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Metals and plastics - Strategic view

Introduction

There are now unmistakeable signs of economic recovery in almost every
country — latest data shows that France and Germany even managed GDP
growth in Q2 2009, and that Japan has finally emerged from recession. Although
these estimates are likely to be revisited and revised, they nevertheless represent
a spark of optimism, although we are aware that risks abound. But as long as
commodity markets seem willing to buy on all the good news and ignore any
bad, prices are likely to stabilise at what are relatively high levels.

Gold

The Central Bank Gold Agreement (CBGA), a ten-year old pact that limits sales
of bullion by European central banks, has been renewed on somewhat stricter
terms. This is mildly bullish, but gyrations in the dollar are still the main driver
of the gold price.

Silver

Silver continues to leap about erratically; having been above $15/0z, it’s now
under $14/0z again. A new US ETF is adding yet more investor money to the
pot, so such volatility is perhaps understandable, but more important is the
continuing search for a general trend in industrial confidence.

Platinum

Platinum is now at the same price it was when the credit crunch first arrived
with a bang in August 2008. In many ways it has been lucky — demand in its
heartland of European car markets has been sustained by government subsidies.
But it’s also benefited from continued Chinese buying.

Palladium

Palladium has hit its highest levels in almost a year, on strong car sales in China,
hopes for a government-aided recovery in the US, and general economic
optimism. So long as we don’t have a double-dip recession, the worst could be
Oover.

Aluminium

The flood of money now entering commodities is driving the latest aluminium
rally, encouraged by tightness in the availability of immediate metal. Some 70%
of the 4.6 Mt of LME aluminium stocks are tied into long-term financing deals,
while the weak US dollar and drip-feed of positive macroeconomic data has far
outweighed the metal’s discouraging supply-demand fundamentals. How long
this will continue will be determined by investor sentiment across all base
metals.

Copper

China’s imports of unwrought copper and copper products in July were down,
but not sharply enough to derail the current rally. Indeed, for the month of July,
when trade is traditionally slacker, these imports of more than 0.4 Mt were
higher than during any previous July on record. Copper is busily testing new
highs almost every day, and we see little technical resistance until $6,6001/t.
Therefore, with negative news being increasingly discounted and positive news
fuelling further price hikes, the rally shows no signs of running out of steam.

Nickel

The re-emergence of nickel pig iron (NPI) production should cap further strong
rises in the nickel price, but, as with other base metals, negative data is being
shrugged off in the present economic climate. However, 100,000t/year of low-
grade NPI is restarting, while miners are ramping up production and restarting
idled capacity. There is evidence that stainless steel mill orders are increasing,
but this is merely a phase of restocking. The real danger is if the high nickel
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price makes a bad situation worse by swamping the market with even more
excess metal.

Lead and zinc

Chinese production for both lead and zinc has increased and LME stocks have
risen more than 20% since the end of 1H 2009. Miners are ramping up idled
capacity and commissioning new operations with renewed enthusiasm now that
prices far exceed production costs. In the longer-term, zinc’s fundamentals are
robust; but if expectations of a sharp recovery in demand are not met, then we
could see a sharp short-term correction. Lead replacement battery demand is
nearing the seasonal high in North America, and should see the metal well
supported.

Tin

Tin is in the midst of a squeeze, which could push prices much higher in the
short-term. But industrial demand remains weak, and supply has slowly crept up.
We estimate the market will turn from a small deficit in 2008 to a 15,000t
surplus in 2009, but the vagaries of Indonesian supply will help keep the price
well up.

Steel

China is once again talking about trying to rein-in its rampant steel sector, and
steel prices are showing a mild rise in line with gathering hopes of recovery in
the global economy. Prices may trade sideways over the remainder of August

and September, but the risk is increasingly to the upside.

Plastics

Linear low-density polyethylene has been boosted by the increase in Chinese
investment in agriculture, where it is used as a crop protection film. For
polypropylene, rising oil and feedstock inputs have buoyed prices by as much as
8% in Asia and 11% on the LME. However, the start up of two petrochemical
plants in India and Saudi Arabia could generate a surplus, which should see
prices fall over the next two months.
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Forecasts

Price forecasts

18" August 1-month 2-month 3-month 12-month
Gold $ /oz 935.0 920-965 900 (r) 950 (1) 1100
Silver $ /oz 14.09 12-14.50 13(n 13(n 16.50
Platinum $ /oz 1,221 1,150-1,250 1,100 (r) 1,150 (r) 1,250
Palladium $ /oz 268 250-280 240 (r) 240 (1) 250
Aluminium (3-month) $ /tonne 2,026 1,800-2,500 1,800 (r) 1,850 1,500
Copper (3-month) $ /tonne 6,122 5,700-6,300 5,800 (r) 5,800 5,700 (n)
Lead (3-month) $ /tonne 1,840 1,750-1,950 1,700 (r) 1,700 (r) 1,700
Nickel (3-month) $ /tonne 19,900 18,000-22,000 17,500 (r) 17,000 16,000 (r)
Tin (3-month) $ /tonne 14,150 12,800-15,000 14,500 14,250 14,000
Zinc (3-month) $ /tonne 1,818 1,700-2,000 1,750 1,700 1,800
Plastic: LL (Global) $ /tonne 990 1,000 940 940 1000
Plastic: PP (Global) $ /tonne 1,010 1,050 950 950 1100
Steel: (3-month) Med $ /tonne 400 400-470 450 500 850
Steel: (3-month) Far East $ /tonne 460 400-490 450 500 800

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

Gold $ /oz 1,027 923 800 800 800
Silver $ /oz 14.06 111 10 10 10
Platinum $ /oz 1,267 (r) 1,404 1,500 1,400 1,200
Palladium $ /oz 253 301 350 350 350
Aluminium (3-month) $ /tonne 1,644 (r) 1,875 2,500 2,650 2,700
Copper (3-month) $ /tonne 5,771 () 6,500 () 6,000 6,000 7,500
Lead (3-month) $ /tonne 1,742 () 1,667 1,400 1,400 1,400
Nickel (3-month) $ /tonne 15,046 (r) 14,925 14,000 15,000 16,000
Tin (3-month) $ /tonne 15,500 (1) 15,708 15,000 12,000 10,000
Zinc (3-month) $ /tonne 1,658 (1) 1,792 1,700 2,000 >2,000
Plastic: LL (Global) $ /tonne 1000 1000 1000 1000 1000
Plastic: PP (Global) $ /tonne 1100 1100 1100 1100 1100
Steel: (3-month) Med $ /tonne 1,000 (1) 1,200 (1) 1,000 (1) 1,000 (1) 1,000
Steel: (3-month) Far East $ /tonne 900 (r) 1,000 (r) 1,000 (r) 1,000 (1) 1,000

Source: VM Group [r] = revised from previous month
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Market Update

Prices and stock levels 18" August

Prices Most Average High Low Price WoW Price MoM Price YoY Average Average
recent over past 1week (%) 1 month (%) 12 months (%) 2008 2007
price 12M ago ago ago
Gold $/0z 935 878.2 989 712.5 947.3 (1) 935 0 788.8 19 872.6 696.5
Silver $/0z 14.09 12.43 15.97 8.88 14.3 (1) 13.2 7 13 8 15.15 134
Platinum $/0z 1,221 1,073 1,494 763 1,234 (1) 1,165.0 5 1,319 (7) 1,599 1,304.7
Palladium $/0z 268 220.5 302 164 269  (0) 247 9 279 (4) 357.4 354.7
Aluminium $/tonne 2,026 1,749 2,807 1,289 1,925 5 1,658 22 2,755 (26) 2,659 2,662
Copper $/tonne 6,122 4,595 7,762 2,820 6,026.5 2 5,235 17 7,391 (17) 7,030 7,095.9
Lead $/tonne 1,840 1,436 2,120 875 1,805 2 1,620 14 1,765 4 2,136 2,557.9
Nickel $/tonne 19,900 13,155 21,200 9,025 19,330 3 15,925 25 18,845 6 21,689 36,217.1
Tin $/tonne 14,150 138,379 21,450 9,755 14,675 4) 13,075 8 19,845 (29) 18,766 14,532.3
Zinc $/tonne 1,818 1,409 1,928 1,069 1,804 1 1,534 19 1,704 7 1,924  3,243.2
Steel (3-month)
Med $/tonne 400 383 905 260 420  (5) 375 7 905 (56) 747
Far East $/tonne 460 384 760 255 465 (1) 405 14 760 (39) 695
Plastics
PP $/tonne 1,010 887 1,610 620 1,025 ) 875 15 1,610 (37) 1,407 1,220.2
LL $/tonne 990 939 1,650 685 990 0 960 3 1,580 (37) 1,404 1,254.9
Most  Average High Low  Stocks WoW  Stocks MoM Stocks YoY Average Average
LME Stocks recent over past 1week (%) 1 month (%) 12 months (%) 2008 2007
stocks 12M ago ago ago
Aluminium Tonnes 4,624,575 2,914,707 4,624,575 1,156,150 4,561,925 1 4,513,225 2 1,156,150 300 1,231,093 842,573
Copper Tonnes 292,000 335,889 548,400 156,125 291,975 0 264,150 11 156,125 87 176,337 158,899
Lead Tonnes 117,150 67,064 117,150 40,950 114,700 2 94,650 24 90,050 30 62,174 37,218
Nickel Tonnes 109,296 85,786 114,474 45,774 107,826 1 108,714 1 45,774 139 51,857 18,110
Tin Tonnes 19,545 10,102 19,545 3,010 19,110 2 17,895 9 5,760 239 7,314 11,891
Zinc Tonnes 433,700 283,509 434,050 154,950 432,225 0 353,100 23 163,675 1656 150,777 81,377

