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Metals and plastics � Strategic view 
Introduction 
China�s rapacious appetite for base metals has shaped this market throughout 
2009; without China, and the promise of its long-term growth, prices would be 
languishing at almost half their current level. Now that China has reiterated it 
will maintain a relatively loose monetary policy in 2010, and forecasts for 
China�s GDP growth next year are already exceeding 9%, the year ahead is 
unlikely to see much price weakness for base metals � if anything, the reverse. 
We also expect speculative investment levels to rise, given what is now almost 
certain to be an effectively zero interest-rate environment during the whole of 
2010. That spells persistent weakness for the US dollar and, with economic 
recovery likely across almost all the OECD countries, 2010 is shaping up to see 
base metals prices shift beyond their 2009 highs and perhaps challenge levels 
last seen in H1 2008. The only real negatives are the massive inventories and the 
threat of over-supply, as miners and smelters ramp-up by too much, and too 
soon. 

Gold 
The gold price soared above $1,200/oz in December and then fell back $70/oz in 
a single day. With the weight of investment money that has built up in gold over 
the last few months such volatile trading is inevitable. Until we have a much 
more stable global macro-economic environment we see gold prices remaining 
firm at high, and possibly higher levels, although the waters will become 
progressively choppier. 

Silver 
Silver underperformed gold in the latest leg of their recent tandem-rally, and 
slightly outperformed, when gold gave up some of its price gains. In the longer-
term we envisage silver performing relatively better than gold, given its greater 
industrial demand profile and potential new applications. But short-term the 
focus is on financial and economic uncertainties � and the mini-panic will 
sustain gold much more than silver. 

Platinum 
Jewellery demand continues to provide a floor to the platinum market, as shown 
by the latest data regarding Chinese demand. Autocatalyst demand, however, 
could be hit by what is looking like a much lower figure in Germany in 2010 for 
new car sales.  

Palladium 
Palladium has fallen back, along with other precious metals, but its supply-
demand fundamentals have been improving. The only major concern for its 
medium-term outlook is whether the recent remarkable pace of Chinese car sales 
growth can be sustained.  

Aluminium 
Aluminium demand is improving slowly, but production is relentlessly rising. 
How this dynamic plays-out, and the extent to which huge exchange and off-
market stocks might be eroded, will determine the price trajectory in 2010. For 
now we regard this as the base metal least likely to rise significantly in price 
next year � at least until visible stock levels come down sharply.  

Copper 
Near-term weakness in supply-demand fundamentals has done little to slow the 
rally above $7,000/t, because copper�s longer-term prospects are extremely price 
supportive, and speculative investment remains determinedly encouraged by this 
prospect. There appears little ahead to change sentiment, and we are bullish on 
copper�s price promise in 2010.  

Analyst: Carl Firman 
VM Group 
Tel: +44 20 7569 5930 
Email: carl@vmgroup.co.uk 

Analyst: Matthew Turner 
VM Group 
Tel: +44 20 7569 5934 
Email: matthew@vmgroup.co.uk 

Analyst: Gary Mead 
VM Group 
Tel: +44 20 7569 5930 
Email: gary@vmgroup.co.uk 
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Nickel 
Nickel remains a puzzle. On the one hand LME warehouse stocks are rising, and 
new mine supply is waiting in the wings. On the other hand higher exchange 
nickel stocks might not tell the whole story, since the global nickel market was 
in deficit in Q3 2009 and fairly balanced so far in Q4.  

Lead and zinc 
Lead and zinc are tracking copper and in zinc�s case will continue to do so for 
much of 2010. The lead rally, we suspect, will come off the boil in Q1 2010, as 
supply builds and demand weakens slightly. 

Tin 
Indonesia is again pledging to reduce output in 2010, demand is picking up, 
China�s production is still below its peak � the scenario for 2010 is for stronger 
prices especially if OECD countries recover more normal rates of economic 
growth.  

Steel 
There is now some respite on the horizon for OECD steel makers, but prices are 
only inching up, as demand is slow to rise. However, H1 2010 will see a marked 
improvement as restocking gets into full swing, but H2 2010 may see the 
emergence of Chinese steel exports, which could crimp prices just as they get 
going. 

Plastics 
Margins are tightening and even moving into negative territory as feedstock 
costs rise on higher oil prices. But demand for polypropylene and linear low-
density polyethylene remains weak and costs cannot be completely passed to 
consumers. Supply shutdowns should follow, with conditions improving by Q2 
2010. 
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Forecasts 

Price forecasts 

  8th December 1-month 2-month 3-month 12-month

Gold $ /oz 1,146.8 1,090-1,200 1,150 1,250 1,000
Silver $ /oz 18.11 17.00-18.75 18.00 19.50 15.00
Platinum $ /oz 1,439 1,380-1,475 1,400 1,400 1,375
Palladium $ /oz 374 350-390 365 375 375
Aluminium (3-month) $ /tonne 2,165 1,900-2,100 2,050 1,950 2,075
Copper (3-month) $ /tonne 7,005 6,600-7,150 6,750 6,725 7,100
Lead (3-month) $ /tonne 2,292 2,000-2,450 2,025 2,075 2,500
Nickel (3-month) $ /tonne 15,925 15,700-16,400 20,000 23,500 22,000
Tin (3-month) $ /tonne 15,145 14,700-15,250 14,900 13,150 18,250
Zinc (3-month) $ /tonne 2,325 2,000-2,420 2,150 2,150 2,250
Plastic: LL (Global) $ /tonne 1,055 1,120 1,130 1,100 1,100
Plastic: PP (Global) $ /tonne 1,080 1,100 1,150 1,110 1,100
Steel: (3-month) Med $ /tonne 400 420 480 480 500
Steel: (3-month) Far East $ /tonne 500 500 520 520 520

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

Gold $ /oz 1,154 954 950 800 800
Silver $ /oz 18.00 13.8 13.8 10 10
Platinum $ /oz 1,375 1,427 1,500 1,400 1,300
Palladium $ /oz 362 352 350 350 350
Aluminium (3-month) $ /tonne 1,985 2,652 2,700 2,750 2,750
Copper (3-month) $ /tonne 6,970 7,788 7,500 7,500 7,500
Lead (3-month) $ /tonne 2,087 2,803 2,500 2,400 2,400
Nickel (3-month) $ /tonne 20,375 26,250 24,000 22,000 20,000
Tin (3-month) $ /tonne 16,294 19,854 17,500 17,500 17,500
Zinc (3-month) $ /tonne 2,217 2,896 2,500 2,500 >2,400
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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Market Update 

Prices and stock levels 8th December 2009 

Prices 
 
   

Most 
recent 

price

Average 
over past 

12 M 

High Low Price 
1 week 

ago

WoW 
(%)

Price 
1 month 

ago

MoM 
(%)

Price 
12 months 

ago 

YoY 
(%) 

 

Average 
2008

Average 
2007

Gold $/oz 1,146.8  955.2  1,212.5 767.8 1,212.5 (5) 1,089.0 5% 767.8 49 872.6 696.5
Silver $/oz  18.11  14.21  19.18 9.83 19.2 (6) 17.4 4% 9.8 84 15.15 13.4
Platinum $/oz  1,439  1,167 1,494 801 1,485.0 (3) 1,359.0 6% 807.0 78 1,599 1,304.7
Palladium $/oz 374.0 251.6  386.0 172.0 386.0 (3) 330.0 13% 176.0 113 357.4 354.7
                 
Aluminium $/tonne  2,165 1,655 2,165 1,289 2,130.5 2 1,919.5 13% 1,520.0 42 2,659 2,662.0
Copper $/tonne 7,005  4,923  7,101 2,820 7,080.0 (1) 6,552.0 7% 3,137.0 123 7,030 7,095.9
Lead $/tonne 2,292 1,646  2,489 875 2,489.0 (8) 2,345.0 (2%) 981.0 134 2,136 2,557.9
Nickel $/tonne 15,925  14,257 21,155 9,350 16,550.0 (4) 17,855.0 (11%) 9,350.0 70 21,689 36,217.1
Tin $/tonne  15,145  13,043  15,725 9,755 15,125.0 0 14,975.0 1% 11,505.0 32 18,766 14,532.3
Zinc $/tonne 2,325  1,601  2,408 1,069 2,407.0 (3) 2,218.5 5% 1,110.0 109 1,924 3,243.2
Steel (3-month)                 
Med $/tonne  400  361 440 270 412.0 (3) 365.0 10% 330.0 21 747  
Far East $/tonne  500 397 510 270 500.0 0 500.0 0% 330.0 52 695  
                 
