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• Insight (page 2): A spate of developments in the credit markets is increasingly 

pointing to a fast-slowing US real economy. But despite the underlying problems in 

the credit market, and the influence that they have on lending and borrowing activ-

ity, some asset classes — such as equities and commodities — remain surprisingly 

buoyant.  

The credit problem is a major talking point right now but, given the complexity, not 

always well understood. We attempt to cast more light on the underlying problems, 

where they started, and what authorities are doing in defence.  

The path of the crisis will depend on the decisions of monetary authorities over the 

coming months. Their decisions, in turn, will depend on their mandates. In the case 

of the Fed, the mandate is to promote price stability and maximum employment. 

Under the circumstances we see one of two scenarios unfolding, with potentially 

very different impacts on the global economies and commodities.  

Since the problem could affect commodities for some time to come, we believe a 

better understanding of the problem would enhance decision-making. 

 

Behind the credit market crunch — a commodity perspective 

Figure 1: Increasing liquidity — effective Fed Funds rate well below the target rate  

Source: Bloomberg 
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Insight: Behind the credit crunch 

A spate of developments in the credit markets is increasingly 
pointing to a fast-slowing US real economy. But despite the 
underlying problems in the credit market, and the influence 
that they have on lending and borrowing activity, some asset 
classes — such as equities and commodities — remain sur-
prisingly buoyant.  

The credit problem is a major talking point right now but, 
given the complexity, not always well understood. We at-
tempt to cast more light on the underlying problems, where 
they started, and what authorities are doing in defence. How-
ever, we do run the risk of simplifying things too much. Since 
the problem could affect commodities for some time to come, 
we believe a better understanding of the problem would en-
hance decision-making. 

In the beginning, there was excessive lending 
It all started in the US mortgage market’s sub-prime section. 
The sub-prime section is a lower-ranked section in which 
borrowers who do not qualify for ordinary loans could buy 
property under conditions that are — initially — less restric-
tive. Interest-only loans, with no principal repaid for an initial 
period. These lower-rated loans became more prevalent 
during a period when US house price appreciation (HPA) 
exceeded 10% y/y (Q3:04 – Q1:06) (Figure 2). Elevated 
house prices improved asset values on the balance sheet of 
households. Accordingly, banks were prepared to fund risk-
ier, lower-rated loans collateralised by improved balance 
sheets. 

To facilitate increased demand for home ownership, espe-
cially 2000 – 2004, the capital market has customised mort-
gages for various borrowing needs. In an attempt to facilitate 
this increase without bearing additional risk on their balance 
sheets, financial institutions securitised mortgages by selling 
mortgage-backed securities (MBS).  

In the past, banks used to carry mortgages to maturity, mak-
ing money from the difference between what they receive for 
lending the money and what they pay for the lent-out capital. 
But this limited banks’ access to capital and made them less 
flexible.  

Along came securitisation, which allowed banks to pool mort-
gages, repackage the pool, and sell parts to investors in so-
called tranches. Different tranches typically carry different 
risk and return profiles, depending on the loss default prob-
ability of the tranche. Higher risk tranches would protect 
lower risk tranches from all types of eventualities — such as 
prepayment risk, liquidity risk and default risk. The interest 
paid on each tranche was typically determined by a rating 
assigned to the underlying pool of mortgages as well as by 
ratings on individual tranches. Investors would therefore buy 
a tranche. Each tranche has a different running period in 
which investors would receive some form of return, typically 
interest payment. At maturity, the investor would also receive 
back the notional amount invested. The repayment of no-
tional amount are typically financed by rolling over debt, i.e. 
they would issue another round of MBS to finance the matur-
ing debt.  

Securitisation growth has been phenomenal, and the proc-
ess was applied not only to mortgages; many other types of 
credit, which are backed by different types of assets and 
obligations, were used to create so-called asset-backed se-
curities (ABS). Anything from vehicle finance to credit card 
debt was pooled, and sold off in different tranches, with dif-
ferent risk profiles, each to suit investors’ appetite.  

