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Metals and plastics - Strategic view

Analyst: Carl Firman Introduction

VM Group The spectacular rise in the gold price has overshadowed what has been a

Tel: +44 20 7569 5930 remarkable rally in base metals — the prices of all of which, except aluminium,
Email: carl@vmgroup.co.uk are at levels well above the marginal cost of production. This across-the-board
Analyst: Matthew Turner price strength in base metals has (and is) encouraging the resumption of output
VM Group everywhere, even though Western demand levels remain subdued. 2010 is

Tel: +44 20 7569 5934 therefore shaping up to be a battleground between OECD recovery, continued
Email: mathew@vmgroup.co.uk robust Chinese demand, and the degree to which production might threaten
Analyst: Gary Mead surpluses.

VM Group
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. This price boom has had little to do with fundamentals — they are still playing
Email: gary@vmgroup.co.uk

second fiddle to speculation. If simple supply-demand logic held sway then a
severe price correction for most base metals would be the outlook. But 2010 will
see steadily improving economic recovery in combination with interest rates in
the biggest economies remaining close to zero. In such an environment, where
reinvigorated speculative investment is hunting for good returns, base metals
(and other commodities) will remain attractive. Prices next year could therefore
well burst through the peaks of 2008.

Gold

Gold sprinted over $1,100/0z on the stunning news that the Reserve Bank of
India bought 200t of gold from the IMF. Each time we think the rally has run its
course a new bullish factor emerges. It may have further to run, although the
higher it goes the greater becomes the chance of a sharp correction. However,
the underlying support for this bull-run — bottomed out US interest rates, a sickly
dollar, and a structurally challenging US budget deficit ($176bn in October
alone) — will be with us for months to come, and wary investors will stick by
gold in that context.

Silver

Silver has no central bank story; that’s normally a benefit, but right now silver’s
efforts to keep up with the gold rally leave it increasingly exposed to an
industrial demand-side that has yet to really improve.

Platinum

European car markets seem to be holding up well despite some government
incentive schemes being withdrawn. The falling diesel share is giving cause for
concern — against that, the threat of much higher power costs in the main supply
source, South Africa, over the next couple of years will keep supply-side risks to
the forefront of speculative investment thinking.

Palladium

US car sales have stabilised, despite the end of the cash-for-clunkers scheme.
Put that together with the extremely bullish longer-term demand projections for
the Chinese car market and palladium’s price prospects are looking increasingly
good.

Aluminium

Falling LME stocks is a price-positive sign, but this has been offset by additions
to SHFE stocks and vast off-market stockpiles. OECD recovery, when it comes,
will soak up some of this excess, but maybe not nearly enough to prevent
massive market surpluses next year — which will not be helped by China
continuing to ramp-up its output.

Copper
Weak OECD demand, rising LME and SHFE inventories, as well as softer
Chinese imports, have all helped hold back fresh price rises following the
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speculative-driven rally of the past two months. There appears little in the near-
term that should change this dynamic.

Nickel

The good news for nickel is that there are nascent signs of recovery in the
stainless steel sector. The bad news is that these are being overwhelmed by the
vast surplus in the nickel market and emerging excess capacity in China’s
stainless sector. Without the anticipated sharp recovery in OECD demand, the
nickel price is vulnerable to correction.

Lead and zinc

Both will be in large surplus in 2009. This could persist in 2010, as previously
halted supply comes back on-line. But both have unique fundamentals, which
should ensure they find support, even if the current cross-commodity rally
falters.

Tin

Signs of recovery in China’s electronics industry and in that of tinplate and tin-
based chemicals should offset the end to Indonesia’s latest curb on production.
The market is therefore well placed for the eventual upturn in OECD fortunes.

Steel

China’s daily crude steel production of 1.663 Mt in October exceeded that of
September and was close to August’s record levels. Despite government
exhortations to rein-in output and rising inventories, China’s steel makers are
pushing ahead regardless. This is negative in the short-term and may spark a
trade war should China’s excess find its way into international markets.

Plastics

Additional production capacity from the Middle East and China will put
pressure on the LME PP and LL prices in Q4 2009. With demand outside of
China still weak and little evidence as yet of any production cuts to reduce
surplus stock, 2010 is shaping up to be a year in which plastics prices are likely
to come under considerable pressure.
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Forecasts

Price forecasts

13" Nov 1-month 2-month 3-month 12-month
Gold $ /oz 1,104.0 1,050-1,175 1,700 1,200 950
Silver $/oz 17.32 16.00-19.20 18.00 19.50 14.50
Platinum $ /oz 1,359 1,350-1,460 1,400 1,400 1,420
Palladium $ /oz 354.0 340-380 350 350 360
Aluminium (3-month) $ /tonne 1,937 1,750-2,100 1,900 2,000 2,100
Copper (3-month) $ /tonne 6,512 6,000-6,850 6,550 6,600 6,995
Lead (3-month) $ /tonne 2,262 1,950-2,550 2,025 2,075 2,500
Nickel (3-month) $ /tonne 16,250 15,000-19,000 19,215 20,155 25,000
Tin (3-month) $ /tonne 14,800 14,000-15,500 15,225 14,125 18,000
Zinc (3-month) $ /tonne 2,167 1,950-2,400 2,095 2,100 2,350
Plastic: LL (Global) $ /tonne 970 880-920 1,000 1,000 1,000
Plastic: PP (Global) $ /tonne 945 875-1,020 1,000 1,000 1,100
Steel: (3-month) Med $ /tonne 380 380-420 450 500 850
Steel: (3-month) Far East $ /tonne 500 480-560 450 500 800

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

Gold $ /oz 1,058 925 950 800 800
Silver $ /oz 17.93 14 14 10 10
Platinum $ /oz 1,363 1,427 1,500 1,400 1,300
Palladium $ /oz 364 352 350 350 350
Aluminium (3-month) $ /tonne 1,971 2,652 2,500 2,650 2,700
Copper (3-month) $ /tonne 6,885 7,788 7,500 7,500 7,500
Lead (3-month) $ /tonne 2,356 2,803 2,400 2,400 2,400
Nickel (3-month) $ /tonne 22,121 26,250 20,000 20,000 20,000
Tin (3-month) $ /tonne 16,104 19,854 17,5600 17,500 17,5600
Zinc (3-month) $ /tonne 2,250 2,992 2,000 2,000 >2,000
Plastic: LL (Global) $ /tonne 1,000 1,000 1,000 1,000 1,000
Plastic: PP (Global) $ /tonne 1,100 1,100 1,100 1,100 1,100
Steel: (3-month) Med $ /tonne 1,000 1,200 1,000 1,000 1,000
Steel: (3-month) Far East $ /tonne 900 1,000 1,000 1,000 1,000

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

The Dow-Jones UBS (formerly Dow-Jones AIG) commodity index announced
its new commodity weightings for 2010 in early November. These will come
into force during the roll period that begins on the 6"-10"™ working day of 2010,
which we calculate as 11%-15™ J anuary.