Source: VM Group
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Analysis

Iron ore: China pays a heavy price

For almost four decades, iron ore producers and steel producers have thrashed
out benchmark annual iron ore contract prices, usually to the accompanying
racket of bitter verbal exchanges, with each side sniping at the other over the
price. The haggling is rarely so tense, and the cross words rarely so extreme, as
has been the case this year.

In this contract year, starting 1** April 2009, talks between the iron ore miners
and the China Iron and Steel Association (CISA), which represents
approximately 75% of China’s steel makers, have degenerated into sinister farce,
as the usual 30™ June deadline expired without any resolution. In June 2008
China’s steel producers were forced to swallow an 80% price rise for iron ore
fines and a 96.5% rise in lump iron ore prices for the 2008-2009 contract year.
But back then the world was a very different place — the global economic
recession was not even dreamed of. In late 2008, with the generalised collapse in
demand for all commodities, CISA felt that, at long last, China’s steel makers
now held all the trump cards when it came to discussing iron ore contract prices
for 2009-2010. That has turned out to be a big mistake — and one of China’s own
fabrication.

The farce is that CISA has played hardball but actually ended up covered in
embarrassment, as it first spurned a fairly attractive offer of a 33% discount on
2008’s terms — a discount already accepted by Japanese, Korean and Taiwanese
steel producers — only to sign a deal by mid-August with one iron ore supplier,
Fortescue Metals Group, of Australia, for a 35% discount, just 2% more than it
was first offered by the big three iron ore importers (BHP Billiton, Rio Tinto,
and Vale) and 7% less than it had been demanding earlier this year. For
Fortescue the deal is a good one — in exchange for cutting the price of the 20 Mt
of iron ore it will supply to China, it has secured for itself a commitment from
China for up to $6bn in loans. This is for China a high price to pay for face-
saving — estimates are that China will be saving just $35m in the bill it gets from
Fortescue for its iron ore, compared to what it would have paid to one of the big
three at a 33% discount.

The sinister aspect is the arrest by the Chinese authorities of four Rio Tinto
mining executives, including an Australian national, on charges that essentially
allege they carried out industrial espionage, using inside information to wring
higher contract settlement terms out of the Chinese for Rio’s iron ore supplies in
previous contract years. The intricate details are these charges are not publicly
available, but it’s quite likely that the hapless four individuals who have been
arrested have been singled out for punishment because Rio backed away from a
deal to join forces with the state-owned Chinese metals’ giant Chinalco. At a
deeper level, however, they should be seen as unfortunate scapegoats for some
of Beijing’s long-standing policy failures, specifically the failure to control the
over-heated growth of China’s steel sector. The country’s steel production
remains well ahead of official government targets, as local and provincial
governments prefer to turn a blind eye to the over-production, in order to protect
jobs and maintain friendly relations with steel makers. Confounding
expectations of the worst days of the global financial and economic crisis at the
end of 2008, China’s iron ore imports are at record highs.

China’s highly fragmented, stubbornly determined steel industry has meant that
CISA’s negotiations with the ‘big three’ iron ore miners (BHP Billiton, Rio
Tinto and Vale, who account for about 70% of the seaborne iron ore trade) on
annual iron ore contract prices, have this year been more fraught than ever
before. CISA had hoped to get a much better deal for the current contract year
from the iron ore suppliers as a result of the global economic recession and signs
of obvious demand collapse in all markets — but CISA’s case has been wrecked
by China’s record iron ore imports, which have been taken by the iron ore
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producers as a signal that China is the one place in today’s world where it’s
‘business as usual’.

Benchmark iron ore fine price, $/dmt (year starting 1 April)
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CISA plays its cards poorly

Yet on the other hand CISA has overplayed its hand in this year’s contract talks.
Earlier this year the annual contract price settled by many Japanese, South
Korean and Taiwanese steel producers was $97/dmt (dry metric tonne) for iron
ore fines, down 33% from the previous annual benchmark price of $144.66/dmt.
CISA was not content with that scale of discount, however; it demanded a
reduction upwards of 40%, arguing not only that Chinese steel demand had
weakened, but that its steel makers deserved a bigger discount, because China is
by far the largest consumer.

CISA’s hope of putting this across to the iron ore suppliers has been thwarted by
the disunity of China’s steel producers, who have gone about securing their own
iron ore needs as and when, with little regard to the bigger picture. Rather than
presenting a united front in the contract talks, some Chinese steel makers have
pressed ahead with their own deals, by-passing CISA. A number of China’s
smaller steel producers have broken ranks and settled at the 33% discount.
Chinese traders have not helped CISA, either, buying massive volumes of
imported iron ore in a kind of speculative bet that there will be a continued rise
in the iron ore price, and partly on servicing the demands of a recalcitrant steel
sector, which refuses to cut its output in line with government targets. The result
has seen the iron ore spot price rise from $60/dmt in April 2009 to more than
$100/dmt in early August — costing dearly those Chinese iron ore importers now
forced to resort to the spot market, and who might be looking with envy at the
discount earlier obtained by their Japanese, Korean and Taiwanese competitors.

This tangled tale gets worse, however — at least, if you are a Chinese steel maker
needing to import iron ore. For there is now a shortage of iron ore, with
Australian spot sales flagging, as ore once available on the spot market is being
diverted by the need to service previously agreed contract requirements outside
China. China’s steel makers might have turned to (generally lower priced —
Indian iron ore prices, fob, are currently about $80/dmt) Indian iron ore exports,
but these have been negatively impacted by bad weather and port congestion.
And indigenous Chinese iron ore supply is failing to ease the tightness — China’s
iron ore production is down year-on-year, with production costs prohibitively
high for lower grade iron ore, as opposed to higher-grade imported material.
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China’s urban fixed asset investment, growth rate % change year-on-year
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China’s stimulus package will need a lot of steel

China today dominates world steel output, accounting for 52% of global crude
steel output in 1H 2009, according to the World Steel Association. At the same
time, Chinese crude steel exports have collapsed. But its domestic demand for

steel is still on a very strong growth trend, as evidenced by the growth in fixed
urban asset investment, a useful proxy for its steel consumption.

In the seven months to July 2009, China’s fixed-asset investment rose by 32.9%,
to $1.4 trillion, according to the country’s National Bureau of Statistics, up 5.6%
on the same period in 2008. Since construction clearly benefits from this kind of
investment and accounts for about half of China’s steel demand, it is not
surprising that both crude steel output and iron ore imports have soared. July’s
iron ore imports of 58.08 Mt were the highest monthly volume on record, up
almost 32% from July 2008, and 5% from June 2009. In July 2009, China’s steel
product exports climbed by 25% month-on-month, to 1.81 Mt, but were still
down more than 67% year-on-year. Over the first seven months of 2009, its iron
ore imports have increased by 32% year-on-year, to 355.41 Mt, while Chinese
iron ore production has declined 1% year-on-year, to 454 Mt. Crude steel
production is up 3% year-on-year, to 316 Mt. Knowing that steel demand will
continue to grow over the medium to long term, CISA has been pushing for a
unified pricing system for all China’s iron ore imports. But the plan to impose
new rules to enforce a single unified price for domestic iron ore is primarily an
effort to rein in its fragmented steel industry.

