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• Insight (page 2): Copper prices have maintained an upward trajectory in 
recent years, with 3-month prices peaking at over US$8,600/t in May 2006. 
These prices have been driven by a combination of China’s sustained demand 
increase, the failure of mine supply to react quickly enough to increased de-
mand, and the impact of speculative money and pension funds putting money 
into commodities. All of these factors are still in play, while an increasingly tight 
concentrate market is applying the brakes to refined production growth. We be-
lieve that, far from having its last hurrah, copper may well go on to set new 
highs over the next 12 months.  

• Base metals: Tightness in the concentrate market is supporting copper 

(page 4), although support from strikes is fading. Aluminium (page 6) is still 
trading in a narrow range; however, there is pressure weighing on futures 
prices. It has been more of the same for nickel (page 8) as stainless steel pro-
duction cuts continue to hurt sentiment. Volatility remains high, although prices 
are beginning to stabilise. Zinc (page 10) is still taking direction from copper. 
The expected increase in production is still outweighing the continued fall in 
LME exchange stocks.  

• Precious metals: As long as risk aversion continues to dominate market 

sentiment, gold (page 14) will find it difficult to consolidate at higher levels. 
Despite the recent strengthening in the US dollar, we believe the dollar will con-
tinue the depreciate towards the end of the year. The price of platinum (page 
16) is very much linked to the fortunes of gold in the short term. However, it 
appears that the platinum market is likely to receive less supply this year than 
was initially anticipated. 

• Energy: WTI crude (page 18) prices reached all-time highs this week. It 
was trading at US$78.21 on Wednesday morning, up more than US$3/barrel 
from a week ago. With this rise in WTI prices, the spread between WTI and 
Brent has turned positive again. The rise in WTI crude prices comes on the back 
of an expected decline in crude inventories as refineries continue to increase 
capacity utilisation rates in the US.  

.  
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Insight: Copper’s last hurrah?  

Copper prices have risen substantially in recent years, with  
3-month prices peaking at over US$8,600/mt in May 2006. 
These prices have been driven by a combination of China’s sus-
tained demand increase, the failure of mine supply to react 
quickly enough to increased demand, and the impact of specula-
tive money and pension funds putting money into commodities. 

All of these factors are still in play, while an increasingly tight 
concentrate market is applying the brakes to refined production 
growth. We believe that far from having its last hurrah, copper 
may well go on to set new highs over the next 12 months.  

The overheated prices of 2006 triggered a wave of consumer 
de-stocking in China, while the Chinese Strategic Reserve also 
released much of its 200kt stockpile into the market. This saw 
exchange stocks increase over H2 2006 and into 2007, putting 
downward pressure on prices. Prices fell to below US$5,500/mt 
in February. Chinese consumers are widely believed to have re-
stocked during this period, and it was rumoured that the SRB 
had re-stocked by around 50kt; both served to push prices 
higher. Rather than seeing prices come down during the slower 
summer period (see adjacent chart), a series of strikes in Can-
ada, Chile, Peru and Mexico have kept prices at elevated levels, 
preventing further restocking during what is traditionally a sea-
sonally weak period. 

Chinese growth remains very strong and will remain strong for 
some time, supporting demand for copper. Year-to-date num-
bers estimate GDP growth at 11.1% y-o-y, industrial production 
growth at 18.1%, and total fixed asset investment at 25.9%. In-
dustry estimates of Chinese refined consumption growth range 
from 10% to 11% this year, and from 7.0 to 8.3% in 2008. 

Imports of copper into China have also been very strong, espe-
cially during H1 2007. Imports of copper concentrate during  
H1 2007 are 635kt of contained metal, up 27% y-o-y, while im-
ports of cathode are 895kt, up 130% y-o-y. Year-on-year com-
parisons are a little misleading due to the de-stocking event in 
2006, but serve to demonstrate the strength of copper demand 
and also the lure of copper at bargain prices of around 
US$5,500/mt. Imports have since fallen as prices have in-
creased, suggesting that the copper imported at the beginning of 
the year is being consumed. 

LME exchange stocks have fallen from recent highs, of 
216,100mt at the beginning of February, and have since stabi-
lised around 100,000mt. However, during this period, SHFE 
copper stocks increased from 24,000mt to 90,000mt, mitigating 
some of the fall in LME stocks. So, while total exchange stocks 
have fallen, the fall is not as dramatic as it seemed from LME 
stocks alone (see chart).  