In general, commodities whose volume traded, annual production, and prices are
rising more than the others will see their share of the index increase. As these are
five-year rolling averages (so the average one year of 2002-2006, and the next of
2003-2007) the changes are not usually large. Comparing the 2010 weightings to
those of 2009, the biggest change will be to CBOT corn, whose share will rise
from 5.72% to 7.09%, an increase of 1.37%, or nearly one-quarter. It needs to be
noted that the change between the 2009 weights and those for 2010 is not the
actual rebalancing that will occur, simply because the index is no longer at the
2009 weights. Instead, the actual weightings of the index vary throughout the
year, as the relative prices of each commodity move. Because price movements
in one year can be quite volatile, this impact of the rebalancing can often be
larger than the change in target weights.’

The chart below shows how this happens for corn and copper. After the 2009
rebalancing they had target weights of 7.3% and 5.7% respectively. For the start
of 2010 their target weights are 7.6% and 7.0%, an increase for both. However,
the thick lines in the chart show the evolution of their actual weights for each
day since January 2009. Corn has lost ground in relative price and so, as of 13"
November, its weight had fallen to just 4.3% of the index. This will change, as
the price continues to move prior to January 2010; but if the change is only
small, then, come the rebalancing, corn will in fact see a larger increase than one
would think, simply from the published re-weighting target. Conversely, the
copper price has risen strongly this year and its current actual weight is 10.9%. If
it remains at this level by the start of 2010 it will in fact be rebalanced down,
despite the increase in the published 2010 weight over 2009

Share of Dow-Jones UBS held by copper and corn

2009 weight Current (13th Nov 2009) weight 2010 weight
14 14
12 4 Copper - 10.9% 12
10 4 - 10
8 - - 8 Copper - 7.6%
Copper - 7.3% b
6 -6 Comn-7.0%
Comn -5.7%
4 -4
P Corn - 4.3% 2
0 T T T T T T T T T T T - 0
Jan-09 Feb-09 Mar-09 Apr-09 May-09 Jun-09 Jul-09 Aug-09 Sep-09 Oct-09 Nov-09 Dec-09 Jan-10
Corn Copper

Source: VM Group

We can repeat this exercise for all the commodities in the index. Also, as we
have an estimate of the AUM of funds linked to the index, we can calculate how
many futures’ contracts will need to be bought or sold to achieve the desired

5 Indeed, even if the target weights of the index remained unchanged, rebalancing would still
occur, as the actual weighting would have changed in line with relative price movements.
Imagine a commodity index worth $2, made up of one unit each of two commodities, A and
B, which are both worth $1. Thus the actual weighting is 50:50, which we can assume was
equal to the target weighting at the start of the year. Let’s then assume that over the first year
the price of A doubles to $2, while that of B remains the same, at $1. Now the index is worth
$3, $2 of A and $1 of B. Thus the actual weighting is now 66:33 A:B. If the index wants to
return to the original weighting of 1:1, it would need to sell $0.50 of A and purchase $0.5 of B.
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weights. But as the price of these commodities changes every day, the actual
amount of rebalancing will not be known until early January.

This can be seen from the table at the top of the article, which (reading from left
to right) shows the commodity/exchange; the 2009 starting weight; the current
actual weight; the new 2010 target weight; and the change in weight that, on
current trends, will be needed in January 2010. We have then converted this into
$bn, based on an AUM of $40bn (based on a simple up-rating of the $36bn
Dow-Jones UBS estimated at end-Q2 2009), and calculated the number of
contracts that will be bought/sold, based on current prices (13™ November) and
contract size.

S&P GSCI reweighting

Weighting

Exchange Contract 2009 CPW 2010 CPW 13-Nov-09 With 2010 Change Change in $ if Change in Change in
CPW AUM = $70bn number of contracts as %
contracts of open
interest
LME Aluminium 36.2 38.1 2.31 2.40 0.09 63,705,071 1,331 0.1
LME Copper 15.8 16.2 3.43 3.46 0.03 18,996,811 17 0.0
LME Lead 7.0 7.3 0.53 0.54 0.01 7,960,526 141 0.1
LME Nickel 1.2 1.3 0.66 0.67 0.01 5,650,983 59 0.0
LME Zinc 10.0 10.3 0.72 0.73 0.01 6,002,379 12 0.0
COMEX Gold 80.8 80.1 3.01 2.94 (0.06) (44,461,026) (398) 0.1)
COMEX Silver 622.4 632.1 0.36 0.36 0.00 508,248 6 0.0
NYMEX Natural Gas 28,781.4 28,572 4.22 413 (0.09) (60,325,386) (1,374) 0.2
NYMEX WTI Crude Oil 15,418.2 14,756 39.25 37.07 (2.18) (1,528,358,951) (20,018) (1.6)
ICE Futures UK BRT Crude Oil 5,364.4 5,889 13.65 14.79 1.14 795,840,914 10,429 2.2
NYMEX Heating Ol 67,072.6 69,497 4.40 4.50 0.10 68,932,732 835 0.3
ICE Futures Gasoil 225.7 279 4.60 5.60 1.00 702,420,535 11,496 2.0
NYMEX RBOB 71,853.6 68,687 4.59 4.33 (0.26) (182,398,479) (2,266) 0.9
CME Live Cattle 87,754.0 91,1138.2 2.44 2.50 0.06 41,807,623 1,254 0.5
CME Feeder Cattle 14,720.4 13,344.9 0.46 0.41 (0.05) (33,757,909) (725) (2.7)
CME Lean hogs 63,630.0 66,871.2 1.17 1.21 0.04 30,213,368 1,373 0.9
ICE Futures US  Coffee 16,402.2 16,656.4 0.72 0.72 0.00 1,013,097 21 0.0
CBOT Corn 26,040.6 26,774.0 3.39 3.44 0.05 34,452,268 1,765 0.2
ICE Futures US Cotton 46,706.9 48,373.2 1.05 1.07 0.02 16,038,307 478 0.3
CBOT Soybeans 7,134.8 7,428.7 2.34 2.41 0.06 44,857,089 912 0.2
ICE Futures US  Sugar 326,600.0 334,848.9 2.41 2.44 0.03 19,628,357 793 0.1
CBOT Wheat CBOT 18,284.3 18,450.3 3.29 3.27 (0.01) (9,936,179) (369) 0.1)
KBCT Wheat KBOT 3,648.0 3,5698.6 0.66 0.64 (0.02) (12,256,344) (454) (0.4)
ICE Futures US  Cocoa 3.6 3.8 0.37 0.39 0.02 13,465,965 438 0.3

Source: VM Group

S&P GSCI

Things are a little different with the S&P GSCI, which has published its new
“contract production weights” (CPWs) for 2010. These will be implemented
during the first ‘roll period’, which will be between the 5™-9" business day of
January, likely to be 8™-14" January.

