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Tin 
Of all the base metals tin currently remains relatively impervious to the 
generalised sell-off, largely because of extremely tight fundamentals. Tinís 
largest producers ñ China and Indonesia ñ have both cut output in an already 
tight market, while tin output from the Democratic Republic of the Congo is at 
risk due to the resurgence of serious fighting in its mining region. What with 
LME stocks at 2004 levels and a forecast 20,000t supply deficit this year, tin is 
the strongest base metal fundamentally. We believe this will offer a strong short-
term price floor of $12,500/t. 

Long-term outlook 
In the past two months we have seen the annihilation of base metalsí prices and 
a sizable shutdown in output and mineral exploration. In the short-term, 
continued output cuts will be announced and ñ depending on how many of the 
announcements actually translate into real, enduring production cuts ñ this will 
help to set a price floor. But that floor will only be stable so long as demand 
does not collapse even further. No one really knows the severity of the coming 
recession, but most recent data suggests it will be worse rather than better than 
expectations. 

This could mean, in some cases, double-digit slumps in demand for metals such 
as aluminium, copper, nickel and zinc, and production cuts to date seem to lag 
well behind this. We therefore see inventories continuing to build and dampen 
price recovery ahead. However, stocks, apart from aluminium and nickel, are 
still at relatively low levels historically; any appreciable return to 2007 demand 
levels will quickly see these depleted, especially as it will take time for curtailed 
output to come back on stream. In addition, the delay or suspension of mineral 
exploration projects, which are crucial to support industrial demand in the long-
term, will lead to tightness ahead. This we believe will be a defining factor in the 
upswing of metals prices from 2010, as we feel confident that China and other 
leading developing economies will quickly recover and grow to pre-recession 
levels. By which time, if investors are still interested, prices could move higher 
quite rapidly.  
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Focus - Commodity index rebalancing 
Summary 
� The two commodity indices with the largest amount of fund money linked to 

them, the S&P GSCI and the DJ-AIG, will rebalance their holdings in early 
January. This will involve the purchase and sale of futures contracts.  

� Based on current prices, we expect the changes will be relatively small for 
most commodities. As a % of open interest the commodity to see the largest 
sale is lean hogs, with 20,703 contracts sold equivalent to 12% of open 
interest, followed by live cattle at 8%, and sugar at 7%. The largest purchase 
is Comex copper at 21% of open interest (16,780 contracts); however, as a 
guide to market impact, this might be overstated due to the extra copper 
market liquidity afforded by the LME contract (which will see a tiny 
rebalancing). Next largest purchase will be LME nickel at 9% of open 
interest, followed by LME zinc at 6% of open interest. 

� These forecasts will change between now and early January in line with 
changing relative prices and the number of contracts held by the indices. 
Given the volatility of prices in recent months this implies greater uncertainty 
for these forecasts than in previous years.  

 

Background 
The announcement last week by S&P GSCI of the new contract production 
weights (CPWs) for their market-leading GSCI index, following on from 
Augustís publication of the Dow-Jones AIG Indexís 2009 target weights, means 
we now have a reasonable idea of what the two main commodity indices 
rebalancing will mean when it happens in January 2009. 

To recap, as commodity indices purchase futures, and the data (at least for the 
agricommodities) from the Commodity Futures Trading Commission (CFTC) in 
the US shows that these can account for up to half of the open interest in those 
markets ñ of which we estimate these two indices probably account for 90% ñ 
then this rebalancing will have a direct and immediate impact in early January 
on the volume of contracts bought or sold in the commodities contained in their 

Combined impact of the S&P GSCI and Dow-Jones AIG rebalancing 

Exchange Contract GSCI DJ-AIG Total AS % O.I.

