Base Metals Outlook Global

Taking Man Financial
into the Future

Fred Demler

MF Global Inc.
212-589-6439
fdemler@mfglobal.com

September 2007

MF Global UK Limited is authorised and regulated by the Financial Services Authority



MF Global UK Limited Disclaimer

This presentation is issued by MF Global UK Limited, which is authorised and regulated by the
Financial Services Authority. References to “MFG” in this presentation shall mean MF Global
UK Limited unless otherwise stated. The presentation was prepared and distributed by MFG for
information purposes only. The presentation contains information and opinions, which may be
used as the basis for trading undertaken by MFG and its officers, employees and associated
companies. The presentation should not be construed as solicitation nor as offering advice for
the purposes of the purchase or sale of any security, investment, or derivative. The information
and opinions contained in the presentation were considered by MFG to be valid when published.
The presentation also contains information provided to MFG by third parties. The source of such
information will usually be disclosed in the presentation. Whilst MFG has taken all reasonable
steps to ensure this information is correct, MFG does not offer any warranty as to the accuracy
or completeness of such information. Any person placing reliance on the presentation to
undertake trading does so entirely at their own risk and MFG does not accept any liability as a
result. Securities and derivatives markets may be subject to rapid and unexpected price
movements and past performance is not necessarily a guide to future performance.

MF Global UK Limited, Sugar Quay, Lower Thames Street, London, EC3R 6DU.

‘Global



MF Global, Taking Man Financial Into the Future...

Listed NYSE July ‘07, #2 IPO, Market Cap: $3.2 B, Sh/Equity: $1.2 B
Moody’s: A-, S&P: BBB+, Fitch: BBB+

and Metals

Member of Major Exchanges Worldwide:
Eurex, Euronext.Liffe, ICE, CME/CBOT, NYMEX/Comex, Sing, Sydney, HK ...

MF Global UK Limited is authorized and regulated by the Financial Services Authority. LME products and OTC Derivatives are available only to intermediate customers and market
counterparties, as defined by the rules of the UK's Financial Services Authority. Whilst MF Global UK Limited has taken all reasonable steps to ensure this information is correct, MF
Global UK Limited does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the advertisement to undertake trading does so
entirely at their own risk and MF Global UK Limited does not accept any liability as a result. Derivatives markets may be subject to rapid and unexpected price movements and past

performance is not necessarily a guide to future performance.
Registered Office : Sugar Quay, Lower Thames Street, London, EC3R 6DU, UK. Registered in England No. 1600658

I“.=Global,,



Trading Volumes (millions; lots/day)

Eurex MF Global CME CBOT Liffe NYMEX ICE IPE LME
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Futures and Options
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Metals Division, Metals Services

Execution, Clearing Futures, Options
Online Access Swaps / OTC
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Other Futures
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Market Outlook Data Support
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Copper Prices, $/metric tonne
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Presenter
Presentation Notes
Just a last thought before hanging prices on the outlook.  To some of the older members of our team, myself included, who worked through the locust years of the mid-1980’s, the recent price action bears a certain resemblance to the bull market that unfolded from 1987-1990, the initial phase of which is shown here in red. 


Copper Prices, $/metric tonne

$8,000 -

$7,000 -

$6,000 -

$5,000 -

$4,000 -

$3,000 -

$2,000 -

$1,000 | I I I I I I I I I I I I I I I I 1
Do 5 > D0 G & & 8> 8 9 95 9% 9> 99 07 03 05

M Giobal


Presenter
Presentation Notes
Just a last thought before hanging prices on the outlook.  To some of the older members of our team, myself included, who worked through the locust years of the mid-1980’s, the recent price action bears a certain resemblance to the bull market that unfolded from 1987-1990, the initial phase of which is shown here in red. 
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Presenter
Presentation Notes
Just a last thought before hanging prices on the outlook.  To some of the older members of our team, myself included, who worked through the locust years of the mid-1980’s, the recent price action bears a certain resemblance to the bull market that unfolded from 1987-1990, the initial phase of which is shown here in red. 


Factors Underpinning Current Prices

Fundamentals Constructive

* Global Economic Expansion

e Chinese and Indian Demand
e Production Losses
e & Critically Low Stocks
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But...

Fundamentals

Don’t Fully Explain
Current High Prices




Structural Model for Metals Prices
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Presenter
Presentation Notes
Forecasting combines science, art, intuition.

Study range of indicators feeding d/s

Not a one way street, certainly demand and supply dictate price, but it is also true that price levels in turn affect supply and demand.

Must deal with suspect data

Must consider investment demand/ supply

Recognize possibility of shocks that upset the model
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Presenter
Presentation Notes
Forecasting combines science, art, intuition.

Study range of indicators feeding d/s

Not a one way street, certainly demand and supply dictate price, but it is also true that price levels in turn affect supply and demand.

Must deal with suspect data

Must consider investment demand/ supply

Recognize possibility of shocks that upset the model
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Presenter
Presentation Notes
Forecasting combines science, art, intuition.