PP $/tonne  1,055 842 1,085 632 1,020.0 3 975.0 8% 655.0 61 1,407 1,220.2
LL $/tonne  1,080 873 1,080 685 1,060.0 2 900.0 20% 700.0 54 1,404 1,254.9

LME Stocks 
  

Most 
recent 
stocks

Average 
over past 

12 M 

High Low Stocks 
1 week 

ago

WoW 
(%)

Stocks 
1 month 

ago

MoM 
(%)

Stocks 
12 months 

ago 

YoY 
(%) 

 

Average 
2008

Average 
2007

Aluminium Tonnes 4,593,150 3,875,243 4,629,000 1,895,675 4,593,075 0 4,542,100 1% 1,895,675 142 1,231,093 842,573 
Copper Tonnes  458,500 378,070 548,400 256,900 445,400 3 385,575 19%  303,600 51  176,337 158,899 
Lead Tonnes 140,800 87,990  140,800 43,825 139,225 1 130,800 8%  43,825 221 62,174 37,218 
Nickel Tonnes 143,430  106,883  143,430 66,216 141,456 1 130,062 10% 66,216 117 51,857 18,110 
Tin Tonnes  26,545 16,152 26,985 4,655 26,700 (1) 26,400 1% 4,665 469 7,314 11,891 
Zinc Tonnes  457,825 364,624 459,000 220,275 458,850 (0) 426,075 7%  220,275 108  150,777 81,377 

Source: VM Group 
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Analysis 
Platinum: autocatalyst demand under threat? 
One of the major threats to PGM prices has always been their heavy dependence 
on one critical demand source, the global autocatalyst markets. It�s not so much 
that PGMs are at the mercy of the fortunes of the global car market � no-one has 
yet come up with a compelling alternative to automobiles � but that any new 
technology, whether in catalysts or engine design, could at a stroke wipe-out half 
the market for PGMs. Given PGMs� volatile price history and the concentration 
of supply in Russia and South Africa, any such prospect would be welcomed by 
the auto manufacturers. Both platinum and palladium have in the last ten years 
seen their prices soar on the back of supply disruptions � palladium in 2001 on 
the back of the Russian sales freeze, and both metals in 2008, when South 
African mines suffered electricity shortages.  

But as yet, and despite the hype surrounding hydrogen-powered or all-electric 
cars, the fossil fuel-guzzling internal combustion engine faces no swift 
extinction. Pure electric vehicles would be such a threat, but they are unlikely to 
capture more than 2% of the car market within the next five years. Electric 
vehicle technology at present just isn�t sufficiently developed to take much 
market share from the internal combustion engine, not least because electric car 
manufacturers remain divided on solutions to many of the major difficulties that 
need to be overcome, such as battery recharging.  

But maybe the much more immediate threat to PGMs in autocatalysts will come 
from a very different and unexpected area � substitution by gold? This has long 
been the Holy Grail for gold bugs, who have been yearning for the day when 
gold might have a truly global mass-market and completely captive industrial 
demand source. 

Economically, the substitution of gold for platinum in autocatalysts makes good 
sense. Gold has long enjoyed a price advantage over platinum, although not, 
except for brief periods, palladium. It also has the desirable economic property 
of its supply being largely guaranteed and less prone to disruption; gold�s mine 
supply is less geographically concentrated, and there are huge above-ground 
stocks. 

PGM demand in autocatalysis, tonnes 
 

Gold price saving over platinum price, $/oz 

0

50

100

150

200

250

300

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Platinum Palladium
 

 

0

200

400

600

800

1,000

1,200

1,400

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
 

Source: VM Group, Johnson Matthey  Source: VM Group 

The problem has been in the chemistry. Gold is an excellent oxidation catalyst 
but is let down by a lack of thermal stability � above 400°C it suffers from 
�sintering�, whereby small particles clump together, reducing its catalytic 
qualities � and is easily poisoned by sulphur. Technology however marches on, 
and, with protection from the sulphur through a standard palladium or 
palladium-platinum catalyst, it now looks as though gold could be used in the 
catalysts of some diesel passenger vehicles in the next couple of years. Diesel-

Analyst: Matthew Turner 
VM Group 
Tel: +44 20 7569 5930 
Email: matthew@vmgroup.co.uk 
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engine vehicles are particularly suitable for this new technology because they 
run at a lower temperature than gasoline-engine vehicles. 

What would this mean for gold and PGMs markets? We calculate that it will 
harm PGMs more than it will help gold. The reason is the relative size of the two 
markets, with gold supply/demand more than ten times that of platinum and 
palladium combined. For example, in a normal (i.e. non-recession) year PGM 
autocatalyst demand is about 8 Moz, or about 250t. If we assume 3 Moz (94t), 
mostly platinum, is used in the manufacture of autocatalysts for diesel cars and � 
unreasonably � that all this is at risk of being replaced by gold, that would still 
only boost gold demand by 2%, which is hardly game-changing. Nevertheless, it 
would have a huge impact on the PGMs market, equivalent to a decline in total 
demand of about 20%-25%, and a higher proportion of just platinum.  

However, this clearly overstates the impact, as gold won�t take all of platinum�s 
share of diesel-engine autocatalysts. For a start, gold needs to be used with a 
platinum or palladium catalyst to protect it from poisoning. Even then, the gold 
used will be a PGM alloy rather than pure gold. On this basis, the maximum 
share gold theoretically could take would be about 1/3rd of the metal, so perhaps 
1 Moz. This would still be enough to harm the PGM market, especially 
platinum, but it would not be devastating. 

And this theoretical maximum is in any case unlikely to be met in practice, as 
the financial incentive to use gold over platinum is no longer quite so attractive. 
The current price of gold is ~$1,150oz, compared to ~$1,400/oz for platinum. 
This saving is not sufficient to persuade automakers to push for gold rather than 
platinum in catalysts; the additional manufacturing costs associated with the 
technique would also whittle this saving down, meaning substitution at these 
prices is probably not commercially viable. Furthermore, as 20% of the metal in 
diesel catalysts is now palladium, at $390/oz, to the extent that gold replaces this 
as well it offers no financial saving. And, most important, if gold should happen 
to progressively replace platinum in autocatalysts, the platinum price would 
quickly fall, making it more cost-effective.  

So we come full circle � the only real advantage gold has in this context is its 
more favourable supply profile. This may be attractive enough to persuade car 
companies to consider using it as a catalyst at some point in the future � so long 
as the price differential becomes rather more competitive. For this time being 
however this technology does not look like the platinum-killer it appeared to be 
at first glance. 
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Analysis 
Chinese jewellery buyers step up their purchases 
Chinese jewellery demand has been tremendously strong in 2009, a new report 
from UK-refiner Johnson Matthey confirms. But how long can it keep on 
growing? 

It�s been clear that China�s demand for platinum has been exceptional in the last 
12 months. There are two key and relatively timely sources of data about the 
Chinese market � the country�s imports of platinum, both direct and via Hong 
Kong, and turnover on the Shanghai Gold Exchange (SGE). Both have been 
very strong since Q4 2008, and that has continued through most of 2009. The 
chart below shows net imports of unwrought platinum into China & Hong Kong 
since the start of 2008. 

Net imports of unwrought platinum into China & Hong Kong, plus Hong Kong exports to China, oz/month 
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Source: VM Group, TradeStats 

After a rather subdued first nine months of 2008, on the back of the extremely high 
platinum price and restricted supply (due to the power crisis in South Africa), 
China�s demand really took off in September 2009 as the price crashed, and has 
remained strong ever since. It dipped in June this year but has slowly recovered. 
October data is only available for direct China imports, and this shows these 
falling back to 79,048 oz, the lowest since December 2008. In total, these add up 
to 1.7 Moz in 2008 (of which nearly 900,000 oz came in the last three months) and 
2.3 Moz in 2009, up to the end of September. Even if imports were to slow to a 
rate of 150,000 oz a month for the last three months of 2009, that would still imply 
2.75 Moz for the full year. It�s possible that some of this data is less than totally 
reliable � Swiss exports to China do not always tally with recorded Chinese 
imports from Switzerland, for example � but the trends are clear.  

  
Cumulative volume of platinum traded on Shanghai Gold Exchange, oz 
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Analyst: Matthew Turner 
VM Group 
Tel: +44 20 7569 5930 
Email: matthew@vmgroup.co.uk 
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A similar tale is shown by the cumulative turnover on the Shanghai Gold 
Exchange�s platinum contract. By end-November this year the cumulative total 
traded in ounces (having halved the total to remove double-counting) was 
838,299 oz, far in advance of the previous highest level at this stage of 2008, 
when it was 632, 952 oz. 