CME  Lean hogs 744 (21,446) (20,703) (12%)
CME  Live Cattle 3,118 (20,749) (17,632) (8%)
ICE Futures US Sugar (816) (42,186) (43,002) (7%)
ICE Futures US Coffee (405) (5,257) (5,662) (4%)
KBCT Wheat KBOT (2,596)   (2,596) (3%)
NYMEX Gold (783) (4,167) (4,951) (2%)
NYMEX Corn 1,403 (15,927) (14,524) (1%)
COMEX Natural Gas (2,298) (10,280) (12,579) (1%)
CBOT Heating Oil (2,467) (546) (3,012) (1%)
ICE Futures UK BRT Crude Oil (4,087)   (4,087) (1%)
LME Aluminium 318 (3,850) (3,532) (1%)
LME Copper (50)   (50) (0%)
ICE Futures US Cocoa 73   73 0%
LME Lead 94   94 0%
ICE Futures US Gasoil 889   889 0%
CBOT Soybeans 1,141 672 1,813 1%
CME  Feeder Cattle 264   264 1%
ICE Futures US Cotton 288 2,717 3,005 2%
NYMEX WTI Crude Oil 4,788 16,907 21,696 2%
CBOT Wheat CBOT 968 8,351 9,320 3%
COMEX Soybean Oil    6,605 6,605 3%
CBOT Silver (0) 4,211 4,211 4%
NYMEX RBOB 2,467 6,694 9,160 6%
LME Zinc 70 13,622 13,692 6%
LME Nickel 38 7,483 7,521 9%
COMEX Copper   16,780 16,780 21%

Source: VM Group 
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baskets. This can obviously also impact the futures price of these commodities, 
although it is conceivable that, by January 2009, the futures prices may have 
already adjusted themselves, in the light of the expected rebalancing of these 
indices. 

Itís worth noting that these indices are not what they once were. Their assets 
under management (AUM) has declined from a peak of around $200bn in early 
July 2008 to at most $100bn now, according to our estimates, based on CFTC 
data and other public sources. Some of this decline is due to falling commodity 
prices, but so too was the increase seen in early 2008. In terms of contracts held, 
the indices are probably now back at levels not seen since early 2006.  
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The largest index, the S&P GSCI, which we estimate has $60bn-$65bn in 
AUM, announced its new weightings on 3rd November. These will be 
implemented during the first ëroll periodí, which will be the between the 5th and 
9th business day of January, which is the 8th-14th January. We expect the impact 
on all commodities from this re-balancing will be relatively small, due to the 
nature of the S&P GSCI. The weightings tend not to vary by much, as they are 
chosen primarily on the basis of the average of each commodityís production in 
the five most recent years for which data is available, a calculation in which the 
price prevailing in those five years does not matter. Thus the weighting of each 
commodity in 2009, compared with 2008, will reflect the relative differences in 
their average production between 2000-2004 and 2001-2005. Commodity 
production rarely varies enormously from year-to-year, and three of the five 
years being averaged will be the same; therefore the changes in weightings do 
not tend to be large.1 This time around we believe the largest % change will be 
in WTI crude oil, gaining 0.43% points, and Brent crude oil (BRT), losing 
0.36% points. But even these, in terms of contracts compared with the size of the 
overall market, are not large.  

 

                                                           
1 There is one complicating factor, concerning commodities that are ‘grouped’, such as the 
energy complex. Here the volume traded affects the split among the commodities. This 
doesn’t typically affect the weightings enormously, however. 
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S&P GSCI rebalancing estimates 

Exchange Contract Weighting   Change  
  As Nov 14th Based on 2009 CPW % point in weight If AUM = $62.5bn ($) In no. of contracts

LME Aluminium  2.79 2.81 0.02 14,958,645 318 
ICE Futures UK BRT Crude Oil  12.60 12.24 (0.36) (225,519,723) (4,087)