The CPWs are chosen primarily on the basis of the average of each commodity’s
production in the five most recent years for which data is available. Thus the
CPW for 2010, compared with 2009, will reflect the relative differences in their
average production between 2002-2006 and 2003-2007. As commodity
production rarely varies much from year to year, and three of the five years
being averaged will be the same, this means the changes are rarely large.” Unlike
the Dow-Jones UBS, the weighting of the S&P GCSI is in terms of commodity
units, rather than value, and so price movements essentially have no impact.

® Other factors will also influence the actual rebalancing, such as the size of funds linked to the
index, and increasingly to what extent those funds link to the entire index, sub-indices or even
are short the index.

" There is one complicating factor, concerning commodities that are ‘grouped’, such as the
energy complex. Here the volume traded affects the split among the commodities. This
doesn’t typically affect the weightings enormously, however.
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The table on the previous page shows the 2009 and 2010 CPWs; the weighting
in the index by value that these cause and then change in weighting; then that
change converted into dollars (assuming an AUM of $70bn) and then contracts;
and finally those contracts as a percentage of open interest in the relevant futures
contract. This time around we believe the largest percentage change in the
CPWs will be in gasoil, up by 23%, and feeder cattle, losing 9%. All the rest
however are less than 10%; Brent crude is the highest at 9.8%. Converted into
contracts, these tend to mean only small changes, despite the larger (an
estimated $70bn) of funds that link to the index. For metals, the changes are
likely to be especially small.
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Hedge funds by % in commodities
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Hedge funds activity

News

* Nov 3" Tyrus Capital, with estimated $800m assets under management, was
launched in London, the biggest hedge fund start-up this year.

+ Nov 3™: New York’s $116bn state pension fund plans a return to single-
manager hedge funds, after reducing the share of single-manager funds in its
hedge fund portfolio from 80% to 5%.

+ Nov 3™: Man Group will allow investors access to its managed accounts
platform of between 60-70 funds worth $4.1bn via third party Credit Suisse.

* Oct 27™: The House Financial Services Committee voted in favour of a Bill
requiring advisers to hedge funds, offshore funds and private equity funds to
register with regulators. Venture capital funds and funds with less than$150m
under management will be exempt from the requirement. The entire House of
Representatives will vote on the Bill during November.

+ Oct 27" The CFTC is nearing completion of its expanded list of exchange-
traded contracts that could become subject to tighter supervision. The 40
contracts already on the list are mostly ICE-traded natural gas and electricity
contracts.

+ Oct 22™: The European Commission released a draft Directive on the
regulation of the OTC derivatives market. The Directive will see a far greater
volume of derivatives trading transferred to central counter-parties and
increase trading costs.

Analysis
*  September — some solid returns

According to final data now available, the hedge funds in our database finished
Q3 on a high note; September proved to be their best month so far this year, with
average returns of 2.3%. On average, hedge funds by the end of September were
up by a respectable 11.28% compared to the same time last year, giving rise to
hopes that a corner has truly been turned.

However, those funds with more than 50% of their assets devoted to the
commodity sector showed some fairly indifferent returns in September, dipping
into negative territory by 0.07%. Despite that relatively poor one-month
performance, those same funds have gained 6.4% in the 12 months up to the end
of September. Over the past 12 months, the best performing commodity-biased
hedge funds have been those focused on energy, which had achieved an average
return of 5.8% by the end of September, lagging the CRB Energy Index, which
rose by 11.42% during the same period. On average, energy-focused funds
returned 1.30% in September, metals’ funds 1.64%, and softs’ funds 1.11%.

Outlook

Hedge funds are doing much better for their clients than this time last year
— by the end of Q3 2008 they were down 9.7% v. the same period of the
previous year. The year to September 2009 has seen a strong overall
recovery, a rise of 11.28%. The industry seems to have pulled well out of
recession. Whether this can be sustained into 2010 in the face of more
onerous regulatory requirements from the CFTC and the EU is another
matter. The successful launch of Tyrus Capital, which easily exceeded its
anticipated $500m launch figure, is an indicator that start-ups are finding it
easier to get off the ground than earlier this year. Much of this year’s base
metals’ price rally has been due to speculative investment rather than any
real recovery in industrial demand; hedge funds in metals are continuing to
bet heavily that this ‘real’ demand recovery is now on the horizon.
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Gold price ($/02)
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Gold

News

+ Nov 11™: The State Bank of Vietnam said it would allow unlimited gold
imports by five or six companies, reversing a ban on gold imports that has
been in place since early 2008.

+ Nov 2™: The IMF said it had sold 200t of the 403.3t it plans to sell to the
Reserve Bank of India.

Analysis
* Investors slow down a bit but the price doesn’t

Gold soared over $1,100/0z in early November, a delayed reaction to the news
that the RBI had purchased nearly half the gold the IMF plans to sell. Obviously
this means that 200t less gold than previously expected will now be sold onto the
open market — possibly even less, if the IMF finds another buyer (Mauritius
recently bought two tonnes) — and that’s a bullish signal if ever there was one.
But over the longer-term the symbolism of the deal is much more important.
India’s is arguably the first central bank purchase of gold in recent decades that
is a pure endorsement of gold as a reserve asset. Nevertheless we would caution
against expecting central banks to become large net buyers, as they already hold
30,000t collectively and some central banks in Europe still seem ‘overweight’ in
gold. More likely, if Asian central banks do want to add to their holdings, is a
gradual transfer (not necessarily directly) over time from European banks to
Asian banks — a kind of redistribution of ownership. That too will be price
supportive however, as gold that might otherwise have come onto the open
market could more simply and less disruptively be transferred to different
owners. In any case, the RBI’s purchase of IMF gold is a strong indicator that
the days of large net sales are over for a while.

That central banks have switched from being a negative to a more positive
element perhaps makes up for a rather more subdued investment interest. The
exchange-traded funds (ETFs) had a modest October, with just 7t of gold
purchased across all 16 ETFs and November, up to the 9™, continued to witness
modest inflows. Comex speculators have been more active — total net longs rose
to 1,021t in the week ending 20™ October, a full 336t higher than at the start of
September, and an all-time high. Comex net longs have since declined to 992t as
of 9th November, but given the rally above $1,100/0z it is likely that the record
will soon be surpassed.