These volumes are lower than those recorded by imports, as not all platinum that 
enters China, and even more so Hong Kong, goes through the Shanghai Gold 
Exchange. Nevertheless, as the following charts show, the trends have been 
similar.  

A similar trend in the SGE turnover and Chinese imports � oz/month 
 

JM jewellery estimates and Hong Kong imports, oz/month 
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Source: VM Group, Chinese Customs Data, SGE  Source: VM Group, Chinese Customs Data, Johnson Matthey 

Both measures suggest that, even allowing for some slowdown in December as 
higher prices have begun to bite, China�s platinum usage will be much higher in 
2009 than in 2008. The data however cannot tell us how much goes into 
jewellery as opposed to autocatalysts, glass, electronics and chemicals. In 
November the UK-based refiner Johnson Matthey (JM) suggested that total 
demand (from all sources) of platinum in China in 2009 would be 2 Moz, 66% 
higher than 2008. Of this they estimate 1.75 Moz1 will be jewellery, up from 
850,000 in 2008. It is interesting to note that JM�s jewellery figures match Hong 
Kong imports quite closely. 

Clearly it is not an exact science as to how much platinum goes to one use or 
another. However, jewellery manufacturing is going to be the major platinum 
user in China. Primarily this is because the Chinese automotive industry tends to 
make gasoline-powered cars, and so the split between platinum (normally found 
in diesel-engine autocatalysts) and palladium is heavily in favour of the cheaper 
metal. The next largest use typically is glass manufacturing, followed by the 
chemical and electronics industries. These contribute a fair chunk to China�s 
consumption, but even if they have been underestimated it is still the case that 
jewellery demand must have increased substantially over 2008. It is possible that 
the high levels of jewellery demand might to some extent be masking investment 
in platinum, but it is impossible to know in what quantities this might be 
happening.  

Why this strong surge? 
What has brought about this large increase in consumption? The most obvious 
factor is the sharp decline in the platinum price. We have discussed before the 
notion of the jewellery market being platinum�s �shock absorber�, i.e. that the 
price elasticity of demand for platinum jewellery is higher than for other end-
uses, which means that jewellery demand contracts or expands when prices are 
high or low, and in doing so minimises the necessary price movements.  

                                                           
1 This is 1.75 Moz net demand, with 2.05 Moz of gross demand but 0.3 Moz of that was from 
recycled (scrap) jewellery.  
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JM estimates of China�s jewellery and other demand, 000 oz/year 
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Source: Johnson Matthey, VM Group  Source: VM Group 

This seems to be what has happened. When platinum prices rose sharply in H1 
2008, due to the South African power crisis that started at the end of January that 
year, turnover on the SGE fell, reaching its lowest in the three months to 
September 2008. Similarly, imports dipped sharply, bottoming out in June 2008 
at a net 40,000 oz. Then, as the price collapsed in Q3 2008, both imports and 
SGE trading soared. Both dipped again as the price recovered in Q1 2009, but 
then � and this cannot be explained by movements in the price � both recovered 
again in Q2 2009. However, both are now stuttering as the platinum price once 
again flirts with $1,500/oz.  

Another factor in this scenario has been China�s economic success. Although 
this surely plays second fiddle to price, as the rockiest part of China�s recent 
economic history was Q4 2008, when platinum imports surged, the surge in 
demand throughout 2009 we see as closely related to the renewed buoyancy in 
the economy. This has been helped by a massive government stimulus and 
plentiful liquidity. In part, too, the strong demand derives from a need by 
jewellers to restock after allowing levels to fall when platinum prices were very 
high in H1 2008, and also generous profit margins, as the retail price was not 
reduced as much as the wholesale price. Demand however has already 
slackened.  

Can this tremendous level of offtake be maintained? In short, no. We can be 
confident in saying this, because it has already weakened. On JM�s figures, 
about 1 Moz of jewellery was bought in H1 2009, but they predict just 0.7 Moz 
will be purchased in H2 2009. Furthermore, looking at their monthly data and 
the similar Hong Kong imports, it looks as if this estimate is biased towards Q3 
rather than Q4, implying demand of some 300,000 oz in Q4 2009. At an annual 
rate this is 1.2 Moz. We see this as a more likely level of demand going forward 
than the much higher figure seen in 2009, as prices are higher and jewellers have 
less need to restock. But 1.2 Moz would still be a solid performance, and 
stronger than in any year since 2003. 

Are higher prices therefore likely to bring down the demand for platinum? 
Insofar as all precious metals are trading at very high prices, in particular gold 
and silver, there seems little risk of substitution of other precious metals for 
platinum. But consumers have other options than jewellery, and if platinum 
prices continue to rise, offtake for jewellery is likely to be hit.  

For the platinum market this wouldn�t matter too much � in fact it is exactly 
what a �shock absorber� is meant to do. What could be more troubling, at least 
for those looking for higher prices, is if China�s economy stumbles. That would 
mean lower demand at all price levels, and would in turn force the platinum 
price lower. However, we remain long-term China bulls and therefore see the 
risk of this as relatively slight. Platinum, as a consumer-demanded metal, is 
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probably more insulated than industrial metals, simply because over the 
medium-term Chinese consumer spending is likely to rise as a share of GDP.  

Platinum � can the luck hold out? 
In many ways platinum has led a charmed life over the past decade. It has 
become a necessary component of autocatalysts, which in turn have become a 
legal requirement in almost every vehicle and every country in the world, and 
are finding a new, large, and growing market in China (albeit this favours 
palladium). This year platinum has been helped too by expensive government 
schemes to boost car sales in the heartland of the diesel engine, Europe, and a 
supremely strong demand for jewellery in China. The outcome is shown in its 
price � trading at $1,500/oz at the start of December, almost double its low seen 
in November 2008. 

In 2010, China�s jewellery demand is unlikely to be as high, both because of less 
need for stock building and because higher prices will naturally ward off some 
consumers. The hope for platinum bulls is that the higher prices can be 
maintained by stronger jewellery markets elsewhere, recovering global car 
demand, other industrial uses and continued investor interest. If not, the market 
will be calling on the Chinese jewellery buyer once again. 
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Focus 
South Africa�s Eskom: power of the powerless 
The monopoly electricity utility in the world�s main source of platinum group 
metals is caught between the devil and the deep blue sea. Eskom needs a vast 
amount of fresh investment � and rather swiftly � if it is to avoid a repeat of the 
January 2008 fiasco, when the country was crippled by several days of power 
cuts. One way it might start to get itself out of its financial mess would be to jack 
up tariff charges � but Eskom is so heavily subject to political interference that 
route is looking increasingly thorny. But without some decisive action in 2010 a 
fresh � and possibly more serious � power failure is almost inevitable at some 
point. 

Here comes the World Cup! From June 2010 the world�s attention will be more 
than usually turned towards South Africa, the host country for the premier 
international football event. According to FIFA, the International Football 
Federation, the cumulative television audience was more than 26bn for the 2006 
World Cup, and the same number is expected this time round. The country�s 
government will be hoping that next year�s winter � between May-July � will be 
warmer than usual, not because it wants the world�s football stars to have easier 
playing conditions, but to guarantee that the country�s creaking electricity 
network does not collapse under the strain during what is traditionally the peak 
period of demand. 

Within South Africa, Eskom has become a byword for inefficiency, synonymous 
with power failure rather than power supply. And this power failure is not just 
its inability to cost-effectively deliver sufficient electricity; it�s become in the 
last month a metaphorical power failure, as the company has drifted into a 
leadership vacuum that extends far beyond the corridors of Eskom and into 
government itself. On 11th November Eskom�s CEO, Jacob Maroga, was 
physically locked out of his office, according to local South African reports. 
Two days before that, the company�s chairman, Bobby Godsell, handed in his 
resignation. 

This boardroom fallout reflects the structural mess that Eskom now finds itself 
in. Interestingly enough, the government later asked Godsell to reconsider his 
resignation, but Maroga remains out in the cold. Godsell declined the offer, 
which is a bad sign � if an experienced old hand like Godsell does not want any 
more of this poisoned chalice, many other equally talented managers will be 
deterred from considering it. 

Godsell, a hard-nosed businessman who used to run AngloGold Ashanti, had 
demonstrated an unwillingness to disguise the fact that Eskom needed � needs � 
a clear and determined managerial overhaul. That can only be achieved by 
permitting the utility to escape the clutches of various political factions now 
seeking to assert their voice in running the country, all vying for the attention of 
President Jacob Zuma, who so far has been unwilling to involve himself too 
directly in the affairs of the troubled company. 

