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Commodities correcting after strong rally
Ole S. Hansen, Head of Commodity Strategy

The dollar rallied and financial markets retraced following the European Central Bank meeting in which
Mr. Draghi failed to live up to his strong “whatever it takes” statement the previous week. Much of the
rally which this comment had triggered was given back, and while the markets may have been left
underwhelmed, he did open the door to a new round of policy action. The north south divide which is
quite evident within the central bank may slow the progress and some initiatives may require accept
from individual parliaments.

After an impressive five consecutive weeks of gains, the DJ-UBS Commodity index went into reverse,
with all the major sectors showing negative returns. Industrial metals suffered the most, with copper
reaching the lowest level in six weeks, followed by the energy sector, where a return to normal US
weather triggered some selling of natural gas.
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Gold investors left disappointed once again

With no immediate chance for additional stimulus, either in Europe or the US, gold traders once again
were forced to reduce exposure, as the weaker Euro helped drag the gold price lower. Resistance
towards 1640 remains firm, and having suffered losses back below 1600, the search for support begins
once again, as seen several times over the last three months. Short-term risk points towards a test of
support, initially the trend line at 1566, followed by the June 28 low at 1548.
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The debt crisis in Europe is still a major concern to investors, and with ten-year bond yields in countries
like Spain back above the unsustainable level of seven percent, the safe-haven demand for gold is
unlikely to go away. A correction and the likely re-emergence of support could possibly be the best
outcome in coming days, as investors need reassurance that support from physical and speculative
buyer’s remains firm. The strong correlation to the Euro cannot be ignored and the developments on
that front will be key decider as to the next move in gold.

While gold has remained stuck in its range during these past couple of months platinum has been
drifting lower towards support at USD 1380, this despite decent Chinese demand and a price which at
current levels is below the cost of production. Platinum has historically been priced higher than gold but
has now for year been trading at discount and reached the lowest ratio since January this week.
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Copper weak on shrinking Chinese activity

The price of copper has moved lower in recent sessions, first on the back of lower manufacturing activity
in China and then from lack of additional stimulus in Europe and the US. With copper a major
component in construction and manufacturing, continued signs of a global slowdown have left
speculators holding a sizable net short position in control. Major support can be found in the between
USD 3.25 and 3.20 ahead of the 2011 low at USD 3.0.
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North Sea supplies creating havoc with Brent crude pricing

It has been a relatively quiet week in oil markets, with the recent established range for both WTI and
Brent crude capping the market. But while Brent crude trades near the high of its current range, WTI has
been left lingering near the lows. This discrepancy is clearly depicted in the spread between the two
global benchmarks, with the Brent premium over WTI having widened to almost 19 dollars.

North Sea supplies have been dwindling in recent months, with upcoming rig maintenance in September
putting further pressure on production. Meanwhile in the US, production from shale and increased
imports from Canada has left the market well supplied and WTI has suffered as a consequence.

Geo-political risks are still a present danger to overall supplies, but these should continue to be offset by
slowing demand both from developed and emerging economies. This leads us to believe that continued
range trading will prevail in the weeks ahead, with the outside chance of Brent testing the July high at
108.18 on continued signs about reduced supply from the North Sea.
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Brent and WTI Crude
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US grain markets saw lower prices for a second straight week, as high prices and the strong dollar have
led to a slowdown in exports. Crop conditions are still not showing any signs of improving, and as for
corn, any rain now will be too late to significantly change the outlook for a diminishing crop. The
extreme volatility in recent weeks has left many traders nursing losses and caused bouts of fatigue, so
activity is expected to slow down as we approach the next major crop report from the United States
Department of Agriculture on August 10.

In Russia the Agriculture Ministry said that the outlook for this year’s harvest had worsened, but still
insisted that there would be an exportable surplus of 10 million tons of grains. The downgrade of the
upcoming harvest nevertheless brought back memories of August 2010, when Russia shocked the
market by its decision to ban exports despite reassurances to the opposite.
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This investment research has not been prepared in accordance with legal requirements designed to promote the
independence of investment research. Further it is not subject to any prohibition on dealing ahead of the
dissemination of investment research. Saxo Bank, its affiliates or staff, may perform services for, solicit business
from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any
issuer mentioned herein.