ICE Futures US Cocoa   0.28 0.29 0.00 1,412,068 73 
ICE Futures US Coffee  0.80 0.77 (0.03) (17,175,807) (405)
LME Copper  2.45 2.45 (0.01) (4,685,845) (50)
CBOT Corn  4.14 4.19 0.04 27,276,438 1,403 
ICE Futures US Cotton  0.80 0.81 0.01 6,007,889 288 
CME  Feeder Cattle  0.55 0.57 0.02 12,335,030 264 
ICE Futures US Gasoil  5.26 5.34 0.08 50,917,568 889 
COMEX Gold  2.53 2.44 (0.09) (57,176,659) (783)
NYMEX Heating Oil  5.36 5.06 (0.30) (188,876,074) (2,467)
LME Lead  0.38 0.38 0.00 3,086,405 94 
CME  Lean hogs  1.59 1.61 0.03 18,258,132 744 
CME  Live Cattle  3.05 3.23 0.18 110,901,915 3,118 
NYMEX Natural Gas  7.78 7.55 (0.23) (145,784,410) (2,298)
LME Nickel  0.55 0.55 0.00 2,428,949 38 
NYMEX RBOB  3.50 3.71 0.21 129,409,199 2,467 
COMEX Silver  0.24 0.24 -0.00 (17,168) (0)
CBOT Soybeans  2.51 2.59 0.08 50,131,249 1,141 
ICE Futures US Sugar  1.56 1.54 (0.02) (10,443,351) (816)
CBOT Wheat CBOT  4.22 4.26 0.04 27,282,530 968 
KBCT Wheat KBOT  1.02 0.90 (0.12) (77,328,640) (2,596)
NYMEX WTI Crude Oil  35.57 36.01 0.43 270,483,632 4,788 
LME Zinc  0.48 0.48 0.00 2,055,530 70 

Source: VM Group 

The Dow-Jones AIG Index is the second largest commodity index by AUM, 
with an estimated $30bn-$35bn in funds tracking it. It announced its new 
weightings in August. These will come into force during the roll period that 
begins on the 6th -10th working day of 2009, which is 9th -15th January. With the 
DJ-AIG Index there is more potential for large changes than in the GSCI, 
because its weightings are set not in terms of ounces/tonnes, but by dollar value 
(each commodity is allocated a percentage share of the total value of the index), 
based two-thirds on rolling five-year dollar value averages for liquidity (contract 
volume traded), and one-third rolling five-year dollar value averages for 
production. This means there are two factors behind the extent of the 
rebalancing required by the DJ-AIG Index ñ the change in the target weighting, 
and the change in the price of a commodity since the last rebalancing. The latter 
factor can be large. It means that, even if the target weights of the index 
remained unchanged, rebalancing would still occur, as the actual weighting 
would have changed in line with relative price movements.2  

We cannot know the extent of the rebalancing that will happen in the DJ-AIG 
Index until we know the prevailing prices for each commodity on 7th January 
2008. However, we can get an indication, by looking at current prices.3 The 
following table shows each contract in the index; the start 2008 weight; our 
estimate of the current weight based on current prices; the start 2009 weight; and 
the rebalancing that is needed to get there, assuming current prices hold. We 

                                                           
2 A simple example makes this clearer. Imagine a commodity index worth $2, made up of one 
unit each of two commodities, A and B, which are both worth $1. Thus the actual weighting is 
50:50, which we can assume was equal to the target weighting at the start of the year. Let’s 
assume that over the first year the price of A doubles to $2, whilst that of B remains the same 
at $1. Now the index is worth $3, $2 of A and $1 of B. Thus the actual weighting is now 66:33 
A:B. If the index wants to return to the original weighting of 1:1, it would need to sell $0.50 of 
A and purchase $0.50 of B. If, however, the target weightings had been changed to (say) 
60:40 for A:B, then the index would only have to sell $0.20 of A and purchase $0.20 of B to 
make the actual weighting equal the target weighting. Note, however, that in this second 
example the index is still selling A despite its target weighting having risen, because the actual 
weighting has risen further.  

3 Or one could use the current price of the contracts that the index will hold in January 2009, 
but it doesn’t make much difference.  



Fortis/VM group November 2008 | Fortis metals monthly | 17
 

have also, on the basis of an estimate that the index has $35bn of AUM, shown 
the number of contracts that will be bought or sold.  

