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Summary

1 Base metals edged 2.08% higher in Q3 and were 26.53% higher over the first nine
months of 2021.

1 Aluminum and tin lead the LME metals higher in Q3, posting double -digit
percentage gains.

1 Zinc prices move higher, while copper, lead, and nickel prices correct to the
downside.

1 Iron ore plunges over 44%, turning a gain over the first half of 2021 into a loss for
the year

1 The BDI soared over 46% in Q3 and was up over 263% over the first nine months
of this year.

Base metal prices fell by 23.43% in 2015, but in 2016 they appreciated by 26.77%. In
2017, the nonferrous industrial metals sector was the bestperforming commaodities
sector posting a 21.99% gain for the year. In 2018, the industrial commodities shed
15.78% of their value. In 2019, the six LME metals were 1.74% higher than the closing
level at the end of December 2018. In 2020, they posted a 15.7% gain. In Q1 2021, the
bullish price action continued pushing the sector 8.49% higher. In Q2, base metals
gained 13.26%. In Q3, the sector edged 2.08% higher and was 26.53% higher over the
first nine months of 2021. The best performing commodity in the se ctor in Q3 was LME
aluminum, which gained 13.06%. LME tin moved 11.99% to the upside in the third
guarter, while the LME zinc price rallied 2.59%. LME lead fell 9.24%. LME nickel
declined 1.84%. LME copper forwards fell by 4.10%, and COMEX copper futures vere
4.83% lower for the quarter. Iron ore, the primary ingredient in steel that posted an over
70% gain in 2020, plunged 44.23% in Q3 2021. Meanwhile, the Baltic Dry Index
exploded another 46.67% higher as rising fuel costs and a container shortage caused
freight rates to climb.

Industrial commodity prices experienced a perfect bearish storm as economic activity
worldwide ground to a halt as the Coronavirus spread across the globe in Q1 2020.
When OPEC and Russia abandoned production quotas in early 2020,the price of crude
oil dropped to the lowest levels in almost two decades. Falling energy prices cause
production costs to decline, allowing producers to sell at far lower levels. At the same
time, wild currency volatility and uncertainty in markets across all asset classes weighed
on the sector. Moreover, a deflationary spiral that began in China and spread across the
world created the most bearish conditions in the stock market and all other asset classes
since the 1930s. The markets reached bottoms in Mach and April 2020 and began to
recover.



Central banks around the world slashed interest rates in response to the pandemic.
Monetary and fiscal stimulus programs rose to unprecedented levels. Short-term

interest rates in the US fell to zero percent, and both the US Fed and ECB fired bazookas
of liquidity at markets. Typically, falling interest rates support base metals and
commodities prices as they lower the cost of carrying inventories. However, Q1 2020
was anything but an ordinary time in markets. The r ecovery that began in Q2 2020
picked up bullish steam and continued into 2021, pushing prices to multi -year or all-
time highs.

If the impact of central bank and government stimulus in the aftermath of the 2008
financial crisis is an example for industrial commodities, we could see prices continue to
make higher lows and higher highs. The amount of stimulus in 2020 is far higher than

in 2008. From June through September 2008, the US Treasury borrowed a record $530
billion. In May 2020, the Treasury borrowed $3 trillion to fund stimulus. More stimulus
in late 2020 and the $1.90 trillion package in Q1 2021 mean that borrowing increased
along with deficits. A US infrastructure package and massive budget are on the horizon,
keeping the stimulus going while incre asing the demand for metals and construction
raw materials. The US was bumping up against the $28.4 trillion debt ceiling at the end
of Q3. Congress was in the process of raising the level in what has become a never
ending debt spiral.

The long-term effect of liquidity, low interest rates, quantitative easing, and increasing
debt levels are bullish for commodity prices. In Q3, the rally cooled even though the
impact of government stimulus and central bank liquidity provided support fort he
industrial commodities. China auctioned off industrial metals from strategic reserves
three times in Q3 to put a cap on appreciating prices.

