 1,200 1,500
Plastic: LL (Global) $ /tonne 835 750 730-820 730-820 795
Plastic: PP (Global) $ /tonne 840 780 675-775 675-775 720
Steel: (3-month) Med $ /tonne 325 300-350 300-400 300-400 450
Steel: (3-month) Far East $ /tonne 305 300-350 300-400 300-400 420

  Average/2010 Average/2011 Average/2012 Average/2013 Average/2014

Gold $ /oz 979 923 800 650 650
Silver $ /oz 12.5 11.1 10 10 10
Platinum $ /oz 1,213 1,404 1,500 1,400 1,200
Palladium $ /oz 253 301 350 350 350
Aluminium (3-month) $ /tonne 1,559 1,875 2,500 2,650 2,700
Copper (3-month) $ /tonne 3,608 4,367 5,700 6,000 7,500
Lead (3-month) $ /tonne 1,292 1,567 1,400 1,400 1,400
Nickel (3-month) $ /tonne 12,708 14,925 14,000 15,000 16,000
Tin (3-month) $ /tonne 14,333 15,708 15,000 12,000 10,000
Zinc (3-month) $ /tonne 1,567 1,792 1,700 2,000 >2,000
Plastic: LL (Global) $ /tonne 775 (r) 800 (r) 850 850 900
Plastic: PP (Global) $ /tonne 775 (r) 800 (r) 850 850 900
Steel: (3-month) Med $ /tonne 500 630 750 900 1,000 (r)
Steel: (3-month) Far East $ /tonne 470 610 730 900 1,000 (r)

Source: VM Group  [r] = revised from previous month
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If we are correct in positing a revitalised speculative investment interest in 
LME-traded base metals, based on little more than a hope and a prayer right 
now, then the effect on the cobalt and molybdenum markets once they begin 
trading on the LME could be dramatic. On one hand it can be argued that the 
increase in exposure of these metals to speculation and investment may allow 
the two metals to track market cycles far more closely, or at least pre-empt 
cycles. On the other hand this form of volatility can prise prices away from the 
true fundamentals, at least in the short to medium-term. 

  
Chart 5: Molybdenum and cobalt prices, 1st September 2008 = 100 

  

0
200
400
600
800

1,000
1,200
1,400
1,600
1,800

2001 2002 2003 2004 2005 2006 2007 2008 2009

Moly oxide (57%) Cobalt (99.8) 3m aluminium

  Source: VM Group 

As chart 5 shows, in the case of molybdenum an acute supply shortfall of metal 
in the face of soaring demand from the nuclear sector and oil industry, badly in 
need of new pipelines and refineries1, saw the price rise more than 16-fold 
between 2001 and mid-2005. Had molybdenum been exchange traded then this 
rise may have been exacerbated as speculators dived in ñ ëthe trend is your 
friendí ñ although it could also be argued that had it been exchange traded then 
the market may have anticipated the supply shortfall in advance and the price 
rise would have set in much earlier and resulted in supply being brought online 
much sooner ñ therefore avoiding such a huge price rise. The same might be 
argued for cobalt2, which rose four-fold in 2008 from 2006. However, volatility 
in the cobalt price is considerably less than that of base metals. Only aluminium 
has gained less since 2001, with nickel and lead increasing the most, up by 
eight-fold at their highs. However, the 16-fold rise in molybdenum was 
astonishing; it will be interesting to see how its price behaves once it is traded on 
the LME. 

The LME argues that the two contracts will improve the ease in which cobalt 
and molybdenum producers, consumers and traders can manage risk. However, 
much of that risk in the short term will come from the very fact that speculators 
will be able to drive prices either up or down, regardless of the true 
supply/demand conditions in place at any given time. However, even when the 
contracts launch, it may take time for liquidity to rise to appreciable levels to 
make the contracts of any use. When the LME steel contracts were launched in 
April 2008, open interest in the Far East contract was only a mere 35 lots as at 
14th May, while the Med contract was 667 lots. In contrast, that for aluminium 
was more than 1.2m and for copper was more than 450,000 lots. 

                                                           
1 Molybdenum has one of the highest melting points of any element and is highly resistant to 
corrosion. It doesn�t expand, contract, harden or soften under extreme temperatures. In the 
harsh conditions of a nuclear or oil refining plant, that makes it invaluable. 
2 Cobalt is used in a variety of applications such as the production of catalysts, batteries, 
chemicals, alloys and dye. We expect its use in lithium-cobalt oxide batteries for mobile 
phones will take up to half of total Chinese cobalt consumption in 2009 of about 14,000t.  
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Focus 
Official gold � does its share of reserves matter? 
The announcement in April from the Chinese State Administration of Foreign 
Exchange (SAFE) that China had increased its gold reserves by 454t, to 1,054t, 
has rekindled gold market hopes that China is to become a large purchaser of 
bullion.  

The bullish case is quite simple. Gold is considered to be one of the main foreign 
assets held by countries, along with foreign exchange reserves and IMF 
balances, but its value in Chinaís reserves, even after the additional 454t, is less 
than 2%. This is lower than the optimum amount thought to offer diversification 
benefits, and what the developed countries have, and therefore China needs to 
(and will) buy substantially more gold. A similar argument is made for other 
forex-heavy but gold-light countries, such as Japan, South Korea and Singapore. 

But this begs several key questions. What proportion of gold in international 
reserves is correct? Does that proportion vary between countries? And is that 
metric the right way in which to view it at all?  

Goldís share by value of global foreign exchange reserves is currently about 
10%. This is not co-incidentally similar to what is often said to be the ërightí 
amount of gold and just 5% lower than what the European Central Bank decided 
its gold holdings would be as a percentage of total reserves when it was formed, 
the only recent example of a central bank deciding on a gold share. Goldís share 
has declined sharply since the 1950s and 1960s, but has stabilised in the last 
decade, despite a huge increase in foreign exchange reserves. After the US dollar 
and the euro it is easily the third largest asset by value. And there would be 
enough gold to go around, even if every country wanted to have 10% of its 
foreign reserves in gold. 

Gold as a % of all official reserves by value 
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Source: VM Group from IMF data  Source: VM Group from IMF data, Brad Setser 

But this global average of 10% of reserves held in gold masks great differences 
in the shares held by individual central banks. The distribution of gold and 
foreign exchange reserves are both skewed, and in different ways. The top ten 
holders of gold, as shown in the table below, own 81% of the worldís official 
gold. In forex, the top 10 countries have by value 72% of global reserves. But 
only two countries, China and Russia, feature in both tables. 
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This means that, as a share of reserves by value, there is enormous variation, and 
indeed polarisation. Of the 133 countries listed in IMF data, 51 donít have (or at 
least do not admit to having) any gold reserves. Of 82 who acknowledge having 
gold, only 29 have gold as a share of total reserves of between 5% and 20%; 36 
have gold shares of between 0.01% and 5%; and 17 have shares higher than 
20%. 