At the same time as MBS growth reached record highs, the 
sub-prime market section in the US, as a percentage of the 
total mortgage market (Figure 3), was on the rise. Although 
sub-prime delinquencies (13.8% in Q1:07) have historically 
been higher than current levels, the market share of these 
loans have increased significantly, to 20%, from approxi-
mately 5% in 2001. The risk was subsequently transferred by 
selling MBS. However, due to the appreciation of household 
assets, the risks associated to sub-prime loans were miti-
gated by the fact that borrowers could sell their homes for 
more than their indebtedness, making even sub-prime loans 
seem safe. Delinquencies — in both the prime and sub-

Figure 2: Sub-prime supported by house price appreciation  

Sources: Bloomberg; Inside Mortgage Finance 



3 

Insight: (continued) 
Because many financial institution need to pay notional 
amounts on maturing securities, they are heavily dependent 
on issuing new securities to finance the former. In short, a 
big source of incoming cash for banks has dried up, while 
they also face massive outflowing cash obligations.   

A note on relevant interest rates 
At this point, to understand the problem better, it is neces-
sary to take a step back and look at certain Federal Reserve 
regulatory issues regarding banks as well as the much publi-
cised Fed Funds rate and the Discount rate.  

Banks are required, by law, to hold reserves with the Fed — 
common practice. These reserves ensure stability of the fi-
nancial system, and provide the Fed with a mechanism to 
influence economic activity. Reserves must be highly liquid 
assets such as US treasuries or cash. The level of reserves 
a bank must hold with the Fed is determined by the out-
standing assets and liabilities of the institution as well as the 
Fed itself.  

When a bank lends money, its cash balance decreases while 
its less liquid assets increase. This might also increase the 
bank’s reserve requirement at the Fed. In order to satisfy this 
reserve requirement, the bank can borrow from other banks 
that have excess reserves with the Fed. The rate, at which a 
surplus bank is willing to lend to the deficit bank, is called the 
“effective Fed Funds rate”. Although this rate is set by banks 
themselves on a daily basis, depending on their needs for 
reserves, the Fed sets a target level and monitors and ma-
nipulates the availability of cash in the economy closely so 
that banks, on average, charge each other a rate equal to 
the target rate when they need to meet their reserve require-
ments. Currently, the Fed Funds target rate is 5.25%. If the 
effective rate is higher than the target rate — indicating that 
banks are short of liquidity — the Fed would inject more cash 
into the system i.e. allow banks to borrow money in return for 
high-quality collateral such as US Treasuries. This is a 
“repurchase agreement”. If the Fed wants to tighten mone-
tary conditions, it reduces repurchase agreements, pumping 
less money into the system. 

However, it may happen, for various reasons, that a bank 
cannot borrow from other banks to satisfy its reserve require-
ment. Then the bank can borrow from the Fed at the Dis-
count rate, which is normally higher than the Fed Funds rate. 
The Fed lowered this rate to 5.75% on 17th August this year.  

There is another important rate that reflects money market 
conditions: the London Interbank Offered Rate (LIBOR) that 
indicates what a bank would charge another bank for short -
term loans (other than to satisfy reserve requirements). In 

prime mortgage markets — were therefore not a major con-
cern, and the bonds backed by these riskier loans remained 
good investments at face value.  

The moderation in US house price growth to below 5% y/y in 
Q1:07, with interest rates remaining at a 5-year high, ex-
posed the inherent risk of the MBS market. Specifically, the 
deterioration in loan quality and lending conditions over an 
extended period reached boiling point this year. At the same 
time, delinquencies increased in the face of high interest 
rates and falling house prices. The inherent murkiness in the 
components of the MBS and ABS have, however, made fun-
damental analyses to determine the risk of default difficult, 
with investors starting to question the rating of these securi-
ties by agencies.    

To complicate matters, it became clear that default risk on 
MBS and ABS is interdependent. US households, to finance 
consumption, have extracted a great deal of home equity 
since 2000, reaching an all-time high in 2005. This extraction 
of home equity was used, in some cases, to finance other 
debt such as furniture purchases, general credit card pur-
chases, and vehicle purchases. Of course, when home eq-
uity dried up, default risk spread to other consumer debt 
which depended so heavily on house price growth being 
sustained. The subsequent increase — in delinquencies and 
defaults on the underlying assets of all the securitised prod-
ucts — has led to a fall in demand for these types of prod-
ucts. This has set a whole chain of events into action. 