The ruling ANC government�s militant wing, the Youth League, called for 
Godsell to resign, as did the Black Management Forum, which describes itself as 
a �non-racial thought leadership organisation.� The Forum went so far as to 
accuse Godsell of adopting a �baas/boy� mentality towards Maroga, in other 
words accusing Godsell of being a racist.2 Godsell is a big enough player to 
defend himself against such a slur � what�s important in all this is the extent to 
which the ANC government is permitting one of the most serious structural 
failures now facing the country to be distorted into a mud-slinging matter, 

                                                           
2 http://www.bmfonline.co.za/index.php?option=com_content&view=article&id=72:bmf-
stance-on-the-assault-on-black-professionals-in-state-owned-enterprises-the-case-of-jacob-
maroga-at-eskom&catid=1:latest-news 

Analyst: Gary Mead 
VM Group 
Tel: +44 20 7569 5930 
Email: gary@vmgroup.co.uk 



14 | BNP Paribas Fortis metals monthly | December 2009 BNP Paribas Fortis /VM Group
 

diverting attention from the underlying reality � which is that South Africa faces 
a medium-term electricity supply crisis, one that could cripple supply of around 
70% of the world�s production of platinum group metals. That may not matter so 
much when the world is in a recession, and new car sales are in a slump � but 
what might happen when the recession is over? Both platinum and palladium 
prices have recovered strongly this year, up almost 70% and more than 100% 
since the start of 2009, without any real prospect of a massive surge in new car 
sales in the major markets in 2010. Both metals are vital ingredients in 
autocatalysts; if and when new car sales do pick up, they will be in much greater 
demand than today and the prices of both are likely to rise much higher than 
they are currently. The world needs South Africa�s PGMs; South Africa�s 
PGMs� producers need electricity; and Eskom needs to deliver without 
interruption. 

South Africa: electricity available for distribution (GigaWatt hours) 
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Massive investment needed 
This on-going crisis first emerged in January 2008. On 25th January that year 
Anglo Platinum and AngloGold Ashanti, among others, said they had been 
forced to completely shut down their mines, as Eskom could not guarantee 
security of power supply. South Africa accounts for some 80% of global 
platinum supply and more than 40% of palladium. In the weeks succeeding the 
shutdown Eskom managed to get supply up and running again, albeit still today 
at just 95% of capacity � but that did not prevent the platinum price from soaring 
to a new record of $2,200/oz. 

Eskom is today caught between a rock and a hard place. According to Eskom�s 
own plans, to meet future demand growth for electricity supply it needs to invest 
some Rand 385bn ($52.5bn) and it has yet to secure around 20% of that. Earlier 
this year it proposed to put up its tariffs by 45% a year over the next three years, 
starting in 2010. That was greeted with howls of outrage by all sectors of 
society, from trade unions through to mining companies.  

At the start of December Eskom backed-down a little � and claimed that it could 
squeeze by with putting up tariffs by 35%/year for the next three years. Even 
this is too much for the Congress of South African Trade Unions (Cosatu), 
which said in response it �would still be too high.� The ruling ANC government, 
which is in a tripartite alliance with the South African Communist Party and 
Cosatu � inevitably backs Cosatu. In a statement the government said: �We see 
the Eskom proposal to NERSA [the National Energy Regulator of South Africa] 
not assisting South Africa�s economic growth.� It�s both an energy mess and a 
political nightmare � many South Africans are understandably asking 
themselves, if Eskom can really make do with 35% increases then why did it ask 
for 45% in the first place? It looks like bending to political pressure � and a very 
thin end of a long, fat wedge. 
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Coal v. solar power 
Nor do Eskom�s problems end there. For in the new era of carbon-consciousness 
Eskom scores very poorly. According to South Africa�s 2009 Carbon Disclosure 
Project report, published by the government, Eskom is currently one of the 
world�s three biggest emitters of carbon dioxide, at 220 Mt/year, helping make 
South Africa the world�s 12th biggest polluting nation. The company hopes to 
reduce its reliance on coal burning by more investment in solar energy, but 
weaning itself off coal will be extremely difficult and also costly. Currently 
Eskom depends on coal burning for 80% of its power generation. 

According to the company, about 26 GW of extra electricity generating capacity 
will be required by 2030 over and above what Eskom currently plans to invest 
and build between now and then as far as conventional power generation is 
concerned. This is going to lead to a massive electricity-generating shortfall that, 
Eskom hopes, can be filled by solar generation. Yet the cost of developing a 
pilot solar plant, generating just 100 MW, is put by the company at 6bn-7bn 
rand, equivalent to between $800m-$940m; it�s evident that Eskom as of today 
does not know where the sort of investment it needs for its solar energy plans is 
going to come from. 26 GW is 26,000 MW � so if the costing for the new pilot 
solar plant were to be replicated for all 26 GW of the generating �gap� Eskom 
would need at a minimum another 1,560bn rand, or about $209bn. Raising that 
kind of financing in the next two decades will be impossible � meaning that the 
country will still be almost entirely reliant on coal-burning. Yet if only it were 
that simple. Again, according to Eskom, substantial investments will be needed 
in coal mining, just to keep pace with growing electricity demand. In September 
this year the now-departed CEO of Eskom forecast that as much as 110bn rand 
($10.5bn) would be needed to build at least 40 new coalmines within the country 
by 2020 to ensure sufficient supply. By that date it�s estimated that Eskom will 
be burning as much as 200 Mt of coal/year, against some 130 Mt today. 

Very uncertain outlook 
In August this year Eskom reported a full year (and record) loss of 9.7bn rand 
(to the end of March 2009) v. a loss of 168m rand for the previous year. Its spare 
generating capacity remains much lower than the 15% it says would be 
appropriate. It has twice raised its tariffs since the crisis of January 2008, by an 
average 59%. Its five-year expansion plan, with a targeted investment of 385bn 
rand ($49bn) got a shot in the arm recently, when at the start of December the 
World Bank said it had agreed in principle to lend Eskom up to $5bn towards 
this expansion plan, but back in August Eskom�s credit rating was downgraded 
from A1 to Baa2, making the cost of borrowing � if it can be obtained � that 
much higher. The African Development Bank has agreed a $500m 20-year loan 
for Eskom. And it will get another 60bn from the South African government.  

But what the government gives with one hand it takes away with the other � the 
Department of Trade and Industry is reportedly seeking a repayment from 
Eskom of 300m rand ($40m) that was used to build power lines to the Coega 
Industrial Development Zone, following a decision by Rio Tinto-Alcan to 
abandon its intention of building a new aluminium smelter in the zone. With 
awful irony, Rio Tinto-Alcan abandoned the plan because Eskom could not give 
it the kind of long-term reassurances over power supplies and tariffs it needed. 

President Jacob Zuma is a big football fan and has high hopes for Bafana 
Bafana, the South African national team, at next year�s World Cup. We don�t 
expect the lights will go out next June-July. But we also do not expect them to 
shine very brightly thereafter. Watch out for fresh record PGM prices, if not in 
2010, then shortly thereafter. 
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Hedge funds activity 
News 
� Dec 1st: The Managed Funds Association is said to be �extremely troubled� 

by provisions in the planned US House regulatory overhaul which would 
require hedge funds with over $10bn in assets to contribute to a bailout fund 
for �too big to fail� companies.  

� Nov 27th: The former French foreign minister, Michel Barnier, is appointed as 
the new European Internal Markets Commissioner, who will oversee the 
regulatory overhaul of the EU�s financial sector. The appointment has raised 
concern among those hoping to have the proposed changes affecting hedge 
funds operating in the region diluted. 

� Nov 25th: A further EU report recommending changes to the regulation of 
alternative investments includes plans for a pan-European regulatory 
watchdog to monitor financial risk with the ability to stop short-selling, plans 
to introduce caps on hedge funds� capital borrowing allowance, and penalties 
for those who do not follow recommended �down-sized� compensation 
structures.  

� Nov 25th: The European Securities and Markets Authority (ESMA) may seek 
powers to restrict short-selling and impose temporary bans on market activity, 
according to a leaked version of a draft report on the establishment of ESMA. 

� Nov 24th: Clive Capital, a London-based commodity hedge fund seeded in 
2007 with an estimated $3.5bn under management, making it the world�s 
largest single commodity fund, has closed to new investors. 

 
Analysis 
� October a struggle, but 2009 will be a good year 
 
October was not a good month for the hedge funds in our database, posting a 
negative average return of 0.33% and commodity-focused funds fared even 
worse, dropping on average 0.53% (although the funds with most commodities, 
more than 50% by AUM, actually gained 1.39%). Despite this overall decline 
the aggregate sample of all hedge funds remains up by 11.2% for the year so far, 
and this October�s performance should perhaps be put into the context of an 
average return of negative 5.4% in October 2008. What�s more, the overall 
recovery for 2009 as a whole will not be seriously derailed by October�s dip; 
hedge funds that we monitor look set in aggregate terms to end 2009 up by 
between 12% and 16%. Drilling down, hedge funds focusing on energy in 
October did better than the rest, up by 1.38%, while metals� and agricommodity 
funds fell into negative territory for the first time since July, posting negative 
returns of 1.56% and 1.88% respectively. For metals this is rather surprising 
given October saw precious and base metal prices perform well. 