CISA, together with the Ministry of Industry and Information Technology, has
been working on rules aimed at punishing enterprises guilty of “disregarding
market signals” by overproducing steel during the economic downturn. The
ministry said earlier in 2009 that total crude steel production should be limited to
~460 Mt in 2009, down 8% year-on-year. However, 2009’s output is now
expected to exceed 500 Mt, and the latest annualised July production figures
indicate a figure closer to 600 Mt. Limiting iron ore import licenses to just a
select few enterprises is another one of CISA’s proposals on the table, with plans
to revoke the vast bulk of the existing 112 permits. This would strengthen
China’s negotiating position, but probably not until 2010.
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Chinese iron ore production, iron ore imports and crude steel output Annual benchmark price v. spot price (fines), Dec 2006-present, $/dmt
160 250
140 +
120 4 200 A
100 ~
80 - 150 +
60
40 - 100 7 f/
20 + /
0 : TR 50
1990 1993 1996 1999 2002 2005 2008
0 T T T T T

Chinese iron ore production
I Chinese iron ore imports

== (Chinese crude steel production

Dec 06 Jun 07 Dec 07 Jun 08 Dec 08 Jun 09

Iron ore spot price, $/dmt Benchmark price, $/dmt

Source: National Bureau of Statistics

Source: VM Group

Alternatives to the annual contract fixed price

BHP Billiton has been pushing for some time for a new pricing system, based on
the spot market, index-linked pricing or shorter quarterly contracts, or a mixture
of these. It is evident that iron ore producers would have made much greater
profits during the commodity boom period between 2005-2008 had they used
the spot market, but the flip side to this is that the benchmark system has partly
protected them against the price collapse in Q4 2008 and 1H 2009. BHP Billiton
indicated that 47%, or about 63 Mt, of its iron ore volumes for this year are still
unallocated, while 30% would be sold on the spot market or index-linked, with
the balance to be sold under the annual benchmark system.

Momentum for a change in the way iron ore is traded has been discussed for
many years, but the joint launch by Credit Suisse and Deutsche Bank of the first
over-the-counter (OTC) iron ore swaps in May 2008 marked a turning point.
This was followed by similar moves by Morgan Stanley and Barclays Capital,
while the launch of ‘cleared’ OTC derivatives on the Singapore Exchange
(SGX) in late April 2009 and then the London Clearing House a month later
(both settled against the daily Steel Index price for 62% Fe, including cost and
freight, China), have removed the risk of counter-party default and opened up
the market for many more users to fix prices and settle financially without
having to take or make delivery.

In little more than three months since opening, trading volumes on SGX
AsiaClear have rapidly increased, with $120m worth of contracts covering 1.6
Mt of iron ore cleared as of 3™ August, with the August swap contract settled at
$96.70/dmt. These figures alone should be a warning to the Chinese
government; as volumes increase, traders and sellers will be encouraged to jump
onboard, giving increasing clout to prevailing prices as a benchmark, rather than
the annual contract price.

In theory, market-priced iron ore should reduce volatility and hence risk, but, as
with base metals, this opens the door to speculative investment. CISA sees that
as a direct threat to its aim of exerting more control over the iron ore trade. But it
would conversely reduce the muscle power of the big three iron ore producers in
dictating prices, because the market would decide the prevailing price. It could
therefore be argued that a market-based pricing system would offer a fairer
price, reflecting the underlying fundamentals of supply and demand. Yet the
Chinese authorities — as well as CISA — will be only too well aware that the
current rally in the base metals is partly speculative, betting on a ‘V-shaped’
recovery in demand and future demand growth prospects.
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The take up of these various iron ore pricing tools in China depends on
acceptance by the Chinese government, but there is little chance of that
currently. CISA has, alternatively, proposed that once it has agreed iron ore term
prices then that will become the unified benchmark price for China, with import
agencies allowed to charge a 3%-5% commission on top of the agreed prices.
We expect the annual benchmark to continue through to 2012, but increasingly
co-exist with more flexible market-based pricing schemes that will eventually
wholly displace the archaic annual contract system. Yet for China’s central
planners, steel (and therefore iron ore) is a strategically important commodity —
will they sit by idly and watch markets/speculative investors play a bigger role
in influencing prices? Or will they go down the difficult road of trying to secure
direct sources of iron ore, by buying up foreign-based mines wherever possible?
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Focus

Long-term supply side risks to copper

Copper’s rally since Q1 2009 has not been just about the short-term spike in
Chinese apparent demand, nor the anticipated recovery in Western demand, but
is based on the bedrock of longer-term supply concerns. Balancing supply and
demand has been the driving factor behind the price, with consensus estimates
of a chronic structural deficit in the long-term. Such a deficit is not a foregone
conclusion, but the probable long-term strong growth in global copper demand
— led by emerging nations — explains the real reason for the current (and future)
bullishness. In this month’s Focus we review risk factors in four future major
copper powerhouses.

Between now and 2016 there is due to come on-stream, in our estimate, a
potential 6.5 Mt/year of additional copper supply from projects with estimated
mineral resources greater than 500 Mt. Most of this extra metal we expect will
start production on schedule. But there is a significant risk that some of these
major projects will be delayed or disrupted — and there is very little wriggle-
room for what is likely to be a very tight global supply-demand balance over the
next half dozen years. New copper supplies are expected from greenfield
projects in many regions, from Latin America to the Far East, but the main
swing factors are whether promising projects in Pakistan, the Democratic
Republic of Congo, Russia and Mongolia, as well as the plethora of less
advanced or smaller projects in far flung jurisdictions, will go ahead or be
delayed.

Cumulative copper resource, Mt
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The World Bank's governance indicators measure the political stability of a
country. The average is zero; countries with a positive rating are considered
more stable than those with a negative rating.

Pakistan

Pakistan is currently facing a perfect storm of severe challenges on almost every
front, including security, political, judicial, economic and financial matters.
Since the departure of President Pervez Musharraf and the election of a
democratic government the country has been engaged in a conflict in the north
of the country. In part, this reflects the growing strength of the Taliban in
neighbouring Afghanistan, who have long regarded the strategic and
impenetrable terrain on the border between Afghanistan and Pakistan as their
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own domain. There are serious divisions between the army and the notorious
intelligence service (ISI) on one side, and the judiciary and political
establishment on the other. Underlying all of this are the complex religious,
tribal and kinship structures that at once bind and divide Pakistan’s people.

Despite the military and financial support that the Pakistani regime under
Musharraf received from the US and the UK, some in Pakistan see the NATO
force in Afghanistan, and by extension now in Pakistan, as an occupying force.
Further, now that the Pakistani military has engaged directly with the Taliban in
the Swat valley, resulting in the displacement of around 2m people, there is a
real danger that a further backlash could be generated — and that the refugee
camps that are now bursting with Pakistani civilians fleeing from this latest
phase of violence are becoming recruiting grounds for religious extremists.

Even before 9/11 and the subsequent war in Afghanistan, Pakistan was already a
deeply divided society. The economic divide between the haves and have-nots
has widened dramatically over the past decade. Pakistan’s population of 163m
has a GNI per capita of $860 per year, one of the lowest rates in the world. Only
65% of school-aged children are enrolled in primary school education. Average
life expectancy is 65 years of age, almost 15 years less than the US or the UK.
Basic services are not widely available — nearly 53% of the country goes without
power for more than eight hours a day.

In mid-2008, a combination of high food and fuel prices sent inflation soaring
above 25%, Pakistan’s stock markets crashed, the currency fell and foreign
exchange reserves dried up. Since then there has been some recovery and the
IMF forecasts GDP growth at 2.5% in 2009 — on par with the world average.
The IMF has agreed to a $7.6bn stabilisation loan; the Asian Development Bank
is granting a further loan of around $500m, and there are improvements in
economic indicators since the height of the crisis last year.

The coming years will prove critical for Pakistan. Many in North West Pakistan
are either ethnically linked to the Taliban, or harshly intimidated by them,
allowing the insurgents to move easily within local populations. Beyond the
challenges of fighting this asymmetric war, at home Pakistan must also face the
rise in inter-communal violence that is taking place in Gojrar. In addition, while
the current democratic leadership appears to be engaged in dialogue with India,
there is still some way to go before a resolution to the contentious problem of
Kashmir is found. Until there is progress on these core security challenges,
Pakistan can expect to experience serious instability domestically and from its
neighbours — no small concern when both India and Pakistan are armed with
around 60 nuclear warheads each.