Study range of indicators feeding d/s

Not a one way street, certainly demand and supply dictate price, but it is also true that price levels in turn affect supply and demand.

Must deal with suspect data

Must consider investment demand/ supply

Recognize possibility of shocks that upset the model
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Presenter
Presentation Notes
Forecasting combines science, art, intuition.

Study range of indicators feeding d/s

Not a one way street, certainly demand and supply dictate price, but it is also true that price levels in turn affect supply and demand.

Must deal with suspect data

Must consider investment demand/ supply

Recognize possibility of shocks that upset the model


Factors Underpinning Current Prices

« Fundamentals Constructive

Global Economic Expansion,

Metals Demand Rebound

Production Losses & Critically Low Stocks
e Surge in Speculative Demand

- Macro/Hedge Funds,
- CTAs/Specialist Funds
- Passive/Index Funds

"Global.



Our Outlook...




Base Metals Market Outlook...

« Fundamentals Are Reasonably Constructive

prices still overbought, but moving into seasonal strength
economy slowing in 2008 but rebound in 2009

continued strength in China & India demand

high prices lead to production builds but losses expected

stocks critically low, reasonably tight conditions expected

 Price vs Stocks/Physical Demand Nexus
- structurally altered by fund buying
 Speculative Demand Will Only Grow

diversification theme, commodity super cycle
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Base Metals, Price Outlooks

Copper Alum Zinc Lead Nickel Tin
2008 Q1 $7,400 $2,524 $2,621 $2,555 $31,172 $16,933
2008 Q2 $7,500 $2,600 $2,500 $2,150 $31,000 $16,500
2008 Q3 $6,700 $2,400 $2,300 $2,500 $28,000 $14,500
2008 Q4 $6,250 $2,200 $2,200 $2,200 $25,000 $15,500
2008 Avg $6,963 $2,431 $2,405 $2,351 $28,793 $15,858
2009 Q1 $6,550 $2,300 $2,100 $2,100 $26,000 $15,500
2009 Q2 $6,600 $2,300 $2,000 $2,000 $26,000 $15,750
2009 Q3 $6,350 $2,100 $1,900 $2,100 $22,000 $14,750
2009 Q4 $6.850 $1,900 $2,000 $2,000 $23,000 $15,000
2009 Avg $6,588 $2,150 $2,000 $2,050 $24,250 $15,250

Reuters Poll (Jan 2008)
2008 Avg $6,779 $2,516 $2,481 $2,520 $28,496 $15,387
2009 Avg $6,118 $2,527 $2,271 $1,982 $25,046 $12,906
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Economic Outlook




Global IP, economic growth stabilizes
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Presenter
Presentation Notes
I.P. best indicator for copper consumption

Developed economies suffered Worst recession in 30 years in 2 001 and into 2002

Then a global recovery got underway but stumbled last year  

Now, I.P. is firming up and most economists harbor rising expectations for global synchronized recovery and expansion.  

Japan gradually recovering, domestic demand strengthening, with 2004 I.p. in the area of 5%



Sustained pickup in U.S., and most indics show strong econ. and jobs growth. I.P. moved from negative in 2001 and 2002 to .3 percent increase in 2003, quickening I.p. increase in 2004 

A more sluggish Eurozone has been seen and absent a rate cut will remain less robust, though having the Euro off its high is a definite plus and a recent  Bloomberg business poll has growth in the Eurozone running at the fastest pace in 3 yrs and accelerating.  

Though not depicted on this chart but important for copper price, I.P. growth rates are double digit in key developing economies such as China and India.  


Global |P, moderate rebound 2008 and 2009
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Presenter
Presentation Notes
I.P. best indicator for copper consumption

Developed economies suffered Worst recession in 30 years in 2 001 and into 2002

Then a global recovery got underway but stumbled last year  

Now, I.P. is firming up and most economists harbor rising expectations for global synchronized recovery and expansion.  

Japan gradually recovering, domestic demand strengthening, with 2004 I.p. in the area of 5%



Sustained pickup in U.S., and most indics show strong econ. and jobs growth. I.P. moved from negative in 2001 and 2002 to .3 percent increase in 2003, quickening I.p. increase in 2004 

A more sluggish Eurozone has been seen and absent a rate cut will remain less robust, though having the Euro off its high is a definite plus and a recent  Bloomberg business poll has growth in the Eurozone running at the fastest pace in 3 yrs and accelerating.  

Though not depicted on this chart but important for copper price, I.P. growth rates are double digit in key developing economies such as China and India.  


Industrial Production Outlook: rebound 2008/2009
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Presenter
Presentation Notes
Chart shows Man Metal’s assumptions for 2004 and 2005 IP growth in industrialized economies.



The U.S. should get 5.0% in 04 and 5.5% in 05, while Europe in the range of 2.5% both years and we have Japan going from 5.0 to 2.5%.  The key forces moderating growth as we move forward will be gradual rate rises over the period in the U.S. as well as high energy prices.  