The next table shows the countries with the highest and lowest percentage share 
of gold in their reserves. The highest are all European except the US, and with a 
percentage gold share ranging from 40% for Switzerland and Spain to 90% for 
Greece. The countries in this table hold 64% of the worldís official gold. It is 
instructive to note that, with the exception of the US, Germany and Italy, they 
have all made major sales in the last ten years or so. The countries with the 
lowest share of gold in their reserves, ranging from 0% to 2%3, include large 
forex holders such as China, Japan, Korea, Hong Kong, Brazil and Singapore. 
This group, with large forex reserves and small gold reserves, is seen by gold 
bulls as ripe for expanding gold reserves, to diversify their holdings and reduce 
their exposure to the US dollar. But of this group only China has added to its 
reserves in recent years.  

Share of gold in reserves, highest and lowest 

Highest share of gold      Lowest share of gold       

Country 
Forex 

($m)
Gold 

(tonnes) 
Gold 
($m)

% total in 
gold Country 

Forex 
($m) 

Gold 
(tonnes) 

Gold 
($m)

% total in 
gold

Greece  344  113  3,255 90% Japan 1,009,365  765  22,142 2%
Portugal  1,309  383  11,069 89% Singapore 174,192  129  3,733 2%
US  66,607  8,134  235,349 78% China 1,954,000  1,054  30,498 2%
Germany  43,137  3,413  98,746 70% Malaysia 91,149  36  1,053 1%
France  33,617  2,492  72,113 68% Brazil 192,843  34 972 1%
Italy  37,085  2,452  70,946 66% Canada 43,778  3 98 0%
Netherlands  11,476  612  17,722 61% Korea 201,144  14 414 0%
Austria  8,912  280  8,102 48% Mexico 95,126  6 180 0%
Belgium  9,318  228  6,584 41% Hong Kong 182,480  2 60 0%
Switzerland  45,061  1,040  30,096 40% Norway 50,950  -  - 0%
Spain  12,414  282  8,149 40% Israel 42,513  -  - 0%

Source: VM Group  Note: Highest includes only countries with more than 50t of bullion, lowest those with more than $40bn of forex reserves

Given this inconsistency, and the seeming reluctance of high forex/low gold 
countries to add to their reserves, it might be misleading to look only at 
measuring how much gold a country holds by taking into consideration its 
percentage of total foreign reserves. For various reasons these two assets, gold 
and foreign exchange, might be considered incomparable (e.g. if those foreign 

                                                           
3 Three non-Asian developed countries make this list, Canada, which sold most of its gold off 
between 1982 and 2003, Norway, which sold its gold reserves in 2004, and Israel, which 
reports that it does not have any. 

Leading holders of gold and forex 

  
 Tonnes Cumulative 

% of world    
Forex $m Cumulative 

% of world 

US 8,134 28  China 1,954,000 29
Germany 3,413 39  Japan 1,009,365 44
IMF 3,217 50  Russia 412,549 50
France 2,492 59  Taiwan 291,707 55
Italy 2,452 67  India 247,418 58
China 1,054 71  Korea 201,144 61
Switzerland 1,040 74  Brazil 192,843 64
Japan 765 77  Hong Kong 182,480 67
Netherlands 612 79  Singapore 174,192 69
Russia 520 81  Algeria 143,243 72

Source: VM Group 
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reserves are held for forex intervention, then gold might not be considered at 
all). 

Perhaps the metric should be gold as a percentage of GDP, or per capita. The 
following table shows some of these. The advanced economies in Europe and 
North America (here termed ëadvanced economies excluding Asian 54), hold 
most of the worldís official reserves of gold (20,541t out of a total of 29,602t) 
and that makes up a high share of their reserves (47.5%). No other region holds 
more than 10% of their reserves in gold, with the Middle East next highest at 
8.7%. If we look at it on a per capita basis, it is reasonably similar. The 
advanced economies (excluding the Asian 5) have vastly more official gold than 
any other region, at 26.4g per capita, with the Asian 5 next on 6.3g per capita 
and then the Middle East at 3.6g per capita. China has just 0.8g per capita, the 
world 4.5g. When looking at forex reserves, things are somewhat different, with 
China having $1,463 per capita, and three other developing country regions 
having more than $1,000 per capita. This is more than the advanced countries, 
which have $843 per capita. That excludes the Asian 5, who have a huge $8,805 
per capita. The world average is $1,022 per capita. Finally, if we look at these 
trends as a per unit of GDP, the advanced economies have gold reserves worth 
1.7% of GDP, the Asian 5, 0.4% of GDP, and the emerging and developing 
economies range from 0.4% for the western hemisphere (South and Central 
America) to 1.5% for the Middle East. Here Chinaís 0.7% does not seem so low, 
although if we use GDP measured at purchasing power parity that falls to 0.5%. 
This measure shows up just how much forex reserves some of these countries 
have, however, with Chinaís stash equivalent to 44.2% of GDP at market prices 
or 32.6% at PPP. This dwarfs just about anywhere else, although amounts range 
from 11.8% of GDP at market prices (Western Hemisphere) to 26.7% (Africa). 
The advanced economies, excluding the Asian 5, have about 4%, the Asian 5 
more than 20%.  

Gold reserves by various metrics, regions & China 
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 20,541  594,381 
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Asian 5 1,858,889  1,333  38,560 2.0 211 6.3 183 8,805 6,661 6,954 0.6 27.9 0.6 26.7
Emerging and 
developing 

4,266,532 
 

 4,511  130,521 
 

3.0 
 

 5,647  0.8  23  756  18,590  30,890 
 

0.7 
 

23.0 
 

0.4 13.8

- Middle East  293,084  960  27,776 8.7 270 3.6 103 1,084 1,814 2,687 1.5 16.2 1.0 10.9
- C. & E. Europe  301,318  449  13,002 4.1 226 2.0 58 1,333 1,860 2,394 0.7 16.2 0.5 12.6
- CIS and Mongolia  477,496  641  18,561 3.7 248 2.6 75 1,924 2,190 3,155 0.8 21.8 0.6 15.1
- Africa  341,412  412  11,915 3.3 874 0.5 14 391 1,278 2,142 0.9 26.7 0.6 15.9
- W. Hemisphere  496,940  583  16,882 3.3  556 1.0 30 893 4,210 5,984 0.4 11.8 0.3 8.3
- Developing Asia 2,356,274  1,919  42,383 1.8 3,473 0.6 12 679 7,239 14,528 0.6 32.6 0.3 16.2
- China 1,946,030  1,054  30,498 1.5 1,330 0.8 23 1,463 4,402 5,963 0.7 44.2 0.5 32.6
- Others  410,244  865  11,885 2.8 2,143 0.4 6 191 2,837 8,566 0.4 14.5 0.1 4.8
                      