In terms of its copper potential these serious underlying political and social
issues threaten what might otherwise be the smooth development of a very
important resource. Pakistan’s Reko Diq copper-gold project is located at the
southwestern tip of the country, near the border with Iran and Afghanistan. With
an estimated mineral resource of 4bn tonnes, grading 0.5% copper and 0.29g/t
gold, Reko Diq could produce as much as 200,000t/year of copper. It is owned
75% through the 50:50 Tethyan Copper joint venture between Barrick Gold and
Antofagasta, with the balance held by the Balochistan provincial government.
Balochistan is extremely poor and sparsely populated, even by comparison with
the rest of the country, and is home to separatists who dispute the status of the
territory — it has been part of Pakistan since the country’s formation in 1948 but
was an independent state before that. The project itself could help diminish risk
in the region: there appears to be $3bn available for investment in the mine and
infrastructure, potentially creating 9,000 jobs during the construction phase and
3,000 once operational.

Country risk in Pakistan is high and expected to worsen in the short and medium
term in a number of areas. The specific risks relating to the location of the Reko
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Diq project could be ameliorated through the actions of the local government
and companies concerned, but are still subject to a broader historical and
political context. What is most worrying right now is the lack of clarity on how
any of these issues will develop, particularly against the backdrop of a severe
global recession. The main hope is that, by the time the Reko Diq project comes
online (scheduled to be in 2013), the way forward for the country should be
clearer.

Democratic Republic of Congo (DRC)

Despite a ceasefire agreement signed in January 2008 and an initial period of
relative calm, the conflict in the DRC re-intensified in 2H 2008, and today the
war rages on — as it has for the past 15 years. Armed groups operate throughout
the country but are especially active in the north and east of the DRC. Although
most claim an ethnic or ideological motivation, all are proxies for the state,
political and business actors who want to secure territory, which includes land
rich in natural resources.

The beginning of 2009 saw unprecedented cooperation between the DRC and
Rwandan governments in a joint military deployment in the eastern DRC. The
operation’s objectives were to clear the area of the Hutu Democratic Force for
the Liberation of Rwanda (FDLR), who were involved in the genocide of Tutsis
and moderate Hutus in Rwanda in 1994. The mission was also supposed to bring
in the Tutsi militias, the CNDP, that had formed to protect the border territories
and its largely Tutsi inhabitants, and to integrate them into the DRC army. But
this had only a symbolic success, as the FDLR has in large part now regrouped
and continues terrorising local populations in the North and South Kivu
provinces. As ever, the true victims of the latest failed attempt to end the war in
DRC are the civilian populations in the North and South Kivu Provinces; more
than 1m people have been newly displaced over the past year.

Economically, the DRC has been severely impacted by the global recession, and
particularly the commodities’ price slump in late 2008/early 2009. Demand for
the DRC’s major exports — copper, cobalt and diamonds — has withered, causing
the extractive industry sector to collapse. The World Bank forecasts that after
steady increases in the share of GDP growth in 2007 (5%) and in 2008 (24%) —
the extractive industry share of GDP growth will be a negative 61% in 2009.
This is entirely down to the drop in output from the sector, caused by the
widespread suspension of mining activity. Late last year, 300,000 miners lost
their jobs in Katanga province alone. The IMF forecasts economy-wide GDP
growth rates of only 2.7% in 2009, after several years at over 6%. Depreciation
of the Congolese franc and consequent inflation are a worry. The country’s 62m
people will see even less of the share of their country’s natural resources than
usual; per capita GNI hovers slightly below $150 per year.

The international community is helping somewhat. In March 2009 the IMF
agreed a $200m direct disbursement, under its “Exogenous Shock Facility”,
which will be used to shore up official reserves and leverage additional
financing and development aid from donor partners such as the World Bank and
the European Union. The news that China’s economy is growing at somewhat
higher rates than expected will also help recovery in the medium term, and in the
longer-term China’s appetite for the DRC’s natural resources is set to grow
strongly. However, talks about a new $9bn loan for mining and infrastructure to
the DRC from the Chinese have caused the IMF to suspend forgiveness on the
country’s existing $10bn debts — forcing the DRC’s President Kabila to choose
between the investment and credit that China provides, or the bureaucracy and
prescriptions of the international financial institutions.

The DRC’s biggest copper project is the Tenke Fungurume operation, majority-
owned by Freeport McMoRan Copper and Gold, with the balance made up by
Lundin Mining and state-owned Gecamines. The property is located in the
generally stable Katanga Province in the south of the country and has estimated
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reserves of 2.6bn tonnes, grading 2.6% copper. But with less than half of the
concession explored, it potentially contains a lot more. Initial production rates
are 115,000t/year of copper and 8,000t/year of cobalt, while it is envisaged at
full production it will produce more than 450,000t/year of copper over a lifespan
of as much as 100 years.

Risk in the country remains high, and the conflict in the eastern Kivus remains a
concern, although it is located far enough away from Tenke Fungurume not to
pose an immediate threat. More worrying are stability concerns that will arise
from the government’s lost earnings since the end of 2008 — for example, the
government has not been able to pay its soldiers for some months. Further,
planned infrastructure spending on hydroelectric power has also been delayed.

Russia

In the first part of this decade Russia’s windfall profits from commodities,
particularly energy, initiated a period of economic resurgence and political
grandstanding. But since 2006, Russia has increasingly been engaged in
aggressive foreign policy. Natural gas supply to Europe via Ukraine has been
interrupted, individuals expelled from the country, and companies punished
arbitrarily. In South Ossetia in August 2008 Russia went to war with Georgia.

The global economic decline and falling commodity prices have slashed state
revenues, and to an extent checked Russia’s aggression. Few are willing to risk
making significant investment in Russian ventures, given the largely arbitrary
decisions on property rights and weak rule of law in the country. The IMF
forecasts that GDP growth will contract by 6% in 2009; the Russian government
thinks that it contracted by nearly 10% in Q1 2009 (v. Q1 2008).

For the rest of the world, Russia’s hard landing is positive. With reduced
financial clout and a nation worried about a possible return to the economic
hardships of the previous decade, the Kremlin’s appetite for protracted
international spats or actual conflict is low. Fortuitously, this new, slightly more
pliant Russia — although neither more transparent nor more equitable — has met
with an offer from the US to “reset” the relationship. The first signs are
promising. At the July 2009 summit between Presidents Obama and Medvedev
in Moscow, important symbolic reductions to the countries’ respective nuclear
arsenals were agreed, as were joint efforts on denuclearising Iran and North
Korea. Russia also gave the US airspace rights to transport non-lethal supplies to
NATO troops in Afghanistan; a rare pragmatic recognition that it is in both
powers’ interest to defeat the insurgents there.

The remaining stumbling blocks to the relationship now are in Russia’s “near
abroad”, particularly Georgia and Ukraine. The Obama administration has
already signalled that it has no appetite for renewed conflict over, or in, the
Caucasus. It is treading a careful line between supporting these countries’
independence and democratic processes, and avoiding being seen to meddle in
Russia’s backyard. Although rising prices for crude oil are helping a little, the
leadership knows that it cannot risk diverting more resources or alienating public
opinion further. Domestic issues are pressing; unemployment is nearly 10% and
the deficit is widening.

Russia’s major copper project is the Udokan property in Siberia, which was
acquired by Metalloinvest in September 2008, after nearly ten years of on/off
state-managed auctions. Metalloinvest plans to invest up to $3.9bn to bring it
online, but must first meet stipulations of assessing the resource by Q1 2010 and
defining reserves by the end of 2H 2010. At full capacity in 2016 it is estimated
that Udokan will produce more than 470,000t/year of copper.

Risk in Russia still comes from the erratic interventions by the state in the
private sector, from its complex and seemingly arbitrary judicial system and
rulings, and from corruption at every level. Investment is highly risky in the
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country, and appears to be serving up fewer rewards. Perhaps the most particular
risk correlated with the Udokan project in Siberia is that the Kremlin has made it
clear it considers it a “strategic” field. This means that the resources contained
within the Udokan copper facility will be subject to more scrutiny, and thus state
intervention, than investors may find comfortable.

Mongolia

Elections on 24™ May this year removed incumbent President Nabaryn
Enkhbayar and his Mongolian People’s Revolutionary Party, and set the stage
for a return to office by Takiagiin Elbegdorj, leader of the opposition
Democratic Party. Even though he ran on a platform of cleaning up Mongolian
politics, Elbegdorj’s election has made foreign investors, and particularly
miners, very nervous. This is because while widely regarded as a clean pair of
hands, he may not be a particularly safe pair of hands when it comes to the
country’s natural resources. He campaigned on an anti-corruption platform, but
also pledged to secure a fairer share of the country’s mineral profits for its
approximately 3m people.

