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Metals and plastics � Strategic view 
Introduction 
Precious metal prices slipped back in May and much depends on the (slightly 
improved) outlook for the US economy. Base metals also marked time (apart 
from lead); in fundamental terms most base metals are facing the prospect of 
rising supply outpacing still healthily growing demand. 

Gold 
Gold fell as low as $652/oz in May as the US dollar recovered from a record low 
against the Euro in late April. US home sales were at a 14-year high in April, 
and strong equity markets are limiting gold�s attraction as an alternative to the 
dollar. Heavy central bank sales also took their toll.  

Silver 
Silver prices drifted lower, tracking gold�s decline. Short of any supply 
disruptions silver can be expected to continue dogging the footsteps of gold and 
the dollar. 

Platinum 
Platinum, which traded near a record in April, fell sharply in May following 
Johnson Matthey�s conclusion that in 2006 the platinum market was in surplus 
for the first time in eight years � demand remains strong but supply is growing, 
too. 

Palladium 
The metal traded a little off April�s 11-month high; a slow but steady increase in 
the price can be expected in the months ahead, although $400/oz remains a 
tough call right now.  

Aluminium 
Aluminium prices were becalmed in May, as the long-term threat of oversupply 
persists amid ample stocks. 

Copper 
Copper prices in May fell to their lowest since early April, $6,952/t, as China�s 
stocks of the metal rose to the highest in three years; this should cap prices 
below their record highs. 

Nickel 
LME nickel prices fell 6% on 7th June following a decision by the exchange to 
impose new levels at which holders of the dominant longs in nickel are required 
to lend the metal. Nickel prices have since recovered slightly and while the new 
rules could see greater liquidity in nickel, the strongly supportive supply-
demand fundamentals remain in place. 

Lead and zinc 
Zinc prices drifted slightly lower in May on concern over a long term surplus. 
Lead prices, however, surged to a record of $2,229/t on the LME on 29th May, 
but in early June prices slipped as Xstrata said it would soon lift the force 
majeure on its Northfleet refinery in London. 

Tin 
While exports from Indonesia, the second largest producer after China, resumed 
as smelters won export permits, it will take time to restore stockpiles and prices 
are expected to remain strong by recent standards. 

Plastics 
Initially higher oil prices supported a rise in both the PP and LLDPE prices in 
the month; much hinges on the re-launch of the contracts in June. 

Analysts:  
Julie Bain  
Tel: +44 20 7487 3600 
Email: julie@vmgroup.co.uk 

Gary Mead 
Tel: +44 20 7487 3600 
Email: gary@vmgroup.co.uk 

Jessica Cross 
Tel: +44 20 7487 3600 
Email: jessica@vmgroup.co.uk 



4 | Fortis metals monthly | June 2007 Fortis/VM Group 
 

Forecasts 

Price forecasts 

  End-May 1-month 2-month 3-month 12-month

Gold $ per oz 659.10 645-675 700 >700 650
Silver $ per oz 13.25 12.85-13.50 13 13 12
Platinum $ per oz 1,280 1,260-1,360 1,400 1,400 1,400
Palladium $ per oz 367 350-380 375 375 350
Aluminium (3-month) $ per tonne 2,771 2,725-2,825 2,800 2,800 2,400
Copper (3-month) $ per tonne 7,360 6,900-7,700 7,000 7,000 6,500
Nickel (3-month) $ per tonne 47,700 42,000-48,000 45,000 45,000 <40,000
Lead (3-month) $ per tonne 2,321 2,000-2,400 2,400 2,400 2,000
Zinc (3-month) $ per tonne 3,675 3,500-4,100 4,000 3,800 3,000
Tin (3-month) $ per tonne 14,025 13,200-13,700 12,500 12,000 11,000
Plastic: LL (September) $ per tonne 1,200 1,200-1,300 1,300 1,300 1,200
Plastic: PP (September) $ per tonne 1,190 1,200-1,300 1,300 1,300 1,200

  2-years 3-years 4-years 5-years 6-years

Gold $ per oz 550 490 450 450 400
Silver c per oz 12 11 10 10 10
Platinum $ per oz 1,500 1,400 1,300 1,200 1,100
Palladium $ per oz 280 280 250 230 230
Aluminium (3-month) $ per tonne 2,000 2,000 2,000 1,900 1,900
Copper (3-month) $ per tonne 5,000 4,500 4,500 4,000 4,000
Nickel (3-month) $ per tonne 25,000 25,000 15,000 14,000 14,000
Lead (3-month) $ per tonne 1,500 1,500 1,300 1,200 1,000
Zinc (3-month) $ per tonne 2,500 2,500 2,000 2,000 1,900
Tin (3-month) $ per tonne 11,000 10,000 9,000 9,000 8,000
Plastic: LL (September) $ per tonne 1,200 1,200 1,200 1,100 1,000
Plastic: PP (September) $ per tonne 1,200 1,200 1,200 1,100 1,000

Source: Virtual Metals 
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Analysis 
Selling on bullion weakness and buying on PGM rumours? 
The world�s largest gold-backed Exchange Traded Fund (ETF), 
StreetTRACKS�s gold shares, saw some significant selling in May, with its store 
of gold falling as the bullion price weakened. Over the month the fund saw its 
gold reserves drop by more than 6%, 29.7t, to 463.6t, although it recovered some 
ground in early June. Although metals ETFs are relatively new � 
StreetTRACKS�s gold ETF was set up in November 2004 � the sale of gold 
from the funds does not appear to be a reflection on ETFs as an investment 
product, rather investors taking a bet that we are going to see a weaker gold 
price. Of course, there is a risk that such selling by ETF investors threatens to 
create a self-fulfilling prophecy, but it also raises another niggling concern. Has 
the explosive growth in gold ETF offtake come to an end? Furthermore, if the 
market faces a prolonged downturn, will ETFs, which have added to gold 
demand in the upswing, exacerbate any market decline? Indeed, could they 
become to the 2000s what central bank gold was to the late 1990s � a negative 
market overhang? 

The ETF factor in the gold market 
Over the past four years one of the major changes in the gold market has been 
the launch of gold-backed exchange-traded funds (ETFs). Among the first to be 
introduced were those in developed financial markets, such as the USA and the 
UK. More recently, however, gold ETFs have been launched in countries with a 
greater tradition of gold ownership, yet a less well-developed history of trading 
in financial assets, such as Turkey and India. By the end of May 2007 the 
world�s nine gold ETFs1 collectively held around 640t of gold, with the USA 
StreetTRACKS product remaining by far the market leader, holding 464t. In 
2006, total offtake from the six ETFs then in operation was more than 250t, with 
190t coming from the USA StreetTRACKS product. Yet in the first five months 
of 2007 additional offtake has been less than 35t, compared with more than 120t 
for the same period of 2006. This is despite there being new ETFs in Turkey, 
India and the UK.  

Much of this slowdown is inevitably attributable to the StreetTRACKS ETF, as 
it is so dominant. Given that, until recently, the gold price performance in 2007 
had been similar to that of 2006, it suggests that market saturation � any 
investors who wished to purchase the gold ETFs have already purchased them � 
may be having more of an impact than growing market awareness. Familiarity 
may be breeding if not contempt then at least a degree of indifference. 