Outlook

Gold’s rally is understandable given the best central bank news for two
decades, although exchange investors don’t seem as convinced that prices at
these levels are sustainable. There might, of course, be other factors behind
the strong price, such as a renewed bout of mining company dehedging. The
risk at these prices is that any news, not even particularly bad, will be
received as such. Short-term London fix: $1,050/0z-$1,175/0z.

Market data (October unless stated)

Prices $/0z €/oz Rand/kg ETF Tonnes Monthly Lease 1im 3m 6m 12m Option volatility
investment holdings change rates (end month, %)
Average 1,043 Us (2) 1,189.3 16.2 Average (0.04) (0.06) 0.15 0.59 1-month 17.80
High 1,062 UK (2) 240.5 (9.6) High 0.01 0.01 0.21 0.63 3-month 20.00
Low 1,004 Aus 14.3 - Low (0.09) (0.10) 0.08 0.53 6-month 23.20
S. Africa 52.7 2.9 12-month 26.70
Swiss ZKB 215.2 (1.0) 24-month 27.25
India (5) 6.2 0.6
German 1.5 -

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 price ($/02)
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Silver

News

+ Nov 5™ Coeur d’Alene, the US mining company, announced production of
5.2 Moz of silver in Q3 2009, 86% higher than the previous year.

+ Oct 30™ Mexico’s silver output in August was 257.67t, up 23.5% from
August 2008.

+ Oct 26" Fortuna Silver Mines, the Toronto-listed group, increased its
estimates of silver-equivalent ounces at its San José project in Mexico to 37.6
Moz, 112% higher than original estimates. Earlier in the month the company
said production of silver from its Peruvian Caylloma silver-zinc-lead mine
was 438,186 oz of silver in Q3 2009, up 80.1% year-on-year.

+ Oct 20" The Bolivian government banned mining above 4,700 metres at the
Cerro Rico mine because of fears it might collapse. Mining in the vicinity is
carried out by many small-scale operators as well as US miner Coeur
d’Alene, which said their San Bartolome mine at the mountain would not be
affected by the ban.

Analysis
 Silver lags gold

The renewed central bank interest in gold provides an interesting comparison
with silver, for there is no significant official sector buying or selling of silver
nowadays. Indeed for a while it looked like silver was underperforming, with its
price on 13" November of $17.32/0z, $0.31/0z lower than it was on 9™ October,
despite gold during that time having moved from $1,052/0z to $1,104/0z. We
remarked last month that this was a bit of a puzzle — after all, silver usually
outperforms gold on the way up, and base metals have been strong — and
perhaps the lack of a ‘central bank effect’ is part of the explanation. It might also
imply that, as silver is uniquely positioned as part financial instrument and part
industrial metal, that the continued poor industrial demand outlook for silver is
weighing on sentiment. Silver has not enjoyed the sort of demand from China
that has characterised the base metals in 2009; there have been no reports of
Chinese stockpiling or improving consumption of silver, both of which have
wholly supported base metals’ prices since Q1 2009. Silver’s industrial demand
prospects have been weak, and its price behaviour testifies to this.

Outlook

On 16" November silver finally stirred, rising to well over $18/0z in London
trading, bringing the gold/silver ratio down to 62 from its high of 64.9
earlier in the month. As the PGMs also soared, this might be a sign of
greater confidence in the economic outlook, but a more likely cause is
investor interest — the US ETF saw an 183t inflow on the 12", its largest
daily move since June.

Whether investor interest alone can see the silver price challenge its March
2008 high of more than $20/0z is not clear; we think it might need more
signs that the economic recovery is secure. Short-term London fix:
$16.00/02z-819.20/0z.

Market data (October unless stated)

Prices $/oz Lease 3m 6m 12m Imports Exports ETF offtake (tonnes) Option volatility
rates Holdings Change (end month, %)
Average  17.24 Average (0.32) (0.28) 0.01 0.62 USA(Aug) 143,377 159,945 US 8,834 22 1-month 34.00
High 17.99 High (0.28) (0.25) 0.04 0.67 Japan(Aug) 310,271 852,554 UK* 657 25 3-month 35.25
Low 16.21 Low (0.38) (0.34) (0.05) 0.54 China(Aug) 602,613 250,609 Swiss 8,883 49 6-month 36.75

12-month 38.00
24-month 38.50

Source Price: London Bullion Market Association, Others: VM Group

* Includes ‘basket’ ETF
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Platinum

News

+ Nov 5™ Anglo Platinum, the world’s largest platinum miner, is to delist from
the London Stock Exchange due to poor volumes. The company, whose main
quotation is on the Johannesburg Stock Exchange (JSE), said the last day of
London trading will be on 4™ December 2009.

+ Oct 22™: Anglo Platinum produced 616,500 equivalent refined platinum
ounces in Q3 2009, 2% lower than in the previous quarter, due to closure of
two high cost shafts. Over 2009 the company estimated the loss would be
71,000 equivalent platinum ounces; however it maintained its target for
refined platinum production of 2.4 Moz for full-year 2009.

Analysis
» Car market uncertainties v. supply worries

Platinum surged higher in mid-November, fixing in London on the morning of
the 16™ November at $1,418/0z, the first time it had been above $1,400/0z since
September 2008. This came after rather indifferent start to the month, as the
market looked for clues as to how future demand in platinum’s diesel heartlands
of Europe will fare once government stimulus programmes come to an end.

In the end the numbers were quote positive — in October Germany, the EU’s
biggest car market, and the one that until early September had the most lavish
and successful incentive programme, saw sales of 321,100 units, 24% higher
than October 2008, and higher than October figures for any of the last five years.
Other markets were strong too but in many incentive schemes remain in place
and so are harder to gauge.

Also boosting prices was the supply side, where the public debate over plans by
Eskom, South Africa’s state-run electricity supplier, to raise power tariffs by
45%/year over the next three years, is reaching fever pitch. Miners are going to
be particularly hard hit if Eskom gets its way. Eskom is caught between a rock
and a hard place — it needs to raise revenue to build future capacity, but pushing
up electricity prices will damage economic growth. The proposed tariff increases
could add 20% to annual mine production costs and put an extra 2% on inflation.