Mongolia was occupied by China and Russia for most of its history, finally
gaining independence from China in 1921, and becoming a democracy only after
the fall of the Soviet Union in the 1990s. Both powers still consider it a vital
strategic zone — Prime Minister Putin visited as recently as May. The size of
Alaska, it is one of the most remote countries in the world, with a harsh climate
and an almost total economic dependence on minerals and livestock.

Further development of Mongolia’s considerable mineral resources has been in
limbo owing to the uncertain tax and investment regime in the country. This has
been demonstrated by the tortuous negotiations between the government in Ulan
Bator and the operators (Ivanhoe Mines and Rio Tinto) of the huge Oyu Tolgoi
(Turquoise Hill) mining project. Expected average annual production from the
project, which contains a measured and indicated resource of at least 18.45 Mt
of copper and almost 21 Moz of gold, is 450,000t/year of copper and 330,000
oz/year of gold (just over 10t/year), for at least 35 years. Clearly, the project
would be a great source of revenue for the country; but the nature and terms of
the government demands have so far effectively prevented development, since
Ivanhoe and Rio Tinto are not prepared to invest money, time and resources into
an enterprise where their share is severely diluted.

The previous government demanded a 10%-15% equity stake in the project and
half of the profits, with no state investment. Other stumbling blocks have been
the government’s insistence that more Mongolian nationals are employed in
resource projects, that companies develop downstream processing facilities and
that all gold mined is sold through the Mongolian central bank. Further, the
government has imposed windfall taxes and then repealed them under pressure
in favour of individual agreements with companies, leaving a complex and
erratic regulatory maze for investors to navigate.

However, such is the potential of Oyu Tolgoi that its owners have persisted with
trying to thrash out a favourable deal. In February 2009, Ivanhoe mines and
partner Rio Tinto successfully negotiated a draft investment and shareholders’
agreement with the then Mongolian government. The parliamentary review is
still in progress and in July, negotiations were extended again. Meanwhile, BHP
Billiton has closed its offices in the country, and there are reports that I[vanhoe
plans to abandon the project if no deal is reached by September. Oyu Tolgoi is
seen as the model for the future, both by investors and by the government. What
ever deal is finally hammered out, it will serve as a template for others.
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Conclusion

What does all this imply for the mid-term outlook for the global copper supply-
demand balance? If global copper consumption continues to grow by its long-
term trend of between 3%-5% a year, then we estimate that demand could be as
much as 26 Mt in 2016, and 31 Mt in 2020. This is a conservative view, given
that consumption growth rates were much higher in both 2004 and 2006, and the
remaining vast gap between the emerging economies, especially in Asia, and the
West in terms of their infrastructural development. Taking our worst-case
scenario of 3% annual growth in demand, that will see the need for an additional
4 Mt/year of copper in 2016, above current levels, and 7 Mt/year in 2020.

This demand will need to be met, somehow — and higher copper prices are the
only mechanism by which that can happen, by stimulating exploration and
development. But there has been a distinct shortage of discoveries of world-class
mineral resources (>500 Mt) in the past decade, in spite of higher exploration
investment. The kind of big mineral deposits that are going to be needed are just
not being found — or at least, they are getting scarcer. This is potentially bullish
for prices over the longer-term, particularly given the fact that the more
traditionally politically stable and industrially reliable copper producers — Chile
especially — appear to be reaching a production cap.

Chilean mine production has long been the powerhouse of copper supply. In
2008, Chile produced 5.33 Mt of copper and could produce 5.2 Mt in 2009, or
about 30% of the total global output. But its output could plateau within the next
decade, although Cochilco — the Chilean copper commission — reckons that the
country’s production will continue rising at least until 2012. At some point in the
not too distant future Chile may no longer be in a position to bear the brunt of
meeting global demand growth. As Chilean production growth eventually slows,
around 2015 perhaps, the world will increasingly need other copper players to
pick up the baton — but their political and social instability, unless resolved fairly
swiftly, will render them extremely unreliable sources.

As we mentioned earlier, we calculate that 6.5 Mt/year of copper supply from
projects with estimated mineral resources of more than 500 Mt could potentially
be brought online by 2016. From this, we have identified at least 1.6 Mt/year is
within countries that pose the greatest risk of delay, but this does not mean that
the other 4.9 Mt/year is a dead certainty to come on-stream. Although Tenke
Fungurume started production in 2008, the political instability of the DRC
remains extreme, and without resolution could pose a threat to production. When
working at full steam ahead, Tenke will produce 450,000t/year — copper that the
global market will need. The problems at Oyu Tolgoi in Mongolia are already
well documented. At full capacity it will produce 440,000t/year of copper, but
its development has been dogged by wrangles for years. Rekodiq in Pakistan
could produce as much as 225,000t/year of copper, while Udokan in Russia will
potentially yield almost 500,000t/year, but given the underlying risk factors in
both states, it would be unwise to consider them unquestionably reliable sources
of much needed new copper.

If all the planned new projects start on schedule — a big if — then the additional
6.5 Mt/year of copper supply will in any case suffice only to keep in step with
our conservative scenario for newly emerging demand by 2020. But if world
copper demand growth averages 5%/year over the next 10 years then we will be
facing a severe structural deficit, with all that implies for the copper price.
Expansions of existing mines and the commencement of new, smaller projects
could make up the difference; but the flip side to this is that some mines will
also be reaching the end of their operational life, and many small projects are
also located in high risk jurisdictions and could easily be subject to delay. There
are also, of course, the perennial problems of unforeseen supply disruptions
from strike action and force majeure events.

The global economic and financial crisis has caused investment to dry up,
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production from mines to be put on hold and exploration to be suspended. All of
this will take time to reverse, and creates additional supply concerns once
Western markets join Eastern ones in recovery. Overall, copper is headed for a
supply crunch and therefore a sustained price rise. Should all factors fall
favourably on the supply-side then we do not see a sustained market deficit in
the long-term, but history tells us that things do not always go to plan. For all
these reasons, we expect copper prices to rise and keep on rising in the medium
to long term. This does not mean that we will avoid the possibility of some
short-term corrections, particularly over the next few months, given that prices
have been bid up on China’s astonishing thirst for copper imports — a good
portion of which metal has been stockpiled and may come back onto the world
market.
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Hedge funds activity

News

+ Aug 13™ Atticus Capital announced its intention to close the Atticus Global
fund, worth $3.4bn, and Atticus Trading, worth $600m, leaving just the
$1.1bn Atticus European Fund in operation. At its peak in 2007 Atticus
Advisors managed an estimated $20bn. Investors will have their cash returned
by the end of 2009.

+ Aug 12" The CFTC issued hedge fund Amaranth Advisors with a $7.5m fine
for allegedly manipulating natural gas futures on Nymex.

+ Aug 4™ The Alternative Investment Management Association (AIMA)
estimated that the proposed EU Directive to regulate hedge funds could end
up costing EU pension funds as much as $36bn per year if it goes ahead in its
current form. French, German and Danish politicians anxious for greater
regulation of hedge funds and private-equity funds are spearheading the
Directive.

+ July 30" Hedge fund managers and representatives from oil companies and
trading houses were summoned to a meeting with the UK Financial Services
Authority (FSA). According to a statement from the FSA the meeting will be
an opportunity to “discuss market efficiency and transparency.”

+ July 30" The CFTC will now regularly include data covering large positions
in ICE Futures Europe’s West Texas Intermediate crude oil contracts which
are settled against the cash price of crude oil on Nymex. The data will be
included to complement efforts to make large trading positions “more visible”
to authorities. The CFTC also plans to expand regular data reports to include
positions held in energy futures markets by hedge funds and swap dealers.

Analysis
* Subdued returns in June

Hedge funds in our database posted only modest gains in June, returning 0.17%
on average. The subdued performance follows a 4% gain in May, which was the
highest monthly return since 2007. Considering that these funds are still in
positive territory for the year, the dip in June appears to be more corrective than
directional — a reminder that although the worst is over and the outlook for the
sector is far more positive than it was at the start of 2009, it will not be an easy
year for the remaining inhabitants of the hedge fund universe.