There is still the possibility, however, that a widening of the investor base will 
see renewed growth. In May, Novartis, a Swiss pharmaceutical company, said 
that it intends to invest 14bn Swiss francs ($11.37bn) in precious metals. Reuters 
reported that the principal pension fund manager at the company, Andre Lundin, 
said the fund would invest in ETFs, as well as mining shares. 

Another way the gold ETFs can continue to increase their collective holdings is 
through new launches. In the UK and Germany, ETF Securities, which already 
has a range of futures-based ETFs in base metals, soft commodities and oil, have 
now launched physical-backed gold ETFs. The market impact of these is hard to 
gauge � the UK already has a gold ETF, and German investors have had access 
to that UK gold ETF since its launch on Euronext. It will be difficult to ascertain 
just how much authentic new demand there will be, and how much will be taken 
from the existing ETFs. Either way, the impact on the gold market is likely to be 
small, and the suspicion must be that there is little potential room for additional 
growth in gold ETFs in financial centres that already have them. 

                                                           
1 There are nine gold ETFs physically backed by metal, and one which uses futures. There are also 
various other ETFs that invest some of their money into gold.  

Analysts:  
Matthew Turner 
Tel: +44 20 7487 3600 
Email: matthew@vmgroup.co.uk  

Julie Bain  
Tel: +44 20 7487 3600 
Email: julie@vmgroup.co.uk 

Gary Mead 
Tel: +44 20 7487 3600 
Email: gary@vmgroup.co.uk 

 



Fortis/VM Group June 2007 | Fortis metals monthly | 11
 

two years, as smaller producers are gobbled up. Whether this will lead to a net 
reduction in the country�s smelting capacity is, however, an open question right 
now. 

A less dramatic but perhaps more soundly based rise in primary aluminium 
production is to be seen in the Middle East, which � unlike China � has plentiful 
relatively cheap energy reserves which � together with state command and 
control over economic development � spell an attractive, relatively low-cost, 
long-term contract environment for aluminium production. Aluminium Bahrain 
(Alba), the Middle East�s largest producer of primary aluminium, plans to 
increase its output to 1.2 Mt of aluminium this year and 3.4 Mt/year by 2012. 
Saudi Arabian Mining (Ma�aden) plans to fund what it describes as a $7bn 
�mine-to-metal� aluminium project in Az Zabirah in northern Saudi Arabia. 
Ma�aden will take a 50% interest in the project which will have a capacity of 
720,000t/year (with the possibility of expanding capacity to 2.1 Mt after 2011), 
with Alcan owning the other 50%. 

The same can also be said of Russia, whose newly-created UC Rusal, 66% 
owned by billionaire Oleg Deripaska, a close friend and political ally of 
President Vladimir Putin, is not only contemplating capacity expansions within 
Russia but is looking to build new capacity in Australia, Brazil, India and 
Vietnam. UC Rusal�s CEO, Alexander Bulygin, also believes that within the 
next decade China will become a net importer of aluminium and bauxite rather 
than an exporter. If China does experience a slowing of its indigenous 
aluminium production, it will not be for lack of raw materials however but 
because of the burdens the aluminium industry imposes on its very tight 
electricity supply prospects. China is poised to become the world�s biggest 
producer of alumina, two tonnes of which are required for every tonne of 
aluminium; so far this year China has imported 2.05 Mt, 7.4% less year-on-year, 
as its own alumina production continues rising. China�s alumina refiners 
increased alumina production by 47% in the first two months of this year, to 
2.62 Mt. Chalco is also investing $3bn in Australia to build a refinery capable of 
producing 2.1 Mt of alumina from the Aurukun bauxite deposits in Queensland.  

Evolution, not revolution  
This shift in the global map of aluminium production has so far proceeded in a 
somewhat subterranean manner, without making a discernible impact on the 
metal�s price. On the London Metal Exchange, three-month aluminium prices 
slipped about 2.5% in May over those for April, and no amount of rumours 
about an imminent technical squeeze has been able to force prices close to 
$3,000/t. While other base metal prices since the start of 2006 have soared, that 
of aluminium has risen, by contrast, a rather unimpressive 25% or so, and show 
a gain (by the end of May) of less than 2% since the start of this year. On a 
globally averaged basis, demand for primary aluminium is growing by between 
3%-5%/year, against 7.8% last year. In global supply-demand terms, whether or 
not Alcoa and Alcan merge is likely to have little impact on future supply. In 
purely long-term survival terms, the case for a deal between the two is 
compelling. Aluminium capacity expansion looks set to continue to gain 
momentum in Russia and China. National champions, with hefty domestic 
political support, such as UC Rusal and Chalco and some Middle East 
producers, can expect to get the pick of what alumina and bauxite projects 
become available around the globe. If Alcoa chooses to go elsewhere it may find 
there is little it can do to compete with Russia and the Middle East�s ample gas 
supplies and demand from China�s seemingly insatiable internal market. Alcoa 
might find that a successful takeover keeps it in the race. 



12 | Fortis metals monthly | June 2007 Fortis/VM Group 
 

Gold 
News 
� June 1st: The ECB announced that it had sold 37t; this was a forward 

transaction, and hence did not show up in the ECB�s Weekly Statement. 
� May 28th: South Africa�s gold production in Q1 2007 fell 7.6% from the same 

period a year earlier, to 2.02 Moz, according to the Chamber of Mines. 
� May 27th: Australian gold production fell to 60.3t in Q1 2007 from 61t in the 

same period a year ago.  
� May 22nd: Newmont Mining said it expects the gold price to rise to $750/oz 

by the end of 2007. 
 
Analysis 
� Gold falls as dollar gains 
 
As is so often the case, gold�s fortunes in May were tied to the dollar. After 
falling to a record low against the euro in late April, the US currency gained 
against the euro for four consecutive weeks � and the gold price declined in each 
of those weeks. A plethora of data indicating that economic growth in the USA 
may be accelerating has been driving a dollar recovery, as traders rethink the 
next move in US interest rates. The dollar traded at about 1.349 to �1 on the 29th 
of May, rising from its 27th of April low of 1.365/�1.  

Gold was also under pressure in May from further hefty sales of the metal by 
European central banks. The ECB�s Weekly Returns during the month showed 
Eurozone members sold 44t in May, not including the 37t that the ECB itself 
acknowledged it had sold in April and May. IMF data for April showed that 63t 
were sold, with 16t coming from the Bank for International Settlements 

Looking ahead, the market was buoyed by news that the ECB would not sell 
anymore gold before October 2007, but the main issue remains Spain. The 
Spanish central bank sold 40t in March, 40t in April, and then 28t in May. If this 
lower amount reflects an ending of their sales programme, then central bank 
sales should slow drastically over the next few months. If it means continued 
selling at a reduced rate then they will remain relatively high. On balance, as our 
forecast for sales in the full year (October-September) covered by the EGA, 
currently at 285t, is between 390t-440t, we believe Spanish sales will slow. This 
total  remains well below the 500t cap agreed by the banks.  