Outlook 
Does the launch of hedge fund Northlight Capital with $100m in early 
December show the way the industry is moving? Its new fee structure 
scraps the conventional 2 and 20 model (a management fee of 2% of the 
fund value and a performance fee of 20% of fund profits) for what we 
suppose should be called �1.5 and 5�. But it doesn�t end there; in a novel 
twist Northlight�s managers will reinvest 50% of their annual performance 
fee, and keep this invested until clients start to withdraw their own money. 
Funds are increasingly keen to appear less cavalier to prospective clients, 
and to show a willingness to invest their own fees in their risks is very 
persuasive.  
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Gold 
News 
� Dec 1st: Barrick announced they had closed out the remaining 1.9 Moz of 

their hedge book. The company had 24.1 Moz hedged at the end of 2001. The 
move brings global gold hedging down to well under 10 Moz. 

� Nov 25th: Sri Lanka purchased 10t of IMF gold at prices prevailing on 23rd 
November ($1,169.50/oz). This follows purchases by Mauritius (2t) and India 
(200t) earlier in the month.  

 
Analysis 
� Gold slips, but what chance $3,000/oz? 
 
Is that it? Gold saw its largest one-day correction since October 2008 between 
Friday 4th December and Monday 7th December, shedding $66.50/oz to 
$1,142.50/oz. Earlier it had traded to a new all-time high of over $1,225/oz in 
intra-day trading. The catalyst for the price fall was better than expected US 
economic data and a consequent dollar rally. The severity of the price fall was 
probably due to the weight of gold longs, who decided to take profits and exit. 
Given that much of the additional investment seen in October/November must 
have been over-the-counter (as ETF and coin purchases were steady but not 
spectacular), it is hard to be sure how much has been liquidated and whether 
there are further falls to come.  

Gold�s earlier surge � when it peaked it had risen by $200/oz in two months � 
raised expectations that the price could be about to take off into the stratosphere, 
with some bulls suggesting $3,000/oz or more was possible. Is there any chance 
of this? In nominal terms, which is, after all, how most short-term forecasts are 
made, there is one simple way in which this could come about � high inflation in 
the US. A gold price of $1,200/oz, as today, would, if it maintained its value, 
equal $3,000/oz after 10 years of 10% inflation, or 5 years of 20% inflation. This 
might be what some investors are fearing/hoping for. But at the moment 
inflation seems quiescent, and other forecasts for gold in the thousands of dollars 
are based (if implicitly) on the real price rising to that level. There are a number 
of reasons why this is unlikely. Historically the price has never been at that level 
� the highest it has ever reached was about $2,331oz if you take the 1980 peak 
of $850/oz and inflate it by the US CPI (and then only for one day � on a 
monthly basis the price in today�s money averaged about $1,800/oz in January 
1980). Similarly, gold�s historical price movements do not suggest it is about to 
leap to $3,000/oz. Running a random simulation of possible gold outcomes 
based on historical average price movements finds there is only a 10%-20% 
chance that gold will be at $3,000/oz by 2018. 

Outlook 
Investors who bought above $1,200/oz will be nervously watching their 
trading screens after gold�s latest correction. If it stabilises here, then by 
historical standards this correction will have been a relatively mild one. 
Short-term London fix: $1,090/oz-$1,200/oz.  
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Market data (November unless stated) 

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

Tonnes 
holdings

Monthly 
change

Lease  
rates 

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

Average  1,130  757  271,032  US (2)  1,218.5 29.2  Average (0.03) (0.04)  0.11  0.51  1-month 22.75 
High  1,193  790  283,105  UK (2) 240.8 0.3  High 0.00 0.01  0.17  0.58  3-month 23.70 
Low  1,061  719  259,903  Aus  14.7 0.4  Low (0.07) (0.08)  0.07  0.45  6-month 25.70 
     S. Africa 52.7 (0.0)       12-month  28.20
     Swiss ZKB 214.5 (2.1)       24-month 28.70 
     India (5)  6.4 0.2        
     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 
News 
� Nov 17th: Peru�s mining and energy minister said the country�s output of 

silver in 2009 will be 6% higher than 2008. Peru is the world�s largest silver 
producer.  

 
Analysis 
� Mixed fortunes 
 
Silver broke through the $19/oz level on 2nd December, at which point it was a 
remarkable 102% higher year-on-year. This is far better than gold (55%) 
managed over the same 12 months, or even platinum (83%), although it lagged 
behind palladium (128%). Despite this, we continue to stress that silver has 
proved somewhat of a disappointment in the last few months. The chart below 
left shows the relationship between silver and gold prices and how they have 
evolved since the start of 2008; from the beginning of November 2009 they 
moved onto a new relationship, one that was less in silver�s favour. If they had 
still been on the course charted between February 2009 and October 2009, silver 
would now be about $22/oz. Last month�s prices reinforced this trend � silver 
broke through $19/oz but at that point the silver/gold ratio was 63.25, higher 
than in early September, when silver was just $15/oz.  

We argue the two reasons for this are: gold has received a one-time boost from a 
belief (in our view somewhat overstated) that the official sector has now moved 
from being a heavy net seller of bullion to a buyer; and because base metals 
have somewhat lagged gold since September � the ratio of gold prices to the 
LME�s basket of base metal prices, LMEX, has risen from 0.33 to 0.37 over that 
time. Silver has not suffered from a lack of investor interest, however, at least if 
the exchange-traded funds are anything to go by. The leading US silver ETF, 
from BGI, saw inflows of 661t in November, the most since December 2007, 
and 3rd December saw another 114t. In total at the end of November there was 
11,823t in the four physically-backed silver ETFs.  

Outlook 
What do the fundamentals tell us about the silver price? Probably that it 
should be lower. Yet that is to ignore keen investor interest, and while this 
cannot keep the price high forever, it perhaps can provide a bridge until 
industrial and jewellery demand are firmly in recovery mode. Silver�s long-
term future, we believe, rests on new industrial applications, and these are 
much more likely to happen in a recovering economy rather than a 
depressed one. In the meanwhile, the silver price will take its cues from gold 
� as seen on 4th December, when it plunged along with the yellow metal 
back to $18/oz. Short-term London fix: $17.00/oz-$18.75/oz. 
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Market data (November unless stated) 

ETF offtake (tonnes) Prices  $/oz 
 

e/oz 
 

£/oz 
 

 Lease  
rates 

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

 Option volatility 
(end month, %) 

Average 17.86 11.96 10.75  Average (0.34) (0.31) (0.06) 0.50  USA Sept) 103,143 123,607  US 9,553  539  1-month 34.50
High 18.76 12.54 11.30  High (0.31) (0.28) (0.01) 0.58  Japan (Sept) 304,729 765,183  UK* 655 (1)  3-month 36.25
Low 16.35 11.11 9.96  Low (0.36) (0.34) (0.12) 0.41  China (Sept) 420,964 454,999  Swiss  1,763  66  6-month 37.50
               12-month 38.75
               24-month 39.25

Source Price: London Bullion Market Association, Others: VM Group  * Includes �basket� ETF
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Platinum 
News 
� Nov 25th: Absa Capital is launching platinum and silver investment products 

in 2010. The company said it would be an exchange-traded note (ETN) and is 
likely to track short-term futures prices, rather than rely on physical offtake.  

� Nov 17th: UK refiner Johnson Matthey released its updated Platinum 2009 
survey of supply and demand. It forecast a market surplus of 140,000 oz, the 
first since 2006. Supply was relatively unchanged on 2008, but it forecast 
huge demand swings in autocatalysts and jewellery: the former was down 
33% at 2.48 Moz from 3.7 Moz, while the latter was up 79% to 2.45 Moz 
from 1.365 Moz. The survey also found that lower prices at the start of 2009 
and less car scrappage meant autocatalyst recycling plunged to 800,000 oz, 
from 1.2 Moz in 2008.  

� Nov 16th: Lonmin, the 3rd largest platinum miner globally, aims to increase 
production to 850,000 oz/year by 2013, from 657,000 in 2009.  