IMF n/a 3,217  93,087 n/a              
                      
World 6,781,054  29,602 856,549 11 6,637 4.5 129 1,022 60,690 68,997 1.4 11.2 1.2 9.8

Source: VM Group from IMF and other data 

On any basis therefore the distribution of gold reserves as a percentage of total 
reserves is very irregular. In terms of per capita it is almost as irregular. 
However when measured as a percentage of each regionís GDP it is rather less 
so. To match the world average of gold as a percentage of foreign reserves 

                                                           
4 The Asian 5 are the IMF�s advanced economies from Asia, which are Japan, South Korea, 
Hong Kong, Taiwan and Singapore. We have separated them out as they have large forex 
reserves but little gold.  
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China would need to acquire nearly seven times more gold than it has currently, 
about 7,500t. To match the world average in terms of grammes per capita, it 
would need just under six times as much, at about 6,000t. To match the global 
average of gold as a share of GDP it would need a smaller amount, about 2,100t 
to 2,400t.  

It is not obvious which of these measures is most useful. To judge Chinaís gold 
holdings in terms of a percentage of foreign reserves it may not be that China 
has too little gold, but that it has too much forex. The per capita measurement 
does not take into account how rich a country is. The measure that considers 
gold as a percentage of GDP would make more sense if one sees gold as apart 
from foreign exchange reserves, there as a store of value, war chest and for use 
in national emergencies, rather than for more frequent events such as currency 
market intervention or the purchase of imports.  

Yet even if we did accept this it still begs the question of whether the world 
average is correct. After all, countries have been net sellers of gold in most years 
since the mid-1960s, and although it does look as if sales are slowing, it is still 
too soon to say that trend is over; on any of these measures the US and Europe 
still have rather more gold than seems appropriate. The stockpiling of gold by 
national treasuries rather goes against the privatising instinct of much of the 
world since the late 1970s.  

One guide, perhaps, is the percentage share of the entire worldís gold that is 
owned by central banks. This has been in decline since the mid-1960s, not just 
because of the general trend towards offloading bullion reserves, but because 
gold mine production has continued and indeed accelerated. By now, less than 
20% of the worldís gold is held by official institutions, a remarkable figure but 
down sharply from its heyday, when more than half was in state hands. 
However, it might also understate the official sectorís importance, as a fair 
chunk of the privately-held gold is held in forms rather a long way from 
financial assets, such as in electronics, or Western high mark-up jewellery. If 
one looks at US Treasury debt, then about 30% of that is held by foreign 
governments, a not dissimilar share to the proportion of investment or near-
investment gold held by central banks.  

Official sector gold annual sales since 1949, tonnes 
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Distribution of various measures (% of world) 

  Gold Forex Pop GDP GDP (PPP)

Advanced Economies excluding Asian 5 69 10 12 58 45
Asian 5 5 27 3 11 10
Emerging and developing countries excluding China 12 34 65 23 36
China 4 29 20 7 9

Source: VM Group from various data 
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The only consistency in central bank gold policy appears to be inconsistency. 
There is much talk about how the countries with huge foreign exchange 
reserves, China of course, but other Asian countries, those in the Middle East 
and also Russia, need to increase the share of gold in their reserves to 10% or 
higher. And there is certainly enough gold around to do this, although it would 
require central banks in Europe and the US to sell (and indeed would imply they 
should do ñ given that gold is a much higher share of their reserves). But this 
supposes that there is a correct percentage of gold, and that it is similar for 
different countries. There is no real reason why this should be, and in practice, 
very few countries have a share that is near the world average, most have either 
a lot lower or a lot higher. History is the explanation for this in most cases. But it 
doesnít mean that China wonít buy more gold, nor are the Europeans likely to 
sell more. The gold market might be better off if they did. But there is little 
inevitability about such things.  
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Hedge funds activity 
News 
ï April 30th: Attempts by the EU to draft a comprehensive set of rules 

pertaining to bankersí salaries and hedge funds' activities was criticised by 
France for not being stringent enough to contain the systemic risk hedge 
funds can allegedly exact on markets. French finance minister Christine 
Lagarde said the proposed rules did not respond ìto the requirements of 
transparency, control and appropriate supervision of hedge funds that become 
of systemic importanceî. 

ï April 28th: The Chairman of the US House of Representatives Financial 
Services Committee announced that Congress will give the Securities and 
Exchange Commission the necessary powers to require hedge funds to be 
registered with the Agency. ìWe will give them (SEC) explicitly that 
authorityî said Democratic Representative Barney Frank. SEC Chairman 
Mary Schapiro separately announced that the commission would launch 
investigations into 150 active hedge funds. 

ï Apr 7th: The UKís Financial Services Authority (FSA) said it expects to be 
given the role of supervising UK-based hedge funds as outlined by the G20. 

ï Apr 2nd: The final communiqué of the London G20 summit committed the 
group to extend regulation and oversight to all systemically important 
financial institutions, instruments and markets. This will include, for the first 
time, hedge funds. 

 
Analysis 
ï February: back into the red 
 
February was a month of declines across the board for the hedge fund 
community, with commodity funds joining the ranks of funds back in the red 
after a brief upturn at the beginning of the year. Our total sample of hedge funds 
posted negative returns of 0.81% and, while those with some commodity 
exposure fell a slightly smaller 0.59%, the funds with over 50% of their assets 
devoted to commodity-weighted strategies were down 1.18%.  

Metals funds also posted negative return, albeit a relatively small 0.38%. 
However this is rather disappointing given the strength of gold prices during the 
month ñ the Reuters/CRB precious metals index rose 6.2%. 

Outlook 
Hedge funds havenít thrived in the current environment, where poor 
macroeconomic data have encouraged would-be commodity investors to do 
much more ëstock pickingí than hitherto. There is also the big ñ question ñ 
what have the worldís politicians and investment regulatory authorities 
really got in mind for tighter regulatory controls over speculative 
investment?  

The G20ís communiqué was predictably sparse on detail ñ and the devil is 
always in the detail. In the meantime the March figures should show some 
improvement in general, with early indications suggesting a 1.8% increase 
for all hedge funds.  
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Gold 
News 
ï May 15th: Global gold hedging was unchanged in Q1 2009 from Q4 2008 ñ 

the first time it had not fallen since Q1 2002. An unusual amount of new 
project-related hedging and an absence of dehedging from the larger hedgers 
were behind the stasis. For more details see the Fortis Hedging and Financial 
Gold Report. 

ï Apr 24th: The head of the Chinese State Administration of Foreign Exchange, 
Hu Xiaolian, announced that China had 1,054t of official gold reserves at the 
end of 2008, 454t more than officially admitted. She said it represented an 
addition to reserves achieved by domestic purchases and refining of scrap 
metal and was added between 2003 and the end of 2008.  