Overall, we have G-7 economies rising 4.2% in 2004 and 3.5% in 2005, which are the kind of IP growth rates that tie back historically to increasing copper consumption.






Consensus Economics IP Forecasts, ‘07 steadies, ‘08 eases

Year ‘07 Us WE JP EW
07Q1  2.2% 2.3% 2 5% 2.4%

07 Q2 2.0% 2.9% 2.8% 2.6%
07 Q3 2.0% 3.0% 2.4% 2.5%

Oct-07 2.1% 3.0% 2.3% 2.5%
Nov-07 2.1% 3.3% 2.5% 2.6%
Dec-07 2.1% 3.4% 2.7% 2.71%

Year '08 [UN) WE JP FW
07 Q1 3.2% 2.1% 2.9% 2.71%
07 Q2 3.0% 2.3% 3.1% 2.71%
07 Q3 2.8% 2.4% 3.2% 2.8%
Oct-07 2.1% 2.2% 3.1% 2.1%
Nov-07 2.5% 2.1% 3.0% 2.5%
Dec-07 1.9% 2.1% 2.7% 2.2%
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Global IP: moderate rebound in 2.5% to 3.0% range
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Copper Market Review




Copper Prices, $/metric tonne
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Presenter
Presentation Notes
So then, the price forecast.  We have an average price for this year of $2656/mt and in 2005 $2875.  In our Asian travels last month, customers noted that two camps have emerged, those who think that we have seen the highs and those who believe new highs will be reached before the bull market draws to a close.  Man Financial is among the latter group.  Our forecast includes extreme prices in the first two quarters of 2005 with averages over $3000.  

Because of the high price volatility usually associated with periods of low available stocks, it is quite possible that the market trade over a $400/mt range on its way to a given quarterly average price.     




Copper Spreads, Spreads Tighten than Ease
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Copper Prices vs Spread

High Prices, Backwardations; Low Prices, Contangos

Spread
$150
e Current: |
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Copper Consumption, by Region
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Copper Consumption vs IP Growth

Copper Consumption to be Supported by Economic Recover

30%
25%
20%
15%
10%
5%
0%
-5%

-10%

mm DD - IP = Consumption —e—=G3 IP

- 10%
+ 8%
¢+ 6%
© ot 4%
+ 2%
+ 0%

+ 2%
4%
-6%
-8%
-10%



Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Production Slowdown

high prices lead to restarts,new capacity & expn
BUT labor problems and lower grade ores curtail output
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Presenter
Presentation Notes
Turning to production, we see that investment decisions in the period of high prices in the mid-1990’s led to consistent builds later in the decade.  Growth stalled in recent years , primarily due to weak prices.  Besides lower investment in the mining segment, the low copper prices led to operating rate reductions and the low-grading announcements by BHP and Codelco. One must also mention the  unplanned labor and engineering problems such as the Grasberg rockslide, all conspiring to level off the growth in production over the last three years.  


New / Expanded Copper Capacity, kt
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Presenter
Presentation Notes
We list here some of the more prominent expansions that were announced in recent years.  Escondida should add over 125kt in 2004, El Teniente better than 100kt,Peru’s Antimina another 100k, and the Brazilian project about 90kt.  Together with the return of mines like Butte and smaller expansions, we should  exceed 600kt in capacity builds on the year 2004 and another bumper crop of new and reactivated capacity in 2005 to include Freeport restart, Zambian production, Escondida, U. S. and Australian to total over 800kt .  


China Copper, Supply-Demand, kt

SRB sales in '06 curtails “imports & consumption”; rebound in 2007 & 2008
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Copper East to West Trade Improves
significant structural shift with China

1400 -
« FSU exports 1900 - - East X (Russia)
Increase — East M (China)
. 1000 71 o Net Trade
e Chinese 800 -
rebound
600 -
 Net East 400 .
to West
trade 200 1 /\
improves oS
after weak 200 \/\/ V
2006
-400 -
-600 A
-800 -

& 8 8% S D % % % % 0 % U G O

VG obal


Presenter
Presentation Notes
We still calculate East-West trade and add to the western production number in figuring total supply.  On this chart, we show quarterly East to West exports in red, the West to East trade in blue, and the net East-West balance in black.

 

Historically, East-West trade has added copper to the reported supply-demand balance, though more recently the long- evolving impact of a developing China and a topping out of Russian exports to the west finally tipped the overall east west trade number into a net position of East importing from west.  Our numbers for 2004 suggest a 468kt east importing from west balance on the year.


Global Copper Inventories
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Presenter
Presentation Notes
Here we have reported stocks at the world’s futures exchanges, producer and consumer locations.  Exchange stocks peaked at over 1.5 mil tonnes in April 2002 and have been declining without pause ever since.  Indeed, withdrawals of material out of exchange warehouses has cut by 2/3 available stocks since the beginning of the year and at the current pace of decline the cupboard will be bare toward Summer’s end.  