LME 3-month copper daily prices (2006-current) 

Source: LME  

Monthly average copper Prices, 2001-current 

Source: LME  

Total exchange stocks of Copper (2006-current) 

Sources: COMEX, LME, SHFE, Standard Bank Group  

1,000

3,000

5,000

7,000

9,000

Jan Mar May Jul Sep Nov

USD/t

2007 2006 2005 20
2003 2002 2001

0

80,000

160,000

240,000

320,000

Jan-06 Jul-06 Jan-07 Jul-07

mt

SHFE LME Comex

3,000

4,500

6,000

7,500

9,000

Jan-06 Jul-06 Jan-07 Jul-07

USD/t



3 

Insight: (continued) 

Copper exchange stocks are still at reasonable levels and are by 
no means critical. There have also been concerns over the 
amount of copper in bonded-warehouses in China. Given the 
size of imports into China during H1 2007, it would be unreason-
able to expect Chinese consumers to have blazed through at all. 
While unreported stock remains a bearish factor, it appears to 
be tightly held. While overheated prices may tempt some stock 
onto the market, it appears more likely that consumers will run 
these stocks down during periods of high prices. 

However, the real tightness in the copper market is in concen-
trate, as evidenced by the plummet in Treatment and Refining 
Charges (TC/RCs). Last year saw a number of strikes and pro-
duction losses which affected concentrate availability and saw 
smelters run down stocks very low. An increase in mine produc-
tion from Q4 2006 and into H1 2007 will take time to feed 
through, while the announcement by Freeport regarding H2 pro-
duction from its Grasberg mine will keep concentrate in tight 
supply over the remainder of 2007. Freeport’s sales from Gras-
berg are expected to be around 500kt of copper in concentrate. 
Production for H1 2007 was 340kt, leaving only around 160kt for 
the rest of the year. Grasberg is one of the largest concentrate-
producing mines in the world, and it was a pit wall collapse in 
2004 that had helped to eliminate a large concentrate surplus in 
the first place. Chinese copper smelters have threatened to cut 
production in response to low TC/RC’s. While we believe volun-
tary cutbacks are unlikely, concentrate shortages will constrain 
refined production growth and may translate into falling produc-
tion and lower capacity utilisation rates.  

Copper scrap can be used by some copper smelters as a substi-
tute for concentrate. Unsurprisingly, scrap imports into China 
have rocketed – but this supply has been affected by a recent 
crackdown by authorities on suspected VAT fraud and system-
atic under-reporting of scrap grades. The investigation has re-
portedly seen several arrests, and a sizeable accumulation of 
scrap waiting to be custom-cleared. Scrap imports have been 
declining since April, and will likely fall further, putting yet more 
pressure on Chinese smelters.  

In summary, given the current market conditions and typical 
seasonal demand patterns, we believe that copper prices are 
poised to shift higher towards the end of this year, and may peak 
around April/May 2008. In the short term, we expect prices to 
continue to stay around current levels but also to remain volatile. 
Although prices may drift lower as the summer wears on, we 
expect tightness, particularly in the concentrate market and sea-
sonal increases in demand to push prices higher once again. 

 

 

 

 

 

 

 

Copper forward curve - steepening once again 

Source: Standard Bank Group  
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Copper  

Copper fell steadily last week as concerns over the US sub-
prime sector spilled over into commodities, while much of the 
industrial action, which has been supporting prices, dissipated. 
Copper closed on Friday at US$7,760/mt, falling US$351/mt on 
the previous week’s close of US$8,111/mt. After a fairly timid 
recovery on Monday, Tuesday saw copper rise strongly on the 
back of short covering, although prices were capped by profit-
taking. Copper closed on Tuesday at US$8,010/mt but market 
jitters knocked prices across the board on Wednesday morning. 

The strike action by sub-contractors at Codelco’s operations 
seems to have been resolved, although production at Salvador 
still appears on hold. El Teniente is returning to normal after the 
contracted workforce voiced safety concerns. (Striking sub-
contractors had been targeting buses transporting workers to 
and from the mine, with the union representing the contracted 
workers issuing a stay-at-home notice until Codelco provided 
assurances on safety.) 

However, now unrest in Mexico has reared its head again. Mex-
ico’s national union of mine and metals workers has announced 
strike action at three Grupo Mexico-owned mines, including the 
Cananea copper mine.  