ï Apr 20th: Russian central bank data shows the central bank purchased about 7t 
of gold in March, the 24th consecutive month it has increased its reserves.  

ï Apr 15th: Metallon Gold, Zimbabweís largest gold miner, is in talks to secure 
a $10m loan to restart operations at its two largest mines in the country.  

 
Analysis 
ï Negative and positive factors battle it out 
 
Gold was trading at around $930/oz by 18th May, its highest since the start of 
April. Between then and mid-May it had subsided to a low of $870.50/oz, on 
17th April. Much of the gyration was down to a fluctuating dollar, with goldís 
latest rally being courtesy of renewed fears about the outlook for the US 
currency given the ballooning budget deficit.  

A noteworthy change in the market in April was the complete absence of ETF 
flows. Indeed there was a withdrawal of 1.4t from the 16 ETFs we monitor, 
which compares to an average of 153t/month for the first three months of the 
year. There also was a decline on Comex, with the non-commercial net long 
404t in the week ending 5th May, down 78t on the start of that month. However 
both measures perked up in mid-May, with the futures rising 50t. 

The main source of positive news was from China, in late April, announcing the 
addition of 454t to its gold reserves. Such an announcement has long been 
awaited by the gold market, given Chinaís relatively small gold reserves in 
relation to its economic size, and while bullish was perhaps slightly 
disappointing, given some of the wilder expectations. However, it reinforced 
hopes that the era of massive net central bank sales has come to an end. 

Outlook 
A weaker dollar has seen gold make solid gains, but we wouldnít bank on 
the US currency falling much further. What then will propel gold higher? 
There is much more economic optimism in the air now, as can be seen in 
other commodity prices, but even if the hopes turn into reality it is not clear 
what impact it will have on gold. Inflation seems a long way away and so we 
see prices drifting lower. Short-term London fix: $860/oz-$930/oz. 
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Market data (April unless stated) 

Prices $/oz �/oz Rand/kg  ETF  
investment 

Tonnes 
holdings

Monthly 
change

Lease  
rates 

1m 3m 6m 12m  Option volatility  
(end month, %) 

Average  889  674  255,169  US (2)  1,172.8 (22.4)  Average (0.15) 0.29  0.78  1.01  1-month 24.30 
High  925  699  277,467  UK (2) 216.8 2.4  High (0.07) 0.38  0.82  1.09  3-month 28.50 
Low  870  649  239,899  Aus  13.4 0.9  Low (0.18) 0.25  0.74  0.96  6-month 31.80 
     S. Africa 28.4 (0.9)       12-month 33.85 
     Swiss ZKB 184.4 17.4       24-month 33.95 
     India (5)  4.9 (0.1)        
     German 0.8  -        

Source: Prices: London Bullion Market Association, Others: VM Group Note: Indian ETF holdings calculated from rupee amounts and thus are approximations only 
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Silver 
News 
ï Apr 21st: The worldís largest silver miner, Mexicoís London-listed Fresnillo, 

announced an unexpected rise in Q1 2009 output of 9.1% year-on-year, at 9.2 
Moz. It also said it expected full year 2009 output to be ìslightly higherî than 
the 34.8 Moz seen in 2008. 

 
Analysis 
ï Silver storms higher 
 
Silver enjoyed a strong start to May, reaching $14/oz on 7th May, its highest 
since 24th February. Then gold was trading at $984/oz, now it is around $915/oz, 
which shows how much silver has outperformed the yellow metal. As does the 
falling silver/gold ratio: by 14th May this was 66, the most in favour of silver 
since back in September 2008.  

What explains this rise? Itís not silver investment into the ETFs, as from 3rd 
April to 4th May there was no change in holdings in the market-leading BGI ETF 
(the longest period without any such change since May 2007), and then there 
was a 4t decline on 5th May and a 61.3t decline on 6th May. The ZKB ETF in 
Switzerland performed better ñ holding 1,401.9t in the week ending 3rd April by 
the week ending 1st May at 1,440.0t.  

Futures speculation has been more solid, but only in the last few weeks. On 
COMEX the non-commercial net position shot up in the week ending 12th May 
to 3,810t, up from 2,445t two weeksí previous. Nevertheless this was still lower 
than it was in early March when the price was less than $13/oz. 

So without much else specific to the silver market making the news, we look to a 
combination of firm gold prices and ñ explaining silverís out-performance ñ 
renewed optimism concerning a possible recovery in industrial activity, as seen 
in rising share prices and, closer to home, the base metal marketsí tremendous 
recovery. The LMEX index of base metals prices rose 18% between 1st April 
2009 and 7th May 2009. 

Outlook 
Silverís industrial side means that it stands a good chance of outperforming 
gold if the green shoots of economic recovery bloom. We remain rather 
pessimistic, however, and so can see silver falling back from current levels 
over the next few months. Short-term London fix: $11/oz-$13/oz. 
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Nymex: Non-commercial net position (tonnes) 
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Market data (April unless stated) 

ETF offtake (tonnes) Prices  $/oz 
 

e/oz 
 

£/oz 
 

 Lease  
rates 

1m 3m 6m 12m  Imports Exports
 Holdings Change 

 Option volatility 
(end month, %) 

Average 12.50 9.47 8.49  Average  0.41  1.06  1.57 1.77  USA (Feb) 141,368 109,596  US 8413  116  1-month 42.75 
High 12.98 9.97 8.98  High  0.49  1.16  1.71 1.86  Japan (Feb) 163,841 311,973  UK* 555  23  3-month 43.75 
Low 11.98 9.17 8.10  Low  0.36  0.98  1.43 1.66  China (Feb) 261,622 397,232  Swiss  1,440  53  6-month 44.25 
               12-month  44.75
               24-month 45.00 

Source Price: London Bullion Market Association, Others: VM Group  * Includes 'basket' ETF
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Platinum 
News 
ï May 5th: Xstrata produced 32,985 oz of platinum in Q1 2009, up 18% on Q1 

2008. 
ï May 1st: Norilsk Nickel, the worldís largest palladium miner, reported higher 

platinum production in Q1 2009 than a year earlier, up 2.2% at 141,000 oz.  
ï Apr 30th: The largest platinum producer, Anglo Platinum, saw in Q1 2009 

output of 404,000 oz, a decline of 5.7% compared with Q1 2008, despite that 
quarter being affected severely by the South African power shortage crisis (it 
was 24% lower than Q1 2007). Furthermore, Q1 2009 was 52% lower than 
the Q4 2008 figure, with the explanation being the closure of two smelters for 
maintenance purposes. 

