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BASEM ETALS:on a Preordained Journey in Q3

Base metals consolidated and therebyecorded decent gains in the previous quarter however,
unparalleled with what experienced in the penultimate quarter owing to heavy stockpiling,
technical barriers, and not so significant demand in summer driving season. The Wall Street
registered gains ofaround 15% QoQ, and metals followed the trend. Most base metals are still
seeing net inflows to LME warehouses, which is normal for the third quarter of the year as it

coincides with a seasonal lull in demand for the Northern Hemisphere summer holidays.
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The fiscal stimulus packages announced helped Government to plan spending on infrastructure
overthelast6w | 11T OEOh xEEAE EO OOAOOEIT Cc O EAOGA A
trillion Yuan stimulus package is the lagest and the first oneto turn out well. Among others,
including the US package, are also infrastructurbiased and will add their contribution to a
heightened metals demand. The US GDP posted QoQ (annualized) negative growth of 1% in Q2.
Euro zone GDP declined by 0.10% for th®2 against the same fell by 2.5% in QEederal Reserve

Bank in the US kept its benchmark interest rates as low as to 0.25% in its August meet. European
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The latest IMF World Economic Outlook figures (July 2009) forecast global GDP:

Country 2009 2010

World -1.4% 2.5%
Advance Economies -3.8% 0.6%
Developing Countries 1.5% 4.7%
China 7.5% n.a.
India 5.4% n.a.
Africa 1.8% n.a.
Middle East 2.0% n.a.
Mexico -7.3% n.a.
Russia -6.5% n.a.

Downsizing in the fourth quarter of 2008, clear signs of stabilization are how beginning to emerge

in the global economy. Economies depending on exports, likes of Japan and Germany, are finding it

easy to recoil from recession, as compares with those more dependent on domestic consumption,

most notably the US and the UK.
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the facts that, LME open interest fomost base metals is rebounding, as investors have increased

their long exposure to base mels. The investors want to position themselves for the next uptrend

in the economic cycle, and also to gain a hedge against the risk of inflation and a weaker U&ol
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low by 4.14%, in last quarter from 80.133, to yearly lows of 76 levels. Against this the -t@&tions
currency, Euro gained 4.67% in last quarter, as instilled by better economic performance.
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The Chinese government is diversifying its asset holdingsnd has started to put in hundreds of
thousands of tonnes of base metals to its strategic reserves. The official governor, State Reserve
Bureau has addedaround 300,000 tonnes of copper in H12009, and nearly 600,000 tonnes of

aluminum, and moots to carry asimilar trend in the remaining half as well.

The next upshot in the metals demand comes up from the industrial cycle and the major restocking
phase has already started in Chindany major Chinese base metals consumers in key sectors, such
as copper cal®d makers and stainless steel mills, are now restocking and operating plants near full

capacity again, having been closer to 50% at the turn of the year.

Some major economic humbers that could surprise on the upside:

@ German GDP expand by 0.3% QoQ, compavith a 3.5% fall in Q1. Germany has been a major
beneficiary of the recent stabilization in global economic prospects: Exports surged by 7% in
June, their largest monthly rate of increase since September 2006, industrial orders increased
by 4.5% in Junerepresenting their fourth consecutive monthly increase. Foreign orders rose by
8.3% in June, while domestic orders grew by just 0.2%. Domestic consumption remains

subdued: Retail turnover fell by 1.8% MoM during June.

French GDP rises as expansion in fdgwm trade outweighs inventory liquidation, 0.3% QoQ. Net

foreign trade contributed 0.9% to this growth, while inventory changes had &.6% impact.




@ Unlike its continental peers, the UK economy remains sludge in recession, its GDP contracted by
0.8%Q00Q inQ2, compares with-2.4% in Q1. Nonetheless, a rise in the service sector business

activity index from 51.6 in June to 53.2 during July may foretell a return to growth in Q3.

Source: World Metal Bulliton

@ For the moment, Chinese economy snarls ahead inethreal growth. Fixedasset investment
grew by 33.6% in HX2009; investment in new construction was up 41.2%. Improved export
demand may offset some of the slowdown arising from slowing investment during the second

half of the year.

Japanese GDP expanded 9% QoQ in Q2, mainly driven by net exports and government
spending. Exports fell by 35.7% YoY in June, resulting in widened trade surplus for the first time
in 20 months. July CPI declined by a record 1.7% YoY, and unemployment rose to 5.4%, its

highestlevel in six years.