Dow-Jones AIG reweighting estimates 

  Actual weight Target weight Change  
Exchange Contract  Start 2008 Nov 14th est.  Start 2009 % Point in weight If AUM = $35bn ($) In no. of contracts

LME Aluminium  7.11 7.52  7.00 (0.52) (0.18) (3,850)

ICE Futures US Coffee  3 3.62  2.97 (0.65) (0.23) (5,257)

COMEX Copper  7.04 5.26  7.31 2.05 0.72 16,780 

CBOT Corn  5.66 6.62  5.72 (0.90) (0.32) (15,927)

ICE Futures US Cotton  2.48 2.10  2.27 0.17 0.06 2,717 

COMEX Gold  7.4 8.75  7.87 (0.88) (0.31) (4,167)

NYMEX Heating Oil  3.82 3.77  3.65 (0.12) (0.04) (546)

CME  Lean Hogs  2.55 3.93  2.40 (1.53) (0.54) (21,446)

CME  Live Cattle  4.89 6.44  4.29 (2.15) (0.75) (20,749)

NYMEX Natural Gas  12.24 13.79  11.89 (1.90) (0.66) (10,280)

LME Nickel  2.79 1.48  2.88 1.40 0.49 7,483 

COMEX Silver  2.72 2.32  2.89 0.57 0.20 4,211 

CBOT Soybean Oil   2.81 2.51  2.88 0.37 0.13 6,605 

CBOT Soybeans   7.63 7.51  7.60 0.09 0.03 672 

ICE Futures US Sugar   3.19 4.61  2.99 (1.62) (0.57) (42,186)

NYMEX Unleaded Gasoline   3.78 2.69  3.71 1.02 0.36 6,694 

CBOT Wheat   4.7 4.11  4.80 0.69 0.24 8,351 

NYMEX WTI Crude Oil  13.16 10.97  13.75 2.78 0.97 16,907 

LME Zinc   3.03 1.99  3.14 1.15 0.40 13,622 

Source: VM Group 

Factors that could alter these findings 
There are a number of reasons why our forecasts might not be completely 
accurate 

Prices 
The calculations are made using 14th November prices; any changes between 
now and 7th January 2009 will change the volume of commodities that needs to 
be bought or sold. This is particularly true for the DJ-AIG, and to a lesser extent 
for the S&P GSCI. The table below shows an example of this in practice. The 
first column shows what our estimates for the DJ-AIG rebalancing would have 
been with Sep 20th commodity prices, which is a similar time in the past as the 
rebalancing date is in the future, and the the second column our estimates based 
on Nov 14th. The change in many cases over that time period has been large, 
e.g. we now expect 16,907 contracts in WTI crude oil to be purchased, 
compared with a sale of 2,643 if we had made the forecast in mid-September. 
Given the volatility of prices in recent months this issue is more important than 
usual. 
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AUM 
We have estimated the AUM of funds backing the GSCI and DJ-AIG indices on 
the basis of published statements, adjusted for valuation growth and using data 
from the CFTCís Commitment of Tradersí report. Together they sum to 
$97.5bn. This AUM will change between now and January 2009. If it is higher 
than our current estimate, then the volume of commodities that will be bought or 
sold will all be higher for each index. Also we have split the funds $62.5bn in 
the S&P GSCI and $35bn in the DJ-AIG. If this proportion changes it will also 
affect the combined impact of the rebalancing.  
Open interest 
The open interest of the commodities in the index will alter between now and 7th 
January 2009. 
Other commodity indices 
There are numerous commodity indices for investors. Although the GSCI and 
Dow-Jones AIG are by far the largest in terms of AUM, the weightings of some 
particular commodities in the other indices might be considerably higher, and 
thus their investment in those commodities could be relatively large.  

Despite these issues, our estimates made this time last year were remarkably 
accurate when matched against the data on index funds that is available, the 
CFTCís CIT report for 12 agricommodities. Only cotton and to a lesser extent 
live cattle were noticeably out. 