Meanwhil e, the US doll ar indexds value rose b
support industrial raw ma terials and other commodity prices. In 2021, the sector posted

gains in an almost perfect bullish storm until May 10, when prices ran out of upside

steam at much higher levels. Copper rose to a record high at nearly $4.90 per pound,

surpassing the 2011 ped at the $4.65 level. In Q3, aluminum rose to a multi -year

higher, and tin reached a record peak. The potential for a massive US infrastructure

rebuilding package in Q4 and beyond is a bullish factor as we head into the final months

of 2021.

The Invesco DB Base Metals product OBB) reflects the price action in copper, zinc, and
aluminum on the London Metals Exchange. The base metals tend to move together
when it comes to macroeconomic issues and riskoff environments. In 2021, the success
of vaccines and global herd immunity to the virus created an economic recovery that
turbocharged a stimulus-fueled boom. Copper, the sector leader, moved to new a record
high during the second quarter. Tin followed suit in Q3, and aluminum touched more
than a decadehigh at the $3,000 per ton level. The risk of corrections increases with the
prices of the metals.
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Nevertheless, the bullish trend that began in 2020 remained intact despite a correction.
Massive nonferrous metal sales by China did not cause the base metals to plunge.
However, falling steel demand pushed iron ore lower as the primary steel ingredient
more than halved in value. The high-flying Baltic Dry Index moved to over 4900 ,
making the cost of shipping raw materials prohibitive.

Copper

The red metal posted a gain of just over 18% on the COMEX and 17.4% on the LME in
2016. In 2017, COMEX and LME copper gained 31.57% and 30.25%, respectively.
Copper was trading at the highest price since 2014 at the end of 2017. Copper on the
COMEX futures market moved 20.38% lower in 2018. LME copper three-month
forwards | ost 16.83% in 2018. In 2019, the re
futures market and 3.38% higher on the three-month forward market at the LME in
London. In 2020, the base metal moved 25.81% higher on COMEX and 25.48% to the
upside on the LME and led the base metals that trade on the London exchange. In Q1,
the bullish price action continued with a 13.54% gain on COMEX and a 14.03% move
higher on the LME. In Q2, after reaching new record highs in mid -May, COMEX copper
finished with a 7.53% gain, and LME copper forwards rallied another 6.33%. Copper
corrected in Q3, falling 4.83% on COMEX and 4.10% on the LME. COMEX andLME
copper moved 17.0% and 16.28% higher over the first nine months of 2021, respectively.

Copper rose to the highest level in history when COMEX futures traded $4.8985 per
pound on May 10, 2021. The copper price fell to a low of $2.0595 on the continuous
contract in mid -March 2020 when a V-shaped recovery began and carried the price
higher throughout 2020 and Q2 2021. Copper corrected during the second half of May
and into June, but the price remained strong and over the $4.00 per pound level. In Q3,
after probing briefly below $4 in August, the price recovered and remained under $4.60
and above $4.00.
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As the weekly chart highlights, copper moved steadily higher since the March 2020 low.
The continuous contract reached a peak 0f$4.8985 in mid -May. After reaching the
record high, the price corrected but was above $4 at the end of Q3 2021.
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As the daily chart shows, the now active month December COMEX copper futures
contract has made lower highs since the May peak a copper digested the move to a new
record high and consolidated. Price momentum and relative strength indicators were on
either side of neutral readings at the end of the third quarter as the price slumped from
the May 10 high. Daily historical volatility moved higher from 19.81% at the end of Q2 to
24.36% at the end of Q3, reflecting the slumping price action.
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As the monthly chart illustrates, copper fell in March 2020 on the back of the escalation
of Coronavirus as it spread to Europe, the United States, and worldwide. Copper
remains in a bullish trend, but it bent to the downside with consecutive lower highs over
the past five months. From a technical perspective, the volume has been steady at
elevated levels, while open intereg decreased from Q1 to Q2 and from Q2 to Q3.