 
Analysis 
ï Car sales bad but not getting worse; investors take some profits 
 
Fixing in London on 14th April at $1,222/oz, platinum was at its highest price 
since September 2008. But news of the impending bankruptcy of the Chrysler 
car company punctured sentiment, and by 1st May it had fallen back to 
$1,076/oz, its lowest since mid-March. Further optimism in other commodity 
markets and marketing equities saw it rally again to $1,161/oz by 7th May, 
before easing back to $1,116/oz by 15th May. Until the Chrysler news became 
known platinum had been trading positively, much in line with the base metal 
complex (as shown in the chart to the left).  

Looking at car sales in Europe, the German new car incentives continue to 
bolster the market. Sales in April were 379,650 units, up 19% year-on-year, and 
while this does not compare to Marchís 40% year-on-year gain, such 
comparisons are volatile as they depend on the base level. For example, if one 
compares German April and March 2009 sales to the same months in 2007 then 
April 2009 sales were 43% higher and March 2009 sales were a smaller 20%. 
Elsewhere a similar trend can be observed. In France car sales were down 7% 
year-on-year in April compared to a 5% rise in March, and down 8% in Italy, 
compared to unchanged in March. However again comparing the 2009 figures 
with the same month of 2007 Aprilís data shows in all cases a better month than 
March. In short we would say the figures are gloomy but show signs of 
stabilising.  

Investors seemed to have taken profits in early May, with the UK platinum ETF 
seeing its holdings fall from a peak of 351,180 oz on 29th April (its highest since 
August 2008) to 272,404 oz by 16th May, a decline of nearly 80,000 oz. 

Outlook 
Platinum rallied on the growing optimism about a stronger than seemed 
possible global economic recovery. There seem to be two problems with this 
ñ what if there is not such a vigorous global recovery? And even if there is, 
will it necessarily see car sales rise, given consumer anxieties? We see lower 
prices ahead. Short-term LME fix: $1,050/oz-$1,170/oz. 
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Market data (April unless stated) 

ETF offtake (oz) Prices  $/oz  Lease rates 1m 3m 6m 12m Trade (kg) Imports Exports
 *ETF 

Securities 
ZKB 

 

 Option volatility 
(end month, %) 

Average 1,165  Average 0.0 0.7 1.2 1.4  USA (Feb) 150 357  Mar-09 289,450  160,841  1-month 33.50 
High 1,222  High 1.3 2.0 2.6 3.0  Japan (Feb) 4,402 1,186  Apr-09 335,245  170,332  3-month 37.50 
Low 1,078  Low (0.3) 0.4 1.0 1.0  Switzerland (Feb) 11,319 7,577      6-month 40.00 
         China (Feb) 3,241 8      12-month 43.50 
               24-month 44.00 

Source Price: London Platinum and Palladium Market, Others: VM Group  *ETF Securities includes platinum held in 'basket' ETF
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Palladium 
News 
ï May 1st: The largest palladium producer, Russiaís Norilsk Nickel, said its first 

quarter palladium output fell 1.2% year-on-year to 590,000 oz (almost all 
from Russian operations). In Q4 2008 production was 641,000 oz of 
palladium. 

 
Analysis 
ï Storming higher Ö for a while 
 
Palladium enjoyed a strong rally in early May, fixing at $239/oz on 8th May and 
rising over $245/oz in later trading. However a sell off on the 13th May took it 
back under $230/oz and by 18th May it was back at $220/oz. 

It isnít US car sales that were behind palladiumís gains. In April there were 
774,500 units sold, 35.7% lower than a year previous when sales were 1.21m. 
This was a worse year-on-year comparison than in March 2009, and furthermore 
by April 2008 the market was already suffering a severe slowdown, so we are 
getting warier of reliance purely on year-on-year comparisons ñ for instance 
going back two years to April 2007 saw 1.36m units sold. The news that 
Chrysler was to seek bankruptcy protection ñ duly doing so on 30th April ñ 
added to the gloom, although hopes that the Fiat-led rescue package would 
succeed lessened the blow. Nevertheless there is a real feeling that the US 
driving culture has suffered a grievous blow (despite far cheaper gasoline prices, 
driving miles have still been declining at an annual rate of 3.5%, whereas before 
2008 they had not fallen on a year-on-year basis since at least 1983) and with 
credit increasingly hard to find, it could be years before the industry returns to 
its sales levels of the early 2000s. However, reports that the US government was 
moving closer to implementing a scrappage incentive programme is helping 
sentiment.  

China looks more promising. Whereas in base metals there is real concern over 
how much of the Chinese buying represents increased final demand or stock 
building, for palladium we have the evidence of car sales, and these have been 
strong. April figures were that 830,000 passenger cars were sold. If confirmed, 
not only did this outsell the US for the first time in a month, but it was Chinaís 
highest monthly sale on record, 37.2% higher than in April 2008. That 
corresponds to an additional 225,000 units. Clearly, as in Europe, government 
incentives have helped, but they have not been so bountiful and it is a major 
positive for the palladium market.  

Outlook 
The abrupt end to palladiumís rally on 13th May wasnít unexpected. 
Although mine supply is constrained, economic optimism is rising and there 
is a case that palladium is set to benefit as consumers downsize car 
purchases (palladium being cheaper for manufacturers), as prices had got 
ahead of themselves. Short-term London fix: $190/oz-$240/oz. 

Market data (April unless stated) 

ETF offtake (oz) Prices $/oz  Lease 
rates 

1m 3m 6m 12m Trade (kg) Imports Exports

 *ETF 
Securities 

ZKB 
 

 Option volatility 
(end month, %) 

Average 225.8  Average (0.18)  0.49  1.01  1.27  USA (Feb) 429 317 Mar-09 248,605  550,762  1-month 41.00 
High 237.0  High  1.32  2.07  2.66  2.91  Japan (Feb) 383 2,215 Apr-09 275,106  556,906  3-month 44.00 
Low 213.0  Low (0.43)  0.25  0.80  1.08  Switzerland (Feb) 7,691 1,932     6-month 45.50 
        China (Feb) 1,036 0    12-month 47.50 
            24-month 48.00 

Source: London Platinum and Palladium Market, Others: VM Group  *ETF Securities includes platinum held in 'basket' ETF
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Aluminium 
News 
ï May 15th: Jamaican bauxite and alumina producer Alpart closed its mines and 

refinery due to falling demand. Operations will remain idled for at least a 
year. 

ï May 12th: China imported a record 439,902t of unwrought aluminium and 
aluminium products in April, up 200% from a month earlier.  

ï May 7th: Alumina Ltd forecast that world aluminium demand would contract 
by 7% in 2009. Most of the decline will occur in Western countries. 
 