Outlook 
As long as the American economy looks to be gathering momentum a lid is 
likely to be kept on gold. Of course any geopolitical uncertainty, such as 
increased tensions between the USA and Iran, will send gold shooting 
upward as it retains much of its traditional safe haven status. But on 
current prospects $700/oz still looks from here like an uphill slog. 
 
Short-term London daily pm fix: $645/oz-$675/oz. 

Market data (May unless stated) 

Prices US$/oz Euro/oz Rand/kg  ETF  
investment 

Tonnes 
holdings

Monthly 
change

Lease  
rates 

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

Average  669  495  150,001  US (2) 531 -7  Average 0.11 0.14  0.17  0.20  1-month 11.90 
High  689  507  153,093  UK 91 0  High 0.12 0.15  0.19  0.22  3-month 12.70 
Low  655  486  147,439  Aus 12 0  Low 0.11 0.13  0.16  0.15  6-month 13.35 
     S.Africa 11 0       12-month 13.75 
     Swiss 18 1        
     India (2) 2.8 0.27        

Source: Prices: London Bullion Market Association, Others: Virtual Metals  
Note: Indian ETF holdings calculated from rupee amounts and thus are approximations only. 
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Silver 
News 
� May 24th: Apex Silver Mines will begin production in July at its $800m San 

Cristóbal silver-zinc mine in Bolivia, the country�s biggest new mining 
project in a decade. Planned production is 19.5 Moz/year over five years. 

� May 23rd: Global production of silver from mines edged up to 646.1 Moz in 
2006 from 645.7 Moz in 2005, according to the Silver Institute. Total supply 
from all sources was 911.8 Moz, down from 925.6 Moz the previous year.  

� May 22nd: ETF Securities said its silver exchange traded fund had attracted 
the equivalent of 875,225 oz of the metal. 

� May 8th: The biggest US-based silver mine, Coeur d�Alene, said its Q1 2007 
production fell 5.6% to 2.62 Moz, while costs rose 12% to $4.40/oz. 

 
Analysis 
� Price gains encourage consolidation  
 
Silver�s surge over the last year appears to be sparking a round of consolidation 
in the industry. Early in May the USA�s Coeur d�Alene agreed to buy two 
smaller rivals to take control of a Mexican deposit and make it the world�s 
biggest primary silver producer. The logic is to nearly double its production and 
to spread its portfolio of assets to Mexico, which lags behind only Peru as a 
silver producer. Coeur d�Alene agreed to pay a hefty price for the deposit, 
bidding at a 9.1% premium to the closing share price for Bolnisi Gold, the part 
owner of the Palmarejo deposit, and a 40% premium to the share price of 
Palmarejo Silver & Gold. By 2009 the transaction should add 12 Moz to Coeur 
d�Alene�s output, forecast at 13 Moz this year. Denis Wheeler, Coeur�s CEO, 
expects more consolidation in the world silver industry although he does not 
expect his company to take part; instead it will focus more on exploration. The 
recent higher price may well spark more interest in putting companies together 
as confidence grows in the metal. That price rise, however is hurting demand. 
The Silver Institute, which represents players in the industry ranging from 
miners to fabricators and manufacturers, said the 58% rise in the average price 
of silver in 2006 is driving buyers away. While use in industrial applications 
rose, demand for the metal in the photographic, jewellery, silverware and coins 
sectors all fell. 

Outlook 
Silver prices drifted down during May and are now well off their February 
peak. The recovery of the dollar from its record low against the euro on 27th 
April has reduced some of the attraction of silver as an alternative 
investment to the dollar. Silver�s price has played see-saw with the dollar�s 
rise, declining to $13/oz on 25th May from $13.58/oz on the 27th April. Any 
further or clearer indication that the down-swing in the US housing market 
is not going to hit the wider economy hard may see the dollar extend recent 
gains. If so, the silver price may fall back yet further. 

Short-term London daily pm fix: $12.85/oz-$13.50/oz. 
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 Market data (May unless stated) 

Prices c/oz e/oz p/oz Imports kg Lease rates 1m 3m 6m 12m  Option volatility (end month, %) 

Average 1315.1 972.8 662.8  USA (Mar) 597,697  Average (0.02) 0.11 0.50 0.92  1-month 18.50 
High 1348.0 995.5 677.8  Japan (Mar) 291,845  High 0.01 0.15 0.55 1.01  3-month 20.50 
Low 1287.0 952.8 651.7  China (Mar) 500,160  Low (0.06) 0.06 0.39 0.74  6-month 22.50 
         12-month 24.00 

Source: Prices: London Bullion Market Association, Others: Virtual Metals 
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Platinum 
News 
� May 26th: Zimbabwe�s central bank and the platinum miners Impala Platinum 

and Aquarius agreed that they will retain only 60% of their earnings in 
foreign currency, down from 90%, according to local Zimbabwean media 
reports. 

� May 24th: South Africa�s biggest trade union, the National Union of 
Mineworkers, used its annual congress to reiterate that it will not settle for 
anything less than double digit pay increases for workers this year, a level 
that companies are likely to reject, given inflation is running at an annualised 
5.5%.  

� May 22nd: ETF Securities said its exchange traded platinum fund has received 
investment equivalent to 21,997 oz since its launch on 24th May. 

� May 14th: Platinum supply in 2006 exceeded demand for the first time in 
eight years, according to Johnson Matthey, which estimated there was a 
10,000 oz surplus, and that this could widen further in 2007. 

 
Analysis 
� Supply disruptions loom  
 
Platinum prices came off sharply in the second half of May following Johnson 
Matthey�s report that the market last year was in surplus for the first time in 
eight years. However, the decline may be short-lived, as supply disruptions are 
on the cards in South Africa, the world�s biggest producer. The National Union 
of Mineworkers, the country�s largest trade union, has demanded that Anglo 
Platinum and Impala concede a 15% pay rise as well as improvements in living 
and working conditions. A similar demand will be tabled with Lonmin. South 
Africa�s smaller trade union, Solidarity, inspired by this year�s near record 
platinum price, has asked for an 18% increase. These demands are likely to meet 
stiff resistance from the miners, already under pressure from shareholders to 
rein-in soaring costs; Impala�s costs increased by 20% in the first half of its 
current financial year. As yet, the mining companies are contemplating offering 
wage increases just a little above inflation, currently at 5.5%. Some mining 
companies were expecting this kind of wage demand; in February this year 
Impala�s chief executive officer, David Brown, warned it would be hard to 
�plead poverty� in the biennial wage talks. Small strikes at mines owned by 
Northam and Aquarius in April and early in May are a sign that the unions might 
be gearing up for a fight. If extended, wider-scale strikes happen, Johnson 
Matthey�s predicted growing surplus could easily disappear. 