Forecast rebalancing at different prices (contracts) 

Exchange Commodity End Sep-08 prices Nov 14th prices Change 

LME Aluminium (175) (3,850) (3,675)
ICE Futures US Coffee (759) (5,257) (4,499)
COMEX Copper 1,149 16,780 15,631 
CBOT Corn (12,250) (15,927) (3,677)
ICE Futures US Cotton 422 2,717 2,295 
COMEX Gold 1,579 (4,167) (5,746)
NYMEX Heating Oil (1,903) (546) 1,358 
CME  Lean Hogs (7,321) (21,446) (14,126)
CME  Live Cattle (7,375) (20,749) (13,375)
NYMEX Natural Gas 167 (10,280) (10,448)
LME Nickel 4,090 7,483 3,393 
COMEX Silver 3,118 4,211 1,093 
CBOT Soybean Oil  2,538 6,605 4,067 
CBOT Soybeans  2,450 672 (1,778)
ICE Futures US Sugar  (18,576) (42,186) (23,610)
NYMEX Unleaded Gasoline (750) 6,694 7,443 
CBOT Wheat  9,251 8,351 (900)
NYMEX WTI Crude Oil (2,643) 16,907 19,550 
LME Zinc  7,592 13,622 6,030 

Source: VM Group 
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Measuring the price impact of the rebalancing 
These forecast changes are not trivial, at least the larger ones, but what evidence 
is there that such rebalancing and reweighting has any real impact on prices? In 
assessing this, difficulties arise for a number of reasons. First, articles such as 
this one mean that the impact of the rebalancing is known sometime in advance, 
so any effect might also happen before the rebalancing. Second, there are always 
other factors that can outweigh the rebalancing. Third, these are estimates only 
and suffer both from incomplete knowledge and also that the exact figure 
depends on prices that are not known until the day of the rebalancing.  

History gives us some guide, as we did this exercise in both 2006 and 2007. 
Comparing our estimated size of the rebalancing in 2007 to the price movements 
in each commodity over the rebalancing period, one would expect the 
commodities with a positive rebalancing (without brackets in the ëchange in 
contractsí) to see their price rise, and those with a rebalancing away from them 
(enclosed in brackets), to see their price fall. In fact if there is a relationship it 
appears to be the opposite. It is not perfect, but is especially pronounced where 
the rebalancing was a major proportion of open interest, such as in nickel and 
corn. In 2008 there is less of a relationship either way, with the two commodities 
that saw the largest inflows falling in price, but the next two gaining. However, 
given the four commodities with the largest estimated rebalancing away from 
them all saw their prices gain, what relationship there is appears to be inverse to 
what might be expected. 

VM Group estimates of DJ-AIG and S&P GSCI rebalancing compared with CFTC CIT numbers 

  
VM November estimate 

of 2008 rebalancing 
Outcome according to 

CFTC index tracker position

Sugar 40,490 37,214
Corn 26,310 20,112
Lean Hogs 9,945 11,736
Coffee 5,669 6,909
Live Cattle (105) 3,283
Cotton (4,739) 2,289
Cocoa  5 61
Feeder Cattle (871) (206)
Wheat KBCT (6,759) (3,248)
Wheat CBOT (9,679) (7,875)
Soybeans (11,521) (9,568)
Soybean Oil (13,470) (10,626)

Correlation with CFTC 98.71%  

Source: VM Group 
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One explanation for this would be if market participants ëfront-runí changes to 
the index, particularly if they are large and seem robust ñ that is unlikely to 
change before the rebalancing day. The following table compares our 
projections of the impact of the DJ-AIG rebalancing with the price movements 
in the commodities over the previous two months, to see if there was any impact 
once the likely impact had become known. The evidence is, again, at best mixed, 
and indeed in 2008 once again seems to show more of an inverse relationship. 
This however might be due to the nature of the DJ-AIG index ñ those 
commodities which have risen in price the most tend to get rebalanced down, so 
the causation could be from price gains to rebalancing away, not the other way 
around. In other words when speculators see that a commodity is going to get 
inflows from the commodity indices rebalancing, they bid up the prices so much 
that in fact the rebalancing does not lead to an inflow. 