Outlook

South Africa’s power supply problems will benefit the platinum price over
the medium to long-term, since production costs will surely rise on the
proposed electricity tariff hikes of 45% per annum over the next three
years. Having said that the price is now very high and in the short-term
may continue to tread water for the rest of the year (barring any unforeseen
supply-side emergency), as the recovery in autocatalyst demand seems to be
fully priced-in at these levels. Short-term London fix: $1,350/0z-$1,460/0z.

Market data (October unless stated)

Prices $/0z Leaserates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (02) Option volatility
*ETF ZKB  (end month, %)
Securities
Average 1,333 Average 0.0 07 1.2 1.5 USA(Aug) 582 175 Sep-09 362,311 201,720 1-month 23.75
High 1,372 High 1.3 20 26 3.0 Japan(Aug) 5,120 2,021 Oct-09 384,170 219,107 3-month 28.25
Low 1,269 Low (0.3) 0.4 1.0 1.0 Switzerland (Aug) 6,025 7,364 6-month 32.25
China (Aug) 6,385 10.8 12-month 34.75

24-month 35.75

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

News

+ Nov 5™ North American Palladium has acquired the Harricana North
Property in Canada.

« Oct 30™ Norilsk Nickel raised its forecast of palladium output for 2009 to
2.85 Moz, from 2.685-2.710 Moz. In the nine months to September the
company produced 2.059 Moz of palladium, down from 2.124 Moz in the
same period in 2008.

Analysis
* Car sales remain in focus

What chance is there that US auto sales will rebound quicker than expected?
This is a crucial question for the price direction of palladium. US sales in
October were 869,417 units, down 3% year-on-year and a massive 36% lower
than the same month of 2007, before the recession began to bite. But after the
shock of September, when the cash-for-clunkers programme ended and sales
plunged, this was a solid figure. Industry experts have started to raise their
forecasts, with consultancy CSM Worldwide now expecting 2010 US car sales
to be 10.8m units, from a previous estimate of 10.5m units. This isn’t
particularly encouraging and is just 6% higher than we estimate US sales will be
this year. History doesn’t give us much of a guide in this respect. The two other
obviously bad years for US auto sales in the last 30 were 1982 and 1991, both of
which experienced different recoveries. Sales in 1983 were 17% higher than in
1982, but in 1992 they recovered just 4% from 1991°s nadir. Furthermore, we
are assuming 2009 is the nadir, and that might be wrong — after all, 1981°s
10.56m units looked bad at the time but then 1982, with 10.36m units, was
slightly worse. But the US market is not as important as it once was, especially
with the astonishing growth in China. Passenger car sales there in October
slipped back below the 1m unit mark again after September’s record, but that
was still 73% higher year-on-year, equivalent to more than 400,000 units. The
big question here is whether these sales, let alone the staggering growth in sales,
can be maintained. Chinese sales per capita remain low — they are roughly the
same as the US, on a population 4.3 times larger. But per dollar of GDP they are
quite high — China’s GDP is between about a third and a half of the US’s,
depending on the measure used. Of course first-time buyers are powering
China’s market — it historically has had few cars, whereas the US has a car per
person and so sales there are usually replacement vehicles.

Outlook

The US ‘cash for clunkers’ scheme boosted car sales by almost 700,000
during July and August 2009, but it may well dampen US sales in 2010,
despite a general, albeit lethargic, economic recovery. Surging car sales in
China and power supply issues in South Africa should be supportive of the
price, which has been driven largely by investor interest, reaching a 15-
month high of more than $363/0z on 16™ November. As with platinum, it’s
difficult to see the price gaining much from here without a clear sign of
strong economic recovery. Short-term London fix: $340/0z-$380/0z.

Market data (October 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 320.0 Average (0.17) 0.49 1.02 1.28 USA (Aug) 461 360 Sep-09 531,749 546,212 1-month 29.00
High 335.2 High 1.32 2.07 266 291 Japan (Aug) 1,596 357 Oct-09 578,513 517,412 3-month 32.50
Low 287.5 Low (0.43) 0.25 0.80 1.08 Switzerland (Aug) 2423 8,561 6-month 37.00
China (Aug) 2,496 0 12-month  41.00

24-month 42.50

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

News
+ Nov 2™: Rusal signed a deal to supply a total of 1.68 Mt to Chinese state
defence firm NORINCO during 2010-2016.

Analysis
* An ocean of metal amid the drip-drip of demand

LME aluminium stocks appear to be gently declining — by 13" November they
were around 70,000t less than their record high of 4.629 Mt in mid-September,
and premiums are on the rise, with some offers for Q1 2010 metal at $130/t over
LME cash prices. But this decline on the LME is a drop in the ocean compared
with the vast amount of metal around and stocks continue to build elsewhere.
Shanghai Futures Exchange stocks are near a 5 Y2-year high of 272,307t in the
week ending 13™ November, up almost 45,000t from mid-September.
Meanwhile, China’s imports of unwrought aluminium and aluminium products
in October fell by a substantial 56% (v. September’s figures), to 86,61 1t, but this
was offset by an increase in Chinese production to a record of 1.26 Mt the same
month, which suggests softer Chinese imports may lie ahead. Notably, some of
the term financing deals holding LME aluminium, which have kept metal off-
market for the past few months, are likely to expire by year-end or in Q1 2010,
possibly freeing large volumes of metal to return into a market that has yet to
show any real appreciable recovery in industrial output. Moreover, the high
price has encouraged China’s smelters and those elsewhere to return to full
capacity, apparently oblivious of the risk they run of merely adding to the global
glut. Australia has now imposed a 16% import tax on certain Chinese-made
aluminium extrusions — and this may be replicated by other states, anxious to
prevent the kind of ‘dumping’ of Chinese aluminium products that has been seen
in steel products. China may consume about 13 Mt of aluminium in 2009, up 6%
from 2008, but its own production and imports will amount to approximately
14.5 Mt; put that together with some 600,000t bought by China’s State Reserves
Bureau early this year and China could end the year with some 2.1 Mt surplus to
its needs — metal that Chinese producers will do their best to export, rather than
finance. Perhaps of greater concern to the international market is China’s exports
of aluminium products. China’s production of aluminium products in 2009 looks
certain to outstrip 2008 levels by as much as 20%, at more than 17.4 Mt. We
estimate that means about 2 Mt of aluminium products will look for a home
outside China. That’s not excessive during normal economic times — but these
aren’t normal times.

Outlook

With only tentative signs of recovery in OECD demand, aluminium close to
$2,000/t is over-priced and we believe there is considerable downside price
risk in Q4 2009 and Q1 2010. Mini trade wars over China’s steel exports
are already in place — that might happen with its aluminium, too, unless
OECD industrial recovery picks up sharply early in 2010. Short-term LME
three-month price: $1,750/t-$2,100/t.