Analysis 
ï Stocks mount, Chinese imports grow 
 
Aluminium is under assault from all sides; demand is poor and the supply side is 
awash with surplus metal. LME stocks have grown by more than 64% since the 
start of the year and by 10.4% in April, to tease a record 4 Mt as at 15th May. 
The International Aluminium Institute pegs total aluminium inventories held by 
producers (unwrought, unprocessed scrap, metal in process and semi finished 
products) at around 2.9 Mt, so together with LME, Comex (~26,500t) and the 
Shanghai Futures Exchange (~170,000t) more than 7 Mt is held above ground, 
and that is without the 590,000t of metal purchased by the Chinese State 
Reserves Bureau since last December. This will get worse thanks to government 
support, with at least 1.4 Mt of idled Chinese smelting capacity either restarted 
or in the process of being restarted. This is in spite of weak Chinese Q1 2009 
aluminium consumption, while US and European consumption is down more 
than 20% year-on-year.  

Chinese restocking has opened up a wide arbitrage window over the past few 
months between the LME price and higher Shanghai price, which has led to a 
record increase in primary aluminium imports into China in both March and 
April. This is likely to continue in May, but not throughout June, as the premium 
has narrowed. We estimate some 6.1 Mt of world aluminium production has 
been cut in 2009 (disregarding Chinese restarts), while further new supply is 
likely to be delayed or mothballed. However, the willingness by the Chinese to 
turn on the supply tap will sink the aluminium market under a vast mountain of 
surplus metal. We expect aluminium demand to contract by 10% in 2009, to 
34.3 Mt, while we are hopeful that our supply estimate, down 9.4% to 36.2 Mt, 
remains at least as severe; if not, the aluminium price is likely to be subdued for 
many years to come.  

Outlook 
The outlook for aluminium is the poorest of all the base metals apart from 
nickel, and the action by the Chinese to restart some production will make 
matters even worse. However, further production cutbacks by a number of 
Western smelters may offset this a little. We expect the price to correct 
lower over the next five weeks. Short-term LME three-month price: 
$1,250/t-$1,600/t. 
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Market data (April unless stated) 

Prices 
($/t) 

Cash 3-month 15-month 27-month  LME stocks Tonnes Prod (kt) February March  LME Open Interest 
(contracts), latest 

Average  1,423  1,461  1,613  1,741  Mar-09 3,477,300  Europe 648 691  Aluminium 718,415
High  1,472  1,506  1,660  1,793  Apr-09 3,792,300  Americas 582 633   
Low  1,337  1,378  1,535  1,675    Asia 332 372   
        China 869 883   
        Other 292  325   
        Total 2,723 2,904   

Source: London Metal Exchange, except Production: International Aluminium Association 
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Copper 
News 
ï May 12th: Chinese unwrought copper imports rose to 399,833t in April, up 

6.6% month-on-month, while copper scrap imports increased 21% to 0.4 Mt. 
 
Analysis 
ï Records smashed as China soaks up surplus 
 
Another month and another record topples. Chinese imports of unwrought 
copper hit a record 399,833t in April, up 6.6% from a month earlier. It is the 
third successive monthly record, while refined imports have increased year-on-
year in each month since September. As a result, the copper price is up more 
than 45% from the start of 2009 and almost 10% higher from 1st April, to 
approximately $4,400/t as at 15th May. However, prices are down from their 
May high of $4,845/t. Meanwhile, LME warehouse stocks have declined by 
34% since the beginning of March. They hit a high of 548,400t on 24th February 
but are now almost 353,000t (15th May) and falling; still 4% higher than the start 
of the year. Stocks drawdowns started in Asian and then European warehouses, 
with warehouses in Korea and Singapore now cleaned out. We are convinced 
that much of these huge imports are due to Chinese consumer and State 
Reserves Bureau restocking, besides the arbitrage trade between the higher 
Shanghai price over the LME price and to semi fabricators augmenting their 
working stocks with refined metal because of lower copper scrap volumes. Our 
reasoning behind this is that Chinaís infrastructure-focused economic stimulus 
package is going to use up a huge amount of copper and other metals, and while 
the official line is that the SRB intends to buy 300,000t of copper, in our 
opinion, this will likely be much more. Simply put, China is absorbing the acute 
surplus of metal while prices are still low, as any meaningful recovery in the 
West would obviously exert upside risk. Therefore, much of the metal bought 
into China was probably acquired some time ago, when the copper price (and 
other metals prices for that matter) was lower than at present, and the metal is 
only now making its way to Chinese ports. This may cap the copper price in the 
medium-term, since Chinese demand will be satisfied by its own ëin-houseí 
stocks. In addition, unlike other base metals, copper producers have been 
reticent to cut or close production, and this is owed to the high price, which has 
only threatened marginal producers when at its lowest point in December. 
Clearly, with input costs declining and the copper price soaring, most copper 
miners can make a nice profit, and this has recently seen Glencore scrap plans to 
close its Mopani Copper Mines unit in Zambia and the imminent restart of First 
Quantumís Bwana Mkubwe processing plant in Zambia. This can only be bad 
for a market that clearly needs to cut more production, because if it had not been 
for Chinese restocking, LME copper stocks could clearly be threatening all time 
highs.  

Outlook 
The copper price rally still has room to go higher, but the damage wrought 
now could dampen prices ahead, as surplus metal builds. However, we 
doubt it will again challenge December lows of $2,820/t ñ at least not in the 
near-term. Short-term LME three-month price: $3,700/t-$4,850/t. 
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Market data (April unless stated) 

Prices ($/t) Cash 3-month 15-month 27-month LME stocks Tonnes  LME Open Interest 
(contracts), latest 

Average  4,412  4,425 4,454 4,471  Mar-09 501,775  Copper 242,267
High  4,766  4,769 4,815 4,840  Apr-09 398,700   
Low  3,964  4,002 4,105  4,145      

Source: London Metal Exchange  



24 | Fortis Bank metals monthly | May 2009 Fortis Bank/VM Group
 

Nickel 
News 
ï May 12th: BHP Billiton will close its Rockyís Reward nickel mine in 

Australia due to low prices.  
ï May 5th: China Minmetals will not restart Oz Mineralsí Avebury nickel mine 

in Australia until the nickel price is at least $6/lb ($13,225/t). Minmetals is in 
the process of buying most of Oz Mineralsí mines for $883m.  

ï Apr 27th: The nickel market will be in surplus of 80,000t in 2009, according 
to the International Nickel Study Group. World production is expected to fall 
to 1.26 Mt and world demand to 1.18 Mt. 