Figure 3: Sub-prime delinquencies rising 

Source: Bloomberg 
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Insight: (continued) 

daily operations, banks may require, for short periods of 
time, additional cash to complete normal business transac-
tions. For this, banks approach each other and borrow 
money at the LIBOR. It is perfectly normal for institutions to 
borrow money for short periods of time from each other to 
finance liquidity needs. If banks have less money to lend to 
each other, LIBOR would increase. Normally, US LIBOR is 
stable, and tracks the Fed Funds rate. 

Dysfunctional markets lead to liquidity problems 
In 2007:Q1, defaults on mortgages and other debt started to 
reach boiling point. A few major institutions announced 
losses and write-offs, resulting in rapidly growing mistrust in 
ABS and MBS, fuelled by the complicated and often non-
transparent structure of ABS and MBS. Investors started to 
question the credit rating given to these structures — some-
thing taken for granted before.  

Now, some financial institutions are unable to roll over their 
maturing ABS and MBS, as demand for securitised products 
has all but disappeared — resulting in a scramble for cash 
and other liquid assets as institutions realise they may need 
to finance maturing debt using their own cash balances. This 
often implies liquidation of other assets, such as equity posi-
tions, or commodity investments. Naturally, this may have a 
price effect on assets as portfolios are repositioned. This 
also brings the securitised structures back onto the balance 
sheets of institutions, which has much wider implications, 
such as capital adequacy ratios changing, the cost of future 
borrowing increasing, and a possible decrease of the value 
of the firm – all of which exacerbate the liquidity problem.  

At the beginning of August, when banks started to see cash 
flowing out, with nothing coming in, the Fed’s reserve re-
quirements increased. Since the need for cash was broad-
based, the effective rate at which banks were willing to lend 
reserves to each other jumped to 5.41% on 9th August. The 
next day, the Fed pumped in US$38bn through repurchase 
agreements. But banks were unable to provide high-quality, 
liquid assets, since they needed this cash injection to service 
their maturing debt. Instead of high-quality collateral such as 
US Treasuries, the Fed accepted MBS — the source of all 
the problems — as collateral. It is not uncommon for the Fed 
to accept MBS, but the amount accepted was uncommon. 
Banks therefore managed to hold onto their liquid assets for 
more pressing needs (Figure 4). 

Central Banks increase liquidity  
The Fed and other central banks, such as the ECB, have 
been pumping more cash into the financial system, increas-

ing liquidity and accepting lower-quality collateral in return. 
The Fed has also dropped the Discount rate from 6.25% to 
5.75%.  

All these measures have indeed seen reserve requirements 
being more easily met and, as a result, the effective Fed 
Funds rate dropped to way below the target. Currently, it is 
around 5%, which reflects more accommodative monetary 
policy and can be seen as “a rate cut without a formal an-
nouncement”. 

Unfortunately, the increased liquidity isn’t reaching markets. 
Financial institutions are holding onto liquid assets and cash. 
For instance, note the massive jump in LIBOR in the US, UK 
and EU, signalling banks’ unwillingness to part with cash 
(Figure 5). It is estimated that over the next two weeks, insti-
tutions in Europe alone need to refinance US$140bn of debt. 
And this is only the start. 

Liquidity problems will lead to pain 
One thing is certain: there will be pain. The question is: how 
much? Pain levels will probably differ. But central banks, 
irrespective of the policy framework under which they oper-
ate, are faced with moral hazards, credibility issues and pol-
icy inconsistencies as well as a possible breakdown in the 
functioning of the money markets. 

Central banks’ reaction will depend on their mandates. In the 
case of the Fed, the mandate is to promote price stability and 
maximum employment. Its concern is inflation and employ-

Figure 4: Repo collateral and effective Fed Funds rate 

Source: Bloomberg 
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Insight: (continued) 

ment. The Fed has been willing to except vast amounts of 
MBS as collateral, which indicates at least some confidence 
in the economy and its ability to survive current problems. It 
also indicates its concern about the functioning of the mar-
kets and the possible impact on the real economy. The BOE, 
on the other hand, has been less accommodative, even stat-
ing that institutions can expect little respite. 