 
Analysis 
� $1,500/oz once again 
 
Platinum briefly rose above $1,500/oz in early December, a remarkable 
comeback from the lows of this time last year. Jewellery demand has been 
extremely strong in China, and car sales in most major markets have been helped 
by government incentive schemes. Focusing purely on the demand side however 
raises some doubts about the future. Jewellery demand in China has tailed off 
recently (as proxied by imports and SGE turnover) and while this is at least 
partly a natural response to higher prices, it also probably reflects a lower need 
to rebuild stocks. But it is autocatalyst demand that seems to be most at risk. In 
our focus item this month we look at the potential for gold, which although not 
large, will have an impact. But much more worrying than any challenge from 
gold is the prospect for European car sales as the various government incentive 
schemes run dry, in particular Germany, where 2010 may see 500,000 fewer 
units sold than in 2009. One brighter spot is that the European plunge in diesel 
sales, whose catalysts still comprise a split of about 80% platinum to 20% 
palladium, looks to have bottomed out, with the percentage share of the market 
43.7% in September, up from 42.2% in August. One month does not make a 
trend � but all trends must start somewhere. The case for higher platinum prices 
from here however does not rest on demand, but supply. The South African 
mining companies are optimistic about future output, but as our focus piece 
shows, their access to sufficient electricity supply will remain a long-term 
headache.  

Outlook 
PGM prices have risen on a combination of improving fundamentals and 
investor interest buoyed by those improving fundamentals, as well as a 
more general interest in commodities. This meant they fell back sharply in 
early December, when gold took a hit. Short-term London fix: $1,380/oz-
$1,475/oz.  
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Market data (November unless stated) 

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

Securities 
ZKB 

 

 Option volatility 
(end month, %) 

Average 1,404  Average 0.0 0.7 1.2 1.5  USA (Sept) 381 278  Oct-09 384,170  219,107  1-month 25.75
High 1,470  High 1.3 2.0 2.6 3.0  Japan (Sept) 6,420 2,544  Nov-09 382,872  231,710  3-month 30.75
Low 1,325  Low (0.3) 0.4 1.0 1.0  Switzerland (Sept) 7,141 4,480      6-month 34.25
         China (Sept) 5,526 0      12-month 37.75
               24-month 38.50

Source Price: London Platinum and Palladium Market, Others: VM Group  *ETF Securities includes platinum held in �basket� ETF
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Palladium 
News 
� Dec 2nd: The Shanghai Gold Exchange (SGE) intends to launch a palladium 

contract to match its popular platinum contract. An SGE spokesman said it 
hoped to get permission from the central bank within one month. China 
currently consumes about 20% of the world�s palladium, mainly in 
autocatalysts, and is the world�s largest palladium jewellery market.  

� Nov 17th: Johnson Matthey, the UK refiner, updated its survey of the 
palladium market in 2009. It forecast a market surplus of 655,000 oz, the 9th 
successive year that supply has exceeded demand. Largely however this 
reflects expectations of Russian state stock sales, put at 960,000 oz in 2009.  

 
Analysis 
� Encouraging signs 
 
Fixing at $386/oz on 2nd December, palladium was the best performing precious 
metal over the previous 12 months, up a staggering 128%. Of course that price 
rise owes much to its depressed price of December 2008, but it is worth noting 
that at $386/oz palladium was back to where it was in January 2008, just before 
the South African power crisis sent it soaring to over $500/oz, and in somewhat 
calmer global economic waters.  

The fundamental reason why palladium is doing well is the car market, where 
the trends are increasingly supportive. China, primarily a gasoline market, 
continues to outstrip expectations with sales of passenger vehicles 1.04m units in 
November, 98% higher than the same month of 2008. The United States, still the 
largest underlying market in the world, is seemingly in recovery mode despite 
the end of its cash-for-clunkers programme. US sales in November were 
907,833 units, up 5% year-on-year, and while that figure is slightly deceptive 
(given the collapse in sales in Q4 2008; it is for example 33% lower than 
November 2007), the US car industry is more optimistic than it has been for a 
long while.  

Outlook 
Good fundamentals or not, the weight of investment money is so much these 
days that prices are often influenced by factors that, on the face of it, have 
little to do with the palladium market. So it was on 4th December, when 
strong US economic data � which might be considered positive for a metal 
so reliant on US consumer demand � pushed the dollar higher, gold lower, 
and palladium was hit, fixing on 7th December at $367.50/oz.  
Other markets will continue to exert a major influence on the 
comparatively small palladium market, but its supply-demand 
fundamentals are getting stronger, and so the medium-term outlook seems 
positive. The US car market is likely to persist in recovery mode, and if the 
Chinese new vehicles� market can keep up its pace, the outlook for 2010 is 
for higher physical demand � which will in turn encourage much greater 
speculative investment. Short-term London fix: $350/oz-$390/oz.  

Market data (November unless stated) 

ETF offtake (oz) Prices $/oz  Lease 
rates 

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

 *ETF 
Securities 

ZKB 
 

 Option volatility 
(end month, %) 

Average 352.5  Average (0.17) 0.49 1.02 1.28  USA (Sept) 819 510 Oct-09 578,513 517,412  1-month 32.50
High 380.0  High 1.32 2.07 2.66 2.91  Japan (Sept) 381 1,774 Nov-09 577,070 507,674  3-month 35.25
Low 321.5  Low (0.43) 0.25 0.80 1.08  Switzerland (Sept) 2,081 7,127     6-month 39.50
        China (Sept) 1,781 0    12-month 43.00
            24-month 44.50

Source: London Platinum and Palladium Market, Others: VM Group  *ETF Securities includes platinum held in �basket� ETF
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Aluminium 
News 
� Dec 3rd: UC Rusal secured an agreement with creditors that will allow the 

company to raise about $2bn in a share issue. 
� Nov 26th: Western world unwrought aluminium stocks fell to 1.207 Mt in 

October, from a revised 1.209 Mt in September and 1.626 Mt in October 
2008, according to the International Aluminium Institute.  
  

Analysis 
� Prices rise even as surplus widens 
 
Global aluminium production reached a daily rate of 105,200t in October, only 
slightly down from 106,200t in October 2008 � so does that mean that most of 
the smelting capacity that was closed following the financial collapse in Q4 
2008 has now been restarted? Not exactly. While most of the smelters that were 
idled in the developed world remain closed, China�s production has 
mushroomed from an annualised rate of 13 Mt in October 2008 to 15.2 Mt in 
October 2009. Not only has China restarted most of its previously suspended 
aluminium production capacity � it has also been busily bringing even more 
capacity on-stream. We therefore expect China�s annualised output in November 
will be more than 16.3 Mt. This will put considerable pressure on those Western 
world smelters that have been behaving much more cautiously. It also should be 
negative for prices, since China will soon become a net exporter of aluminium. 
Put this together with rising Indian aluminium production, thanks to the start up 
of the new Jharsuguda smelter in Orissa state, and the imminent start-up of the 
Qatalum smelter in Qatar and EMAL smelter in the UAE, and we feel 
increasingly sceptical that global demand will recover quickly enough to stave 
off another huge surplus in 2010. Indeed, we expect the surplus to widen, despite 
Chinese aluminium demand rising by an estimated 15% in 2010, to 15.9 Mt. 
There is also the matter of the vast, visible aluminium inventories held in LME 
and SHFE warehouses, as well as other huge volumes held off market.  

Outlook 
Aluminium�s rally to a 13-month high of $2,165/t on 2nd December is out of 
kilter with what remain weak supply-demand fundamentals. Chinese 
demand may be strong, and demand elsewhere improving slightly, as 
implied by rising premiums; but the huge inventories of surplus metal and 
the ramp-up in Chinese production remain very bearish price indicators. 
We expect Chinese production capacity to continue to overshoot domestic 
demand, leaving Western smelters in the difficult position of trying to 
calculate the rates of improving demand and the rise of Chinese exports. In 
the short-term, aluminium prices will follow market momentum, but prices 
in 2010 hinge on demand recovering sufficiently to begin to make inroads 
on the surplus. This will be a tall order, but speculative investment may 
continue to defy what for us is crystal clear logic. 

Short-term LME three-month price: $1,900/t-$2,100/t.  
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Market data (November unless stated) 

Prices 
($/t) 

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

Average  1,953  1,986  2,097  2,179  Oct-09 4,555,525  Europe 629 648  Aluminium 705,473
High  2,044  2,081  2,183  2,263  Nov-09 4,599,700  Americas 580 604   
Low  1,869  1,898  2,008  2,083    Asia 366 380   
        China 1,219 1,294   
        Other 322 334   
        Total 3,116 3,260   

Source: London Metal Exchange, except Production: International Aluminium Association 
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Copper 
News 
� Dec 7th: Xstrata will permanently shut down its Kidd copper and zinc 

metallurgical plant in Canada. The Kidd mine and concentrator will continue 
to operate. 