Outlook 
Platinum prices will be buoyed by uncertainty as South African wage talks 
proceed. If previous wage rounds are anything to go by, employers are at 
best likely to get away with a short strike of a day or two as negotiators 
push talks to the wire. Longer term, the speculation about a possible US-
based platinum ETF will persist and add spice. London daily fix pm short-
term: $1,260/oz-$1,360/oz. 
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 Market data (May unless stated) 

Prices  US$/oz  Lease rates 1m 3m 6m 12m Trade (kg) Imports Exports ETF offtake (oz)  Option volatility  
(end month, %) 

Average 1,302  Average 2.1 2.6 2.9 3.3  USA (Mar) 7,597 5,005  UK 12,058  1-month 18.0
High 1,329  High 2.1 2.6 2.9 3.4  Japan (Mar) 7,272 2,535  Swiss 24,883  3-month 20.0
Low 1,257  Low 2.1 2.6 2.9 3.3  Hong Kong (Mar) 1,552 305     6-month 22.55 
       Switzerland (Mar) 2,310 7,683     12-month 24.0 
       China (Mar) 3,399 3,096      

Source Price: London Platinum and Palladium Market, Others: Virtual Metals 



Fortis/VM Group June 2007 | Fortis metals monthly | 15
 

Palladium 
News 
� May 26th: Stillwater�s chief executive officer, Francis McAllister, forecast 

palladium prices may rise as high as $600/oz in 2007. 
� May 15th: The world�s biggest palladium producer, Norilsk, closed its 

Dudinka Port in preparation for seasonal flooding. The port may remain shut 
for a month.  

� May 14th: The palladium market was 1.4 Moz in surplus in 2006 compared 
with 1.05 Moz in 2005, according to Johnson Matthey.  

� May 11th: Stillwater workers at the Nye mine in Montana began talks over a 
pay agreement that expires 1st July. 

 
Analysis 
� Palladium surplus fattens 
 
It is difficult to reconcile the widening surplus in palladium as reported by 
Johnson Matthey with the very bullish price forecast from Stillwater�s CEO. 
Unless, that is, there is some new demand source on the horizon that will gobble 
up more palladium or at least make it a more palatable substitute for its close 
rival, platinum. Yet the longer platinum prices remain near record levels the 
better the outlook for palladium � at least, that�s the hope of palladium producers 
such as Stillwater. Palladium�s main industrial use in autocatalysts for gasoline-
fuelled vehicles is set to rise, simply because the world�s car market is growing 
strongly in newly emerging economies; but the much-touted shift towards 
greater palladium loadings in diesel-fuelled vehicles (which require platinum-
enriched autocatalysts) has been gestating a long time. Nanostellar, a company 
based in Redwood, California, now claims to have produced a gold-platinum-
palladium coating suitable for diesel-fuelled vehicles and it furthermore suggests 
this will cut the cost of the precious metals in a typical diesel saloon�s 
autocatalyst by some 40%. The differential between platinum and palladium 
prices remains about $900/oz, but the gap has been narrowing. Since the end of 
2005 palladium prices have jumped 45% while platinum prices have gained 
31%. A further boost to palladium prices is likely to come in the form of the 
metal needed to support the exchange traded funds started by ETF Securities and 
Zurich Cantonal Bank. A short-term boost may also come from wage talks in 
South Africa where platinum producers, who rank only behind Russia as a 
source of palladium, look set to have difficult negotiations this year.  

Outlook 
The palladium price currently has more in its favour than for some time, 
yet a cloud hangs over it in the form of unspecified volumes of palladium 
stocks held by the Russian authorities in Russia and Zurich. Any significant 
rise in the metal�s price will surely be capped by increased selling from 
these inventories � adding to the current surplus. 

London daily pm fix short-term: $350/oz-$380/oz.  
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Market data (May unless stated) 

Prices US$/oz  Lease rates 1m 3m 6m 12m Trades (kg) Imports Exports ETF offtake (oz)  Option volatility  
(end month, %) 

Average 367.3  Average 0.07  0.11  0.12 0.07  USA (Mar) 11,667 6,922 UK 21,997  1-month  18.0
High 375.5  High 0.07  0.11  0.13 0.13  Japan (Mar) 250 1,442 Swiss 139,966  3-month 21.5 
Low 356.0  Low 0.07  0.11  0.10 0.01  Hong Kong (Mar) 965 339    6-month 24.5 
       Switzerland (Mar) 1,922 5,647    12-month 28.5 
       China (Apr) 1503 0    24-month 30.5

Source: London Platinum and Palladium Market, Others: Virtual Metals 
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Aluminium 
News 
� May 30th: Indian media sources reported that Hindalco and Sterlite Industries 

are in talks about separate bids for Alcan. Hindalco was reported to be talking 
to BHP Billiton, while Vedanta Resources, which owns Sterlite, was said to 
be in discussions with Rio Tinto. 

� May 29th: Total stocks of all forms of aluminium at western world smelters 
(excluding finished end-products) rose to 2.927 Mt by the end of April, 
compared with a (revised) 2.883 Mt in March and 3.095 Mt in April 2006, 
according to the International Aluminium Institute (IAI). Unwrought metal 
stocks rose to 1.584 Mt versus 1.518 Mt in March and 1.660 Mt in April 
2006.  

� May 23rd: Alcan was reported to have started talks with BHP Billiton to fend 
off the bid from Alcoa; Alcan formally rejected Alcoa�s bid and said it was 
seeking other suitors. 

� May 17th: China�s aluminium output in April was 974,000t, 38% higher than 
the same month a year ago, while the country�s alumina production jumped 
65% to 1.73 Mt. China this year is likely to account for some 30% of global 
aluminium output. 

 
Analysis 
� Price drifts while titans clash 
 
LME 3-month prices nudged slightly lower in May, while LME stocks were 
little changed from the end of April. While the metal�s price trod water for much 
of May, the takeover battle between Alcoa and Alcan � which rejected the 
former�s $27bn bid as too low � stole the limelight. An Alcan-Alcoa merger 
would result in the creation of the world�s biggest aluminium producer, 
outpacing the recently formed UC Rusal of Russia. Alcan is now busily hunting 
for a white knight in the shape of perhaps BHP Billiton, Rio Tinto or Norsk 
Hydro as the more obvious candidates.  

Outlook 
With inevitably increased output in coming years from producers such as 
China�s Chalco and India�s Vedanta, the long term outlook for the 
aluminium price should be a gradual slide back below $2,000/t, given that 
global demand is growing far more slowly than planned capacity 
expansions in developing economies. Still, there must now be concern about 
just what the fall out will be when Alcoa�s bid for Alcan has played out. If 
successful, will Alcoa shelve some of Alcan�s projects, such as the 
720,000t/year capacity plant planned for Coega in South Africa? For now, 
Alcan has told its managers to press ahead with plans to hire more staff and 
go ahead with projects. The Alcoa-Alcan battle, while crucial for the two 
companies, will � whatever the outcome � have marginal impact on the 
metal�s price, as new producers continue ramping up their output. 

LME 3-month contract short-term: $2,725/t - $2,825/t. 
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 Market data (May unless stated) 

Prices 
($/t) 

Cash 3-month 15-month 27-month  LME stocks Tonnes Prod (kt) Mar Apr  LME Open Interest 
(contracts) 

Average  2,795  2,826  2,703  2,531  Apr-07 826,525  Europe 727 707  Aluminium 812,687
High  2,870  2,910  2,763  2,563  May-07 833,525  Americas 689 672   
Low  2,726  2,765  2,662  2,510    Asia 311 301   
        China 965 991   
        Other 353 357   
        Total 3,043 3,008   

Source: London Metal Exchange, except Production: International Aluminium Association 
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Copper 
News 
� May 29th: Poland�s KGHM, Europe�s largest copper producer, said it will 

double investment till the end of 2008 to 5.9bn Zloty ($2bn). 
� May 28th: World copper demand exceeded supply by some 40,000t in the first 

two months of this year, the International Copper Study Group (ICSG) said. It 
estimated copper output was 2.92 Mt, compared with demand of 2.96 Mt. The 
ICSG said earlier in the month that in 2007 overall global supply may exceed 
demand by 280,000t and by 520,000t in 2008. 