Market data (October unless stated)

Prices Cash 3-month 15-month 27-month LME stocks Tonnes Prod (kt) August September LME Open Interest
($/1) (contracts), latest
Average 1,878 1,915 2,020 2,086 Sep-09 4,585,350 Europe 647 628 Aluminium 703,574
High 1,981 2,018 2,122 2,195 Oct-09 4,555,525 Americas 599 580
Low 1,760 1,794 1,903 1,965 Asia 377 366
China 1,153 1,219
Other 332 321
Total 3,108 3,114

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

News

+ Nov 11™: Chile’s state copper commission, Cochilco, raised its 2010 copper
forecast to $2.70/Ib ($5,950/t).

+ Nov 6™ China’s imports of unwrought copper and copper products in
October fell 34% v. September, to 263,109t. Its domestic production of
refined copper rose 1.1% (again, v. September), to a record 399,300t.

Analysis
* Price to trade sideways for the rest of the year

Numerous negative indicators are beginning to overshadow the copper price, the
latest being China’s easing appetite for imported copper. Its imports of
unwrought copper and copper products, at 263,109t in October, were down 34%
on the previous month and much worse than consensus expectations. Stocks
have been rising on the LME, the Shanghai Futures Exchange and Comex
warehouses — suggesting that OECD demand remains weak and China is in
oversupply. Yet against these bearish factors the copper price has resolutely
stood its ground since August. Why?

Firstly, China’s refined copper production soared to a new monthly record of
399,300t in October, implying at first glance that demand remains strong. Also,
the weak dollar has clearly been supportive, as has speculative investment
interest, which is still betting that when OECD recovery materialises, then the
restocking phase will be extremely vigorous and quickly erode surplus metal.
Importantly, there have also been supply-side disruptions, with an estimated
~100,000t of copper output lost (from the technical failure at BHP Billiton’s
Olympic Dam operation in Australia, strikes at the Konkola copper mine in
Zambia, at BHP’s Spence mine in Chile and Vale’s operations in Canada). And
there remains the Chinese question — do October’s lower import figures spell a
new trend or just a pause for breath before its copper-gorging recommences?

Judging by the rise in stocks in SHFE and LME Asian warehouses, and to
bonded warehouse inventories at more than 350,000t, we expect Chinese
imports to decline for the last two months of 2009, as restocking weakens. We
do not expect to see an appreciable pick-up in OECD copper demand in Q4
2009, and therefore softer Chinese demand will largely cap the copper price.
Whether this spells a weaker price or a spell of price stability depends on the
volume of buying on the lows. We suspect it could be the latter — there remains a
strong propensity on price weakness.

Outlook

The latest rally in the copper price was sparked by larger than expected
Chinese refined copper imports in September and the end to the US
recession, as indicated by better than expected Q3 GDP. But now that the
dust has settled prices have weakened slightly, as doubts remain over the
strength of OECD recovery. It is likely, due to the wall of money waiting to
pounce on the lows, that copper will remain range-bound for the rest of
2009. Short-term LME three-month price: $6,000/t-$6,850/t.

Market data (October unless stated)

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

Average 6,288 6,310 6,309 6,248 Sep-09 346,050 Copper 263,743

High 6,676 6,695 6,705 6,640 Oct-09 372,175

Low 5,856 5,885 5,880 5,820

Source: London Metal Exchange



BNP Paribas Fortis/VM Group November 2009 | BNP Paribas Fortis metals monthly | 21

Nickel

News
LME nickel price (/1) « Nov 11™: China’s nickel output in October fell 6.6% v. September, to
20,000 19,062t.
19,500 + Nov 6™ Russia’s nickel exports to non-CIS countries fell 3.7% in the first
19,000 + nine months of 2009, to 174,300t.
]2’288 i S + Nov 2™: Norilsk Nickel revised down its nickel output forecast to 284,000t in
17'500 | 2009, from a previous estimate of 285,000t-300,000t.
17:000 i * Oct 30™: Chinese imports of refined nickel fell almost 11% month-on-month
16,500 - in September, to 20,491t, but were up 96% year-on-year.
16,000 ; ‘ |
1-Oct  11-Oct 21-Oct 31-Oct Analysis
* Chinese demand softens on large stainless stocks
o= Cash 3-month

———15-month ———27-month

There has been a paradoxical situation for nickel for the past six months — a
Source: Reuters Ecowin combination of rising nickel prices yet rising LME warehouse inventories. How
long can this trend hold? Nickel producers made rapid and severe output cuts
when the recession first became starkly apparent late 2008, with as much as 20%

LME nickel stocks (tonnes) of global production idled in Q4 2008 and Q1 2009, taking quick note of the
140,000 collapse in stainless steel demand. Comparing the first eight months of 2009
130,000 with the same period of 2008, the US, Japan and Germany consumed 30%, 33%
120,000 A and 22% less nickel, respectively. Only in China has nickel demand increased,
110,000 | with consumption over the same eight-month period estimated at 280,000t, up
100,000 16% year-on-year.

90,000 A

80,000 ~ China’s demand strength has wholly supported the nickel price since Q2 this
70,000 4 year, but even there signs of demand weakness are starting to emerge, as

60,000 1 testified to by falling prices. In China, hot-rolled 304-series stainless steel sheet
50,000 4 (6mm) prices have fallen by 24% since mid-August, to Yuan 16,600/t ($2,430/t),
40,000 ‘ ‘

while those for cold-rolled stainless coil are down by 21%, to Yuan 19,600/t
($3,660/t). As a consequence, some Chinese stainless steel mills are planning to
halt production to perform care and maintenance in November. Furthermore,
low-grade nickel pig iron (NPI) output in China has grown, with production
costs for low-grade NPI, at ~$14,500/t, much less than refined nickel prices for
Nickel cathode price (Jinchuan, Yuan/t) much of Q2 and Q3. The rise in LME inventories (to a 14-year high of 132,912t
as of 16™ November) is partly due to slackening Chinese imports, but is also

Nov-08  Mar-09 Jul-09 Nov-09

Source: LME

800,000 owed to the ramp-up of previously idled capacity and still weak demand from
250,000 1 the stainless steel sector outside China. What lies ahead are promised supply
increases from new projects now coming online, such as Vale’s Goro project in
200,000 7 New Caledonia. With softer Chinese demand and OECD nickel demand
150.000 remaining weak, nickel stocks on the LME will continue climbing — with a
' global surplus this year and next estimated by us to be 72,000t and 24,000t,
100,000 A respectively.
50,000 1 Outlook
0 : : : Nickel has one short-term positive, which is that when OECD restocking
Jan-08 Jul-08 Jan-09 Jul-09 commences it is likely to be very strong and soak up surplus metal rapidly.

