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Brent hovers, gas spikes, copper stabilizes and palladium shines

Risk adversity caused by worries about the outlook for global economic growth continues to set the
agenda for most financial markets. On-going concerns about the US President's ability to reach an
agreement with Congress on how to avoid the now famous fiscal cliff are very much in focus. If this issue
is not resolved before the January 1 deadline it could trigger a return to recession - not only in the US
but across the world. During the past week the S&P 500 index dropped to a three-month low and the
dollar rose against an index of currencies.

These market movements created a lot of headwind for commodities with only a handful managing a
positive return during the past week. As a result, the DJ-UBS index keeps hovering near a four-month
low with the agriculture sector, especially grains, continuing to show weakness. The energy and
industrial metals sectors showed small gains primarily driven by natural gas and aluminium respectively.
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Brent Crude stuck between Mideast tension and risk-off

Middle East tensions briefly gave crude oil a lift this week but overall the focus remains on the weak
economic outlook and general risk adversity that is currently driving most asset classes. As a result Brent
crude continues to trade in its now well established range between 105 and 112 USD/barrel, the latter
being the 200 DMA. Likewise, we see WTI crude trading around 85 USD/barrel hovering just a few
dollars above levels where new extraction techniques begin to make less sense from a profitability point
of view.
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Brent Crude Oil, first month cont. — Source: Saxo Bank

The International Energy Agency's latest World Energy Outlook triggered some headlines by its bold
prediction that the US, due to the shale oil revolution, would overtake Saudi Arabia and Russia to
become the world’s largest global oil producer before the end of this decade. But as mentioned above,
shale oil extraction comes with a much higher price tag than Saudi oil. High oil prices will be required to
make shale oil extraction both profitable and expanding. Only then can the prediction come true. In the
same report the IEA also lowered its 2012 demand forecast as weak global economic activity combined
with the impact of hurricane Sandy will weigh on US consumption.

Natural gas spikes as withdrawal season begins early

US Natural Gas was another strongly performing commodity. It rallied particularly before the weekly
inventory data from the Energy Information Administration (EIA) which showed the first decline of the
season as below-normal temperatures have increased demand. The withdrawal of 18 billion cubic feet
from underground storage was the earliest seasonal decline since 2007 compared with a five-year
average injection of 17 billion cubic feet for this particular week.

Forecasters are expecting the coming US winter to be colder than last year, which should help support
prices as stockpiles will be reduced, especially during January and February when gas consumption for
heating peaks. That said, the price will likely remain within a USD 3.5 to USD 4.25 range as coal to gas
switching would be negatively impacted above USD 4.25 because natural gas needs to remain
competitive against US coal. Last winter was the fourth warmest on record and it helped trigger the
collapse in natural gas prices earlier this year as inventories were not withdrawn at the normal speed.
This raised worries that maximum storage capacity would be breached during this year's injection
season from April to November. As we all know, this did not materialise as an unprecedented switch
from coal to natural gas helped stabilize prices and inventory levels.

Inadvertently, this switch from dirty to cleaner fuel has made the US the 2012 global champion of
reducing carbon emissions. The EIA estimates that this year’s expected CO2 emissions will drop to the
lowest level in 20 years and will be 14 percent below their 2007 peak. Natural gas emits less than half
the carbon per energy unit than coal and the reduction in the use of coal has been unprecedented.
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Gold and silver up against a stronger dollar

The strong rally following the US election ran has run out of steam as both metals looks for a driver to
move the price forward. Until a driver emerges, they are both back to being just another risky asset
taking direction from weaker equity markets and a dollar which rose to a ten-week high against a basket
of currencies. ETF investors are undeterred by these current headwinds and have now taken their total
gold holding to a new record of 2600 metric tons (Bloomberg). Leveraged investors continues to sit on
the fence waiting for a clearer picture to emerge but will undoubtedly be keeping a close eye on the
market impact of a break out of the current range between 1700 and 1740 USD/oz.