The real story this week has been tightness in the copper con-
centrate market. The key news was the announcement by Free-
port McMoran that H1 sales from its Grasberg mine came in at 
750m lbs, with the mine processing ore from a high-grade sec-
tion of the pit. While in isolation that sounds like good news, total 
sales for 2007 were forecast by the market to come in at just 
over 1.1 billion lbs. Mining will now switch to a lower grade sec-
tion of the deposit, with production over the rest of the year ex-
pected to be only around 365 million lbs. Grasberg is one of the 
world’s largest producers of copper concentrate, with lower pro-
duction piling pressure on an already tight concentrate market. 

Meanwhile, along the same theme, mine sequencing at the An-
tamina mine in Peru has seen the ratio of copper to zinc produc-
tion fall significantly. Copper production during H1 2007 was 
155.4kt of copper-in-concentrate compared to 190.6kt during the 
same period in 2006. Zinc production jumped, however, reach-
ing 169.3kt in H1 2007 compared to only 70.4kt during H1 2006. 

LME stocks rose by 4,125mt last week, to close at 102,800 on 
Friday. So far this week, stocks have fallen back slightly, down 
1,050mt to 101,750mt on Tuesday. Shanghai stocks fell 1,093mt 
in the week to Thursday, bringing total stocks to 90,089mt.  

In summary, tightness in the concentrate market is supporting 
copper, but support from strikes is fading. 

Copper stock 

Sources: LME, SFE, Standard Bank Group  

Relative performance to the complex 

Sources: LME, Standard Bank Group  

Price movement 

Sources: LME, Standard Bank Group  
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Copper: (continued) 

Standard Bank copper market conditions indicator 

Source: Standard Bank Group  

Forward curve  

Sources: LME, Bloomberg, Standard Bank Group  

Copper consumers’ price 

Sources: LME, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  
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Aluminium  

Aluminium fell last week, closing at US$2,760/mt from the previ-
ous week’s close of US$2,856/mt as risk reduction spread 
through commodities. After a small bounce higher on Monday, 
aluminium has resumed its decline, closing on Tuesday at 
US$2,751/mt. Much of the news in aluminium has revolved 
around increasing production and more projects commissioning 
or coming into fruition.  

Brazilian aluminium production was up 2.9% during H1 2007, to 
791,300mt according to the industry association ABAL. CBA’s 
Sorocaba smelter provided the biggest increase, up 7.6% y-o-y 
as it brings on-steam its 70,000tpy expansion. The Alumar and 
Novelis-Ouro Preto facilities also increased production signifi-
cantly, up 4% y-o-y and 0.8% y-o-y respectively. National pro-
duction is forecast by ABAL to reach 1.66mt this year. Russian 
production growth is also rising, with production up 4% y-o-y 
during H1 2007, at 1,916,287mt. The main driver behind the 
increase has been the commissioning of the 300ktpy capacity 
Khakaz smelter at the end of 2006. 

Vedanta’s smelter project in Orissa is progressing on-target for 
commissioning the first 250,000tpy capacity stage in H2 2009. 
The second 250,000tpy stage is expected to be commissioned 
by the end of 2010. Meanwhile, its 1.4 million tpy Lanjigarh alu-
mina rerfinery, also in Orissa state has started the commission-
ing process for the first 700,000tpy production stream. The facil-
ity is currently using imported bauxite as it is still awaiting envi-
ronmental clearance before processing its own captive bauxite 
deposits.  

Meanwhile Xinfa Al-Power is to build a new 1.6 million tpy ca-
pacity alumina refinery in the Guangxi Zhuang region of south-
west China. Guangxi borders Vietnam and, like Vietnam, report-
edly has significant bauxite resources. 

On a more bullish note, Nalco, India’s state-owned producer has 
been struggling with reduced coal exports and has warned its 
stocks of coal have become critical. The company has report-
edly closed 25% of its power plant and has been trying to buy 
power from other sources in order to keep its 345,000tpy smelter 
operating.  

LME stocks have stayed fairly stable last week, rising by 500mt 
to close on Friday at 835,275mt. Stocks have since jumped this 
week, however, up 3,525mt, to 838,800mt on Tuesday. Shang-
hai stocks also increased, recording a gain of 4,811mt for the 
week ending last Thursday. Shanghai stocks of primary alumin-
ium currently stand at 41,042mt.   

In summary, aluminium is still trading in a narrow range; how-
ever, there is nearby pressure weighing on prices. 