� May 25th: Chinese refined copper imports declined 7.7% in April, falling 
from a record in March, to 192,069t. 

� May 8th: A five-day national strike in Peru ended. Peru�s National Society of 
Mining, Petroleum & Energy said as a result of the strike copper production 
would grew 10% to about 1.15 Mt tonnes this year, slipping from an earlier 
forecast of a 13% rise. 

 
Analysis 
� China chokes on copper 
 
China, the engine that has driven copper�s spectacular rise over the last few 
years, is now being blamed for dragging the price down. From an 11-month high 
of $8,335/t in early May the LME�s 3-month contract fell all the way back to 
almost $7,000/t by late May, coinciding with an almost 50% rise in inventories 
on the Shanghai Futures Exchange (rising to their highest levels in more than 
three years at one stage) between the end of April and 24th May. A further 
bearish indicator came from the ICSG�s forecast of a 280,000t world refined 
copper surplus this year and almost twice that in 2008. Added to that were fresh 
moves by the Chinese government to slow economic growth, with the People�s 
Bank of China on 19th May increasing its benchmark one year lending rate to 
6.57% from 6.39%. That decision came after Q1 2007 economic growth was put 
at an annualised 11.1%, its fifth consecutive double digit quarterly increase. 

Outlook 
Copper prices have for the last few years been hostage to what happens in 
China and that will be no different in the months ahead. If Chinese stocks 
continue to rise and the central bank makes further efforts to put brakes on 
the surging economy we expect the copper price to continue its decline, 
albeit at a slower pace. Probably the only factor preventing copper falling 
below $7,000/t in May was the fact that as Shanghai inventories rose, so too 
LME warehouse stocks fell, by almost the same amount. Wage talks taking 
place at some mines in Chile, the world�s biggest copper producer, could 
provide scope for price volatility on the threat of strikes � albeit minimal 
for the time being. A clearer indication that the US economy is on the road 
to stronger growth would also pep up prices, but on current prospects the 
risk is on the downside. 

LME 3-month contract short-term: $6,900/t-$7,700/t. 
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Market data (May unless stated) 

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

Average  7,693  7,636 6,980 6,219  Apr-07 156,550  Copper 386,635
High  8,225  8,160 7,420 6,575  May-07 127,450   
Low  7,142  7,119 6,565 5,900      

Source: London Metal Exchange  
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Nickel 
News 
� May 25th: The Finnish company Outukumpu, the world�s third largest 

stainless steel producer, said it may extend production cuts into Q3 2007. 
� May 23rd: Russia�s Norilsk raised its offer for Canada�s LionOre by 28% to 

C$6.8bn ($6.29bn), trumping an earlier offer by Xstrata. 
� May 22nd: ThyssenKrupp, the world�s biggest stainless steel producer, said it 

may increase output of nickel-free varieties to 35% of total production from 
the current 30%, to ease its dependency on nickel. 

� May 21st: World stainless steel production may rise 5.1% in 2007 to 29.8 Mt, 
slowing from 17% growth in 2006, according to the International Stainless 
Steel Forum (ISSF).  

� May 14th: The International Nickel Study Group (INSG) said world nickel 
production of 1.48 Mt will exceed demand by 70,000t in 2007. 

 
Analysis 
� Price slips on rising stocks, slowing use  
 
The nickel price rose to a fresh record in early May, the LME�s 3-month price 
touching $51,800/t on 9th May on news of supply disruptions in the form of a 
strike in Canada and shipment delays in Australia. But growing evidence of 
slowing use of the metal by stainless steel producers, combined with rising 
stocks, meant that peak was quickly lost. There were more rumblings in May 
from stainless steel producers, complaining of high nickel prices, with 
ThyssenKrupp and Outokumpu adding to last month�s anti-nickel sentiment 
from South Korea�s Posco. LME stocks indeed began climbing again but by tiny 
amounts, and were 7,722t by 29th May, their highest level since the 12th July 
2006, and up from 5,016t at the end of April. That it is perhaps still premature to 
call an end to the astonishing bull run for nickel is evidenced by the gritty battle 
between Norilsk and Xstrata to gain ownership of LionOre. During May Norilsk 
twice raised its offer to beat rival bids from Xstrata, with its 23rd May bid of 
C$6.8bn ($6.29bn) being almost 50% higher than its initial offer. Yet mining 
companies have a poor record of judging the best time to pitch their bids and 
Norilsk may retrospectively find it paid handsomely for LionOre, at least if the 
latest forecast from the INSG proves correct 

Outlook 
Will the LME 3-month settlement price of $50,450/t (achieved on 16th May) 
go down in the history books as the peak for nickel? Barring some 
untoward supply disruptions � and we should not forget that CVRD�s 
commitment to its New Caledonia Goro operation is still somewhat opaque 
� it looks likely. LME stock levels are still critically low, but they at least 
changed direction in May, and that should see LME nickel prices trend 
lower in June, particularly if stainless steel producers stick to their guns 
and start churning out lower-grade stainless. Yet underlying demand for 
the metal remains strong and should provide a floor way above last year�s 
average of $23,228/t. 

LME 3-month contract short term: $42,000/t-48,000/t. 
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Market data (May unless stated) 

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

Average  52,203  49,121 40,247 33,761  Apr-07 4,980  Nickel 61,487
High  54,200  50,995  41,450 34,950  May-07 7,914   
Low  50,200  46,700 38,750 32,000      

Source: London Metal Exchange except Option volatility: Virtual Metals 
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Lead and zinc 
News 
� June 5th: Xstrata said it would from 1st July end the force majeure in place at 

its Northfleet refinery in London;. 
� May 25th: China imported a net 23,459t of refined zinc in April as imports 

jumped 83% and exports fell 61%, making the country a net importer for the 
first time in six months. 

� May 25th: Soil tests at the Australian town of Esperance, which exports 3% of 
world lead supply, showed that traces of the metal were within legal limits. 
Exports from the town have been suspended since March. 

� May 24th: World zinc use in Q1 2007 increased 1.8% to 2.74 Mt, against 
production of 2.83 Mt, according to the International Lead & Zinc Study 
Group (ILZSG). Lead use during the period was 2.05 Mt versus production of 
2.01 Mt. 

� May 15th: Zinc use will exceed production by almost 40,000t this year, the 
ILZSG said with expected world output of 11.41 Mt and consumption of 
11.45 Mt. Lead is likely to post its fifth annual deficit with supply falling 
short of demand by 50,000t. 