On the matter of unreported stocks in general, we are experiencing the combination of high premiums attractive to sellers and the prolonged backwardation which makes the hedging of inventory a loss-fixing operation.  This means to us there are not meaningful quantities of unreported cathode sloshing around the system. 


Global Copper Inventories
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Presenter
Presentation Notes
Here we have reported stocks at the world’s futures exchanges, producer and consumer locations.  Exchange stocks peaked at over 1.5 mil tonnes in April 2002 and have been declining without pause ever since.  Indeed, withdrawals of material out of exchange warehouses has cut by 2/3 available stocks since the beginning of the year and at the current pace of decline the cupboard will be bare toward Summer’s end.  



On the matter of unreported stocks in general, we are experiencing the combination of high premiums attractive to sellers and the prolonged backwardation which makes the hedging of inventory a loss-fixing operation.  This means to us there are not meaningful quantities of unreported cathode sloshing around the system. 


Copper Stocks and Weeks Use

ratio drops to 2 weeks, recent increases to 3 weeks
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Presenter
Presentation Notes
The key measure of market tightness is reported warehouse stocks in relation to consumption.  This slide graphs the weeks use rate, that is the weeks worth of global consumption requirements represented by stocks at exchanges, producers, and consumers. In previous cycles, stocks have exceeded 17 weeks. At their peak on this cycle however in April of ’02 stocks were never greater than 9 weeks. The recent market deficit has left the ratio at a mere 2.9 weeks, a level that was last seen in 1997.  



Man’s market balance numbers suggest continued erosion of stocks down to less than 2.0 weeks in 2005 which would be less than the 1996 low level of 2.2 weeks.


Copper Quarterly Supply-Demand Balance

0703 0704 0801 0802 0803 0804 0901 0902 0903 0904

Refined Consumption 2,908 2,785 2,929 3,129 2,940 2,844 3,015 3,247 3,092 3,031
-5.2% -1.4% -09% 0.7% 1.1% 2.1% 29% 3.8% 5.2% 6.6%

Mine Production 3,040 3,417 3,210 3,213 3,142 3,519 3,291 3,295 3,224 3,601
East to West Trade -46 -91 -121 -121 -126 -131 -131 -131 -136 -141
Total Supply 2,890 3,135 3,049 3,024 2,950 3,197 3,118 3,116 3,038 3,298

1% 0% 3% 4% 2% 2% 2% 3% 3% 3%
Reported Balance -10 42 107 -126 -56 230 59 -147 -103 158

Stocks 630 673 780 654 598 828 886 739 636 794
Stocks Usage Ratio 2.8 3.0 3.5 2.9 2.6 3.6 3.9 3.2 2.7 3.3
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Presentation Notes
Here is our summary balance by quarter.  Looking at the big picture on the supply demand and stocks scenario for the next year, we have consumption rising throughout the period though at a lower pace year on year in 2005 quarters as a modestly higher interest rate regime and higher energy costs work through the global economies.  Set against this, total supply will also grow but at a rate not quick enough to eliminate the deficit.  As a result, we show stocks drawing down to critically low levels well less than equilibrium.




=
Copper Supply-Demand Balance

2004 2005 2006 2007 2008 2009

Refined Consumption 12,247 11,810 12,177 11,756 11,842 12,385
7.8% -3.6% 3.1% -3.5% 0.7% 4.6%

Mine Production 11,856 12,307 12,234 12,676 13,085 13,410
East to West Trade -249 -150 276 -485 -500 -540
Total Supply 11,326 11,698 12,437 11,870 12,220 12,570

21%  3.3% 6.3% -4.6% 2.9% 2.9%

Reported Balance -691 32 156 -13 155 -33

Stocks 498 530 686 673 828 794

Stocks Usage Ratio 2.1 2.3 2.9 3.0 3.6 3.3
N
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Presenter
Presentation Notes
Here is our summary balance by quarter.  Looking at the big picture on the supply demand and stocks scenario for the next year, we have consumption rising throughout the period though at a lower pace year on year in 2005 quarters as a modestly higher interest rate regime and higher energy costs work through the global economies.  Set against this, total supply will also grow but at a rate not quick enough to eliminate the deficit.  As a result, we show stocks drawing down to critically low levels well less than equilibrium.




=
Copper Price vs Stocks/Consumption Ratio

Current Stocks-Current Prices: overbought to fairly valued...
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Presenter
Presentation Notes
This is scatter plot of price/stocks combinations going back to the 1970’s.  The vertical axis is price coincident with given stock levels shown along the horizontal access. We statistically fit the curves to better draw your eye to the central idea that when stocks are below an equilibrium level or “pinch point” which in the case of copper here appears to be around 6 weeks, comparatively small changes in stocks will give rather large changes in price.  Also, below the equilibrium level, any supply disruption due to strike or engineering problem, in fact any delay whatsoever in bringing forward the scheduled capacity builds can be expected to have potential for a sudden upward push to price levels.   