Reportable aluminium stock 

Sources: LME, IAI, Standard Bank Group  

Relative performance to the complex 

Sources: LME, Standard Bank Group  

Price movement 

Sources: LME, Standard Bank Group  
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Aluminium: (continued) 

Standard Bank aluminium market conditions indicator 

Source: Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Price for aluminium consumers 

Sources: LME, Bloomberg, Standard Bank Group  
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Nickel  

Nickel again fell heavily but held above the US$30,000/mt level, 
closing at US$30,450/mt on Friday, down US$4,600/mt from the 
previous week’s close. Nickel is still being dominated by reduced 
demand from stainless steel mills and stock accumulation. 
Prices recovered on Tuesday, closing at US$31,450/m; how-
ever, market jitters in the US continue to affect the metals, push-
ing prices lower on Wednesday morning. 

Continuing with the theme of stainless steel cutbacks, Chinese 
stainless mills are reported to have agreed provisionally to cut 
output by 30% – 50% in August to try and shore up the declining 
domestic spot market. Nippon Metal of Japan is also reported to 
be cutting production, by around 30% in August. In Europe, Ou-
tokumpu has said it would now cut production of standard grade 
volume products throughout Q3 this year. Details of the cuts 
have not been released, but as a guide to the scale of the cut-
backs, stainless steel deliveries during Q2 totalled 399kt, down 
7.2% q-o-q and 14.5% y-o-y. European nickel premiums have 
fallen, following reduced demand from European stainless steel 
manufacturers, (refer to above Outokumpu story). A series of 
production cut-backs and rumoured inventory sell-offs have 
seen premiums for uncut cathode fall from US$800 – US$1000 
to around US$600 – US$800.  

That said, the longer-term outlook for stainless steel remains 
fairly robust. Outokumpu has highlighted India as a source of 
potential growth, noting the current low per-capita stainless steel 
consumption in the country. Outokumpu is planning to build a 
Greenfield stainless steel service centre. The facility will have 
the capacity to stock and process 50ktpy of stainless steel coil, 
with the steel coming mostly from its steel mill in Tornio, Finland. 

With nickel prices so volatile, consumers appear to be resisting 
buying until prices stabilise somewhat. As a result, Eramet, the 
French nickel producer, has cut its delivery target from its Do-
niambo smelter in New Caledonia from 62kt to 55kt, with much 
of the delivery shortfall occurring in Q3. It’s production target 
remains around 63kt, however, it will instead focus on replenish-
ing its internal stockpiles replenished during last year’s general 
strike. The withholding of nickel, while only a relatively small 
amount, will help counteract some of the cut-backs by stainless 
steel producers and should limit any build-up of stock on the 
LME.  

LME stocks increased steadily, rising 2,340mt over the week, to 
close on Friday at US$13,686. Stocks have stabilised some-
what, edging up to 13,980mt on Tuesday. 

In summary, it is more of the same for nickel as stainless steel 
production cuts continue to dent sentiment. Although prices are 
beginning to stabilise, volatility remains high.  

LME Stock 

Sources: LME, Standard Bank Group  

Relative performance to the complex 

Sources: LME, Standard Bank Group  

Price movement 

Sources: LME, Standard Bank Group  
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Nickel: (continued) 

Standard Bank nickel market conditions indicator 

Source: Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Nickel consumers’ price 

Sources: LME, Standard Bank Group  
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Zinc  

Zinc closed on Friday at US$3,475/mt, falling US$230/mt on the 
previous week’s close. Zinc still lacks direction, rather tracking 
the movements of copper. Like copper, zinc has recovered so 
far this week, closing at US$3,545/mt on Tuesday; however, 
sub-prime malaise struck again on Wednesday morning, taking 
prices lower. 

LME stocks continued to fall, finishing last week down 525mt to 
close on Friday at 67,500mt. Stocks have continued to fall, clos-
ing at 65,875mt on Tuesday.  

The only theme to emerge from the zinc market has been an 
increase in both mined and refined production. Further capacity 
expansions are in the making, outweighing the steadily falling 
LME exchange stocks. 

Indian metals producer Vedanta has reported record zinc mine 
production during Q2 2007 – 134kt, up 10.7% q-o-q and up 
2.3% y-o-y. Refined production was down slightly q-o-q at 93kt 
in Q2, compared to 95kt during Q1. The company is in the proc-
ess of completing the 170ktpy capacity phase II expansion of its 
Chanbderiya smelter which, as previously reported, is due on-
line in December, around three months ahead of the original 
timetable. Meanwhile work on expanding the Agucha concentra-
tor is reportedly progressing well, with throughput capacity ex-
pected to be increased to 5 million tpy. 