However, there are no signs yet of that happening and in our view the price
risk remains to the downside. Short-term LME three-month price:
$15,000/t-$19,000/t.

Source: VM Group

Market data (October unless stated)

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

Average 18,525 18,591 18,528 18,079 Sep-09 120,912 Nickel 92,199

High 19,495 19,500 19,350 18,850 Oct-09 120,528

Low 17,150 17,225 17,185 16,835

Source: London Metal Exchange
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Lead and zinc

News

+ Nov 10™: North American shipments of lead-acid replacement batteries rose
by 1.85% in September v. August, to 8,497,948 units. On a year-on-year basis
shipments were down 8.9%.

+ Oct 26" Lead and zinc were in surplus by 57,000t and 327,000t, respectively,
in Jan-Aug 2009, according to the International Lead and Zinc Study Group.

Analysis
» Steady as she goes

We regard the prospect for the zinc price to rise over the next 15 months as
being quite strong, as it stands to benefit greatly from any improved industrial
activity. Zinc is used predominantly in rolled and extruded products and
galvanised steel (about 60% of offtake, combined) and therefore is critical for
the construction and automobile industries, both of which ought to be significant
gainers from economic recovery and improved consumer confidence. The G20
meeting in early November 2009 committed to keep economic stimulus
measures in place — underpinning hopes for a wide-based industrial recovery. In
the short-term, support is also gathering pace, with signs of improving OECD
demand noticeable from the general trend in LME stock drawdowns in October
and rising premiums across Europe. Moreover, Chinese imports of galvanised
sheet and strip have shown a steady improvement month-on-month since May
2009, with August’s imports of 274,800t back to where they were a year ago.
However, there is a danger that zinc producers, heartened by stronger prices, are
fast restarting idled supply and pushing through new production. This will
jeopardise the market balance, which was always heading for a sizeable surplus
this year, but is now even more likely in our view. We currently see a zinc
surplus of about 450,000t in 2009. This is high relative to the last seven years
but is still within reason given that we are coming out of recession. We expect
this surplus to be rapidly eroded by the end of 2010, to around 160,000t.

Lead’s short-term support will arrive, as usual, in the form of stronger demand
for replacement batteries during the northern hemisphere winter, which is
expected to be severe in North America this year. Chinese car sales will also
offer support, but this will be offset by a softening in e-bike battery demand, as
people take to using cars or public transport during China’s winter, and to large
inventories and strong refined production, despite continuing smelter closures in
China and Peru. We expect lead will be in surplus this year and next by at least
80,000t, which will take time to work off.

Outlook

A slight pick up in LME cancelled warrants and the outflow of LME stocks
over October hints at a sea change in the zinc market. We expect recovery
to start slowly but rapidly return to good health. Both metals will be well
placed to rise in price once the recovery is fully underway.

Short-term LME three-month price: zinc: $1,950/t-$2,400/t, lead: $1,950/t-
$2,550/t.

Market data (October unless stated)

Prices ($/1) Cash Cash 3-month 3-month LME stocks LME Open Interest (contracts), latest
Lead Zinc Lead Zinc Lead Zinc

Average 2,241 2,072 2,266 2,095 Sep-09 127,775 436,775 Lead 76,194

High 2,411 2,331 2,437 2,345 Oct-09 129,600 428,525 Zinc 250,843

Low 2,085 1,852 2,110 1,878

Source: London Metal Exchange
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Tin

News

« Nov 11™: Indonesia exported 7,060t of tin in October, down 9% from the
previous month. In the first ten months its tin exports totaled 82,613t, up
3.3% year-on-year.

+ Nov 4™ Tin ore supply problems for the seven small tin smelters that make
up the Bangka Belitung tin consortium (BBTC) are continuing to impact
refined production, with only 20% of their combined 3,500t/month capacity
utilised by early November.

+ Nov 2™: China reduced its quota for tin exports in 2010 to 21,000t, from
23,300t in 2009. China has been a net importer of tin since late 2007.

* Oct 29™: PT Timah’s net profits plunged 66% year-on-year, to $13.25m, in
Q3 2009, while Q3 production volumes of tin in concentrate were 15,466t,
the highest in almost two years.

+ Oct 30" Chinese imports of refined tin were 1,901t in September, according
to customs data, up 91% year-on-year and 14% on the previous month.

Analysis
*  Prices, stocks mark time

The LME three-month tin contract price has inched up since late August 2009
by about $900/t, to $14,700/t as of 13™ November, while LME warehouse stock
builds have stabilised at 26,000t-27,000t as of 16" November. The steep
backwardation between the cash to three-month contracts is also significantly
shallower than a month ago, with the spread at approximately $50/t on 13"
November, from more than $400/t in early October. We believe this is due to an
increase in readily available supply, which has been accompanied by rising
demand. China, the dominant consumer, is clearly still on an upward trend in
terms of its appetite for tin — we see this trend as being likely to continue, as the
premium between the higher Chinese tin ingot price at $17,200/t and LME price
at ~$14,800/t encourages cheaper metal inflows. Chinese imports also have to
fill the gap left by the decline in its own refined tin production, which was down
by 26% year-on-year in October, to 12.559t. Over the ten months to October,
refined tin output is down 5.5%, at 106,313t.

However, the recovery in Chinese exports of electronic products is still in its
infancy, suggesting there is little upside for the Chinese tin price in Q4, but the
LME price could find support from any higher imports into China. Offsetting
this potential upside to prices is the restart of previously idled capacity in
Indonesia, suspended in the past few months following the government
crackdown on illegal tin ore mining on the islands of Bangka and Belitung. Near
full capacity in Indonesia should be reached in Q4 or Q1 2010.

Outlook

Tin is likely to be in a slight global surplus of more than 10,000t in 2009, but
the recovery in demand, albeit slow, should offset the resumption of idled
Indonesian capacity and therefore keep prices fairly range-bound in Q4
2009 and Q1 2010. Short-term LME three-month price: $14,000/t-$15,500/t.