Copper Price Seasonals
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Copper Stocks Ratio vs Spread

low ratio, backwardations; high ratio, contangos
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Copper Prices, $/metric tonne
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Presenter
Presentation Notes
Just a last thought before hanging prices on the outlook.  To some of the older members of our team, myself included, who worked through the locust years of the mid-1980’s, the recent price action bears a certain resemblance to the bull market that unfolded from 1987-1990, the initial phase of which is shown here in red. 


Copper Outlook

« Copper consumption falls, to rebounds late 2008, 2009

 Significant mine capacity builds in 07 & 08, but output restrained
w/ likely losses

« China imports recover with econ growing, strategic sales down

* Inventories up but still critically low, balanced market in 2007,
moderate builds in 08, but stocks still low

* Price strength near term, then easing with surplus; prices to
remain relatively high with speculative demand.
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Copper Prices, Spot & Deflated

annual averages, CPI/GNP deflated
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Aluminum Market Review




Aluminum Price Review
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Aluminum Spreads

spreads tighten over last few years, then collapse
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Aluminum Consumption, by Region

China, RoW firm, US, Europe, JP soft
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Aluminum Shipments vs IP Growth

aluminum shipments slow but bolstered by econ rebound
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Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Al Alum Planned Capacity Builds

large in '07-'08-'09, but below '04-'05 builds

1,200 -
1,000 A

800 A

600

200

‘96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 'O7 '08 '09

B Oceana

B E Europe

B Column 8

CIWEuUrope

m Asia

O Column 5

ML Amer

B Column 3

B NAmer
Africa

"Global.



New/Expanded Aluminum Capacity, kt

* Alba Project in Bahrain

 BHP/Billiton Projects
(Hillside & Mozal)

e Australia Comalco’s

Projects (Boyne Island,
Portland & Tomago)

« Canada Projects (Baie
Comeau, Alma & Alouette)

e Latin America Projects
(Venezuela — San Felix,
Brazil- Belem & San Luis,
Argentina Puerto Madryn)

1,000

500

-500+

B capacity B output

production builds
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Presenter
Presentation Notes
We list here some of the more prominent expansions that were announced in recent years.  Escondida should add over 125kt in 2004, El Teniente better than 100kt,Peru’s Antimina another 100k, and the Brazilian project about 90kt.  Together with the return of mines like Butte and smaller expansions, we should  exceed 600kt in capacity builds on the year 2004 and another bumper crop of new and reactivated capacity in 2005 to include Freeport restart, Zambian production, Escondida, U. S. and Australian to total over 800kt .  


Primary Output Recovers after ‘06 Slowdown

some restarts, greenfield and brownfield builds
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China, Production & Consumption

consumption keeps pace with production
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Net East to West Trade Balance

Russian exports slow, Chinese exports steady
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Exchange Stocks Build, After Recent Decline

 LME stocks
build in ‘07

e |Al stocks
decline
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Stocks, kt

Aluminum: Stocks/Shipments Ratio

stocks/shipments ratio at 5.9 wks still critically low
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Aluminum Supply-Demand Outlook, kt

expect balanced market

Shipments Production Inventories Wks
K Tons % Chg Prod-kt % Chg KTons Chg Use

2006 19,810 2.9% 19,638 2.1% 2,144 (172) 5.6
2007Q1 5,092 6.8% 4,938 2.5% 1,990 (154) 5.1
2007Q2 4,954 -1.6% 5041 3.1% 2,077 87 5.4
2007Q3 5,043 4.2% 5148 4.5% 2,182 105 5.6
200704 5,109 -1.1% 5,203 4.0% 2,275 94 5.9
2007 20,198 2.0% 20,330 3.5% 2,275 132 5.9
2008Q1 5,326 4.6% 5243 6.2% 2,192 (83) 5.5
2008Q2 5,162 4.2% 5283 4.8% 2,313 121 5.8
2008Q3 5,149 2.1% 5321 3.4% 2,484 172 6.2
200804 5,166 1.1% 5358 3.0% 2,676 192 6.7
2008 20,804 3.0% 21,205 4.3% 2,676 401 6.7
2009Q1 5,483 2.9% 5413 3.2% 2,606 (70) 6.3
2009Q2 5,357 3.8% 5468 3.5% 2,718 111 6.5
2009Q3 5,415 5.2% 5484 3.1% 2,787 69 6.7
200904 5454 5.6% 5,499 2.6% 2,831 45 6.8
2009 21,709 4.4% 21,864 3.1% 2,831 155 6.8
N
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Aluminum Supply-Demand Outlook, kt