Elsewhere, the Lennard Shelf mine in Western Australia 
reached commercial production in Q2, with the first shipment of 
zinc concentrate made in early-June. The re-opened mine is 
expected to produce around 58kt of contained metal in concen-
trate this year. Meanwhile, as mentioned in the copper section, 
zinc production at the Antamina mine in Peru jumped during H1 
2007, reaching 169.3kt compared to only 70.4kt during H1 2006. 
Staying in Peru, Compania Minera Milpo is planning to increase 
its zinc production from an estimated 200ktpy of zinc-in-
concentrate this year to around 350ktpy over the next three to 
four years. The company is looking to develop its Hilaron project 
located close to the Antamina mine. 

Finally, one benefit of global warming has been the start of sum-
mer shipments from Teck Cominco’s Red Dog mine in Alaska, 
19 days earlier than last year. Planned shipments are in line with 
last year’s levels at around 1Mt of zinc concentrate and 260kt of 
lead concentrate.  

In summary, zinc is still taking direction from copper. The ex-
pected increase in production is still outweighing the ongoing fall 
in LME exchange stocks.  

Zinc stock 

Sources: LME, SFE, Standard Bank Group  

Relative performance to the complex 

Sources: LME, Standard Bank Group  

Price movement 

Sources: LME, Standard Bank Group  
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Zinc: (continued) 

Standard Bank zinc market conditions indicator 

Source: Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Zinc consumers’ price 

Sources: LME, Standard Bank Group  
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Lead 

Price movement 

Sources: LME, Standard Bank Group  

Lead stock 

Sources: LME, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  
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Tin 

Price movement 

Sources: LME, Standard Bank Group  

Tin stock 

Sources: LME, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  
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Gold  

After gold’s good performance since the beginning of July, the 
precious metal fell back last week on market consolidation and 
profit-taking. Gold lost almost US$10/oz, on Wednesday last 
week. The sell-off continued for the rest of the week, with gold 
fixed at US$660.50 on Friday afternoon in London. So far this 
week, gold has recovered some lost ground, and was bid at 
US$667.20 in New York at close on Tuesday afternoon.  

The US dollar’s recent strong recovery came off a massive 
global sell-of in equities. This flight to quality induced higher de-
mand for safer US bonds, which resulted in a stronger US cur-
rency. Although market fears (that the sub-prime credit woes 
might affect not only the US but also economies such as the UK 
and Australia) were in part to blame for this sell-off, the recently 
released US GDP figures for Q2 also contained bad news for 
equities. The latest data shows that US GDP did grow at an an-
nualised rate of 3.4% q-o-q in Q2 2008. However, the fact that 
consumption expenditure growth is down sharply from the previ-
ous quarter is worrying. Given that economic growth in the US 
depends on consumption growth, GDP can be expected to slow-
down if this trend continues.  

The core CPI index in the US, which excludes food and energy, 
increased only by 0.1% in June m-o-m. The percentage increase 
from a year earlier was 1.9%. This annual rate, which is the 
measure the Fed looks at has been steadily declining since Feb-
ruary. It is generally accepted that a core CPI rate between 1% 
and 2% is seen as priced stability by the monetary authorities in 
the US. Although we do not expect a rate cut from the Fed this 
year, it certainly increases the possibility of a rate cut early next 
year.  

For gold as an inflation hedge, lower inflation should be bearish. 
However, given that the ECB and the Bank of England is still 
likely to raise rates at least one more time in September, the US 
dollar should continue to depreciate. Therefore, despite the lat-
est strengthening of the US dollar against major currencies, we 
believe the dollar will continue to depreciate toward the end of 
the year.  

From a technical perspective, we see the current resistance 
level at US$679.30 and support at US$650.29.  

In summary, as long as risk aversion continues to dominate mar-
ket sentiment, gold will find it difficult to consolidate at higher 
levels. We believe the dollar will continue the depreciate.   

 

Gold price and US dollar movements 

Sources: Bloomberg, Standard Bank Group  

Speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  

Price movement 

Sources: Bloomberg, Standard Bank Group  
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Gold: (continued) 

Standard Bank gold market conditions indicator 

Source: Standard Bank Group  

Gold lease rates (spread over LIBOR) 

Sources: LBMA, Standard Bank Group  

Gold vs. USD 

Sources: Bloomberg, Standard Bank Group  

Gold price for gold fabricators  

Source: Standard Bank Group  

ATM implied volatility 

Source: Standard Bank Group  

Gold vs. base metals 

Sources: LME, Bloomberg, Standard Bank Group  
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Platinum group metals 

After a flurry of selling activity last week, platinum recovered 
some lost ground this week. While it was fixed at US$1,292/oz in 
London on Tuesday afternoon, it did lose some value in over-
night trading. On Wednesday morning, it was trading at 
US$1,285.75. Palladium was fixed at US$665/oz on Tuesday 
afternoon.  