Although, U.S. showed signs of stabilization in labor market, ndarm payroll employment
declined by a further 247,000 in July, but the pace at which the US economy is shedding jobs is
decreasing. However, the rate of unemployment vgalargely at 9.7% in Q3, highest in past 25

years. US industrial production grew by 0.5%MoM in July; new industrial orders are following a

similar trend, rising by 0.4% MoM in June. Indeed, if the volatile aircraft and transportation

equipment sectors areomitted, industrial orders grew by 2.3%. The ISM manufacturing index
has now increased for seven consecutive months, reaching 48.9 in August. Although this still

points to a contraction, the index is now almost back to its prerisis level.
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plans to buy $50 billion and India may also announce similar funding.
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Russia and Brazil have already planned to buy $20 billion of bonds from
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, in comparison with $7.108 trillion forecast earlier this year. In this response, the US

hence cutting their investments

like other nations. As per the commerce ministry, India registered a 33% YoY slump in exports
to US$10.7bn in April, the seventh consecutive monthly declinegainst a 35% YoY plunge in
imports to US$16bn in the same month, compared with US$24.82bn in April 2008.

Consequentially, trade deficit stood at US$5.3bn in April compared with US$8.75bn in April
2008. According to government figures mining output fell by2.3% in March 2009, compared
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@ The global financial crisis had a significant impact on India's industrial sector as well, hit hard
The G20 nations call for reduction in international trade imbalances and help other currencies to
rise. The US president Barack Obama revised irade deficit forecasts to $9.1 trillion between 2010

and 2019
Many countries are planning to reduce their reliance on dollar and diversify their foreign currency

plans to borrow an unprecedented $6.78 trillion to finance its burgeoning trade deficit.

reserves with a whopping $413 billion

reserves. In this context

the IMF

OUTLOOK




Assuming a modest pick up in world exChina growth and contindng strong growth in Chinese

demand the market looks like it will move into deficit later next year. Currently demand is not so
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perspective is the majo consideration.

But the sustainability of Chinese import demand remains a concern. The main cause for cynicism is
that much of the recent growth in export demand has derived from China, sustained by a huge fiscal
stimulus and a significant expansion in raney supply. Would it be continued relentlessly, can turn

out to be a cause of distress?

US consumers remain in the dejection, with worry over whether global consumers are ready to
start spending again. Although the US unemployment rate has stabilized rémains elevated, and
housing recouping continues to grow at an alarming rate. In such an environment it is conventional

that consumer sentiment is once again weakening and the consumer credit is declinifignally, the

investors and speculator sentiment ng with equity and currency market direction will probably

be the ultimate drivers to determine where the prices would head next.




ALUMINIUM

Quarter % change in LME 9% change in LME % change in MCX
prices inventory prices

Q1-2008 24.12% 10.98% 24.67%

Q2-2008 4.15% 5.85% 13.55%
Q3-2008 -22.13% 25.98% -14.02%
Q4-2008 -36.49% 69.20% -36.02%
Q1-2009 -9.61% 48.95% -4.35%
Q2-2009 17.10% 26.79% 10.73%
Q3-2009 11.35% 4.43% 11.81%

Among the industrial metals, Aluminium was among the worst hit in last carter, by fundamental
factors as the market is yet under burgeoning surplus of stocking and China mooting on the fact to
reduce imports in the second half of 2009. There exists sizeable overloading although producers

are cautious many would continue prodution to preserve jobs and retain market position.

The metal witnessed a growth of merely 11.35% in last quarter as compared to 17.10% in
penultimate quarter. However, it was far better as compared to the contraction of 22.13% in same

period last year. Theoptimistic outlook lies in the fact that the inventory piling was least in the last

guarter as compared to the prior 7 quarters, only 4.43%The production cut backs and closure of
Oi Al OA0OO EAO OAAOGAAA #EET AGO DOI A@AEeIdst sdvéh p o
months of 2009, China produced 6,745,600 tonnes of primary aluminum. Output of alumina fell by

6.9 percent over the same period to 12,325,600 tonnes.
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The Chinese government stockpile manager, the State Reserves Bureau purchased B@DiOnnes
in H1-2009, and plans to hold similar amount in coming month as aided by state government
finance schemes. It has also accepted industrial request to reduce the 15 percent export duty on

primary aluminium and the country remains a net importer.

Aluminium
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Stocks are falling, but only in meager quantity given the stack of metal still in LME warehouses.
However, cancelled warrants are falling too, which shows interest is waning, and forward selling is
picking up too. Nevertheless, a substantial amount of medtin warehouses is tied up as collateral for
financing deals for banks. The problem is that rstocking is not anticipated and of limited
significance unless essential demand growth in sectors such as automotive and construction lash
out back in vigorousl. At the moment of vehemently growing inventory there is very little prospect

of that happening before the end of the year.