  
Analysis 
ï Getting carried away 
 
No other base metal is in such a poor state fundamentally, besides perhaps 
aluminium, yet nickel has seen its price rise by as much as 39% since 1st April, 
to more than $14,000/t by 12th May ñ it has since corrected with the rest of the 
complex to $12,350/t as at 15th May. In our view, the high nickel price stands as 
testimony to the elevated sense of optimism that has seen base metals stage 
remarkable rallies ñ with occasional corrections ñ over the past few months. It 
also serves as a warning as to what must come in the following few months in 
order to balance supply with demand, and that is price correction. LME nickel 
stocks are at their highest since 1995 when the three-month price averaged 
$8,360/t. Today the price is almost $6,000t higher, although back in 1995 
Chinese consumption was insignificant, while today China is the worldís top 
consumer nation. However, we are in the midst of the worst global recession in 
decades and the contraction in US and European consumption is likely to more 
than offset any growth in Chinese demand. In nickelís favour is the volume of 
production that has been cut in 2009. We estimate more than 310,000t of mined 
nickel has been removed in 2009 ñ the most as a proportion of total production 
in 2008 than any other base metal ñ while new supply that was previously 
scheduled to come online in 2009 will likely be delayed for the most part. We 
therefore expect mined nickel production to decline almost 9% in 2009, while 
demand falls by almost 10%, resulting in a surplus of 70,000t. It may be more, if 
demand stays as low as it has so far this year, or it may decline should miners 
make further cuts and closures. According to Acerinox, the worldís largest 
stainless steel producer (stainless steel accounts for about two-thirds of nickel 
offtake), demand should recover in Q3 2009, but in our view it is not likely to 
recover until early 2010. 

Outlook 
The nickel price has overshot after tracking the rise in the copper price. 
There is no fundamental reason for this besides the misleading rise in 
Chinese refined nickel imports, which in our view do no more than 
highlight the premium between Chinese nickel prices and the LME price, 
and also perhaps some restocking. We are therefore sticking with the view 
that the price must come down. This is even more likely given that we are 
heading into the traditionally quiet summer months. Short-term LME 
three-month price: $11,250/t-$14,500/t. 
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Market data (April unless stated) 

Prices ($/t) Cash 3-month 15-month 27-month LME stocks Tonnes  LME Open Interest 
(contracts), latest 

Average  11,129  11,205 11,503 11,649  Mar-09 107,682  Nickel 82,608
High  12,430  12,550 12,850 13,025  Apr-09 114,204   
Low  9,555  9,670 10,010 10,235      

Source: London Metal Exchange 
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Tin 
News 
ï May 13th: Chinese tin production recovered in April to 12,472t, up 8.5% year-

on-year, according to the National Bureau of Statistics ñ the first month in 
2009 that output has been higher. Production between January-April 2009, 
however, is still down more than 20% year-on-year, to 32,970t. 

ï May 12th: Indonesiaís trade ministry estimated that the countryís refined tin 
exports fell 22.5% year-on-year in April, to 6,082t. 

ï Apr 29th: Yunnan Tin of China posted a Q1 2009 loss of $16.4m after export 
orders dropped by 70% year-on-year and sales by 45%. 

 
Analysis 
ï Supply is top dog 
 
Three-month tin has increased by 40% since the start of 2009 and 35% alone 
since the start of April to more than $14,150/t on 15th May ñ a six-month high. 
In the first week of May the price increased by about $1,900/t, where it has 
stayed, while at the same time LME stocks have trended higher. In our view this 
sudden price rise is more to do with the general optimism surrounding all the 
base metals rather than specifically to do with tinís fundamentals (in this case 
falling LME stocks and an increase in imports into China in March), while it is 
also owed to some short-covering and technical buying by funds. 

We expect the tin market to stay flat or be in slight surplus of 5,000t in 2009, 
despite world tin consumption falling across the board. Lower Chinese and 
Indonesian supply, the worldís top two producers, should partly offset the 
general contraction in world tin demand in 2009, leaving a slight surplus of 
approximately 5,000t. Refined tin production in China could fall 18% to 
100,000t, while Indonesian supply might fall below 90,000t, in spite of 
assurances from the Indonesian government a few months back that it would top 
100,000t. This leaves the tin market precariously balanced, but either way it is 
still the pick of the bunch as it offers the strongest fundamentals of any of the 
base metals.  

The near-term tightness in the market is demonstrated by the large 
backwardation between the cash and forward prices. The premium between the 
cash and three-month price on 15th May was $225/t, while that to the 15-month 
price was more than $1,000/t. Along with a dominant position holder, the tin 
price looks likely to remain higher over the next month, but then lower demand 
will weigh and a sharp correction is then likely.  

Outlook 
Despite tin testing multi-month highs, it still remains range bound between 
$10,000/t to $15,000/t, where it has traded since last October. We doubt the 
price will test September 2008 levels of more than $16,000/t, but neither will 
it test mid-March levels of $10,000/t while such tightness exists in the 
market. Short-term LME 3-month price: $12,300/t-$14,500/t. 
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 Market data (April unless stated) 

Prices ($/t) Cash 3-
month

15-
month

LME 
stocks 

Tonnes  LME Open Interest 
(contracts), latest 

Average 11,681 11,471  11,158  Mar-09 10,905  Tin 23,851
High 12,770 12,515 12,140  Apr-09 12,560    
Low 10,650 10,465 10,210       

Source: London Metal Exchange except Option volatility: Virtual Metals 
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Steel 
News  
ï May 7th: Tata Steel said Indian steel demand would rise between 4.5%-6% in 

the year to March 2010, with prices reflecting this in the second half of 2009. 
 
Analysis 
ï No change to dismal outlook 
 
Where production is down so is consumption, and the fact that world crude steel 
demand is down 23.5% year-on-year in March (latest figures available as of 
writing) stands as testimony to the real state of the global economy. Base metals, 
and in particular copper, have not nearly been as badly hit to date, and steel, in 
our view, has been a far more accurate barometer. Steel is used in the all-
important construction and automobile sectors, which have seen orders plummet 
since Q4 2008. This has forced steel makers to severely cut production, with 
ArcelorMittal, the worldís largest producer, saying recently it would maintain its 
cuts as long as steel demand remains low and stocks are used up. The US 
produced almost 4.1 Mt of crude steel in March, down a whopping 53% year-
on-year; German production was down almost 50% to 2.1 Mt, Japanese output 
slowed by 47% to 5.7 Mt, Brazilian production was down almost 42% to 1.7 Mt 
and Russian production dropped by 31% to 4.6 Mt. Even Chinese production, 
which had grown in January and February, slowed in March by 0.3% to 45.1 Mt 
and slowed again in April. The World Steel Association expects global apparent 
use to decline by more than 14% in 2009 to 1.019bn tonnes, with Chinese 
demand expected to fall 5%, US demand to fall by 36.6% and EU demand to fall 
by 28.8%. These are damning figures, and not reflected in the seemingly 
impervious base metals. The LME steel contracts have remained at rock bottom 
for the better part of 2009 but have now ticked up slightly. Although they are 
relatively new and illiquid ñ especially the Far East contract with open interest 
of only 35 lots ñ their reliance as an indicator to the broader steel industry is 
arguable, especially with physical steel prices still depressed. However, China is 
certainly recovering and its latest industrial production figure of 7.3% for April 
and surge in total vehicle sales to a record 1.15m units during the same month, 
up 25% year-on-year, is positive. Meanwhile, negotiations to settle iron ore 
contract prices for the year from 1st April have stalled. Rio Tinto has called steel 
producersí demand to fix contract prices lower than the current spot price as 
ëunacceptableí. Steel producers are hoping to settle between 30-60% lower than 
the 2008/09 contract, but miners are holding out for something less radical. 
Interestingly, both Vale and BHP Billiton have signalled that they would be 
open to a new pricing system based upon spot market prices. 