 
Analysis 
� Zinc supplies set to grow 
 
There is still a delicate balance in prospect for the world refined zinc market this 
year, according to the ILZSG, which issued a forecast for 2007 estimating a final 
a deficit of some 40,000t; yet given that the ILZSG also estimates total global 
production in 2007 will be 11.41 Mt, it�s clear that there is plenty of scope for 
statistical revision during the rest of this year. More noteworthy in May was the 
reversal of China�s recent position as a net exporter of refined zinc. If that 
proved to be the start of a new trend then the price � which briefly crossed the 
$4,000/t threshold again in May � might further firm. The drop in LME stocks in 
recent months, and the possibility they may fall further (following the Chinese 
government�s plan to double the export tax on unwrought zinc to 10% from 5% 
as of 1st of June) could provide some additional support for the price in the 
coming months. Meanwhile, lead prices set fresh records in May, underpinned 
by concern about when exports from the Australian port of Esperance will 
resume. Exports of the metal from Ivernia�s Magellan mine through Esperance 
were halted on March 12th. 

Outlook 
The zinc price in June will be pulled in two opposing directions. The LME 
price initially rose in May but eventually ran out of steam and closed at 
$3,675/t, against $3,756/t at the end of April. But the impact of China�s new 
tax policy regarding unwrought zinc is yet to be seen and this may depress 
LME stocks, which stood at 76,250t on the 29th of May, down from 96,375t 
at the end of April. As for lead, the continued price rally is heavily 
dependent on what should be short-term supply disruptions and also 
China�s decision to impose a 10% export tax on refined lead. 

LME 3-month short-term: zinc $3,500/t-$4,100/t, lead $2,000/t - $2,400/t. 
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Market data (May unless stated) 

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

Average  2,091 3839  2,101 3,831  Apr-07 42,475 95,150  Lead 88,306
High  2,280 4120  2,285 4,106  May-07 47,600 75,500  Zinc 216,964
Low  1,995 3581  2,015 3,600     

Source: London Metal Exchange except Option volatility: Virtual Metals 
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Tin 
News 
� May 17th: Bolivia, the world�s fifth biggest national tin producer, plans to 

levy a 12.5% tax on mining, more than doubling the state�s revenues from 
mining to $100m. 

� May 10th: China�s Yunnan Tin said it is considering buying tin mines as well 
as other metal operations in Australia. 

� May 9th: Exports of tin oxide from North Kivu in the Democratic Republic of 
Congo more than doubled in April, year-on-year. North Kivu produced 2,900t 
of the oxide in 2006. 

� May 7th: In Indonesia a total of 12 companies had been granted refined tin 
export licences by this date, after complying with government regulations. 

 
Analysis 
� Price slips in wake of Indonesian export licences 
 
LME tin prices held fairly steady in May, despite the news that as many as a 
dozen Indonesian smelters had now gained government licences to resume 
exports of refined tin. Indonesia, the world�s second largest tin producer (after 
China), will quickly begin to ramp up suspended exports but it still might ship 
only some 90,000t of tin this year, some 30% lower, year-on-year. Indonesian 
companies such as PT Koba reported restarting shipments and Indonesia�s PT 
Timah is reportedly planning to expand production of the metal by 10,000t/year. 
LME stocks meanwhile initially slipped down to 7,995t on 9th May, their lowest 
since September 2005, although later in the month they recovered lost ground. 
Low LME stocks have certainly played a part in keeping prices firm, but we 
expect stocks to continue rising to above 15,000t before long. However, while 
Indonesia seems to be resolving its difficulties with allegedly illegal smelting 
and exporting activities, the spotlight is once more switching to Bolivia, where 
the government of President Evo Morales caused jitters in May by saying that 
companies that do not invest in exploration and plants may be stripped of their 
mining rights. The Bolivian government laid out plans for a 12.5% tax on 
mining, which may impact the already largely state-controlled tin sector less 
than other metals, such as silver. Moreover, there are signs of increasing supply 
elsewhere. Shipments of tin oxide more than doubled from the Congolese region 
of North Kivu in April compared with the same month year ago. China�s 
Yunnan Tin, the world�s biggest tin producing company, also spoke of a strategy 
which may involve investing in Australia, which could lead to higher output. 

Outlook 
LME tin prices may gradually decline, now that Indonesian exports show 
signs of returning to something like previous normality. And although tin 
could well experience some swings and roundabouts this year, given the 
increasingly strident comments by the Bolivian government on the need to 
extract more revenue from the country�s mining industry, April�s highs are 
likely to remain the peak for the tin price for the foreseeable future. 

LME 3-month contract short term: $13,200/t-$13,700/t. 
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Market data (May unless stated) 

Prices ($/t) Cash 3-month 15-month LME 
stocks 

Tonnes  LME Open Interest 
(contracts) 

Average 14,155 14,017 13,139  Apr-07 8,440  Tin 21,828
High 14,600 14,425 13,525  May-07 9,445    
Low 13,755 13,650 12,775       

Source: London Metal Exchange except Option volatility: Virtual Metals 
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Plastics 
News 
� May 21st: General Electric agreed to sell its plastics business to Saudi Basic 

Industries Corp (Sabic) for $11.6bn. 
� May 21st: Ineos Capital agreed to buy Norsk Hydro�s polymers business, 

Kerling ASA. The newly acquired business will join Ineos Vinyls assets. 
� May 15th: Reinforced plastics demand in the USA is expected to grow by 

2.8%, to 1.9 Mt by 2011, according to Freedonia Group. 
� May 12th: Dow Chemical signed a Memorandum of Understanding (MOU) 

relating to the construction, ownership and operation of a world-scale 
chemicals and plastics production complex in Saudi Arabia, to be known as 
the Ras Tanura Integrated Project. 

 
Analysis 
� Saudi plastics snaps up GE subsidiary  
 
The sale of GE�s plastics business to Sabic was the key event in the plastics 
industry in May. New plant developments or expansions are commonplace, and 
the global demand outlook for plastic remains strong, but the Sabic deal lifts the 
company onto a world stage. Plastics production in the Middle East is currently 
on a roll, thanks largely to the region�s ample reserves of cheap energy. The 
MOU signed by Dow Chemical and Saudi Arabia�s Saudi Aramco outlining a 
joint venture agreement, which will see them developing a chemicals and 
plastics production complex in Saudi Arabia, is another indication of the 
region�s expanding presence in plastics production. The integrated project will 
see Saudi Aramco�s Ras Tanura Refinery complex and its Ju�aymah gas 
processing plant, two of the largest facilities of their kind in the world, supplying 
feedstock to the joint venture. As the economies of China, India and Brazil 
continue to grow it is likely they, along with other developing economies, will 
underpin demand for plastics. In regions where environmental lobbying has a 
stronger grip � particularly North America and the European Union � the 
pressure to substitute plastic in some areas will continue to inhibit demand 
growth. 

The LME on 25th June is due to re-launch its plastics contracts, introducing in 
addition to the current contracts three new regional contracts for both 
polypropylene and linear low density polyethylene in Asia, Europe and North 
America. It will also add further prompt dates in the nearby dates, weekly and 
monthly, across the new contracts. 