The latest production figures also point to a more deepooted future problem for the aluminium
market, which is one of structuraloversupply. Global output of primary aluminium was running at
an annualised rate of 36.58 million tonnes in August, according to figures from the International
Aluminium Institute (IAl) and the China Nonferrous Metals Industry Assaociation (CNIA). It was ¢h
highest production rate since November 2008 and global output was just 7.5 percent below that in

May 2008, when production rates outside of China peaked.

The period of May August 2009 experienced a production shift where production in Asia increased
by 13.6%, and Africa by slight 0.7%, and rest had cutbacks looking at the stocking. The eastern and
western Europe and north America together cut close to 60% of their production as compared to

there previous levels.
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Soruce: Reutors data

Glancing throudh the industrial updates, many miners are restarting their closed capacity and

revising the production figures.

@ China's Aluminium Corp of China Ltd (Chalco) expects China to produce 13.2 million tonnes
of primary aluminium this year. China had restartedl.28 million tonnes of idle primary
aluminium capacity and 3.48 million tonnes of idle alumina capacity between the 2Q and 3Q

of current year due to firm prices. However, China's Chalco expects its alumina output this

year to fall by 11 percent to 8.0 millbn tonnes. Earlier it expected to produce 3.4 million

tonnes of aluminium, up 5 percent from a year earlier.

BHP Billiton is expected to ramp up to full production in the second half of the year, with
start of its Alumar alumina refinery expansion in Brail. China's Bosai Group is doubling
capacity of alumina and aluminium in H12010 from 200,000 tonnes per year to 500,000

tonnes per year, by building a facility in Sichuan province to boost its alumina capacity.

UC RUSAL is to accelerate work on a new hydelectric plant to limit the losses that would
occur in the four years of repairs needed at its main Siberian power supplier. The critical
accident at the SayaneShushenskaya dam has threatened the 500,000 tonnes of aluminium

output, equivalent to 11 percent of last year's production.

In India national aluminium production rose by 16.5 percent in the first eight months of
2009 thanks to the commissioning of Vedanta's Jharsuguda smelter in Orissa. The first
250,000-tonne per year phase is now online whilesecond is due to come online early next

year.




Demand is yet a concern in all the sectors. Alcoa is forecasting a seven percent decline in global
consumption this year. The only product sector not expected to see a decline in usage is beverage
cans, and een here consumption is likely to be flat. Then there is the lurking suspicion that the

light metal has accumulated structural surplus production capacity, particularly in China.

Alcoa is expecting U.S. automotive production to be 1 million units higher k2-2009 compares H1
2009. Considering the implosion of the sector in the early months of 2009, this would amount not

so much to a recovery as to a readjustment from ultrbow levels.

U.S. Total Vehicle Sales
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* This chart suggests that theJ.S. haseen tremendous risein its Total Vehicle Sales
since the year start after falling from mid 2008. The sales have increased by more thar
92% in last 8 months, to 1.26 million in August 2009.

Chinese producers were the first to cut production as prices plumated over the third quarter of
last year and they have been the first to restart. Output in the country has increased for the last five
months and at 13.58 million tonnes annualised in August is closing in on the historical peak
production rates of 14 million tonnes plus seen in Q2 2008. The country's output of manufactured
products is running at a robust rate--8 percent growths in the first eight months of 2009- but

there are already signs of nascent oversupply in the local market.




OUTLOOK

Global produdion growth is accelerating, first and foremost in China but also elsewhere in Asia.
With more number of smelters coming up, the immediate question is whether the market is ready
for the supply-side surge that is building momentum with each passing monthn the medium term

the issue is how aluminum is going to live with the overcapacity that resulted from the last price

cycle. That is not to say that prices cannot rise further.

The dreary fact is that, China was more than sedufficient in aluminium, even when its economy
was booming. If Chinese production continues rising at this pace, then time is not far away when
the world would see the major consumer to turn out to its historical role of net exporter. It could be
in the form of primary metal or semimanufactured product. Either way a shift back to net exporter
risks accentuating oversupply in the rest of the world. Combined with high visible inventory,
whether it is available for immediate delivery or not, the market's prospects do not look promising

relative to the other LME metals.