Market data (October unless stated)

Prices ($/1) Cash 3- 15- LME Tonnes LME Open Interest
month month stocks (contracts), latest
Average 15,009 14,626 14,205 Sep-09 25,425 Tin 30,510
High 15,510 15,250 14,850 Oct-09 26,575
Low 14,600 14,185 13,675

Source: London Metal Exchange except Option volatility: Virtual Metals



24 | BNP Paribas Fortis metals monthly | November 2009

Composite steel prices ($/t)

1,000
900 4
800 4
700 A
600 ~

500 +

400 T T T T
Nov-08 Feb-09 May-09 Aug-09 Nov-09

e Asia N.America === Europe

Source: MEPs, Reuters Ecowin

Steel products, world prices ($/t)

1,400

1,200 +
1,000 +
800 4

600

400 T T T
Nov-06 Nov-07 Nov-08 Nov-09

Cold rolled coil Hot rolled plate

Hot rolled cail

Source: MEPs, Reuters Ecowin
Note: “World” is average of Asia, N. America, and
Europe

LME steel prices ($/t)

520
500 =\ A
480 -
460 -
440 -
420 -

400 |
380 \fW
360 |

340 T T T
Oct-09 Oct-09 Oct-09 Nov-09

o= Steel, 3-month, MED
Steel, 15-month, MED
e Steel, 3-month, Far East

e Steel, 3-month, Far East

BNP Paribas Fortis/VM Group

Steel

News

+ Nov 11™: China’s iron ore imports fell 30% in October v. September, to 45.47
Mt.

+ Nov 6™: Indian iron ore shipments rose 88% in September from a year ago, to
6.25 Mt.

+ Nov 6™ The US imposed preliminary anti-dumping duties of up to 99% on
Chinese-made oil well steel pipe. This followed preliminary duties ranging
between 2%-438% on imported steel wire decking from China.

+ Oct 30" DMC Mining revised its estimate of iron ore reserves at its Mayoko
mine in the democratic Republic of Congo, to 1bn tonnes from a previous
estimate of 33 Mt.

Analysis
* 2009 glut clouds 2010 recovery

The steel industry faces extreme challenges in 2010, since the anticipated
recovery in 2009 has not yet materialised. This has not stopped China from
pumping out crude steel and products like there’s no tomorrow, leaving large
inventories that threaten to spill over into the international market. This has
compelled the EU and US to impose duties on certain Chinese-made steel
products to ensure their steel sectors are protected and able to survive and thrive
once demand picks up. These blocks against Chinese steel may be fairly short-
term in nature, since we doubt that the West will chance a trade war by
continuing to protect their domestic industry and risk Beijing taking retaliatory
measures.

China’s crude steel production in October rose to an estimated 51.50 Mt, from
September’s 50.71 Mt, despite weak steel products’ prices and government
efforts to rein-in output. Inventories of steel within China are now a massive 50
Mt-plus. October’s total production was down by only 1.6% from August’s
record monthly production, but up 43% year-on-year. This excess will add to
the burden of surplus material that will overhang China’s domestic market well
into 2010. The biggest challenge therefore facing international steel makers is
keeping output in line with demand — unlike the Chinese. Their path to recovery
will be stony, given that they will be competing with Chinese made steel
products. Improvements in orders in OECD economies are beginning to tempt
mills to switch on idled supply and push up prices, but with the demand base at
such a low level it will take several months before downstream consumers
reverse their ‘hand-to-mouth’ behaviour.

Outlook

The threat of cheap Chinese steel products flooding international markets
will either delay recovery of international steel makers or lead to a tit-for-
tat trade war. The only positive will be if OECD recovery comes soon and is
strong enough to enable both Chinese and other steel-makers to rub along
together. Mills everywhere will need to keep output inline with demand or
else choke off price recovery. Short-term LME 3-month price: Med $380/t-
$420/t, Far East $480/t-$560/t.

Market data (October unless stated)

Source: Reuters Ecowin

Prices ($/1) Asia N. America Europe World LME Open Interest
Composite Composite Composite Composite (contracts), latest

Med Far East

Apr-09 585 668 581 611 Steel 211 4
May-09 597 680 650 642
Jun-09 607 683 647 646

Source: MEPs, Reuters Ecowin
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Plastics prices, nearest contract, LME ($/t)
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Plastics

News

+ Oct 30" The US Department of Commerce issued preliminary
determinations in the antidumping duty investigations of imports of
polyethylene retail carrier bags from Indonesia, Vietnam and Taiwan. Duties
range from 67.18% to 67.62% for Indonesia, from 52.30% to 76.11% for
Vietnam, and from 28.69% to 95.81% for Taiwan.

Analysis
* Price rise on supply concerns

The sudden outage at the 1.1 Mt/year Marun petrochemical refinery in Iran and
shipping delays have seen ethylene prices rise by $65/t, to $965/t as of 9™
November, and up by $100/t from October. This has had a knock-on effect to
linear low-density polyethylene prices, which had increased to $1,250/t by 9™
November, from $1,175/t a month earlier. However, once the supply bottlenecks
are cleared, prices are likely to revert to October levels. The illiquid LME LL
contract has shown little price movement since early October, and can be largely
discounted, but the PP contract has shown a rise of $80/t, to $975/t as at 6™
November, suggesting that demand is recovering. However, we expect the rally
will soon be halted by the huge production capacity due online from several
plants across the Middle East and China. In total we expect about 1.7 Mt/y of
new output in Q4 2009.

We expect the global structure of polypropylene and polyethylene production
will change dramatically over the next several years, as capacity additions in
China and the Middle East soar; as a result, the market share of Western Europe
and the US is set to fall substantially. Global polyethylene capacity was 93.87
Mt/year in 2008, with the Asia Pacific, North America and Europe regions
accounting for over 76% of market share. Capacity is expected to increase to
127.89 Mt by 2015, at a compound annual growth rate of 4.5%. The change in
production structure will come about because the manufacture of propylene and
ethylene — which are the main raw material feedstocks for polypropylene and
polyethylene polymer — will increase rapidly in the Middle East and China will
be a big consumer of such material. Moreover, large-scale production of the
polymers themselves will rise. The Asia Pacific region accounted for over 43%
of the global polyethylene capacity in 2008, but is expected to account for nearly
50% of the planned capacity additions to 2015. The region will increase capacity
by 12 Mt during the period 2008-2015, in our estimates, with China and India
accounting for more than 8 Mt. Most of the Chinese capacity has come in the
last decade and is dominated by state owned Chinese energy companies. In
contrast, US capacity will decline by 0.5 Mt, as a result of demand stagnation
and diminishing export markets.

Outlook

The market is still oversupplied relative to demand, and prices later this
year and Q1 2010 will be under pressure. Short-term LME Global LL:
$880/t-$920/t, Global PP: $875/t-$1,020/t.

Market data (October unless stated)

Source: VM Group

Average prices Volumes (March) Open Interest

(contracts), latest

Contract Global Global All All All LL All PP
LLDPE PP LLDPE PP contracts contracts
First position 911.67 932.96 Daily average 1.00 9.00 5 48

Source: Reuters Ecowin
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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 1* 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 commaodities
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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