Total Consumption

Total Production

Net E-W Balance
Total Supply

Reported Balance
Reported Stocks
Weeks Use

2005
22,640
2.6%

19,587
4.9%

4,533

24,120

23
3,010
6.3

2006
23,254
2.71%

19,932
1.8%

4,289

24,221

-246
2,764
5.6

2007
22,706
-2.4%

20,483
2.8%

4,176

24,659

92
2,856
5.9

2008
23,386
3.0%

21,358
4.3%

4,119

25,477

401
3,257
6.7

2009
24,404
4.4%

22,018
3.1%

4,089

26,107

155
3,412
6.8
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Aluminum Stocks Ratio vs Price

stocks below equil, expected to remain tight

current: 5.9 wks

price: $2,450

equil: 7 to 9 wks

Forecast: 6-7 weeks
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Aluminum Stocks Ratio vs Price

stocks below equil, expected to remain tight

current: 5.9 wks
price: $2,450

equil: 7 to 9 wks

Forecast: 6-7 weeks
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Aluminum Stocks Ratio vs Spread

low ratio, backwardations; high ratio, contangos

spread
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Aluminum Spreads vs 3 Months

high prices, backwardations; low prices, contangos

Current:
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Equilibrium:
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Aluminum Price Seasonals
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Aluminum Prices, 1973 to present
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Aluminum Outlook

aluminum consumption slows with economy, rebounds in 2008

significant primary capacity builds in 2007 & 2008

China consumption firm, offsetting production builds

iInventories up but still critically low, surplus in 2008; stocks still low

prices expected to remain firm in early 2008 with inventories low, but
then ease later in the year.
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Aluminum Prices, Spot & Deflated

Annual Averages, CPI/GNP Deflated
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Aluminum Prices, 1973 to present

2006 constant dollar average ($2,500)
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Zinc Market Review




Zinc Price Review
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Zinc Spreads

spreads tighten than ease over last year
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Zinc Consumption, by Region

mixed trends, slowing in the West, strength in China
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Zinc Consumption vs IP Growth

zinc consumption slows then bolstered by econ rebound
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Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Zinc Mine, Refined Output

mine production, refined output gains
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=
New/Expanded Zinc Capacity, kt

large capacity builds planned

B capacity Boutput

e Australian Projects
(Century, George Fisher,
MacArthur River,
Cannington, Alura, 400
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: 200
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Lisheen) 1001
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Presenter
Presentation Notes
We list here some of the more prominent expansions that were announced in recent years.  Escondida should add over 125kt in 2004, El Teniente better than 100kt,Peru’s Antimina another 100k, and the Brazilian project about 90kt.  Together with the return of mines like Butte and smaller expansions, we should  exceed 600kt in capacity builds on the year 2004 and another bumper crop of new and reactivated capacity in 2005 to include Freeport restart, Zambian production, Escondida, U. S. and Australian to total over 800kt .  


Net East to West Trade, Chinese Exports

rebound in late 2006, 2007

e surge in 1990s,
e slowdown in 2000s,

 rebound last few
quarters
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Zinc Inventories, declines over past year

* LME stocks fall
sharply

e producer,
consumer stocks
also declining
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Zinc Stocks and Weeks Usage
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Zinc Supply-Demand Outlook

0704 0801 0802 0803 0804 0901 0902 0903 0904

Consumptior 1,860 1,871 1,850 1,834 1,899 1,926 1,919 1,919 2,005
1.5% 1.6% 2.7/% 2.1% 2.1% 29% 3.8% 4.7% 5.6%

Production 1,827 1,794 1,875 1,849 1,897 1,852 1,920 1,883 1,931
% 6% 5% 5% 4% 3% 2% 2% 2%

E/W Trade 129 124 119 114 109 109 109 109 109

Supply 1,818 1,849 1,836 1,873 1,873 1,901 1,882 1,914 1,911
Reported Bal 13 (11) 14 68 (10) (10) (10) 8 (69)
Stocks 552 541 555 623 613 602 592 600 532

Weeks Use 3.9 3.8 3.9 4.4 4.3 4.2 4.1 4.2 3.7
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Zinc Supply-Demand Outlook

Consumption

Production

E/W Trade
Supply
Reported Balc

Stocks
Weeks Use

2004

2005

2006

2007 2008 2009

7,422
4.3%

6,500
-3.1%

466
7,169

(161)
1,035
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7,066
-4.8%

6,736
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258
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(207)
828
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3.0%
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6,943

(279)
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7,585
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3.7

7,064
5.3%

282 466
7,229 7,430
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Zinc Stocks Ratio vs. Price

stocks below equilibrium, slight surplus market expected
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Zinc Stocks Ratio vs. Spread

low ratio, backwardations; high ratio, contangos

spread
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Zinc Spreads vs. 3 Months

high prices, backwardations; low prices, contangos

Current:
$2,560

c-3m: $8b
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Equilibrium:
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Zinc Price Seasonals
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Zinc Price Outlook
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Zinc Outlook

« Zinc consumption stabilizes then firms in late 2008
 Significant primary capacity builds in 07 & 08

e Chinese exports rebound in 2006, to grow in 2007 &
2008 despite strong internal demand

 Inventories critically low, slight surplus in 2008,
« Stocks remain low

* Prices expected to remain firm
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Zinc Prices, Spot & Deflated

Annual Averages, CPI/GNP Deflated
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Lead Market Review