Since the price of platinum is very much linked to the fortunes of 
gold, in the short term, we expect platinum to find it difficult to 
consolidate at higher levels while risk aversion continues to 
dominate sentiment.  

On the supply side, Anglo Platinum, the world’s biggest platinum 
producer, announced on Tuesday that it had scaled down its 
production forecast for platinum this year. They are now likely to 
produce 200,00 oz  – 300,00 oz  less than initially anticipated. 
Combined with Lonmin’s announcement three weeks ago that it 
would delay delivering 70,000 oz – 90,000 oz until later this 
year, the platinum market might be in for tighter conditions in the 
coming months than initially anticipated. GFMS estimated that 
the platinum market showed a small surplus of 145,000 oz in 
2006.  

On a bearish note, Nissan Motor Co. of Japan announced earlier 
this week that it has developed new technology for its autocata-
lytic converters that will use less than half the platinum, palla-
dium and rhodium than existing technology. Currently, it is esti-
mated by GFMS that autocatalyst demand constitutes 54% of 
total platinum demand. We believe that in the medium term, this 
will have little effect on the platinum price, while the longer-term 
impact will depend on a number of factors. Firstly, it remains to 
be seen if this technology will be used by other vehicle manufac-
turers world-wide. Nissan has approximately 10% of world mar-
ket share while Renault, its alliance partner 4%. Secondly, if this 
technology is not suitable for diesel fuelled vehicles its impact 
would be further mitigated, given that market penetration for 
diesel vehicles in Europe, who is by far the greatest consumer of 
platinum, are more than 50%. Lastly, it is also likely that scrap 
supply will decline when less platinum is used in the manufactur-
ing process. 

From a technical perspective, current support is at US$1,260 for 
platinum, with strong resistance at US$1,321. We see palladium 
support at US$355, and resistance at US$3,70. 

In summary, the price of platinum is very much linked to the for-
tunes of gold. However, it appears that the platinum market is 
likely to receive less supply this year than initially anticipated. 

Palladium price movement 

Sources: Bloomberg, Standard Bank Group  

Spread (Platinum - Palladium) 

Source: Standard Bank Group  

Platinum price movement 

Sources: Bloomberg, Standard Bank Group  
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Platinum group metals: (continued) 

Standard Bank platinum market conditions indicator 

Source: Standard Bank Group  

Platinum speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  

Platinum vs. gold 

Source: Standard Bank Group  

Standard Bank palladium market conditions indicator 

Source: Standard Bank Group  

Palladium speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  

Platinum vs. base metals 

Source: Standard Bank Group  
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Energy — Crude oil 

WTI crude prices reached all-time highs this week, trading at 
US$78.21 on Wednesday morning, up more than US$3/barrel 
from a week ago. Brent prices remain high, US$77.50 on 
Wednesday morning, but did come down from the highs we wit-
nessed three weeks ago. Brent spot reached an all-time high of 
US$79.64/barrel on Friday 20 July. With this rise in WTI prices, 
the spread between WTI and Brent has turned positive again. 

The recent price spikes in WTI come in the wake of fears of a 
sharp decline of US crude stock levels. Over the past year, US 
crude stock has been building up to record levels and, even if 
there is some decline, stock levels should remain high. The ex-
pected drop in crude inventories comes on the back of higher 
capacity utilisation rates by refineries in the US. This higher re-
finery capacity result in a much greater drawdown of crude in-
ventory. However, as a result of the tightness additional capacity 
in US refined inventories are building again, after a period of 
sustained drawdown. This has resulted in a sharp drop in gaso-
line crack spreads.  

We still believe the probability of additional production of crude 
by OPEC is highly unlikely. OPEC’s next meeting is scheduled 
for September, making any production increase by this group of 
countries before then improbable. Even after September, we see 
little incentive for OPEC to raise production given that the peak 
demand for gasoline in the US will have passed by September,  

For WTI forward curve remains in backwardation as supply con-
cerns and higher demand for crude in the near-term increases. 
This should provide positive yield roll for funds. However, it re-
mains to be seen if the backwardation curve is here to stay.   

Economic growth remains at very high levels which is likely to 
continue to put upward pressure on oil prices. Standard Bank 
calculates that the growth in industrial production of the major oil 
consumers in the world (where growth is weighted by share of 
world oil demand) has been well above 6% since the beginning 
of the year.   