Returns from funds with some commodity exposure dipped into negative
territory by 1.01% but still remain in positive territory for the year, with an
average monthly gain of 0.66%. Funds with more than 50% of their assets
devoted to commodity strategies were just in the black, with 0.02% returns for
May but also still positive over 2009 as a whole, with an average monthly gain
of 0.49%. Metals funds fell by 1.7% and softs funds by 1.9%, with energy funds
dropping into the red by 2.02%.

The intention of policymakers within government to more tightly regulate the
hedge fund sector has taken a sharper focus, with energy markets remaining a
favourite target, even though crude is much cheaper than it was last summer.
Changes to the trading environment as a result of renewed regulatory zeal are
likely to feature more stringent position limits, and in the US with those limits
enforced by the CFTC rather than by individual exchanges. Exemptions from
adhering to these limits will also be harder to come by without solid proof of
hedging requirements. Such changes will obviously affect hedge funds trading in
these markets — but they are not insurmountable.
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Gold

News
+ Aug 18™ India’s gold imports in July were 7.8t, v. 24t in July 2008,
according to the Bombay Bullion Association.

970
960 4 * Aug 11" The BNP Paribas Fortis Financial Gold and Hedging Report found
950 1 that global gold hedging fell by 1.2 Moz in Q2 2009, resuming its trend of
940 decline after Q1 2009’s modest increase. The global hedge book now stands
030 at 14.7 Moz, far below the 102 Moz of 2001. With so much less hedging,
dehedging volumes are declining — the year-on-year fall of 4 Moz is the
920 - . .
lowest since records began, in 2001.
9101 * Aug 5™ Turkish gold imports, as recorded by the Istanbul Gold Exchange,
900 | | ‘ ‘

1-Jul 11-Jul 21-Jul 31-Jul 10-Aug

Source: London Bullion Market Association

Comex: Non-commercial net position (tonnes)

were 14.1t in July, the highest monthly figure since September 2008 and also
the first year-on-year increase since that date.

Analysis
* Central Bank Gold Agreement (CBGA) renewal

As matters turned out, the long-awaited renewal of the CBGA, announced by the
European Central Bank on 7™ August, was a bit of a damp squib. Much is

288 familiar, with the signatories being the same as those of the CBGA 11, except for
200 the addition of the Slovakian National Bank. The primary difference is that the
600 sales limit will be reduced to 400t/year, from 500t/year previously, which

500 returns the cap to the level of the original 1999 CBGA. It also sees the removal
400 of the lending cap, which prohibited gold lending above the levels prevailing in
‘;’88 September 1999. The International Monetary Fund (IMF) is not a signatory to

100
0
Aug-07 Jan-08 Jun-08 Nov-08 Apr-09

Source: VM Group

Turkish imports, kg

the CBGA, even though it looks like providing the bulk of the sales in the first
few years. The text of the Agreement noted that the “signatories recognise the
intention of the IMF to sell 403t of gold and noted that such sales can be
accommodated within the above ceilings” of the new CBGA. At present we
aren’t aware of any other sellers, and it looks likely that the 400t/year limit will
be undershot significantly, at least in the first few years. Sales in the last year of
the existing CBGA have been just above 140t with less than two months to go,
and the pace of sales has slowed dramatically — we estimate only a few tonnes of
gold have been sold since the start of July.

50,000
45,000 4 Outlook
40,000 1 Considerable volatility has marked the dollar gold price so far in August,
85,000 4 shifting between almost $970/0z and $930/0z in the space of a few days. This
80,000 1 volatility is mostly dollar driven, with the currency markets undecided
22’828 between a dollar collapse and a dollar revival. The CBGA renewal has
; 51 000 | ended some uncertainty, although whether it has a bullish or bearish impact
10,000 will only be revealed once we see the volume of sales that actually
5,000 materialises. Physical demand remains weak, even though Turkish sales
0 have picked themselves up from the floor. India’s gold imports remain at a
Jan-06  Jan-07 Jan-08 Jan-09 very low level — and might not improve this year, given the poor monsoon —

Source: Istanbul gold exchange

which shows how much the price is currently dependent on investment
demand. Short-term London PM fix: $920/0z-$965/0z.

Market data (July unless stated)

Prices $/0z €/oz Rand/kg ETF Tonnes Monthly Lease im 3m 6m 12m Option volatility
investment holdings change rates (end month, %)
Average 934 664 238,255 US(2) 1,145.1 (46.2) Average 0.00 0.12 0.50 0.85 1-month 15.25
High 955 671 244,689 UK(2) 216.0 (6.3) High 0.11 022 0.61 0.93 3-month 19.80
Low 909 650 233,103 Aus 13.7 - Low (0.07) 0.03 0.39 0.80 6-month 23.50
S. Africa 40.5 3.3 12-month 25.75
Swiss ZKB 205.1 7.4 24-month 26.00
India (5) 5.2 0.1
Turkish 15 -
German 31.7 0.9

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
Silver price ($/0z) + Aug 16™: Fresnillo, the Mexican silver producer, said it expects attributable

15.5 production to be between 37-38 Moz in 2009, up from 34.8 Moz in 2008. It
150 ] anticipates its 2010 production rising another 2%-3% from 2009 levels; 1H

' 2009 production was 18.8 Moz, 7.8% higher than the same period of 2008.
14.5 1 + Aug 11™ Pan American Silver, a Canadian miner with assets in Latin and
14.0 4 South America, produced 5.8 Moz in Q2 09, 24% higher than the same period
135 ] of 2008. It plans to produce 21.5 Moz in 2009 as a whole. Silver Wheaton,

' another Canadian producer, saw output of 3.8 Moz over the same period.
13.0 1 * Aug 7% Coeur d’Alene, the US silver miner, produced 4.3 Moz in Q2 09,
125 1 74% higher year-on-year.
120 | | | | « July 24™ ETF Securities, the London-based fund company, launched a silver

ETF on the NYSE Arca platform. By 7" August the fund held 5.7 Moz of

1-Jul 11-Jul 21-Jul 31-Jul 10-Aug ) ) i
physical silver, equivalent to 177.3t.

Source: London Bullion Market Association
Analysis
* Silver climbs back up

Nymex: Non-commercial net position (tonnes)

Silver roared higher in mid-August, fixing on 13™ August at $15.07/0z, its

14,000
highest since June. The metal was boosted by far stronger than expected
12,000 A : . .
European economic data, with both Germany and France reporting Q2 2009
10,000 1 GDP growth, giving rise to expectations that industrial demand for silver might
8,000 also benefit from an improving macroeconomic outlook.
6,000 - o .
We have often noted silver’s rather curious status as part-monetary, part-
4,000 industrial metal, and how this means it can get pulled in opposite directions by
2,000 economic forces. However this current bout of economic optimism saw the
0 dollar decline, as investors shifted towards riskier assets, and both gold and

copper reacting positively; thus there was only one direction the silver price was

Aug-07 Mar-08 Oct-08 May-09 i
going.

Source: Comex

The gains could not be sustained however in the face of a stronger dollar, with
the silver fix in London on 18™ August back down at $14.09/0z. As has been the
case for much of the last year, perversely it was weak US economic data — in

ETFS US silver ETF, holdings, tonnes

200 this case consumer confidence — that saw a reversal of the increasing risk

180 4 appetite, and therefore safe-haven gains for the US currency.

160 'J

140 A Outlook

120 4 Investors continue to have faith in silver, with the immediate success of the

100 1 new US ETF a strong testament to that. The price, even after the recent
80 7 correction, remains relatively high however, and further substantial gains
60 7 will require at least two of the following: much firmer evidence of
401 recovering industrial demand, a weak US currency, and continued investor
28 | /_I inflows. All of these are on the cards right now, although we might need to

200U 24dul 80-dul  05-Aug wait until October for confirmation.

Source: VM Group from company data Short-term London fix: $12/0z-$14.50/0z.

Market data (July unless stated)

Prices $/0z eloz £/oz Lease im 3m 6m 12m Imports Exports ETF offtake (tonnes) Option volatility
rates Holdings Change (end month, %)
Average 13.35 949 8.16 Average (0.14) 0.04 0.49 0.91 USA (May) 96,041 106,645 US 8,605 - 1-month 31.75
High 1406 9.89 853 High (0.02) 0.14 060 0.97 Japan(May) 139,203 431,671 UK* 586 7 3-month 33.25
Low 1247 892 7.68 Low (0.26) (0.05) 0.38 0.86 China(May) 382,054 378,616 Swiss 1,628 101 6-month 34.75

12-month 35.75
24-month 36.25

Source Price: London Bullion Market Association, Others: VM Group * Includes ‘basket’ ETF
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Platinum price ($/02)
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Platinum

News

* Aug 12" South African PGM miner, Aquarius Platinum, announced it had
produced in the year ending 30™ June 2009 455,675 PGM ounces, down 9%
from 500,203 oz in 2007-2008. The shortfall was attributed to the suspension
of mining at its Everest mine in December 2008.