Lead, Price Review
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Lead Spreads

spreads tighten, then ease over last few months
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Western World Lead Consumption Growth
West weakens, China steady
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Lead Consumption vs. IP Growth

lead consumption slows then bolstered by econ rebound
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Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Lead Mine, Refined Output

mine production firms, refined eases
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=
New/Expanded Lead Capacity, kt

production builds expected

B capacity ® output

150
 Australian Projects 100
(Broken Hill, Cannington, Mt
Isa, Magellan, George Fisher, 50
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0
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Presenter
Presentation Notes
We list here some of the more prominent expansions that were announced in recent years.  Escondida should add over 125kt in 2004, El Teniente better than 100kt,Peru’s Antimina another 100k, and the Brazilian project about 90kt.  Together with the return of mines like Butte and smaller expansions, we should  exceed 600kt in capacity builds on the year 2004 and another bumper crop of new and reactivated capacity in 2005 to include Freeport restart, Zambian production, Escondida, U. S. and Australian to total over 800kt .  


Net East to West Trade, Chinese Exports

e surge in 1990s,
 slowdown in 2000s,

o steady
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Lead Inventories, ... recent declines

250 A

 LME stocks fall

e producer declines,
consumer well
managed
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Lead Stocks and Weeks Usage

e stocks-use ratio
drops to 2.7 weeks

 stocks critically low
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Lead Supply-Demand Outlook

2003 2004 2005 2006 2007 2008 2009

Consumption 5,315 5,425 5,456 5,475 5,313 5,320 5,426
-04% 2.1% 06% 0.3% -3.0% 0.1% 2.0%

Mine 1,980 1,979 2,105 2,012 1,9/3 2,0/1 2,105
Refined 4,781 4,601 4,788 4,758 4,810 4,972 5,107
E-W Trade 557 481 483 623 353 248 208

Supply 5,399 5,138 5,307 5,400 5,163 5,220 5,315

-48% 3.3% 1.8% -44% 1.1% 1.8%

Balance -76 -109 4 -23 -12 28 4
Stocks 407 299 303 280 268 296 300
Weeks Use 4.0 2.9 2.9 2.7 2.6 2.9 2.9
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Lead Supply-Demand Outlook

Consumption

Mine
Refined
E-W Trade

Supply

Balance
Stocks
Weeks Use

0704 0801 0802 080Q3 0804 0901 090Q2 0903 0904
1,335 1,315 1,326 1,328 1,350 1,334 1,350 1,357 1,385
-24% -1.4% -0.3% 1.1% 1.1% 14% 1.8% 2.2% 2.6%
483 535 510 522 504 549 519 527 509
1,185 1,262 1,248 1,231 1,231 1,308 1,285 1,260 1,254
2 67 62 62 57 3¢ 32 32 4
1,257 1,329 1,310 1,293 1,288 1,365 1,337 1,312 1,301
-1.0% 22% -28% 28% 25% 2.7% 21% 15% 1.0%
10 33 3 21 -29 51 -2 0 -44
268 301 304 325 296 347 344 344 300
2.6 3.0 3.0 3.2 2.9 3.3 3.3 3.3 2.9
i
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Lead Stocks Ratio vs Price

stocks below equilibrium, moderate surplus forecast

$2,100
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$1,900 ® ® 2000s
e Current:

2.7 weeks $1.500 x . 19805

$2,665/tonne $1.300
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Lead Stocks Ratio vs Spread

low ratio, backwardations; high ratio, contangos

spread
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Current: 2.7 weeks $50 -
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Lead Spreads vs 3 Months

high prices, backwardations; low prices, contangos

Current:
$2,665

c-3m: $5cC
3-15m: $7b

Equilibrium:
~ $650
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Lead Price Seasonals
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Lead, Long Term Prices
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Lead Outlook

e Lead consumption slow with economy, rebound in late 2008
expected

e Significant primary capacity builds in 2007 and 2008

e Chinese exports high in 2006, to grow in 2007 and 2008 despite
strong internal demand

e Inventories critically low, balance market in 2007, moderate
surplus in 2008; but stocks remain low

* Prices overbought, market in relative balance, but inventories
low. Prices expected to weaken, then stabilize in 2008
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Lead Prices, Spot & Deflated

Annual Averages, CPI/GNP Deflated
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Nickel Market Review




Nickel Prices
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Nickel Spreads

spreads tighten over last few years, then collapse
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Consumption Growth: firming except Europe and Row
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Nickel Consumption vs. IP Growth

nickel consumption softens but to be supported by economic recovery
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Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Primary and Refined Output

primary production builds in '06/'07
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New/Expanded Nickel Capacity, kt

o Australian Projects
(Honeymoon Well, Mt Keith,
Murrin, Leinster)

e Inco’s Indonesian
Project (Soroako)

e Billton’s Columbian
Project (Doniambo)

e Canada Projects (Sheritt,
Sudbury, Manitoba, Raglan)

 New Caledonia Projects
(Eramet-SLN)

B capacity M output

production/capacity builds
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Presenter
Presentation Notes
We list here some of the more prominent expansions that were announced in recent years.  Escondida should add over 125kt in 2004, El Teniente better than 100kt,Peru’s Antimina another 100k, and the Brazilian project about 90kt.  Together with the return of mines like Butte and smaller expansions, we should  exceed 600kt in capacity builds on the year 2004 and another bumper crop of new and reactivated capacity in 2005 to include Freeport restart, Zambian production, Escondida, U. S. and Australian to total over 800kt .  