In summary, WTI crude prices reached all-time highs this week. 
Crude was trading at US$78.21 on Wednesday morning, up 
more than US$3/barrel from a week ago. With this rise in WTI 
prices, the spread between WTI and Brent has turned positive 
again. The rise in WTI crude prices comes on the back of an 
expected drop in crude inventories as refineries continue to in-
crease capacity utilisation rates in the US.  

US crude oil stock 

Sources: Bloomberg, Standard Bank Group  

Weeks worth of US crude stock  

Source: Standard Bank Group  

Price movement 

Sources: Bloomberg, Standard Bank Group  
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Energy — WTI crude 

Standard Bank WTI market conditions indicator 

Source: Standard Bank Group  

WTI ATM implied volatility 

Sources: Bloomberg, Standard Bank Group  

WTI Forward curve 

Sources: Bloomberg, Standard Bank Group  

Spread (WTI crude — Brent crude) 

Source: Standard Bank Group  

Spread (WTI crude — NY Gasoline) 

Source: Standard Bank Group  

US refined stock 

Sources: DOE, API, Standard Bank Group  
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Energy — US natural gas 

US natural gas spot price 

Sources: Bloomberg, Standard Bank Group  

US natural gas net imports 

Sources: DOE, Standard Bank Group  

Natural gas forward curve 

Sources: Bloomberg, Standard Bank Group  

Residual fuel equivalent price of natural gas 

Sources: Bloomberg, Standard Bank Group  

US power generation 

Sources: DOE, Standard Bank Group  

US natural gas storage 

Sources: DOE, Standard Bank Group  
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Equity performance  

PGM stocks/platinum price  

Sources: Bloomberg, Standard Bank Group  

Energy stocks/energy BTU equivalent 

Sources: Bloomberg, Standard Bank Group  

Diversified base metals mining stocks/LMEX Index 

Sources: Bloomberg, Standard Bank Group  

Gold stock/gold price  

Sources: Bloomberg, Standard Bank Group  

Aluminium stocks/aluminium prices 

Sources: Bloomberg, Standard Bank Group  
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Additional Information/Figure explanations 

• Standard Bank market conditions indicator 

The indicator is based on factors that affects demand for a relevant commodity. Standard multivariate regression analysis is 
applied to determine a fundamental price for the commodity. The probability of further deviations is determined using historical 
deviations of the actual price from the estimated fundamental price. When the relevant commodity price falls below the historic 
15th percentile of the difference between the actual and fundamental price, the commodity is classified as undervalued. When 
the commodity price rises above the 85th, percentile it is classified as undervalued. The indicators thus show when the spot 
(cash) price of a commodity is overvalued, or undervalued it is due for a correction based on historical probabilities. When the 
figure shows neither overvalued or undervalued, it implies the commodity is fairly priced based on the estimated fundamental 
price and prevailing market conditions. The indicator is updated during the first week of each month.     

• Base metal figures 

− Relative performance to the complex 

The figure measures the performance of a metal relative to the movement of the rest of the complex. The metal’s performance 
is measured relative to the LMEX index. And the index captures the performance of copper, aluminium, nickel, zinc, lead and 
tin on the LME. The metal’s contribution to the LMEX index is excluded (using standard regression analysis and simulation) 
from this index to prevent the metal’s own movement from explaining itself. Based in this relationship, an implied value for the 
metal is calculated.  
Although each base metal is affected by its own supply and demand factors, in the short run it often happens that the complex 
moves in unison. Moreover, from a demand perspective most base metals are affected by similar macroeconomic fundamen-
tals and one can expect them to react in a similar fashion to economic news.  

− Volatility vs. stock levels 

The figure plots the ATM implied volatility for the three-month LME contract relative to stock levels in LME warehouses. The 
figure also provides a polynomial regression line of this relationship, which indicates the historic relationship between volatility 
and LME stock. The figure therefore is indicative of whether current volatility is high or low compared to the historic relation-
ship. For these figures the last 300 daily observations are used.  

− ATM implied volatility 

The figure provides ATM implied volatility for forward contracts. The figure also provides a 95% confidence interval (c.i.), which 
is calculated using the historic probability distribution of the volatility based on daily data over the past 600 days. 