Furthermore, current high energy and food prices should 
remain firmly on central bank agendas. The ECB and BOE 
have only price stability as their objective, and could there-
fore be even more reluctant than the Fed to act hastily at the 
expense of higher inflation.  

However, central banks can be expected to ensure the 
proper functioning of financial markets, although they are 
unlikely to reward improper and excessive risk-taking.  

What’s next? 
Market liquidity conditions have improved dramatically since 
mid-August, as reflected in buoyant equity markets and ro-
bust commodity prices. However, the underlying problem 
remains, and is likely to increase as the pressure of loan 
redemption builds. The path of the crisis will depend on the 
decisions of monetary authorities over the coming months. 
The first such decision that will be closely watched is, on 
18th September when the Fed is set to decide on the next 
Fed Funds target rate. But the outcome of this meeting is 
unlikely to steer the US economy to a recovery. Given the 

high level of indebtedness of US consumers as well as a 
great deal of wealth that depends on falling house prices, 
economic growth will remain under pressure even if rates are 
cut. But a rate cut should at least relieve pressure on the 
embattled consumer, and improve market sentiment. How-
ever, we do not believe a rate cut next week would necessar-
ily solve the liquidity problem. As mentioned, the effective 
Fed Funds rate is currently close to 5%, and has been even 
lower last week. The problem lies in the inter-bank market, 
and results from a lack of confidence in credit products. It is 
likely that central banks will endeavour to restore confidence 
in the markets and allow banks to roll over maturing secu-
ritised products.  

We see one of two scenarios unfolding 

Under the first scenario, due to illiquidity problems at finan-
cial institutions, we see a breakdown in the functioning of 
money markets for deals longer than a few days. This would 
not only put many financial institutions under pressure, espe-
cially those with smaller balance sheets, but also lead to the 
improper functioning of other markets, such as the forex and 
swap markets. Of course, banks will need to tighten lending 
standards as more cash is needed to redeem existing obliga-
tions. This should not only affect banks, but also consump-
tion and investment expenditure in economies.  

This scenario should have a global impact, as people are 
likely to scramble for cash and other highly liquid assets, 
which could bring the US closer to a recession, and many 
other emerging markets, too.  

For base metals, this is the worst outcome, as speculative 
positions are likely to be liquidated and consumers will slow 
their buying of metal in anticipation of a possible slowdown in 
demand as well as expected price declines. However, pro-
ducers are likely to continue production in the interim. Total 
costs of production are much lower than current prices, al-
lowing for profitable production for some time, even if prices 
are declining. This might see stock piles increasing, pushing 
prices, in the extreme, towards the long-run costs of produc-
ing metals.   

For precious metals, this outcome is likely to be negative, 
too. Given that both silver and PGM’s have a large industrial 
demand bases, physical consumption will likely slow. Pre-
cious metals might receive some support from investors, but 
under this scenario, neither platinum nor silver would provide 
sufficient liquidity to warrant massive investor demand. Even 
gold would see liquidation of long positions as cash is 
needed elsewhere. The US dollar would strengthen due a 

Figure 5: LIBOR rates 

Source: Bloomberg 
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Insight: (continued) 
global demand for US treasuries with short maturities, putting 
even more downward pressure on gold.  

Although crude prices would fall as well — even if it is only 
because investors rebalance portfolios in favour of more 
liquid assets — the impact is likely to be less than for other 
commodities. Given that demand for crude is inelastic, and 
that supply is tightly controlled, producers should make sure 
that their interests remain well protected.  

The second scenario, and we believe the more likely one, is 
a continuation of the credit problems — closely managed 
(but not fixed) by the central banks. This would still result in 
losses for many institutions and individuals, but should see 
the problem impacting less on other parts of the world — 
most notably emerging markets, from where much of the 
commodity demand emanates. 

For base metals, emerging markets’ high economic and in-
dustrial production growth, led by China, is expected to com-
pensate for most of the “lost demand” in the US. Asia, and 
China specifically, has taken over from the US as major con-
sumer of base metals. For example, it is estimated that al-
most 50% of copper is consumed in Asia (most of it in 
China), followed by the EU with 22%, then the US and the 
rest of the world with 14% each. China also holds the num-
ber one position in terms of consumption of aluminium, lead, 
nickel, zinc and tin.  

