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Commodities take a breather as tensions ease and Greece gets deal
Ole S. Hansen, Head of Commodity Strategy

In a week where the dollar continued to recover and geopolitical tensions eased a bit and Greece finally
got its second bailout package commodities traded generally lower. The DJ-UBS headed for its second
weekly loss returning —2.5 percent on the week with losses seen across all sectors, however with some
individual gains seen in soft commodities primarily.

1 week performance (%bo)

Lo B Cocoa
G Robusta Coffee
e Orange Juice
T (7 Gas Qi
[ Heating Oil
_— 11 Soybeans
—_— 1.1 Brent Crude
- 1.0 Cotton
- 0.9 Gasoline
- Mill Wheat (€)
0.2 ™ WTI Crude
-1.2 w— Palladium
RN oy Com
SV e— Gold
S e Feeder Cattle
-2.2 Platinum
S0 DI1-UBS CI
S TR HG Copper
B et Lean Hogs
PRI onsnsansasasananansanaasnsanannn Silver
B e e Whe at
R = Sugar
ST O T Arabica Coffee
ST e ] Matural Gas
SR ECX Emissions
-0.6 w— S&P 500 index
- 0.5 Dollar index
-12.0 -10.0 -8.0 -6.0 -4.0 -2.0 0.0 2.0 4.0

Source: Bloomberg and Saxo Bank

Gold still not recovered from recent sell-off

Following the 100 dollar sell-off the previous week gold took another leg down this week before support
was established ahead of crucial support at 1,656, which is fifty percent retracement of the rally from
the December low. A confidence building exercise is now needed once again with many being caught
out by the third major correction within six months. The safe haven aspect has clearly been left for dead
as the volatility we continue to experience does not go hand in hand with a “safe” asset.

The fundamental support from record low interest rates, inflation risk and central bank diversification
remains, however the reduced chance of additional quantitative easing in the US following Fridays
better than expected employment report could be the focus for some additional selling pressure next
week. | eventually expect prices to pick up again following a period of consolidation with resistance at
1,725 and support at 1,655.
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The same goes for silver which has also begun to stabilise after a 13 percent top to bottom correction
within five days. Despite the sell-off it is still the best-performing metal this year and only trumped by
gasoline overall.

Crude oil trapped in range as geopolitical risk eases

While we wait for additional news the price of Brent crude has settled into its new found range above
USD 120 per barrel. The risk premium, which probably equates to between 15-20 dollars remains as
traders are very reluctant to book any profits while the geopolitical risk stays high. Questions have also
been raised recently whether this recent rise is not also a result of continued strong demand from
emerging economies, such as China, at a time where low spare capacity leaves the market less able to
respond to sudden supply changes.

During the week hopes were raised that Iran would re-open talks with six wold powers, including Russia
and China, on its nuclear programme. However many previous failed attempts left the market
overwhelmingly unimpressed and only a clear move towards a solution would significantly change the
sentiment. Speculators have continued to amass exposure to rising prices with the total net long in WTI
and Brent crude approaching 500 million barrels. This will obviously leave both crude markets exposed
to a sharp correction once the sentiment changes but for now support towards 120 on Brent and 104 on
WTI looks solid.

Crude spread widening again

The spread between Brent crude and WTI crude, the world’s two leading benchmarks, rose to almost 19
dollars, the highest level since October 2011. This is a result of geopolitical risk driving Brent crude
(higher) and inventory stock building in the US holding back WTI crude. The latest US government data
revealed that stocks in Cushing, the storage and pipeline hub for WTI crude oil, have continued to rise
strongly since January. The introduction of a pipeline reversal in the second quarter should help alleviate
some of the pressure on Cushing as additional oil can be transferred to refineries along the Mexican
Gulf. For now though a rapid increase of nearly 8 million barrels to 36.2 million barrels has raised some
concerns that last year’s peak of 41.9 million could be challenged raising concerns about available
capacity.
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Brent-WTI spread and Cushing storage levels
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US natural gas price at a 10-year low

Global gas consumers are looking with envy towards the US where the price of natural gas keeps on
going in one direction — down. This week the price of spot month gas fell to another 10-year low at USD
2.27 per million British thermal units (mmBtu) and it has now fallen by almost a quarter year to date.
The reasons behind the continued selling are chronic oversupply from new sources like shale gas and
above normal winter temperatures. Due to this lower consumption during the peak months of winter
the available inventories in underground storage are almost 48 percent higher than the average over the
last five years.

The chart below shows how gas prices in Europe and the US have dislocated since 2010 when the
production of shale gas began to be ramped up and how the normal price pick-up during the winter
months has been completely absent this year. Concerns have emerged about how full storage facilities
will be once we exit the withdrawal season and enter into the summer period of injection. Too high
levels of inventories could force unwanted extra gas onto the market which could put prices under
further downside pressure.
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Arabica coffee at a 16-month low

The share price of Starbucks has risen to an all-time high above 50 dollars while the price of high quality
Arabica coffee, drunk by espresso fans across the world, fell to 1.87 dollars per pound, the lowest level
in 16 months. The recent selling by money managers and Brazilian producers increased when the 2
dollars per pound level was broken. A stronger dollar versus the Brazilian Real and not least
expectations that Brazil, the world’s largest grower, is heading for a record production starting in July,
helped trigger the move. The price of Robusta coffee, the lower quality variety primarily used in instant
coffee, meanwhile has been moving in the opposite direction as growers in Vietham, the world’s largest
producer, have been withholding bags for exports in order to achieve higher prices.

Cotton spike on Indian export ban

The world’s second-largest producer of cotton surprised the market this week as India announced an
export ban for the second time in two years. The last ban in 2010 helped trigger a dramatic spike in the
price to an all-time record at 2.15 dollars per pound and led to months of disorderly behaviour by the
market and its participants.

The ban this time is very unlikely to cause a repeat of the spike we saw this time last year. There is
already discontent within the government about the ban which was brought on by much higher exports
than expected. The high prices last year have just like many other agricultural products been meet by a
surge in planting and the United States Department of Agriculture now estimates a record 123 million
bales this crop year which ends in July.

China, the world's biggest consumer has been buying cotton aggressively from the domestic and
international market into its National Cotton reserves. It has accumulated more than 16 million bales
corresponding to 15 percent of annual global consumption. This aggressive purchase from China is
probably the root cause for India’s ban as higher international prices led to a much higher than expected
surge in exports due to weak domestic demand. Once China is done with its buying the fact remains that
the outlook for global demand is weak and cotton mills which introduced synthetic fibers last year have
been slow in reversing back to pure cotton which has also lowered demand.
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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, derivates 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.
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. 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.