− LME stock on warrant 

A warrant allows the carrier of the warrant to physical take delivery of the metal from an LME warehouse. A high percentage of 
total stock on warrant signals high turnover or metal availability to the market. When the percent of stock on warrant declines 
(and the percent of cancelled warrants increase), it signals less metal availability in the market. In general, a change in stock 
on warrant will result in an increase in price volatility.     
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Additional information on figures: (continued) 

• Consumers price index 

The consumer price index (CPI) shows the weighted price of a metal in the currencies of major consumers of the metal and is 
weighted according to the amount that each country consumed in 2006. For comparison, the US dollar price of each metal is 
also given. For copper, the price of the metal in Europe, the US, UK, Russia, India, China, Thailand and Japan is used in the 
calculation. Together these countries consumed 77% of world refined copper. For aluminium, the price of the metal in Europe, 
the US, the UK, Switzerland, India, China, Japan, Russia, Thailand, Malaysia, Indonesia, Turkey, Saudi Arabia and Egypt is 
used in the calculation. Together these countries consumed 83% of world aluminium in 2006. For nickel, the price of the metal 
in Europe, the US, the UK, India, China and Japan is used in the calculation. Together these countries consumed 80% of 
world nickel in 2006. For zinc, the price of the metal in Europe, the US, the UK, India, China, Japan, Thailand, Malaysia, Indo-
nesia, and Egypt is used in the calculation. Together these countries consumed 76% of the world’s zinc in 2006.  

• Precious metals figures 

− Gold price for gold fabricators 

The gold price for the gold fabricators index shows the weighted price of gold in the currencies of major gold fabricators. The 
index is weighted according to the amount of gold that each country consumed in 2006. For comparison, the US dollar price of 
gold is also given. In the calculation the gold price (in local currency) for Europe, Switzerland, the US, UK, Russia, India, Paki-
stan, China, Japan, Egypt, Saudi Arabia, the UAE, Turkey, Malaysia, Indonesia and Thailand is used. Together these coun-
tries constituted 83% of world demand for gold fabrication.  

− ATM implied volatility 

The figure provides ATM implied volatility for forward contracts. The figure also provides a 95% confidence interval (c.i.), which 
is calculated using the historic probability distribution of the volatility based on daily data over the past 360 days. 

− Gold vs. USD/EUR 

The figure plots the gold price relative to USD/EUR exchange rate and it also provides a regression line of this relationship, 
which indicates the linear relationship between the variables. The figure therefore indicates whether current gold price is high 
or low compared to the price implied by the historic relationship. For these figures, the last 90 weekly observations are used.  

− Gold (platinum) vs. base metals 

The figure plots the gold price (platinum price) relative to the performance of base metals (as measured by the LMEX index) 
and it also provides a regression line of this relationship, which indicates the linear relationship between the variables. The 
figure therefore indicates of whether current gold price (platinum price) is high or low compared to the price implied by the his-
toric relationship. For these figures, the last 90 weekly observations are used.  

− Platinum vs. gold 

The figure plots the platinum price relative to the gold price and it also provides a regression line of this relationship, which 
indicates the linear  relationship between the variables. The figure therefore indicates whether the current gold price is high or 
low compared to the price implied by the historic relationship. For these figures, the last 90 weekly observations are used. 

− Platinum/Palladium spread 

The figure provides spot price spread between platinum and palladium and it also provides a 95% confidence interval (c.i.) 
which is calculated using the historic probability distribution of the volatility based on daily data over the past 500 days. 
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Additional information on figures: (continued) 

• Energy figures 

− ATM implied volatility 

The figure provides ATM implied volatility for forward contracts and it also provides a 95% confidence interval (c.i.), which is 
calculated using the historic probability distribution of the volatility based on daily data over the past 360 days. 

− ATM implied volatility 

The figure provides the price for forward contracts. It also provides a 95% confidence interval (c.i.), which is calculated using 
the historic probability distribution of the volatility based on daily data over the past 500 days. 

− Spreads: WTI/Brent and WTI/NY Gasoline 

The figure provides spot price spread between the applicable variables. It also provides a 95% confidence interval (c.i.), which 
is calculated using the historic probability distribution of the volatility based on daily data over the past 500 days. 

• Equity performance figures 

The figures provide the performance of equities after accounting for the performance of the underlying commodities that a 
company mines. A rise in the stock price of a company in the graph shows the company managed to outperformed (during the 
period under display) the underlying commodity. Put differently, after accounting for commodity price movements, the manage-
ment of the company managed to add additional value to shareholder’s wealth. The figures are calculated as follows: 

• Energy stock: Company stock/(BTU equivalent price of crude + price of natural gas);  

• Aluminium, platinum and gold mining stocks: Company stock/price of the underlying commodity; 

• Diversified base metals mining stock: Company stock/LMEX Index. 
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