Outlook 
The LME steel contracts have remained low but look to have stabilised and 
picked up slightly ñ especially the Med contract. However, the broader steel 
industry is still in dire trouble in the short-term as low demand maintains 
plant closures and stock surpluses. Lower Chinese output in March and 
April stand as testimony to this. Short-term LME 3-month price: Med 
$300-$350/t, Far East $300/t-$350/t. 
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Market data (April unless stated) 

Prices ($/t)
 

Asia 
Composite

N. America 
Composite

Europe 
Composite

World 
Composite 

 LME Open Interest 
(contracts), latest 

    Med Far East

Feb-09 594 704 617 639.00  Steel 563 35
Mar-09 537 660 548 582.00   
Apr-09 541 624 534 566.00   

Source: MEPs, Reuters Ecowin  
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Plastics 
News 
ï May 13th: Japanís ethylene output fell 3.3% year-on-year in April to 551,200t, 

halting the decline in output, which has fallen by double digits in the past 
eight months. 

ï May 7th: Mitsubishi Plastics entered a strategic alliance with Quadrant to 
enhance its engineering plastic products and high performance fibre 
composite business. 

ï May 5th: Singaporeís petrochemical plants increased production to 90-95% of 
capacity due to higher demand from China. 

ï May 2nd: Kuwaitís Equate Petrochemical Company restored production rates 
at its plants in the Shuaiba Industrial Area complex to 800,000t/y of ethylene. 

ï April 30th: The Saudi Ethylene and Polyethylene joint venture started up its 
petrochemical complex in Al-Jubail Industrial City, Saudi Arabia. The 
complex can produce 400,000t/y of low-density polyethylene, 1 Mt/y of 
ethylene and 285,000t/y of propylene. 

 
Analysis 
ï Excess supply 
 
Oil prices shrugged off swine flu and statistics on the highest US crude stocks 
since 1990 to reach a six-month high in May. Strength came from optimism that 
the bottom of the global recession has past and on positive consumer sentiment 
that OPEC members are in favour of additional production cuts at the upcoming 
meeting in late May. As the oil price ascends so do plastic production costs and 
therefore plastic prices. Polyethylene traded from $735/t to end April at $800/t, 
up 9.6% in 2009. The polypropylene contract also increased from $760/t to 
$800/t in the same period, up 20% since the start of the year. The LME 
polyethylene (PP) contract has also rallied, gaining 10% in 2009 to reach $800/t 
in early May, while the low linear density polypropylene price has risen 20% to 
$800/t. However, year-on-year these contracts are down more than $700/t. 
Oversupply in the polyethylene market continues to increase, with capacity 
coming online in the Middle East. By 2010 excess global capacity is expected to 
reach 17 Mt, 15% of total global demand. During the previous economic 
downturns in 2002 and 1993 the market surplus was 7% of global demand, 
suggesting plant closures and consolidation are likely to continue and take 9 Mt 
of production out of the market. With most new plants in China and the Middle 
East, closures are likely to take place in North America, Europe, Japan and 
Korea. The Middle East is expected to dominate the export market with the 
competitive advantage of relatively cheap feed stocks and guaranteed prices for 
gas and oil imports. In 2008 the global trade for polyethylene amounted to net 
exports of 24 Mt of which 8 Mt came from the Middle East. By 2013, global 
total net exports are estimated to increase to 28 Mt and 60%, 17 Mt will come 
from the Middle East. 

Outlook 
A steady recovery seems underway, but the supply surplus will undermine 
any rally to pre-Q4 2008 levels. Short-term, LME Global LL: $750/t, Global 
PP $780/t. 

Market data (April unless stated) 

Average prices   Volumes (March)  Open Interest 
(contracts), latest  

Contract Global 
LLDPE

Global 
PP

  All 
LLDPE 

All 
PP 

 All LL 
contracts

All PP 
contracts

First position 796.17 797.33  Daily average 4.00 10.00  0 62

Source: Reuters Ecowin  
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Prices 
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Disclaimer and copyright 
The information and opinions in this report were prepared by Virtual Metals 
Research and Consulting, a subsidiary of VM Group. Virtual Metals has made 
all reasonable efforts to ensure that all information provided in this report is 
accurate and reliable at the time of inclusion (the 1st of this month otherwise 
stated), however, there may be inadvertent and occasional errors and lack of 
accuracy or correctness, for which Virtual Metals cannot be held responsible. 
Virtual Metals and its employees have no obligation to inform the reader when 
opinions and information contained in this report change. 

Virtual Metals makes no representation or warranty, express or implicit, as to the 
accuracy or completeness of contents of this report. This report is not and cannot 
be construed as an offer to sell, buy or trade any securities, equities, 
commodities or related derivative products and the report in no way offers 
investment advice. Therefore Virtual Metals and its employees accept no 
liability for any direct, special, indirect, or consequential losses or damages, or 
any other losses or damages of whatsoever kind, resulting from whatever cause 
through the use of any information obtained either directly or indirectly from 
this report.  

The contents of this report, all the information, opinions and conclusions 
contained are protected by copyright. This complete report may not be 
reproduced without the express consent of Virtual Metals. Short extracts may be 
reproduced but only with the full and appropriate citing of the original source. 
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About VM Group 
VM Group 
100-101 Ashmill Street 
London NW1 6RA 

Tel: +44 20 7569 5930 
Fax: +44 20 7569 5931 

VM Group is a commodities research consultancy. The VM Group, which 
through its subsidiary Virtual Metals Research and Consulting covers precious 
and base metals, specialises in the analysis of the fundamentals of commodities 
and their geopolitical impact and contexts.  

VM Group work excels in macro-economic analysis, the generation of supply 
and demand scenarios, costs analysis, derivative research and price forecasting. 
Confidentiality, experience and independence are key elements of such advisory 
roles. Our aim is to assist those in need of external expertise, as well as those 
who wish to supplement their own in-house resources. With our extensive 
international contacts, we are able to broaden our services through links with 
experienced associates in related fields worldwide.  

To see further how we can meet your research and consulting requirements, 
please email info@vmgroup.co.uk or call or fax on the numbers above. 
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