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— Market Dépth & quU|duy o
— Warehouse Faclut-res and- Dellvery Mechanlsms
— Excess Vo{atrﬁty

— Small number of partlclpants (traders market makers)

— “Finite” supplyand “squeeze" risks
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I,'I fo Ma,m reference conjeract 5 thé’écMonth Forward
- H ,r: — Traded in W ,f
;‘; v y WeH organlsed n),a’fket aIIowmg trades to be executed either
: ;f on the.LME (Floor) Electromc Execution System and
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* Price Curve runs ,up to .27 months ferward with key reference points
being: A 4 .
~Cash ¢ #,,f"'f "
~ 3-Month Forward..~~

~ 15-Month Forward

— 27-Month Forward-
— Price Curve is sald to be in. “Contago” when it has a positive slope

and in “Backwardation” when it has a negative slope
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3 Month Copper
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AAluminium Spreads
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CO pper Spreads
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30 day Historical Volatility
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RecegtDevelopments

~
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. Metals have;become a ‘new’. Asset Class in the portfolios of
" most Funel Managers . f
. Thls IS partly due to the unprecedented growth in recent years
seen: in the so,,called BRICS ,countmes

. Demantj f{or basemetals has risen substantlally In the last
couple of years as BRICS st,arted mvestmg heavily in industrial
mfrastructure and constru(:tlon '

* Prices surged upwards attractlng the atIentlon of hedge funds
leading to even more price surges and increased volatility

* The market for metals Is exhlbltmg signs of ‘bubble’ behaviour
leading to risks, whrch risk managers should be carefully
monitoring. | o
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' Producers norma|ly hedge' part of their production over a period
coverrng their mvestment (busrness) plans.

-However due to market liquidity, effective hedging instruments
are available for a time horrzon ©of one to two years.

Even so, markrng to market and margrn/varratron calls in these
highly volatile markets can drain the firm’s cash flow.

Extreme care iS" required to ensuré that the hedging programme
does not run into drffrcultres because of the high variation
margin demands -

High cost producers are- most vulnerable

A possible solution is to execute hedging programmes through
Banks under an ISDA without a CSA:~
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Risk M&nagement - Consumers
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& Co,nsumers,:mam{y Iarge/ﬁfanufacturers can partly offset their
m/a‘terlalsby passmg on some of price increases to

H c,ésts of raw
their flnaf customers.
. They are also more ‘drver5|f|ed” as the input of a single raw

material represents’ a fraetlon of the total cost of the final
* Their hedglng horlzon tends to be much sorter as in most cases
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product. .
long term price, mcreases lead to substltutlon effects in the

production procéss
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Rlsk Management — Financial

Instltutlcans
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j .' Flnanoial Insﬂtutl@’ns engaé\ed in Metals trading face all the
B qé,uaf nsk,s a8 4
P Market,Félsk y
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- Credﬂ R;sk -

— Oper@‘tlonal Rlsk -

- Managing and | me'asurlng these risks. requwe a more
sophisticated approach"because
— Tradltlonahdetrlbutlon assumptlons break down more

I:.

often .
— Extreme values aremere ‘common
— Underlying Assets are not in unllmlted supply so

‘squeezes’ are a real threat.
|
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endations

be used with extreme care. Non-
priate but they are difficult to

vide some additional insight
but they te en structural breaks are

present.
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