In 000" tonnes

Market Imbalance= Production- Consumption

Although the demand is picking up, but it's clear that consumption is considerably down last year.
The figures from the International Aluminium Institute show that global prodiction is rising
continuously on an accelerating pace, month on month basis. The production cuts in the developed
world lose momentum, and are compensated by the flood of restarts in China. Prices have found

support but are not rallying, so further consolicgtion looks likely. Failure to rally soon would

suggest there is room for further shortterm price weakness. As such, aluminum is looking more

and more vulnerable and we expect to see further price weakness in the short term.




TECHNICAL PREVIEW

Aluminium 3M forward prices traded on higher note by gaining as much as 14.02% from the
previous quarter and currently prices are trading higher at $1892 levels. Market is trading in a
consolidation manner from the past two months. However, the next immediate resestce is at
$2013 (Previous swing high) on break above the same it is possible to extend its gains till $2120
then $2220 levels. Moreover, market has witnessed a low of $1776 in the last quarter and since
then it is trading higher prolonging above that expcted to resume its upside movements in the

near term.

Aluminium 3M LME Monthly chart
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According to Fibonacci principle market is hovering between 23.6938.2% retracement of the
range $3380$1269 and expected to continue the same trend for the coming quarter. Moreover,
market is witnessing a crucial support at $1767 (23.6% retracement & also previous swing high)

sustain above this level confirms sideways to higher movements for the months ahead.
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In the monthly chart prices have breached the short term (10, 20) EMA and heading toward
medium term (50) EMA showing a higher potential. The momentum indicator RSI (14) monthly is

trading at 0.47 levels and witnessing a trend line support which is likely to move higher.

OUTLOOK

Aluminium prices are expected to trade in the band of $21081760 for the coming quarter, only on

breach and sustain above the $2100 may possible to test $2300 levels.

Exchange | Support2  Supportl | Resistance 1  Resistance 2




COPPER

Quarter

Q1-2008
Q2-2008
Q3-2008
Q4-2008
Q1-2009
Q2-2009
Q32009

% change in LME % change in LME % change in MCX

prices
25.69%

inventory
-43.02%

prices
26.28%

1.43%

8.98%

8.99%

-25.26%

61.99%

-17.45%

-51.73%

71.09%

-49.45%

31.60%

47.05%

35.58%

22.95%

-46.77%

17.04%

20.60%

28.11%

20.24%

A unique blend of fundamental and noffundamental factors have seen copper perform this year in

spite of mine strikes, production cuts, industrial unrest, shut downs and an overall dull and

uninspiring economy to flourish into. Even when the summedriving season is over we see little
pick up in demand suggested by rising stocks, lowering cancelled warrants ratio, easing spreads

and softer premiums.

The red metal or more specifically known as the king metal maintained its average performer tag,
gaining close to 20.60% in the last quarter as compared to 22.95% in the one but last quarter.
Overall, copper witnessed a bounce back in prices of close to 75% in this year. It was worth
mentioning that copper could maintain its average performance in spiteof the fact that it

accumulated 28% inventory in last quarter, as against shedding 46.77% in the penultimate quarter,
as the demand supply gap widened and the arbitrage window in LME and Shanghai narrowed

providing very less opportunity to earn quick bucksand contribute to speculative rally.
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Overall the three global stocks exchanges have accumulated close to 100,000 tonnes of copper in
the third quarter. Although normal as per the market scenario, but could soon become a matter of
concern and worry if the trend continues for the coming quarter. Among them, only Comex was in
negative, shedding close to 7,000 tonnes in previous quarter while LME accumulated close to
74,750 tonnes.

The inventory remained at normal levels, as the demand came for its majoortsumers. The US
industrial production rose for two straight months in July and August by 0.50% and 0.80%,
respectively. Euro zone also saw a phenomenal increase of 3.10% in its industrial production for

the month of June after a negative growth previously

Glancing through the spot copper physical demand we see that the buyers were more contend with

the long term supply contracts rather then entering into current supply market and thereby kept

copper away from backwardation. The copper premium also reniaed lower in almost all the
regions and the demand could not pick up any where. However, demand pick up from west, mine
disruptions, re-emergence of Chinese buying and estocking could lead to a tectonic shift and re

ignite the premium differential in countries.

According to the Lisbonrbased International Copper Supply Group,he refined copper market
balance for the first 5 months of 2009, including seasonal adjustments for world refined production
and usage, indicates a production deficit of 150,000 tmes, as compared with a production deficit
of 183,000 tonnes for the same period in 2008. The deficit was primarily driven by continued high
net Chinese imports of refined copper and the consequent increase in their monthly apparent
usage. During the sameeriod the reported stock changes varied from 110,000 tonnes and 150,000

tonnes, respectively.