 

Change in price during rebalancing period v size of rebalancing, 2007 & 2008 (%) 

2007 
 
 
 

Change in 
price 

(6th to 10th

working day)

Change in 
contracts (% 

open interest)
 

2008 
 
 
 

Change in 
price 

(6th to 10th

working day)

Change in 
contracts (% 

open interest)

Sugar (1.6) 3.6  Lean Hogs (3.3) 4.5
Natural Gas 4.1 3.3  Zinc (4.4) 4.2
Unleaded Gas (6.8) 1.9  Sugar 0.2 3.2
Live Cattle (1.0) 1.6  Coffee 0.9 2.9
Crude Oil (6.0) 1.2  Nickel (0.7) 2.9
Heating Oil (4.9) 1.2  Copper (1.4) 2.5
Cotton 1.5 0.8  Silver 3.0 2.3
Coffee 1.3 0.0  Aluminium 2.2 1.6
Gold 2.8 0.0  Live Cattle (2.7) 1.2
Aluminium 4.0 (0.4)  Natural Gas 1.2 0.7
Soybeans 6.5 (0.5)  Corn 6.7 0.5
Silver 2.3 (1.4)  Gold 2.4 0.2
Soybean Oil 2.4 (2.3)  Crude Oil (3.6) (0.8)
Copper 2.0 (3.0)  Unleaded Gas (5.2) (1.9)
Zinc 1.9 (3.2)  Heating Oil (2.5) (2.5)
Wheat 0.0 (4.5)  Cotton 3.9 (2.6)
Lean Hogs 0.5 (5.3)  Soybeans 4.2 (3.5)
Corn 10.9 (5.7)  Soybean Oil 5.1 (4.5)
Nickel 8.9 (6.9)  Wheat 4.8 (4.7)

Source: VM Group 
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Platinum 
News 
� Oct 23rd: Refined platinum output at the worldís largest miner, Anglo 

Platinum, was 685,000 oz, 11% lower in Q3 2008 than Q3 2007, but 9% 
higher than in Q2 2008. The company said that, due to current depressed 
prices, all capital projects were under review.  

 
Analysis 
� Falling demand and supply 
 
Platinum had a miserable time for much of the second half of October, as 
attention switched from the near-term financial crisis to a potential economic 
slump. Fixing in London at $1,032/oz on 14th October, by 27th October it had 
plummeted to $763/oz, its lowest since November 2003. From there it rallied, 
closing on the 5th November at $870/oz; however this was a lacklustre rally 
compared to that of palladium. The problem is demand, and particularly in what 
has become a direly gloom-ridden global market for new car sales. A hoped-for 
(if not strongly expected) autumn recovery in the US market didnít happen, but 
for platinum it is Europe, where diesel and hence platinum catalysts are 
predominant, which is most concerning. EU car sales fell by nearly 15% year-
on-year in October, and for 26 European countries where we have individual 
data every single one saw deterioration in the year-on-year performance except 
Austria and Poland.  

On the supply side, there was a reminder that platinum is heavily dependent on 
supply from South Africa and that this is liable to unexpected disruptions 
coming as if from no-where. This was seen when Anglo Platinum closed down 
their Polokwane smelter on 5th November, due to the furnace run-out coming 
into contact with rainwater. Subsequently the company said it could lose 
150,000-200,000 oz of refined platinum production as a result of the smelter 
shut down, from a forecast total of 2.4 Moz. This is a very large amount of 
platinum, and indeed seems a high loss given it is already November, and the 
smelterís capacity of 650,000t of concentrate per annum is only 20% of Angloís 
total smelting capacity of 3.5 Mt. Nevertheless, if this is the outcome it is 
supportive of the market. 

Outlook 
Platinum has seen the largest ETF sell-off of any of the precious metals, and 
this continued in October. The UK ETF saw its holdings fall from more 
than 200,000 oz at the start of month to 136,409 oz by the end. It�s not 
surprising investors are losing faith � not only are car sales collapsing but in 
lean times cheaper palladium must seem an ever-more enticing option 
where possible. However, South African supply remains a risk and, with 
much of the investment money now out of the market, modest gains could 
be possible if there are signs of further problems, or indeed if the economic 
gloom starts to lift. Short-term London fix: $800/oz-$950/oz. 
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European car sales*, year-on-year change (%) 

 Sep yoy Oct yoy 

Iceland (48%) (86%)
Spain (32%) (40%)
Estonia (24%) (34%)
Norway (9%) (28%)
Lithuania (8%) (24%)
Sweden (6%) (24%)
UK (21%) (23%)
Denmark (10%) (22%)
Italy (6%) (19%)
Hungary (4%) (16%)
Finland 0% (8%)
Germany (2%) (8%)
France 8% (7%)
Belgium 5% (7%)
Greece (3%) (7%)