None of the information contained herein constitutes an offer (or solicitation of an offer) to buy or sell any
currency, product or financial instrument, to make any investment, or to participate in any particular trading
strategy. This material is produced for marketing and/or informational purposes only and Saxo Bank A/S and its
owners, subsidiaries and affiliates whether acting directly or through branch offices ("Saxo Bank”) make no
representation or warranty, and assume no liability, for the accuracy or completeness of the information provided
herein. In providing this material Saxo Bank has not taken into account any particular recipient’s investment
objectives, special investment goals, financial situation, and specific needs and demands and nothing herein is
intended as a recommendation for any recipient to invest or divest in a particular manner and Saxo Bank assumes
no liability for any recipient sustaining a loss from trading in accordance with a perceived recommendation. All
investments entail a risk and may result in both profits and losses. In particular investments in leveraged products,
such as but not limited to foreign exchange, derivatives and commodities can be very speculative and profits and
losses may fluctuate both violently and rapidly. Speculative trading is not suitable for all investors and all recipients
should carefully consider their financial situation and consult financial advisor(s) in order to understand the risks
involved and ensure the suitability of their situation prior to making any investment, divestment or entering into
any transaction. Any mentioning herein, if any, of any risk may not be, and should not be considered to be, neither
a comprehensive disclosure or risks nor a comprehensive description such risks. Any expression of opinion may be
personal to the author and may not reflect the opinion of Saxo Bank and all expressions of opinion are subject to
change without notice (neither prior nor subsequent).

Futures contracts are traded on margin enabling you to leverage a small margin deposit for a much greater
market effect. You will be required to deposit initial margin to initiate a position. You must also maintain the
Maintenance Margins listed per contract in your account at all times. If the funds in an account fall below this
margin, clients will be subject to a margin call to either deposit more funds to cover positions or close positions.
You will usually be notified of this through our trading platform and via e-mail. If you fail to do so as required, your
position may be closed or liquidated.

Saxo Bank does not support physical delivery of the underlying security on expiry of a futures contract. You should
ensure that you are aware of the expiry and first notice dates (FND) of any futures contracts and that you close
these at the appropriate time. If the FND is before the expiry date, positions need to be closed the day before the
FND. If the expiry date is before the FND positions need to be closed no later than on the expiry date. If futures
positions are not closed before the relevant date, Saxo Bank will close the position on your behalf at the first
available opportunity at the prevailing market rate. You will bear any resulting costs, gains or losses. Our Futures
do not provide any right to the underlying instruments.

In certain cases, our, Futures are over-the-counter (OTC) instrument. Each Future trade that you enter into on our
trading service results in you entering a contract with us; these contracts can only be closed with us and are not
transferable to any other person.

This means that you may be exposed to the risk of our default. In this unlikely event, we are members of the
Danish Financial Services Compensation Scheme.

The following risks relevant to any investment in this product:

. There may be significant fluctuations in the market or index underlying this investment that may give rise
to losses;

. Investment will involve exposure to foreign currency exchanges rates which may move unfavourably and
give rise to losses;

. This investment is based on an underlying [instrument / index / market / etc.] that is potentially
unpredictable and volatile.

. There may be a sudden shift in the price of an underlying from one level to another and substantial losses
may result from such movements in the underlying.

. In setting prices and contract terms, we take into consideration the market or the markets for the relevant

underlying instruments. Market conditions can change rapidly over a short period of time, so if you want to close
out a contract we might not be able to do so on the same terms.

. In considering the potential profit associated with any investment you should be aware of the costs and
charges applicable to that product that will reduce such profitability.
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This communication refers to past performance. Past performance is not a reliable indicator of future performance.
Indications of past performance displayed on this communication will not necessarily be repeated in the future. No
representation is being made that any investment will or is likely to achieve profits or losses similar to those
achieved in the past or that significant losses will be avoided.

Statements contained on this communication that are not historical facts and which may be simulated past
performance or future performance data are based on current expectations, estimates, projections, opinions and
beliefs of the Saxo Bank Group. Such statements involve known and unknown risks, uncertainties and other
factors, and undue reliance should not be placed thereon. Additionally, this communication may contain 'forward-
looking statements'. Actual events or results or actual performance may differ materially from those reflected or
contemplated in such forward-looking statements.

This material is confidential and should not be copied, distributed, published or reproduced in whole or in part or
disclosed by recipients to any other person.

Any information or opinions in this material are not intended for distribution to, or use by, any person in any
jurisdiction or country where such distribution or use would be unlawful. The information in this document is not
directed at or intended for “US Persons” within the meaning of the United States Securities Act of 1993, as
amended and the United States Securities Exchange Act of 1934, as amended.

This disclaimer is subject to Saxo Bank's Full Disclaimer available at www.saxobank.com/disclaimer.