Energy prices would remain high. Although the US is still by 
far the largest crude oil consumer, with 25% of crude, it is 
estimated that China will account for one third of new world 
crude demand in 2008 and is likely to increase this share in 
subsequent years. This means that although China is still far 
behind the US in terms of absolute levels of crude consump-
tion, it will compete fiercely for additional supply.    

Precious metal would receive better support under this sce-
nario. PGM’s should remain well supported by industrial de-
mand, while the underlying uncertainty that might remain in 
the financial system for some time would create additional 
demand for gold. But other assets might also start to com-
pete well for this money, making gold investments less at-
tractive.   
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Copper* 

Price movement 

Sources: LME, Standard Bank Group  

Forward curve  

Sources: LME, Bloomberg, Standard Bank Group  

Copper stock 

Sources: LME, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  
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Aluminium 

Price movement 

Sources: LME, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

Reportable aluminium stock 

Sources: LME, IAI, Standard Bank Group  
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Nickel 

Price movement 

Sources: LME, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

LME Stock 

Sources: LME, Standard Bank Group  
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Zinc:  

Price movement 

Sources: LME, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  

LME Stock 

Sources: LME, Standard Bank Group  
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Lead 

Price movement 

Sources: LME, Standard Bank Group  

Lead stock 

Sources: LME, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  
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Tin 

Price movement 

Sources: LME, Standard Bank Group  

Tin stock 

Sources: LME, Standard Bank Group  

LME stock on warrant 

Sources: LME, Bloomberg, Standard Bank Group  

Forward curve 

Sources: LME, Bloomberg, Standard Bank Group  

Volatility vs. stock levels 

Sources: LME, Standard Bank Group  

ATM implied volatility 

Sources: LME, Bloomberg, Standard Bank Group  
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Gold 

Price movement 

Sources: Bloomberg, Standard Bank Group  

Gold lease rates (spread over LIBOR) 

Sources: LBMA, Standard Bank Group  

Gold vs. USD 

Sources: Bloomberg, Standard Bank Group  

Gold price for gold fabricators  

Source: Standard Bank Group  

ATM implied volatility 

Source: Standard Bank Group  

Gold vs. base metals 

Sources: COMEX, Standard Bank Group  
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Platinum group metals 

Platinum price movement 

Sources: Bloomberg, Standard Bank Group  

Platinum speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  

Platinum vs. gold 

Source: Standard Bank Group  

Palladium price movement 

Sources: Bloomberg, Standard Bank Group  

Palladium speculative positions (COMEX) 

Sources: COMEX, Standard Bank Group  

Spread (Platinum - Palladium) 

Source: Standard Bank Group  
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Energy — WTI crude 

Price movement 

Sources: Bloomberg, Standard Bank Group  

WTI ATM implied volatility 

Sources: Bloomberg, Standard Bank Group  

WTI Forward curve 

Source: Standard Bank Group  

Spread (WTI crude — Brent crude) 

Source: Standard Bank Group  

Spread (WTI crude — NY Gasoline) 

Source: Standard Bank Group  

US refined stock 

Sources: DOE, API, Standard Bank Group  
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Equity performance  

PGM stocks/platinum price  

Sources: Bloomberg, Standard Bank Group  

Energy stocks/energy BTU equivalent 

Sources: Bloomberg, Standard Bank Group  

Diversified base metals mining stocks/LMEX Index 

Sources: Bloomberg, Standard Bank Group  

Gold stock/gold price  

Sources: Bloomberg, Standard Bank Group  

Aluminium stocks/aluminium prices 

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

• Standard Bank market conditions indicator 

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

• Base metal figures 

− Relative performance to the complex 

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

− Volatility vs. stock levels 

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

− ATM implied volatility 

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

− LME stock on warrant 

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

• Consumers’ price indicator 

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

• Precious metals figures 

− Gold price for gold fabricators 

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

− ATM implied volatility 

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

− Gold vs. USD/EUR 

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

− Gold (platinum) vs. base metals 

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

− Platinum vs. gold 

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

− Platinum/Palladium spread 

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

• Energy figures 

− ATM implied volatility 

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

− ATM implied volatility 

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

− Spreads: WTI/Brent and WTI/NY Gasoline 

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

• Equity performance figures 

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

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

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

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