+ July 28" Anglo Platinum, the world’s biggest platinum producer, received a
$1bn capital injection from Anglo American, but said it was delaying a
planned Rand 32bn ($4bn) of capital expenditure in order to lower costs. The
company produced 652,400 oz of platinum in Q2 2009, 14% higher than in
Q2 2008; operating cash flow fell sharply.

+ July 24™ Lonmin said that a shutdown in its Number One furnace would
impact on its ability to refine some of its PGM inventory, but it reiterated its
target of full year (ending September 2009) platinum sales of between
680,000-700,000 oz. The company had earlier said Q3 2009 sales were
178,494 oz, down from 180,270 oz in Q3 2008.

Analysis
e Platinum firm — but too firm?

On 6™ August 2009 platinum fixed in London at $1,281/0z. This was just $1/0z
lower than it fixed two years previously, on 7" August 2007, immediately before
the credit crunch took centre-stage in the world’s financial markets and
economies. Platinum of course has been much higher and much lower than that
price since that date in 2007. But, given what has happened since then to car
markets, particularly in developed countries, its resilience is quite remarkable.
Palladium, which shares many of the same demand sources, has fared much
worse — back in August 2007 it was around $360/0z; as of 17" August it was
$274/0z. Platinum has been helped by several factors. First, supply difficulties
continue to limit the amount of new metal coming to market. These memorably
reached a head in early 2008, when the price soared above $2,000/0z. But they
remain a problem today, with a constant battle against rising costs. Threats of a
strike at Eskom, South Africa’s national power generator, underline the risks.
Second, on the demand side, platinum has been lucky, in the sense that its major
market, European (diesel) cars, has been protected by government intervention
in the form of generous scrappage schemes and tightening emissions legislation.
Furthermore, Chinese jewellery demand has been very healthy, demonstrating
that the economic crisis has not hit China anywhere near as hard as most other
countries.

300,000 -
200,000 1 Outlook
100,000 -| Platinum eased in mid-August, fixing at $1,221/0z on 18™ August as the
o ‘ ‘ dollar strengthened. Its outlook seems strong — car sales are improving
Jan-09  Mar09 May-09  Aug-09 globally and supply is constrained. But a lot of this is already in the price —
speculators are as long on Nymex as they have been since 1996 — and we
UKETFS B don’t foresee major gains from here. Short-term London pm fix: $1,150/0z-
Source: VM Group from company data $1’250/ 0z.
Market data (July unless stated)
Prices $/0z Leaserates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (02) Option volatility
*ETF ZKB (end month, %)
Securities
Average 1,161 Average 0.0 07 12 1.5 USA May) 441 157  Jun-09 322,582 176,537 1-month 27.50
High 1,213 High 1.3 20 26 30 Japan(May) 5821 2,362 Jul-09 330,056 176,466 3-month  31.75
Low 1,095 Low 03 04 1.0 1.0 Switzeland May) 8196 4,718 6-month  34.25
China (May) 2,932 15 12-month 37.75
24-month  39.00

Source Price: London Platinum and Palladium Market, Others: VM Group

*ETF Securities includes platinum held in ‘basket’ ETF
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Palladium
- - News
Palladium price (8/0z) * Aug 6" Stillwater Mining, the US PGM producer, mined 106,000 oz of

280 palladium in Q2 2009, up from 97,000 in Q2 2008. Platinum production was
also higher and the company reaffirmed its 2009 guidance of 495,000 PGM

2707 ounces for the full year.

260 4 « July 30" Norilsk Nickel, the world’s largest palladium producer, produced
0.765 Moz in Q2 2009, substantially lower than the 0.841 Moz produced in

250 Q2 2008. Platinum production fell to 0.174 Moz from 0.200 Moz in the same

240 period.

230 Analysis

250 * Price at highest in nearly a year

1-Jul 11-Jul 21-Jul 31-Jul 10-Aug . 0 o .
Palladium on 4™ August hit its highest fix since September 2008, $274.50/0z.

Source: London Platinum & Palladium Market This was 10% higher than the price a month previously. As with platinum,
supply concerns played a part in its gains, but for palladium the main bullish
factor is car sales in its major two markets — a continued boom in China, and
signs of an economic recovery in the US. China saw 832,600 passenger cars sold
1,400,000 in July. This was down from the 872,900 record in June, but July is always a
weaker month and, on a year-on-year basis, sales were an astonishing 70.5%
higher, compared with June’s 48.4%. Translated into units, this is 344,400 more
sales taking place. It is sobering to note that in July 2004, just five years ago,
only 170,000 units were sold.

Nymex: Non-commercial net position (ounces)

1,200,000
1,000,000
800,000

600,000 Yet despite the huge growth in the Chinese market, no palladium recovery could

ever get legs without a rebound in the US market. Back in 2003-2006 US
monthly sales averaged about 1.4m units, still far higher than current sales in
China; but the recent slump meant in 1H 2009 they averaged just 793,681 units,
only just more than half. July, however, saw 933,333 units sold, the highest
since September 2008 and just 11.4% lower than the same period of 2008,
Source: CFTC compared with June’s year-on-year decline of 29.7%. July’s sales figures were
aided towards the end of the month by the start of the “cash-for-clunkers”
programme, giving financial incentives to trade in old vehicles for less polluting
new ones. The scheme, which was originally given $1bn, enough for about

1,600 250,000 new vehicles, ran out of funds quickly (it is believed — the

400,000

200,000

0
Aug-07 Mar-08 Oct-08 May-09

US & China car sales, 000 units

1,400 | USA administration of the scheme has not been well handled), and Congress

1200 | authorised another $2bn. This should continue to support sales over the next few
’ months.

1,000 A ,
800 1 7 Outlook
600 A Palladium remains a long way below the price it was trading at when the
400 1 China credit crisis began in August 2007, even though platinum has regained that
200 1 level. The cheaper metal is more reliant on car sales and the US, which has

o been hit more badly than other areas. However, with the US incentive

scheme there are positive changes taking place, and China remains a
success story. The only question is — has the fresh optimism already been
Source: Reuters Ecowin priced in? Short-term London pm fix: $250/0z-$280/0z.

T
Jan-07 Nov-07 Sep-08 Jul-09

Market data (July unless stated)

Prices $/0z Lease im 3m 6m 12m Trade (kg) Imports Exports ETF offtake (02) Option volatility
rates *ETF ZKB (end month, %)
Securities
Average 246.8 Average  (0.17) 0.49 1.02 1.28 USA (May) 339 452 Jun-09 314,004 556,401 1-month 34.50
High 259.0 High 1.32 207 266 291 Japan (May) 309 2,650 Jul-09 343,453 549,832 3-month 38.50
Low 231.5 Low (0.43) 0.25 0.80 1.08 Switzerland (May) 2,509 5,136 6-month 41.50
China (May) 2,228 0 12-month  44.50

24-month 45.50

Source: London Platinum and Palladium Market, Others: VM Group *ETF Securities includes platinum held in ‘basket’ ETF
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Aluminium

News

+ Aug 18™ UC Rusal, the world’s biggest aluminium producer, said at least
500,000t of output would be lost, about 11% of its total production in 2008,
following the fatal accident at a Siberian hydroelectricity plant.

+ Aug 12™: A Reuters poll of analysts showed that consensus forecasts were for
the aluminium market to stay in surplus for the foreseeable future, as new
projects commence production and high prices encourage restarts of idled
capacity.

* Aug 11" Chinese imports of unwrought aluminium fell 37% month-on-
month in July, to 222,858t. On a year ago basis they were up 176.8%. China’s
production of primary aluminium in July rose 1.3% on the month to 1.068
Mt, according to the country’s National Bureau of Statistics.