East to West Trade Still High, but Improving

Chinese imports firm, Russian sales ease
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Reported Nickel Stocks

LME stocks increase, producer/consumer low
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Nickel Stocks and Weeks Usage

weeks usage critically low
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Nickel Supply-Demand Balance

consumption to firm, mine prod up in '08/°09
EW trade tightens with China up, market in

slight surplus

2005 2006 2007 2008 2009

Consumption 1,096 1,118 1,085 1,127 1,188

3.3 2.1% -3.0% 3.9% 5.5%

Mine Production 935 995 1,088 1,127 1,194

E to W Trade 161 158 90 75 80

Total Supply 1,039 1,050 1,026 1,074 1,134

Reported Stock Chng 13 -25 32 14 24

Reported Stocks 141 116 148 162 187

Weeks Consumption 6.7 5.4 7.1 7.5 8.2
BN
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Nickel Price vs Stocks/Consumption Ratio

Current Stocks below Equilibrium

Current Ratio
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Nickel Stocks Ratio vs Spread

low ratio, backwardations; high ratio, contangos
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Nickel Spreads vs. 3 Months

high prices, backwardations; low prices, contangos

spread
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Nickel Price Seasonals
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Nickel Prices, Longer Term Outlook

economic recovery offset by production builds
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Nickel Outlook

* Nickel consumption to firm with economy expanding
« Significant primary capacity builds in 08 & 09

e China consumption firm, imports expanding

* Inventories critically low, but surplus in '08/09

* Prices expected to remain steady firm in 2008 with
iInventories low but ease from 2007 levels
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Nickel Prices, Spot & Deflated

Annual Averages, CPI/GNP Deflated
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Tin Market Review




Tin Price Review
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Tin Spreads

spreads tighten over last few years, ease recently
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Refined Consumption of Tin

consumption growth slows, except China & RoW
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Tin Consumption vs. IP Growth

tin consumption correction in '07, rebound in 08 and ‘09
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Presenter
Presentation Notes
Given those background views, lets look more closely at copper demand.

The top chart shows copper consumption on the left axis and indicated in the red line, the right hand axis shows industrialized economies’ Industrial production

The bottom chart depicts consumption minus I.P. 

Clearly, copper consumption growth tracks I.P. but often overshoots or undershoots. Consumption tends to increase faster than I.p. during periods of expansion and to fall faster than I.p. when the economies growth is slowing down or turning lower. This phenomenon is in part caused by restocking and destocking among copper consumers as business prospects brighten or grow cloudy.  We are currently in a period when consumption is over-achieving.



Man’s estimate for 2004 demand growth by quarter is 6.0 2nd Q, 5.7% 3rd Q then a cooling to 4.1 by 4Q04 and further dropping to 3.2 and 2.6 percent in the first 2 Q in 2005.  


Mine and Refined Production

production stabilizes
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Chinese Production, Consumption

consumption grows faster than production
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LME StOCkS, LME stocks rise, then steady
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Tin Supply-Demand Outlook

consumption slows/recovers, EW trade up, prod slips '07, steady in '08 & ‘09

2003 2004 2005 2006 2007p 2008 2009

Consumption 218 231 217 235 209 206 219
4% 6% -6% 8% -11% -1% 6%
Mine 146 163 209 200 180 177 181
Refined 170 222 223 213 194 195 198
East to West Trade 21 18 -5 6 12 7 7
Government Sales 10 9 8 9 10 9 9
Total Supply 202 249 225 228 215 211 214
Reported Balance -11 -7 8 -5 6 3 -7
Total Stocks 38 31 38 34 34 37 30
Weeks Usage 9.1 7.0 9.2 7.4 8.5 9.4 7.2
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Total Stocks, Weeks Usage

stocks tight:’08 -‘09

total stocks, kt weeks use
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Weeks Usage vs. Price

stocks ratio outlook: 9 to 7 wks
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LME Stocks vs Price, current: $16,500; 12,000 tonnes
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Tin Price Outlook

low stocks support price
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Tin Outlook

* Tin consumption to rebound in 2008, after 2007
correction

 Moderate primary capacity builds in 07 & 08, prod
steady

e China consumption firm, offsetting production builds

 Inventories low, surplus then deficit markets in '08 &
‘09

* Prices expected to remain firm in 2007 and 2008 with
Inventories low.

‘Global



Tin Prices, Spot & Deflated

Annual Averages, CPI/GNP Deflated
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