Risk-off conditions sent the price of copper from $4.2160 to $1.2475 in 2008.
In Q3 2020, | wrote :

Aln 2020, the | ow has been at just below the
turns out to be a bottom like in 2008, the upside prospects for the price of the leader of

the base metals sector could be significant. Stimulus and a falling dollar are highly
supportive of the price of copper, which move

In Q4, the buying continued, and copper broke out above the late 2017 high at $3.3220
and kept on going. In Q4, it rose to a decade high at over $4.35 per pound. The 2011
$4.6495 level was the upside target for the red metal as the bullish trend continued over
the first three months of 2021. In Q2, the price eclipsed that level in early May, leading
to the high at just below $4.90 per pound. Copper reached an unsustainable level in Q2
and corrected and consolidated in Q3.

Open interest in the COMEX futures market moved from 199,612 contracts at the end of
Q2 to 183,473 contracts at the end of Q3, a decrease of 16,139 contracts, or 8.09% lower
over the past three months. The decline in open interest occurred as the price corrected
from the high. Leading up to the May 10 peak, the metric reached over 265,000

contracts. Falling price and decreasing open interest is often not a technical validation of
a bearish trend in a futures market. The open interest metric fell as market participants
took profits and exited long risk positions as th e price climbed to the record peak and
after it turned lower.

A significant indicator of the short -term price direction of the base metal tends to be the

level of LME stocks. LME stocks rose to a high of over 388,000 tons in March 2018. At

the end of 2018, they stood at the 130,025ton level. After falling to a low at 111,175 tons

in mid -March 2019, stock levels were volatile and stood at the 145,706ton level at the

end of Q4 at the end of December 2019. At the end of 2020, inventories were at 107,950

tons, 25.9% below the previous yearos |l evel . At
tons, a rise of 36,550 tons, or 33.9%, on a quarterto-quarter basis. However, in Q1, they

fell to just over the 70,000 -ton level. At the end of Q2, stockpiles were at he 211,525

level, increasing 67,025 tons or 46.4%. In Q2, the stocks fell to a low of 120,700 tons on

June 2.
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— - 30 Day LME Copper Warehouse Stocks Level
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On September 30, LME stocks stood at the 219,525 level, up 8,000 tons or 3.78% higher

than at end of Q2. Stocks rose to thehighest level since mid-2020 in August at around

the 255,000 Il evel. The rising stockpiles |like
China | ooked to cool ri sing commodity prices,
warehouses. The Chinese auctioed metals, including copper, from strategic stock three

times in Q3, putting pressure on the price and lifting LME inventories.
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Meanwhile, stocks on COMEX rose from 50,036 tons at the end of Q2 to 55,112 tons at
the end of Q3, anincrease of 5,076 tons or 10.14%. The rise in LME inventories was only
marginally higher than the rise in COMEX stockpiles.

Copper production suffered in Q2 2020 as mine closures because of the global pandemic

weighed on output and mining operations throu ghout South America and other copper-

producing countries worldwide. The return of Chinese demand, economic growth in the

US, and optimism over the end of the pandemic lifted copper demand and the red

met al 6s price to the hightemspngtocerease ever i n Q2
production, but it takes eight to ten years to start new mining projects. Many analysts

believe copper demand will continue to outstrip supplies in the coming years, causing a

deficit in the red metal. Meanwhile, the demand side of the fundamental copper

eguation continues to rise as copper is required for EVs and many other green energy

initiatives that will replace fossil fuels as the US embarks on a greener path.

US interest short-term interest rates declined to the levels seen n the aftermath of the

2008 global financial crisis during Q1 and Q2 2020 at zero percent. Fiscal and monetary
policy stimulus rose to unprecedented | evels
tolerate inflation above the 2% target rate, weakness in the US dollar, and the tidal wave

of liquidity were bullish for the price of copper and other commodities in 2020 and early

2021.
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However, the bond market did not cooperate with the Fed as interest rates rose further
out along the yield curve. At the end of Q3, the Fed said it would begin tapering its QE
program over the coming months and expects liftoff from a zero percent Fed Funds rate
in late 2022. While copper made lower highs in Q3, it made higher lows since mid-
August.

Higher US rates caused the dollarindex to rise from the January low at the 89.165 level.