� Nov 30th: Chile�s copper output in October rose 9.8% year-on-year, to 
496,217t. In the first ten months of 2009 Chile produced 4.439 Mt. 
 

Analysis 
� Risk appetite re-ignites rally 
 
Copper�s inexorable rise to a 14-month high of $7,161/t on 2nd December has 
been a function of its inverse relationship with the US dollar and, significantly, a 
great deal of speculative investment. It contrasts starkly with the metal�s poor 
near-term fundamentals, which include slowing Chinese imports, rising 
exchange stockpiles, the conclusion of most wage strikes at large mines and the 
smooth negotiation of others and, as yet, little real improvement in demand. But 
supply-demand fundamentals are playing second fiddle to speculative 
investment, as they have for much of 2009.  

The recent admission by Dubai World of its debt problems, for example, did 
nothing to halt copper�s rise; in fact it merely to investors� appetites for tangible 
assets to hedge against risk. On the brighter side, macroeconomic indicators are 
at long last starting to point in the right direction, and along with copper�s 
positive longer-term fundamentals these are going to keep the price well 
supported. Data from the OECD economies suggest that recovery is picking up 
pace while in the US improving car sales, a ninth straight monthly rise in home 
sales, slowing job losses and continued growth in manufacturing are all creating 
a picture of strong recovery in 2010.  

Outlook 
The risk of a significant correction in the price of copper is fading; even the 
70% rise in LME copper stocks this year, implying that demand is still 
weak, has done little to dampen the rally. It�s the prospect of an imminent 
recovery in OECD economies and continued Chinese strength that is 
discouraging investors from shorting the copper price, not immediate 
demand. The move into backwardation in the far forward section of the 
LME copper spread suggests that the consensus is that real tightness is 
ahead, so any price correction will be short-lived. We estimate the global 
market will be in surplus in Q4 2009 by as much as 150,000t, as opposed to 
a surplus of 72,000t in Q3. We forecasts the LME three-month price will 
average $6,970/t in 2010, with risk to the upside. For copper to surprise to 
the downside, sentiment regarding the prospects for a strong global 
recovery would need to go into reverse. We expect Chinese demand for 
copper imports to remain weak in Q1 2010, but to pick up in Q2 2010, as 
suggested by the rise in the back end of the SHFE copper spread above 
LME levels and narrowing of the nearby differential.  

Short-term LME three-month price: $6,600/t-$7,150/t.  
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 Market data (November unless stated) 

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

Average  6,690  6,711 6,742 6,708  Oct-09 372,175  Copper 270,410
High  6,990  7,015 7,055 7,015  Nov-09 441,000   
Low  6,396  6,415 6,430 6,400      

Source: London Metal Exchange  
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Nickel 
News 
� Dec 1st: First Quantum approved the development of its Kevitsa nickel-

copper-PGE project in northern Finland. 
� Nov 24th: Manila suspended the mining permit for a $2.4bn nickel project by 

Intex Resources for 90 days, to investigate whether local communities were 
consulted. 
 

Analysis 
� Stocks higher, prospects poor 
 
The LME three-month nickel price rose 47% in the year to 7th December, 
compared with copper�s rise of more than 135%, zinc�s 94% and lead�s 150%, 
while tin and aluminium have climbed 47% and 36%, respectively. 
Significantly, copper, lead and zinc had all exceeded their August or September 
highs by early December, following a period of sideways trading, while even tin 
and aluminium have staged slight recoveries. Nickel�s recent price behaviour is 
therefore at odds with the rest of the base metals complex, having fallen 15% 
since late October. Why has it done relatively less well than all the others? 

Nickel�s failure to follow copper, lead and zinc in the latest price rally is due to 
the continuing low level of demand from the stainless steel sector outside China, 
and the growing level of stocks. The most visible factor weighing down on the 
price has been the tide of nickel flowing into LME warehouses. These stocks 
have surged 30% since early August to a 15-year high of 143,430t as of 8th 
December, which amounts to roughly 39 days of global consumption. LME 
inventories of nickel are by far the largest, measured in days of global 
consumption, with the exception of aluminium, which currently stands at about 
46 days. It is also burdened by high Chinese off-market stocks of more than 
100,000t, and a potential slowdown in Chinese demand over the next 3-4 
months, as its stainless steel sector works off large inventories. The strike at 
Vale�s Sudbury and Voisey�s Bay operations in Canada, which together account 
for more than 10% of global mine production of nickel, has done little to slow 
the build up in stocks, suggesting that demand remains very weak. Moreover, 
new mine supply is coming online as early as Q1 2010, which threatens to 
increase the volume of surplus metal.  

Outlook 
Despite the current poor outlook, we expect that by the end of Q1 2010 the 
LME three-month nickel price will challenge $25,000/t, as nickel stocks 
begin to decline and imports into China begin to pick up. At that price, we 
suspect that most of the currently suspended nickel production will re-start, 
and that by Q3 2010 the nickel price will drop back below $20,000/t. 
Overall we forecast that in 2010 the nickel price will average $20,375/t and 
the market balance will show a surplus of 29,000t, a much lower figure than 
the surplus of 72,000t in 2009 � setting the stage for another strong price 
rise in 2011. 

Short-term LME three-month price: $15,700/t-$16,400/t.  
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 Market data (November unless stated) 

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

Average  16,958  17,019 17,078 16,775  Oct-09 129,528  Nickel 89,358
High  18,170  18,295 18,325 17,925  Nov-09 140,646   
Low  16,030  16,075 16,140 15,875      

Source: London Metal Exchange 
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Lead and zinc 
News 
� Dec 1st: Teck restarted its lead production line at its Trail refinery in British 

Columbia, following repairs to a furnace that was closed in early November.  
� Nov 27th: Japan�s refined zinc exports in October were up 33% year-on-year, 

to 10,348t, with China accounting for 40%. 
� Nov 24th: China issued new standards for lead smelting that will apply from 

February 2010. 
 
Analysis 
� Tracking copper 
 
Both lead and zinc have tracked the copper price in the past month, since their 
supply-demand fundamentals are not as negative as those for the rest of the base 
metals� complex. Neither metal has the huge overhang of surplus stocks, as 
measured by days of consumption, as aluminium and nickel, nor are they capped 
in the same way as the smaller tin market. But looks can be deceptive � 
exchange inventories, although lower when measured in days of consumption, 
are still growing, and previously idled output and new supply is coming online. 
In lead�s case, China�s new lead smelting standards, which will apply from 
February 2010, will � as we predicted � avoid the massive closures that were 
feared, and enable the restart of much of the capacity that was shut in August 
this year. The new rules remove much of the support that has seen the lead price 
outperform in the past few months, pushing it from $1,700/t in June to more than 
$2,300/t in November; as Chinese lead output recovers the enticement for fresh 
speculative investment to enter the lead market ought to be rather less. 

For zinc, rising stocks on the LME and in Shanghai, sluggish galvanised steel 
prices and softening Chinese imports all suggest that, in the short-term, the zinc 
price is susceptible to correction. But China�s reiterated commitment to maintain 
its stimulatory fiscal policy in 2010 � zinc is a strong beneficiary of the various 
governments� stimulus measures, due to its use in the automobile and 
construction sectors � has bolstered perception that it is a one-way bet for the 
next 12 months, much the same as copper. However, we estimate that the global 
refined zinc market will be in surplus by at least 550,000t in 2009, and demand 
will need to strengthen considerably in 2010 for this to be eroded, since we 
expect much of the supply idled in Q4 2008 and Q1 2009 to re-emerge, 
alongside new supply, if current prices are sustained.  

Outlook 
The lead price will remain well supported for the next few months, despite 
the resumption of previously suspended lead smelting capacity in China. 
But by the end of Q1 2010, when demand softens, we expect the price to 
slip. Zinc looks a good bet to outperform in 2010, alongside copper, posited 
on OECD demand strongly recovering. 

Short-term LME three-month price: lead: $2,000/t-$2,450/t, zinc: $2,000/t-
$2,420/t. 
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Market data (November unless stated) 

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

Average 2,310 2,198 2,333 2,226  Oct-09 129,600 428,525  Lead 77,169
High 2,405 2,303 2,430 2,335  Nov-09 138,450 455,275  Zinc 242,214
Low 2,241 2,122 2,262 2,146     

Source: London Metal Exchange 
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Tin 
News 
� Dec 2nd: Indonesia�s director for mineral and coal production at the energy 

and mining ministry said the government would impose a limit on tin output 
in 2010 of less than 100,000t, from 105,000t in 2009. 

� Dec 1st: Australian authorities approved the purchase by China�s Yunnan Tin 
Group of up to 60% of Metals X Ltd�s Tasmanian tin assets.  