Copper stabilizing on China outlook

The once-in-a-decade handover of power in China occurred this past week and with a new leader and a
new Politburo in place expectations have been raised that additional stimulus could be announced
thereby supporting demand from the world's biggest consumer of copper. A recent improvement in
economic data out of China together with speculation that Japan could be considering further means of
stimulating its ailing economy also helped copper to halt its six-week slide. Whether this recent price
action is a sign that we have reached a turning point is still too early to say but traders will be keeping an
eye on trend line support at 3.40 USD/Ib. which stands in the way for further losses while a move above
3.51 USD/Ib. will further help sentiment.
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High Grade Copper, first month — Source: Saxo Bank

Cocoa spikes on Ivory Coast trouble

Cocoa is another top performing commodity despite hitting some profit taking towards the end of the
week. Two pieces of news have been supporting the bean. Initially the price began to recover following
reports that cocoa grinders have increased production by the largest amount in two years to meet
record demand for chocolate, especially from developing nations. Reduced supply from West Africa
could lead to the first shortage of beans in three years. The rally gathered pace on Wednesday when it
jumped by 70 dollars to 2457 USD/MT after the President of the Ivory Coast dissolved the government
after it rejected a bill proposing that woman would have the same rights as men to head a family.
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This once again highlights the volatile political state of the Ivory Coast, which continues to be the world’s
biggest and most important supplier of cocoa and currently accounts for 37 percent of global supply. A
civil war less than two years ago triggered a spike in cocoa to a 32-year high and this is still fresh in the
minds of consumers and traders hence the reaction in the market. The speculative interest in cocoa has
gone from a bet on falling prices up until June after which point net-long positioning has risen to levels
almost equalling what was seen during the civil war induced price spike in early 2011.

Demand depending on economic outlook

Whether the projections for strong demand will be carried into 2013 depends on the economic outlook
because chocolate is a luxury item as well as a comfort food. Demand for luxury items, of course,
depends on the economic outlook, especially in Europe and US which account for more than half of
global demand. Further price advances hinge on political developments in the Ivory Coast but for now,
some resistance up ahead on the March 2013 futures contract at 2500 and 2531 USD/MT could cap any
further advances.
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Cocoa, Mar 2013 — Source: Saxo Bank

Palladium in rare outperformance

Both platinum and palladium received a boost from a report by Johnson Matthey, a world leader in
platinum distribution. In their “Platinum 2012 Interim Review” they helped give palladium a unilateral
boost by projecting a shortfall of 915,000 ounces for 2012 due to lower mine supply, reduced Russian
stock sales (down to 250koz from 755koz in 2011) and record demand auto catalytic manufacturers.
While platinum is very dependent on mine supply from South Africa, palladium's biggest single source of
supply for many years has come from the release of stocks accumulated by the former Soviet Union.
These reserves, whose size has never been released, are dwindling and could be gone within a few years
leaving mine and scrap as the two main sources of supply.

Palladium, being part of the platinum group metals, has a reasonable strong correlation to platinum but
also takes direction from other precious metals such as gold and silver. The price action during the last
couple of months has therefore primarily been driven by the rally and subsequent retraction of gold and
platinum. But this pattern was halted this when Johnson Matthey's report triggered a 7 percent jump for
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palladium and only a 2 percent on platinum. The market will maintain its focus on the supply deficit but
whether it will result in an outright or even relative better performance compared with platinum
remains to be seen.

Palladium is the least traded of the two and often suffers from lack of investor interest due to its
illiquidity and ability to trigger sharp price moves in both directions. It remains the worst performing
metal this year as it is down five percent compared with plus 10 percent on platinum. The chart below
shows the price relation between the two. So far during 2012 platinum has outperformed from costing
2.13 ounce of palladium in January to a recent peak of 2.63 ounce.
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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).
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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.

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.