The rising dollar likely caused copper and other commodities to correct from the highs

over the second half of the second quarter. The European Central Bank remains highly
accommodative when it comesto monetary policy. Under President Christine Lagarde,

the ECB fired a liquidity cannon at the financial system to provide stability in March

2020. Additional monetary and fiscal policy moves continue in early 2021 as the

continent continues to dealwitht he virusés | egacy. The doll ar
high at the end of Q3, which was another weight around copper and other commodities

as they tend to decline as the dollar rises against other world currencies.

Copper traded to lows of under $1.25 in 2008 in the wake of the world financial crisis.

In 2000, the price of the red metal was 85 cents per pound. Before the mid-2000s,

copper never traded above $1.6065 per pound. Copper traded to a low of $1.9355 in

January 2016, which is a critical support level below the mid-March bottom at $2.0595.

Copper recovered and traded to its highest price ever as the potential for inflation

gripped markets. The decline in the bond market was a validation of inflation concerns.

The Fed has call edsirtiosriyn go ibnuftl actoipopne rii tartanov er
not far from the high.

Copper was in a bear market from 2011 through the beginning of 2016. After ten months
of consolidation, the metal broke out to the upside, and the bear of past years had
turned into a raging bull in 2017. The first half of 2018 had been a year of consolidation,
but during Q3 of last year, copper broke to the downside, and the price fell to a
marginally lower low in Q3 2019. Copper reversed higher on the daily chart in
September and fdlowed through on the upside in Q4 as optimism rose over a de
escalation of the trade war between the US and China. The global pandemic dealt copper
and markets across all assets a dramatic blow in Q1. Since mieMarch, the copper
market experienced a V-shaped recovery that took it to a higher record high in Q2 2021.
The path of least resistance for the price of the red metal at the end of Q2 remained
higher, but risk rises with the price, as we witnessed when the price fell 93.7 cents per
pound from May 10 through August 19. Copper worked its way lower and only spent one
day in Q3 under the $4 level, never closing with a $3 handle.

The decline in energy prices in March and April 2020 pushed production costs lower,
but crude oil recovered to over $75 per barel level at the end of Q3 2021 after rising to a
multi -year at $76.98 per barrel in early July. The virus caused labor shortages and mine
closures that weighed on output. Wide price variance in the copper futures and forward
market, as well as all other markets, is likely to continue over the coming months.
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As | wrote over the past quarters:

Alf 2008 is an example for the copper market,
metal i n the coming months and years

Nearby copper futures on COMEX sdtled at $4.0890 on September 30, and three-

month forwards on the LME were at $9,020 per ton. Copper gained 16.20% on COMEX

and 16.28% on the LME over the first nine months of 2021.

Copper Prospects for Q4 2021

Coppero6s bull mar k et atyRB046 haccheem alreastieture-periect J a n u
as it has never violated a technical support level on the weekly chart. The pattern held
over the first six months of 2018, but in Q3, the price fell significantly, destroying the
bullish trend from a technical pers pective. In Q4 2018 and Q1 2019, copper worked its
way to a marginal new low, which triggered a relief rally on the back of optimism over a
trade agreement between the US and China. In Q2 2019, the red metal remained above
the Q1 low. In Q3, the price fellto a lower low. In Q4, progress on trade lifted the price
of the red metal. In Q1 2020, after rising to a marginal new high at just under $2.90 per
pound, the price fell sharply on the back of the global pandemic and halt in business
activity. The V-shaped recovery in Q2 2020 through Q2 2021 took the price to a new
record high. Central bank stimulus, Chinese economic growth, and the potential for a
US infrastructure rebuilding package as the next step for the recovery are all bullish for
the price of copper.

However, the higher price for the red metal is likely to encourage producers to increase

out put . I n Q2, Gol dman Sachsdé analysts call ed
would rise to the $11,000 per ton level in 2021. The high in May was at $10,724.50, close

enough. They further told the copper market to expect prices at the $14,000-$15,000

level by 2025 as demand continues to rise and new projects could take a decade to come

on stream. Other analysts are calling for even higher price targetsfor the red metal as

copper is a critical ingredient in technology, EVs, and other environmental initiatives.