� Nov 23rd: China�s refined tin imports fell 40% year-on-year, to 1,041t, in 
October, according to customs data. In the first ten months the country�s tin 
imports were 83% higher than the same period of 2008, at 21,153t, with 
Indonesia providing 11,544t. 

� Nov 20th: Draft legislation to control imports of products containing tin, 
tantalum and tungsten originating in the Democratic Republic of Congo was 
introduced in the US House of Representatives. Under the proposed new 
legislation, the US would seek to identify commercial goods that could 
contain �conflict minerals�, which might eventually lead to restrictions being 
imposed. 

 
Analysis 
� 2010 bullish scenario emerging 
 
The tin price has witnessed little of the frothiness seen in the other base metals, 
with the LME three-month contract trading between $13,650/t-$15,250/t since 
the end of July. The price has gone up by just 1% over this period, compared 
with copper�s rise of 17%, and lead, zinc and even aluminium�s gains of 27%, 
31% and 9%, respectively. This has largely been a function of the fact that 
demand has been very weak for electronic goods and tin has suffered as a result. 
But fundamentals are now looking more positive. Indonesian production has 
slowed from H1 2009 levels, aided and abetted by the crackdown on illegal tin 
mining operations on the islands of Bangka and Belitung in August, while 
monthly Chinese output has stabilised below 12,600t in the three months to 
October, having hit a high of 18,865t in July. There is also increasing pressure 
on national governments to restrict purchases of tin and other products from the 
DRC, in an effort to stamp out so-called �conflict minerals�, much in the same 
way as the Kimberly process has done in the diamond industry. Although fairly 
insignificant amounts of tin are produced in the DRC, a decision to restrict 
purchases from the DRC could help determine whether tin in 2010 is in surplus 
or deficit. Put that together with yet another threat by Indonesia to cap its output, 
and a more price-supportive scenario is likely to be seen in 2010. Electronics� 
demand for tin as a lead-free solder � accounting for more than 50% of offtake � 
is already picking up and should continue to do so, as OECD economies recover 
in 2010.  

Outlook 
The tin price may finally find some reason to surge higher, given potential 
supply issues ahead and rising demand. We expect our estimated surplus of 
18,000t in 2009 could easily move into deficit by the end of 2010. 

Short-term LME three-month price: $14,700/t-$15,250/t.  
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Market data (November unless stated) 

Prices ($/t) Cash 3-
month

15-
month

LME 
stocks 

Tonnes  LME Open Interest 
(contracts), latest 

Average 14,943 14,885 14,747  Oct-09 26,575  Tin 28,930
High 15,255 15,225 15,050  Nov-09 26,800    
Low 14,700 14,650 14,375       

Source: London Metal Exchange except Option volatility: Virtual Metals 
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Steel 
News  
� Dec 1st: The Russian government extended for nine months customs import 

tariffs on various types of steel products and steel tubes. 
� Nov 25th: Xstrata made its first entry into the iron ore sector, by putting at 

least $50m towards prospecting and a pre-feasibility study of the Zanaga 
project in the Lekoumou district in the Democratic Republic of Congo. 

  
Analysis 
� Prices firm, but glut threatens 

 
Rising Chinese steel prices belie the structural overcapacity in the sector and a 
traditional lull in demand during the winter, but sentiment is strongly focused on 
much stronger demand growth in 2010. Rising raw material costs and electricity 
costs are partly to blame for prices inching up, but margins are sufficient in our 
view to support further hikes in output, giving rise to already bloated stockpiles 
� estimated at more than 12 Mt for steel long products and plate alone, in China. 
These stockpiles will almost certainly weigh on prices in Q1 2010 and are likely 
to be sold on the international market, making recovery that much harder for US 
and European steel makers.  

Global crude steel output rose by 13.1% year-on-year in October, to 112.177 Mt; 
just as significant was the monthly rise, of 4.8% over September. Global steel 
output is now up by 12.6% from June this year. Much of this higher output is 
down to China. Its steel production in October rose to 51.747 Mt, up 2% against 
September, and is now certain in our view to reach more than 573 Mt in 2009. In 
the first ten months of 2009 China produced 471.5 Mt of crude steel, up 11% 
from the same period in 2008. On a year-on-year basis, Chinese production has 
grown each month since May this year, rising to 44% above year-on-year levels 
in October.  

China�s strong steel output has already sparked a raft of protectionist measures 
from the US and EU, concerned that cheap Chinese steel products would crimp 
recovery in their own steel sectors. But judging by the level of inventories in the 
US, down 40% year-on-year in November to approximately 5.4 Mt, and by 
extension the EU, the restocking phase ought to be fierce. Whether it will be 
robust enough to allow much of the idled steel production capacity to be 
restarted, on top of potential Chinese supply, is questionable.  

Outlook 
Chinese production has been largely unchecked. China now accounts for 
46% of global production, as of October � but it may not necessarily spell 
doom for US and EU steelmakers, at least in the short term. The restocking 
phase could surprise to the upside, but it is in the longer term, once real 
demand normalises to pre-recessionary levels, that pressure may mount on 
OECD steel producers, from cheaper steel products from emerging 
economies. Short-term LME 3-month price: Med $420/t, Far East $500/t.  
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Market data (November unless stated) 

Prices ($/t)
 

Asia 
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Composite 

 LME Open Interest 
(contracts), latest 

    Med Far East

Aug-09 585 668 581  611  Steel 428 4
Sep-09 597 680 650  642   
Oct-09 607 683 647  646   

Source: MEPs, Reuters Ecowin  
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Plastics 
News 
� Dec 4th: China Petroleum & Chemical Corporation will expand the capacity 

of its Maoming plant by 33% to meet rising fuel demand. Capacity will rise to 
360,000 bpd of oil from 270,000 bpd 

� Dec 4th: BASF restarted its 220,000t/year ethylene cracker at Ludwigshafen 
in Germany; it had been idled since April 2009. 

� Dec 2nd: LyondellBasell said it would shut its 110,000t/year polypropylene 
line in Wesseling, Germany. 

� Nov 27th: Qatofin�s linear low-density polyethylene (LLDPE) plant with 
capacity to produce 422,000t/year was been inaugurated at Mesaieed in 
Qatar. 

� Nov 25th: Siam Cement signed a deal with Qatar Petroleum International to 
invest as much as $4bn in a petrochemical complex in the southern province 
of Ba Rai Vung Tao, in Vietnam. The project will comprise a 1.4 Mt/year 
olefins cracker that will be highly flexible between gas and naphtha feedstock 
and will be fully integrated into downstream products. 

 
Analysis 
� Rising feedstock prices crimp margins 
 
Rising feedstock prices are squeezing polypropylene (PP) and linear low-density 
polyethylene (LL) producers� margins, as supply outpaces demand, leaving PP 
and LL prices trailing behind rising input costs. Prices for naphtha rose by 5% in 
November, to $720/t in Asia, on the back of demand from Asian petrochemical 
makers and a healthy downstream market in China, while prices for ethylene and 
propylene feed stocks have climbed 18% and 9%, respectively, to $1,065/t and 
$1,110/t. Supporting factors have been the trickle of exports from Iran, which 
have declined to about 450,000t in 2009 from 700,000t in 2008, and also 
delayed plant start ups, which had been expected to flood the market in H2 2009.  

Polypropylene (PP) prices in Asia spiked to $1,185/t at the end of November on 
escalating propylene feedstock prices, but the month-on-month rise was just 5%, 
pushing most producer margins into negative territory. If this continues, we 
expect PP supply volumes to decline, should demand remain at current levels. A 
similar story is occurring in the LL market, with margins squeezed as prices rise 
by just 5% in November, to $1,310/t. 

Outlook 
Strong oil prices are buoying feedstock prices but causing misery to 
downstream PP and LL producers, as demand remains weak. We expect 
the situation to ease slightly in early Q1 2010 as demand should strengthen, 
but the market will still be oversupplied, especially as new capacity finally 
comes online. We are however positive on PP and LL prices in 2010, as 
feedstock costs will continue to rise, and PP and LL supply will be adjusted 
down should demand remain weak. LME PP and LL prices have risen in 
unison with Asian prices, and should continue to do so to reflect rising oil 
prices � estimated to average $118/barrel in 2010 � and consequently 
feedstock prices.  
Short term LME Global LL: $1,120/t Global PP:$1,100/t. 

Market data (November unless stated) 

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

Contract Global 
LLDPE

Global 
PP

  All 
LLDPE 

All 
PP 

 All LL 
contracts

All PP 
contracts

First position 977.80 984.40  Daily average 1 9  2 67

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

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

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

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

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

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

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