Analysis
» Strong ... but weak, too

Against the backdrop of rising LME aluminium stocks and the growth in
primary production from new and restarted capacity, the aluminium price has
been rising, along with the rest of the base metals, and testing new multi-month
highs. This rally is however quite firmly attached to the lock-up of almost 70%
of LME warehouse metal in term financing deals, while the weak US dollar has
also lent support. But the overriding driver has been the general speculative feel-
good factor sweeping across the entire complex, which has largely discounted
aluminium’s poor fundamentals. We do not subscribe to the view that, because
the aluminium price has trailed the recovery in the other base metals in 2009,
this rise is set in stone. The market surplus mitigates against price strength,
despite signs of recovery in the US and Europe together with continued growth
in China. Admittedly, the huge level of destocking during the worst of the
recession could see a strong phase of restocking in Q3 and Q4 2009, and with
much of the ‘available’ metal tied up, a battle may ensue over the scraps. But
surely at current prices some of this locked-up metal ought to find its way back
into the market?

Outlook

What to make of a metal that, despite fairly appalling supply-demand
fundamentals, has recovered in price as strongly as aluminium? As with all
the rest of the base complex, speculative investors have returned in force
and have driven this rally far beyond what the fundamentals currently
justify. Even when the key construction and automotive sectors fully
recover, the aluminium market will continue to be in over supply for many
months, due to new smelter capacity and restarts of previously idled
production in China and the West. We remain convinced that the price has
got ahead of itself and that a modest correction will happen; the longer the
price remains so disconnected from fundamentals, the greater the build-up
of surplus metal. Unexpected events such as the Siberian hydro tragedy are
not enough to give long-term support. Short-term LME three-month price:
$1,800/t-$2,500/t.

Market data (July unless stated)

Prices Cash 3-month 15-month 27-month LME stocks Tonnes Prod (kt) May June LME Open Interest
($/1) (contracts), latest
Average 1,658 1,686 1,796 1,886 Jun-09 4,394,825 Europe 657 630 Aluminium 749,158
High 1,827 1,847 1,953 2,045 Jul-09 4,564,800 Americas 614 587
Low 1,531 1,566 1,677 1,767 Asia 374 361
China 984 1,029
Other 328 1,321
Total 2,957 3,928

Source: London Metal Exchange, except Production: International Aluminium Association
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Copper

News

+ Aug 12™: Chinese smelters settled mid-year copper treatment and refining
charges at $48.50/t and $4.85/pound with miners, down from $75/t and
$7.50/pound for full-year contracts agreed at the beginning of 2009. The fall
is attributed to the tighter copper concentrates market, which has been
disrupted recently by mine related problems in Chile and elsewhere.

+ Aug 11™: Chile’s Escondida, the world’s biggest copper mine, restarted
operations at its SAG mill after it finished repairs. Output at Escondida had
deteriorated in Q1 2009, in part due to the failure of the mill.

« Aug 11™ China’s July imports of unwrought copper and semi-finished
copper products fell to 406,612t from June’s record 475,999¢t, according to
customs data. Refined copper production edged up 0.2%, to 336,000t.

Analysis
* The bulls remain firmly in charge

The copper price has defied gravity since Q1 2009, with expectations of a
correction in the so-called quieter summer months of Q3 well and truly
squashed. LME three-month copper hit a 10%-month high of $6,450/t on 13"
August, largely on speculation that a global economic recovery is already
underway. This was supported by comments from the US Federal Reserve,
which observed that the US economy was stabilising. China’s imports of
unwrought copper and copper products in July were almost 15% lower than in
June, at 406,612t, but this was shrugged off by the market, which paid much
more attention to the fact that they were nevertheless very high —up 118% year-
on-year. Also, China’s copper scrap imports in July soared by 60%, month-on-
month, to 450,000t, which highlights that the higher refined price has begun to
stimulate the scrap trade. Against this tide of positives, growing LME warehouse
stocks, up 10.7% from 1* July to more than 292,000t in mid-August, and rising
off-market stocks in China, suggest the rally may be living on borrowed time.
We estimate more than 800,000t of copper is held off-market in China, and this
figure is beginning to balloon. At some point this metal will be released back
into the market, depressing Chinese apparent demand and pressuring the price.
We anticipate that this could happen later in Q3 or in Q4 of this year.
Interestingly, while positions on the LME accumulated in the months from
September to December 2009 have somewhat stabilised, there has been a build
up in long positions in far-dated contracts. This implies that new long positions
are being built up and demonstrates the bullishness of copper’s longer-term
fundamentals, with supply concerns forming the bedrock of support.

Outlook

China’s July output of semi-finished copper products and copper-rich
power cables fell 14% from June, which suggests that Chinese demand
could be waning and should serve as a warning sign, along with rising LME
stocks and lower Chinese unwrought copper imports in July. However,
sentiment right now only has eyes for probable medium-term tightness; any
correction, should there be one, will thus be short-lived. Short-term LME
three-month price: $5,700/t-$6,300/t.

Market data (July unless stated)

Prices ($/1) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest
(contracts), latest

Average 5,191 5,195 5,201 5,183 Jun-09 265,725 Copper 250,462

High 5,615 5,620 5,610 5,570 Jul-09 282,125

Low 4,821 4,820 4,855 4,850

Source: London Metal Exchange
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Nickel

News
LME nickel price ($/1) + Aug 11™ Vale Inco shut down its Thompson nickel complex in Canada,
22,000 including processing facilities, for scheduled maintenance. Thompson
21,000 operations consist of three mines, a mill, a smelter and a refinery that
fg’ggg 1 produces 59,000t/year of electrolytic nickel.
18,000 + Aug 5™ China’s Jinchuan Group will take a stake of about 51% in Zambia’s
17,000 1 Munali nickel mine, which is due to resume output in September after
12’888 1 stopping in March.
14.000 1  Aug 1*: Some unionised miners at Vale’s Ovoid mine, which is part of the
13,000 w w w w Voisey’s Bay nickel operations in Canada, went on strike. The mine was due
T=dul 11-Jul 21-Jul 31-Jul10-Aug to reopen after a one-month shut down, but will now remain closed
Gt smonth ind'eﬁnitel‘y or qntil agreement is reached. The mine produced 77,500t of
finished nickel in 2008.
—15-month ———27-month
Source: Reuters Ecowin Analysis

* Demand picking up?

LME nickel stocks (tonnes)

Rising Chinese supply and falling LME warehouse stocks suggest a pick up in
120,000 underlying demand. This is backed up by many stainless steel mills, which now

110,000 1 are talking more confidently of the end of the collapse in demand; but the rise in
orders is largely due to restocking rather than any discernible rise in real
100,000 - . . . .
consumption. Such has been the scale of destocking during the recession,
90,000 1 though, that restocking could very well erode the market surplus; we estimate a
80,000 + refined nickel surplus close to 80,000t in 2009. The mood is beginning to swing
70,000 - back to a more positive outlook in the medium-term, and nickel mine supply
60,000 - problems are also lending support, with the strike at Vale’s Sudbury operations
50,000 in Canada and the halt to construction work at Papua New Guinea’s nickel
40,000 | | project being particularly notable. One caveat to this is the swing factor of the

low-grade nickel pig iron market, which is steadily coming back online and
could account for more than 100,000t/year of nickel metal at full tilt. This would
Source: LME obviously put pressure on an already saturated market. But with the LME three-
month nickel contract pushing towards $20,000t in August, it must be asked
whether the price has come back too strongly, too fast? With idled supply fast
coming back online, nickel pig iron producers flexing their muscles again, and

Aug-08 Dec-08 Apr-09  Aug-09

Nickel forward curve, various dates

(spot = 100) new supply being commissioned, a rapid recovery in real demand will be crucial
102 in order to sustain prices at current levels, let alone see further upside.
101 A
100 4 Outlook
99 The recovery in Chinese stainless steel mill utilisation capacities, above 90%
now, suggests that demand is recovering. But has nickel jumped the gun?
98 - . . - Lo .
Our view remains that the market is in danger of being inundated with
91 metal — a global surplus of 80,000t, which is what we expect by end-2009, is
96 1 a lot of metal. Yet this excess metal may find itself moved into off-market
95 stocks; that could put further upward pressure on the nickel price later in
Spot  3m  15m - 27m 2009 or early 2010.
e _atest 1m ago ===Year ago

Short-term LME three-month price: $18,000/t-$22,000/t.

Source: VM Group from Reuters Ecowin

Market data (July unless stated)

Prices ($/1) Cash 3-month 15-month 27-month LME stocks Tonnes LME Open Interest
(contracts), latest

Average 15,909 15,961 16,055 15,989  Jun-09 109,584  Nickel 103,941
High 16,995 17,000 17,100 16,825 Jul-09 105,864
Low 14,360 14,405 14,600 14,560

Source: London Metal Exchange
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