Gol dmanés | evel woul d pusbhper@@ntHeXel.f ut ures to t

The path of least resistance for copper will depend on China and theglobal economy.

The virus may be fading in the worl dds rearvi
erode the value of currencies, which is bullish for copper and all commodities in the long

run. While the dollar index moved 4.83% higher over the first nine months of 2021, the

value of all fiat currencies has declined under the weight of monetary and fiscal

stimulus.

Typically, interest rates, the level of the US dollar, and Chinese economic growth are
leading factors that drive the price of copper higher. We are facing anything but
ordinary times as we head into Q4. During the worst risk -off-period since the 1930s in
February and March, we withessed wide price ranges.
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The V-shaped recovery in the copper market was a sign that the metal remains an

essert i al buil ding block of infrastructure worl d
metal is robust. In Q4, moves towards a US rebuilding program and a stimulate fiscal
budget will only increase the fundament al equ

Copper traded in a range from $7,747.50 to $10,724.50 per ton on the LME and from
$3.4910 to $4.89855 on COMEX over the first nine months of 2021. In Q3, copper did
not move outside the range. Copper finished the third quarter below the middle of the
2021 range on both the forward and futures markets. Copper is a leading indicator for
commodities. The move above the $4 level was a significant event. As we head into Q4,
the risk of corrections rises with the price of the nonferrous metal. The most brutal
downdrafts often occur during bull markets.

As | wrote at the end of Q1 2020

Al f Coronavirus i mpacts production and invent
begins to come back online, we could wild swings on the back of the mountains of

liquidity that will have a depressive effect on currencies. Fasten your seatbelts in all

mark ets but keep an eye on copper because it could provide signals for other asset

cl asses. I n a world gripped by illness, Docto

Copper told us that 2020 is turning out to be a lot like 2008. After falling to a low of
$1.2475 inthe aftermath of the global financial crisis, copper recovered and rose to a
new all-time high in 2011 at $4.6495 per pound. In Q2, it surpassed that level, with
analysts calling for much higher prices in the coming years on the back of rising demand
and supplies that will not keep pace. Technical resistance on the COMEX futures stands
at $4.8985 per pound, the May 10 high in the red metal. Support is at $3.8760, the early
March low, and $3.4910, the bottom so far in 2021.

| am cautiously bullish on the prospects for the copper market as we head into Q4 and

2020 as the trend is always your friend, and it is higher on a medium-term basis. While

| expect copper to continue to move higher, the risk of corrections will continue to rise

with the price ofthemet al . The similarities between copp
2020 are uncanny. Copper could be in the early days of a rally that will take the price to

much higher levels. | was impressed that copper held the $4 level despite the three

Chinese auctionsin Q3. | will be a buyer of copper on price weakness, leaving room to

add on the downside to build positions for 2022.

Base Metals & Industrial Commodities
Q3 Overview/Q 4 Outlook 2021



Aluminum

The aluminum price moved 12.43% higher in 2016 after falling by 18.35% in 2015. In
2017, aluminum moved 32.33% higher, but the base metal fell by 17.99% in 2018. Three
month LME aluminum forwards moved 0.92% lower over in 2019. Aluminum forwards
on the LME were 8.28% higher in 2020. In Q1 2021, the bullish price action continued,
lifting the price by 12.85%. In Q2, LME alumin um rose by another 13.42%, and in Q3,
another double-digit percentage gain lifted aluminum 13.06%.

Over the first nine months of 2021, al umi numo
second-leading nonferrous metal on the LME. Aluminum rose morethan t wi ce copper
gain over the first three-quarters in 2021.

While trade was the critical issue for the aluminum market in 2018 and 2019, like all

other markets, the halt of the global economy on the back of the worldwide pandemic

weighed on the price of the nonferrous metal leading to an almost 11.35% decline over

the first half of 2020. In Q3 and Q4, the base metal erased the losses and posted a

significant gain for last year. In Q1 through Q3 2021, the price continued to rise.