Source: VM Group from industry sources 
* Worst performing markets in October 

 
Market data (October 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 921  Average 0.9 1.6 1.7 2.1  USA (Aug) 502 173  Sep-08 199,569  286,376  1-month 63.00 
High 1,032  High 1.7 2.2 2.5 3.0  Japan (Sep) 7,695 2,205  Oct-08 136,411  242,508  3-month 55.50 
Low 763  Low 0.3 1.0 1.1 1.6  Switzerland (Sep) 5,969 8,645    6-month 50.75 
         China (Sep) 3,034 7      12-month 46.75 
               24-month 44.25 

Source Price: London Platinum and Palladium Market, Others: VM Group  *ETF Securities includes platinum held in 'basket' ETF
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Lead and zinc 
News 
� Nov 14th: China's Huludao Zinc Industry Co Ltd halts 105,000t/y of 

production capacity. 
� Oct 30th: Australian miner Kagara cut its 2008-2009 zinc production target by 

12.5%, citing ìdifficult timesî caused by the dramatic price drop. 
� Oct 29th: The Doe Run Company said it would close one of the two furnaces 

at its Herculaneum lead smelter in Missouri. 
� Oct 21st: A full or partial closure of the Century zinc mine in Australia, the 

worldís second largest, is being considered as zinc prices continue to fall. 
� Oct 13th: The International Lead and Zinc Study Group (ILZSG) expects the 

global lead market to be in a small surplus of 30,000t this year and balanced 
in 2009. Zinc is expected to be in surplus of 150,000t in 2008 and widen to 
330,000t in 2009.  

 
Analysis 
� Lead to benefit from zincís woes 
 
Lead and zinc are currently on opposites sides of the fence. The short-term 
fundamentals for the former are strong, whereas the latterís are extremely poor. 
Lead has acted as a good barometer of the fear factor in the past two months 
because, despite falling stocks and small or close to balanced supply/demand 
fundamentals, its price has nevertheless only fallen by 19%, to trade within 
$1,300/t-$1,500/t in November. It fell to $1,145/t in late October before rallying. 
Importantly, the metalís high season has arrived with demand increasing from 
the fairly well insulated replacement battery sector. Moreover, supply has been 
shed, as lead is generally sourced as a by-product of zinc mining, which has seen 
massive production cuts and mine closures in the past few months. We feel lead 
will remain in deficit for the remainder of this year and are positive on the 
metalís price strength in the short-term.  

We are not, however, convinced by zinc. There will need to be more production 
cuts and closures to avoid a huge supply surplus ahead, as demand declines 
sharply in the worldís construction and vehicles sectors. We estimate more than 
775,000t/y of zinc has been cut to date. But weakening currencies against the 
dollar in the worldís largest zinc producing countries and price participation 
clauses in treatment charges contracts has lowered zincís cost curve and 
therefore may slow producer response.  

Outlook 
We continue to expect lead-acid batteries to support the lead price despite 
the slowdown in new car sales. People will simply keep their older cars, 
which are more prone to battery failure. Lead will also be supported by zinc 
mine closures and cutbacks, which we predict will continue. Zinc could be 
heading for sub $1,000/t levels, last seen in 2004. Fundamentally, the world 
is awash with zinc as demand falters and supply is responds slowly. We are 
still positive on zinc in the long-term, as many large mines reach the end of 
their operational lives and little is scheduled to replace them. Short-term 
LME 3-month prices: lead $1,300/t-$1,400/t, zinc $1,000/t-$1,200/t. 
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LME zinc price ($/tonne) 
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LME stocks (Jan. 1st 2004 = 100) 
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Market data (October unless stated) 

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

Average  1,479 1,319  1,492 1,351  Sep-08 64,100 155,025  Lead 81,518
High  1,806 1,647  1,830 1,666  Oct-08 48,150 18,950  Zinc 237,607
Low  1,140 1,062  1,165 1,096     

Source: London Metal Exchange 