Outlook 
Brent crude rose by 2.3% to the 29th of May, hitting a high of $70.72/barrel. 
More kidnappings of foreign oil workers in Nigeria and short-lived strikes 
relating to disputes about the result of the recent Nigerian election pushed 
crude oil prices up in May. Plastics� feedstock prices rose marginally in line 
with the strengthening crude oil price for part of May, but the LME�s two 
plastics contracts spent much of the month trading in a very narrow range. 
We expect more of the same for the immediate future. LME front-month 
prices short-term: PP and LLDPE $1,200/t-$1,300/t. 

Market data (May unless stated) 

Average prices   Volumes  Open Interest 
(contracts) (End May) 

Contract LLDPE PP   LLDPE (Apr) PP 
(May) 

 LLDPE PP

First position 1,194.32 1,275.68  Daily av. 27  26  255 110

Source: London Metal Exchange  
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Indices 

Precious and base metal prices 

(1999 Avg.=base 100)    Change from 
31st May 2007  Current  1 M    1 Yr    5 Yr   

Gold (spot) 236  -3% ! 243  1% " 234   110% " 113
Silver (spot) 254  -2% ! 259  1% " 251   181% " 90
Platinum (spot) 338  0%   340  0%   338   138% " 142
Palladium (spot) 101  -1% ! 102  3% " 98   2%   99
                    
Aluminium (cash) 201  -3% ! 208  1% " 199   103% " 99
Aluminium (3m) 200  -3% ! 205  1% " 197   103% " 98
Aluminium (15m) 186  -2% ! 190  0%   186   87% " 99
Aluminium (27m) 172  -1% ! 174  -2% ! 175   73% " 99
                    
Copper (cash) 473  -5% ! 497  -9% ! 518   366% " 101
Copper (3m) 459  -5% ! 484  -8% ! 496   357% " 100
Copper (15m) 404  -5% ! 425  -3% ! 416   309% " 99
Copper (27m) 354  -4% ! 369  0%   354   261% " 98
                    
Nickel (cash) 846  2% " 833  120% " 384   652% " 112
Nickel (3m) 785  -2% ! 802  117% " 362   602% " 112
Nickel (15m) 671  1% " 668  113% " 315   486% " 115
Nickel (27m) 569  0%   570  107% " 274   389% " 116
                    
Zinc (cash) 342  0%   343  -6% ! 363   379% " 71
Zinc (3m) 336  -1% ! 339  -2% ! 345   366% " 72
Zinc (15m) 305  -3% ! 315  6% " 289   292% " 78
Zinc (27m) 266  -5% ! 279  11% " 240   226% " 82
                    
Lead (cash) 467  17% " 398  123% " 209   420% " 90
Lead (3m) 456  15% " 394  114% " 213   401% " 91
Lead (15m) 386  13% " 342  94% " 199   313% " 93
                    
Tin (cash) 260  3% " 252  75% " 149   239% " 77
Tin (3m) 259  5% " 247  73% " 150   235% " 77
Tin (15m) 244  5% " 232  62% " 151   206% " 80

LME base metals stocks 

(1999 Avg.=base 100)    Change from 
31st May 2007  Current  1 M    1 Yr    5 Yr   

Aluminium 106  1% " 105  8% " 98   -27% ! 145
Copper 17  -19% ! 21  15% " 15   -87% ! 127
Lead 35  12% " 31  -58% ! 83   -73% ! 129
Nickel 15  59% " 9  -56% ! 33   -71% ! 51
Tin 102  12% " 91  -26% ! 137   -74% ! 398
Zinc 26  -21% ! 32  -68% ! 80   -88% ! 205

USD exchange rates 

(1999 Avg.=base 100)    Change from 
31st May 2007  Current  1 M    1 Yr    5 Yr   

European euro 80  1% " 79  -5% ! 84   -31% ! 116
Canadian dollar 72  -3% ! 75  -3% ! 74   -31% ! 104
Great British pound 82  1% " 81  -6% ! 87   -26% ! 111
Japanese yen 107  2% " 105  8% " 99   -4% ! 111
South African rand 119  1% " 118  6% " 111   -29% ! 166
Australian dollar 78  0%   78  -9% ! 86   -33% ! 117

Source: Virtual Metals & London Metal Exchange 
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Prices 

Gold ($/oz) 
 

Silver (cents/oz) 
 

Platinum ($/oz) 

550

575

600

625

650

675

700

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

 

 

900

1,000

1,100

1,200

1,300

1,400

1,500

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

 

1,000
1,025
1,050
1,075
1,100
1,125
1,150
1,175
1,200
1,225
1,250
1,275
1,300
1,325
1,350
1,375

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Source: London Bullion Market Association  Source: London Bullion Market Association  Source: London Platinum & Palladium Market 

Palladium ($/oz) 
 

Aluminium ($/tonne) 
 

Copper ($/tonne) 

250

275

300

325

350

375

400

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

 

 

2,100

2,300

2,500

2,700

2,900

3,100

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Cash 3-month

15-month 27-month

 

4,500

5,000

5,500

6,000

6,500

7,000

7,500

8,000

8,500

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Cash 3-month

15-month 27-month

Source: London Platinum & Palladium Market  Source: London Metal Exchange  Source: London Metal Exchange 

Nickel ($/tonne) 
 

Lead & zinc ($/tonne) 
 

Tin ($/tonne) 

2,000

12,000

22,000

32,000

42,000

52,000

62,000

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Cash 3-month

15-month 27-month
 

 

800

1,200

1,600

2,000

2,400

2,800

3,200

3,600

4,000

4,400

4,800

5,200

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Zinc cash Zinc 27-Month

Lead Cash Lead 15-Month

 

6,000

7,000

8,000

9,000

10,000

11,000

12,000

13,000

14,000

15,000

16,000

Jun-06 Sep-06 Dec-06 Mar-07 Jun-07

Cash 3-month 15-month

Source: London Metal Exchange  Source: London Metal Exchange  Source: London Metal Exchange 

 



24 | Fortis metals monthly | June 2007 Fortis/VM Group 
 

Quantitative research 
PCA background 
PCA stands for Principal Component Analysis. It is a standard technique used 
for the study of forward curve dynamics. At any point in time, a future curve can 
be represented by three values known as the level, the slope and the curvature. 
Each of these values have a physical meaning. A variation of the level represents 
a parallel shift of the curve, while a variation of the slope represents a rotation. 
An increasing slope indicates a clock-wise rotation and therefore reveals a 
backwardation of the curve. By contrast, a decreasing slope indicates a curve 
that shows a contango. We can therefore expect the slope to respond to market 
events associated with supply, demand, and stocks. Furthermore, the curvature 
gives an insight into prices during the particular month. A rising curvature 
indicates that during the first and the last third of the contract month the price 
increases, while the second third decreases. This provokes a distortion, or a 
sharper bend of the curve. 

Provided charts 
For each metal there are five graphs. The first, at the top of the page, displays 
the forward curve for a number of dates. These are selected in order to 
demonstrate specific evolutions of the curve during the last month, and also to 
illustrate some particular features of the curve. The vertical axis displays the 
price of each contract (in USD) as provided by Bloomberg. The horizontal axis 
gives the future�s settlement date. The used contracts are known as generic and 
are constructed by using successive contracts which always expire �in N 
months�, as appropriate. 