Increasing aluminum demand in China and the US, rising freight costs, and tight scrap

supplies fueled the rally in the aluminum market. Worldwide demand for aluminum has

been climbing. Aluminum rose to a thirteen-y ear hi gh i n Q3 despite se&
strategic stockpiles.

A USinfrastructure program would only put more upside pressure on prices over the
coming months. Simultaneously, policies that address climate change will weigh on
production in China, the US, and other countries. Smelting and refining that pollute the
environment are likely to face stricter regulations. The rise in energy prices also puts
upside pressure on aluminum prices as energy is a critical component of production
costs. Many smelters and refiners are investigating netzero carbon processes.

Aluminum i nventories on the London Metals Exchange fell from 1,578,075 metric tons
at the end of Q2 to 1,238,300 tons at the end of Q3 2021, a decline of 339,775 tons or
21.53% in Q3.
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1 Year LME Aluminium Warehouse Stocks Level
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As the oneyear chart highlights, aluminum stocks steadily declined from March 2021
through the end of Q3 and were near the lows on September 30.

After rising nearly 100% in Q4 2020, 44.95% in Q1 2021, and 13.39% in Q2, shares of
Alcoa (AA) moved from $36.49 on June 30 to $48.94 on September 30, adding another
34.12% gain. AA outperformed aluminum and the stock market in Q3 2021. Producers
often experience leveraged performance compred to the commodity price as AA shares
did from Q4 2020 through Q3 2021. It is hard to believe that AA shares reached a low of
$5.16 in March 2020. At the end of Q3, the stock was approaching terrbagger territory.

Like copper, aluminum is a critical in dustrial metal for decarbonization. Moreover,
decarbonization means that aluminum production techniques of the past will be
changing, weighing on output. The ri
stockpiles was impressive and bullish in Q3.

S e
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https://seekingalpha.com/symbol/AA

Aluminum Prospects for Q4 2021

2020 began on a note of optimism as the
deal. However, Coronavirus and its toll on humanity and the global economy caused the
price to move 11.35% lower over the first six morths of 2020. The price action from Q3
through Q3 2021 was a function of stimulus from central banks and governments and
the trend towards decarbonization. Aluminum will likely follow the lead of copper and
the other base metals in Q4 and beyond. The risingdemand for the metal as the global
economy recovers is bullish for the price of the metal. However, rising prices will lead to
increased production over the coming months and years. Meanwhile, environmental
concerns could cause increasing regulatory initiatives that curtail output levels. A US
infrastructure rebuilding package is bullish for aluminum as the metal is a construction
requirement. Moreover, the green energy revolution worldwide is bullish for aluminum
demand. Producing aluminum is energy inten sive. The risk of a correction continues to
rise with the aluminum price.

5 Year LME Aluminium Warehouse Stocks Level
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Meanwhile, the trend in aluminum inventories on the LME turned higher in Q1 2021
but declined in Q2 and Q3. | always view substantial stockpile moves higher a lower
with a grain of salt as dominant mar ket
mechanism via inventories. Meanwhile, LME aluminum inventories remain
substantially lower than the 2016 level.
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Three-month aluminum forwards on the LME traded in ar ange from $1,958 to $2,950

over the first nine months of 2021, with a new high coming in Q3 and closed at the end

of September not far below the 2021 high. Aluminum closed Q3 at $2,866.00 per ton.

The price action in AA shares was explosive in Q4 and follaved through on the upside in

Ql, Q2, and Q3 as the stock outperformed al um
underperforming on a year-on-year basis in 2020. In Q2, the shares kept pace with the

price action in the LME forward market. In Q3, AA shares ou tperformed aluminum and

the stock market.

Source: BarChart

As the chart shows, AA shares traded to a high of $52.45 in September 2021. The next
upside technical target stands at the April 2018 $62.35 peak. Any long positions in
aluminum or AA shares require tight stops, given the potential for wide volatility over
the coming months. AA rose from $5.16 in March 2020 to $52.45 in September, an
explosive move. Stimulus and liquidity and the potential for a US infrastructure
program support higher aluminum prices as we move into Q4.
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