  
Demonstration of PCA graph 
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  Source: Fortis Modelling 

 

 

Quantitative Modelling team 
Peter Cauwels 
Tel: +32 265 47 90 
Email: peter.cauwels@fortis.com 

Vincent Guffens 
Tel: +32 565 90 91 
Email: Vincent.guffens@fortis.com 
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Aluminium 
Future curve analysis 

  
Aluminium curve is flattening 

Fundamental outlook 
The long-term threat of oversupply is clearly 
reflected in the flattening of the future curve. China 
continues to expand its primary aluminium capacity 
and actual production, and other emerging 
economies (such as Brazil, India, the Middle East 
and Russia) also have major long-term production 
increases in mind. In the context of this and also 
ample global stocks, we believe prices will slowly 
soften by the end of 2007. 
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Principal component analysis 
 

Level (t) 
 

Slope (t) 

Aluminium level has sharply decreased after 21st May 
following news of the increase in China�s production. 
The slope has been constantly decreasing for the past 
two months, indicating a flattening of the curve. The 
slope is reaching a one-year historic low and was only 
previously lower than this in August 2006.  
 
Given the fundamentals, the slope is likely to stay at its 
current low (or even further decrease) until further news 
modifies the perception of long-term oversupply. 
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Copper 
Future curve analysis 

  
Copper future curve movement is mostly level-based 

Fundamental outlook 
Starting at a low value at the beginning of April, 
copper headed back towards its record high (in May
2006) at the beginning of May. The movement has 
been mostly a parallel shift. Prices decreased again 
until the end of May, returning to their early April 
values. The price surge so far this year has all been 
due to strong import data from China, but this metal 
has largely gone to replenish stock draw-downs of 
last year. In addition, the International Copper Study 
Group (ICSG) published a very bearish forecast on 
28th May, suggesting a global refined copper 
surplus this year of 280,000t and of 520,000t for 
2008. 
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Principal component analysis 
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Strikes in Peru and Indonesia combined with rises in 
inventories gave volatility to the slope although it is 
difficult to point to particular events responsible for the 
low slope value observed on 7th May. Compared to the 
one-year slope movement, the last month variation has 
however been surprisingly small and future curve 
movements have mostly been level-based. 
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Curvature (t) 

 
Error (t) 

The curvature reached a low on 12th April and has been 
increasing since. This can be seen in the increasing 
prices of the short-term contracts, which almost 
completely remove the bend that existed for the four 
front month contracts (up to LPU7). 
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Nickel 
Future curve analysis 

  
Nickel curvature is high 

Fundamental outlook 
The 5th June Nickel future curve is below all the 
others, which is quite unusual for nickel, whose level 
component has been rising for a year. 
 
The International Nickel Study Group (INSG) 
estimated there would be a 70,000t refined nickel 
surplus in 2007, but we believe this is rather 
generous, and that the surplus may be much closer 
to 20,000t. Still, this does reverse last year�s global 
deficit. Other bearish factors � which knocked nickel 
from its peak in early May � were suggestions that 
global stainless steel output growth will slow this 
year, and signs that some western world stainless 
producers plan to produce more lower-grade 
stainless steel this year, using less nickel. 
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Principal component analysis 
 

Level (t) 
 

Slope (t) 

Between May 14th to May 28th, the slope decreased 
significantly, which corresponds to the INSG 
announcement (14/05) that production would exceed 
demand in 2007.  
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Curvature (t) 

 
Error (t) 

The nickel curvature is particularly high, which is clearly 
visible on the future curve: compared to the 06 April 
curve, short term and long-term maturity contract 
prices have decreased more than middle-term 
contracts. Given that nickel might be reaching a break-
point in its evolution, it is possible that the curvature 
stays at that level. It is however historically more likely 
that the curvature now begins decreasing. 
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Lead 
Future curve analysis 

  
Lead is flattening 

Fundamental outlook 
Lead has been flattening significantly up to 14th 
May, after which the slope component has 
stabilized. If the future prices have to be understood 
as an estimation of future spot prices, the upward 
lead shift should reach a peak sooner or later. 
 
China has imposed a 10% export tax on refined 
lead exports as from 1st June and this will certainly 
impact on the country�s exports and continue to 
keep prices probably above $2,000/t for the time 
being, until it becomes clearer how much less 
refined lead comes out of China. Other price 
supportive factors have eased slightly, notably the 
announcement by Xstrata that it will from 1st July 
have its Northfleet refinery in London working back 
at full capacity. 
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Principal component analysis 
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Zinc 
Forward curve analysis 

  
Backwardation deepens despite long-term surplus concern 

Fundamental outlook 
Zinc backwardation increases despite concerns 
over long-term surplus. However, the zinc slope 
reached a one-year minimum on 8th April so the 
May backwardation is probably only an adjustment 
after a slight over market-reaction. The slope 
component is still low compared to its one-year 
history. 
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Principal component analysis 
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Tin 
Future curve analysis 

  
Strong slope movements 

Fundamental outlook 
The most striking feature of the tin future curve is 
the sharp flattening following the 23rd April report 
concerning the granting of new export licenses for 
up to 8,000t of tin from Indonesia (See the Fortis 
Metals Monthly of May). More export licences have 
now been granted to Indonesian tin producers and 
� while Indonesian tin exports could perhaps be 
30% lower in 2007 than in 2006, at some 90,000t � 
we expect the price gradually to retreat towards 
$10,000/t by the end of 2007, unless there are 
more unexpected supply disruptions. 
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The large slope movement, which is the largest 
movement in one year is clearly visible on the slope 
graph and its effect on the curve can easily be seen on 
the future curve. 
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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 is 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 Virtual Metals 
Virtual Metals Research & Consulting 
85 Albany Street 
London NW1 4BT 

Tel: +44 20 7487 3600 
Fax: +44 (0)870 051 2261 

Virtual Metals comprises a uniquely skilled team, with a collective 50 years� 
experience in the precious metals markets and all that this implies � a plethora of 
market contacts and personal networks of long-standing trust and wisdom. Our 
clients include world-class mining companies, for whom Virtual Metals 
specialises in proprietary research covering gold, silver and the platinum group 
metals. 

Apart from the mining industry, Virtual Metals has as clients refiners, bullion 
banks, equity brokers, trading houses and other institutions. Clients in all 
segments of the mining and metals industries select Virtual Metals for 
independent outsourced value and experience without adding to corporate 
overhead. 

The Virtual Metals team 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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Fortis commodities contact list 
Commodities  
Ian Downes (Head)  +44 20 7444 8741
John King (Head of Base & Precious Metals)  +44 20 7444 8330
Gerry Schubert (Director, Precious Metals)  +44 20 7444 8600
  
Jonathan Parkman (Director, Agricommodities)  +44 20 7444 8407
  
Global Commodities Group  
Piet-Hein Ingen Housz (Global Head of Metals)  +31 10 401 67 93
Rotterdam Silvan Doorenspleet +31 10 401 97 83
London Michael Rolfe +44 20 7444 8450
New York Edward Aldrich +1 203 705 57 25
  
Structured Commodity Finance  
Carl Shipman  +44 20 7444 8785
Singapore Ng Chuey Peng +65 65 394 923
Hong Kong Lee Mei +852 28 47 94 20
Shanghai Steven Jin +862 15 049 88 33
 
 








