The unpredictable realm of
commodity trends

{

L
1
\
il

Commodities Trader
02/07/2024

Reading time: 20 minutes

Written by Lodovico Basilico,

TRADERS TANGO

Commodity traders engage in buying and selling
commodities in their simplest form (i.e. physical
underlying) or more complex methods through
derivatives contracts, sometimes with exotic
payoffs. Commodities encompass a wide range
of physical goods, including metals, energy pro-
ducts, agricultural products, and livestock. Tra-
ders in this field can be broadly categorized into
hedgers and investors. Hedgers seek to mitigate
volatility risks by locking in prices, while investors
aim to profit from price movements without ne-
cessarily intending to take physical delivery of the
commodities.

At Electrum, we participate in both hedging and
investing strategies through our comprehensive
business activities. Our hedges are implemented
on the back of prepayment & offtake contracts
that finance various producers globally, taking the
physical delivery and selling it in financial mar-
kets. On the investment side, we deploy a sophis-
ticated blend of discretionary and quantitative
decision-making processes, allowing us to capita-
lize on market opportunities.

Electrum was founded with a focus on trading
precious metals, specifically gold, silver, platinum,
and palladium. Our expertise in these markets
was built on nearly a decade of success. Recent-

ly, we have expanded our trading capabilities to
include other commodities, starting with metals
that are by-products of gold, such as copper, nic-
kel, lead, cobalt, and zinc. This strategic expansion
allows us to leverage our existing knowledge and
infrastructure to manage a broader range of me-
tals effectively. Besides metals, we are diversifying
our scope to include energy and agricultural pro-
ducts. By entering these markets, we aim to trans-
form Electrum into an all-encompassing trading
house.

As traders, we must of course understand what
drives the market starting with its core funda-
mentals. Above all, comprehending how these
drivers may change over time is paramount. In
other words, determining how long a trend will
last is equally as important as forecasting its oc-
currence in the first place. It is crucial to recognize
emerging patterns and their potential impact to
adapt our strategies and stay afloat in the com-
plexity of financial markets. The commodity mar-
ket changes rapidly and frequently, necessitating
a proactive approach to mitigate inherent risks as-
sociated with price volatility. At Electrum, we obey
strict risk management rules to protect against
losses through a combination of stop loss orders,
portfolio hedging techniques and statistical mo-
dels to predict worst case scenarios. Nonetheless,
adeptly riding favourable trends in the right direc-
tion can yield significant opportunities for profit.
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MODERN DAY MARVELS

From ancient civilizations to modern industry,
the journey of precious metals has been nothing
short of remarkable. Discovered and treasured
by early cultures for their beauty, these metals
have transcended time, evolving from symbols of
wealth and power to critical components of the
modern technological world. Today, precious me-
tals are also driven by innovation and adaptation,
as they continue to play a vital role in shaping our
economy thanks to their unique physical and che-
mical properties.

Among the uses of precious metals, the timeless
appeal in fine jewellery stays strong. Jewellery re-
mains the largest source of annual demand for
gold, accounting for around 50% of the total, des-
pite a decline in recent decades.

India and China are the leading consumers, to-
gether accounting for more than 55% of the total
jewellery demand, according to 2023 data from
the World Gold Council. The cultural and histori-
cal significance of gold in these regions, particu-
larly for weddings and festive occasions, largely
explains the stunning request for the metal. Simi-
larly, silver plays an important role in the indus-
try but in the form of sterling silver, an alloy com-
posed of 92.5% silver and 7.5% copper. The reason
not to use silver in its purest form is that it is too
soft for practical use. Sterling silver is popular for
its affordability as well as versatility which make
it a good material for everyday wearing. Platinum
and palladium also have a significant jewellery
demand, respectively accounting for 30% and 28%
of the total. Platinum is renowned for its stren-
gth, hypoallergenic properties, and ability to hold
gemstones securely, making it a preferred choice
for engagement rings and fine jewellery. Finally,
Palladium, known for its lustrous finish and dura-
bility, has gained popularity in recent years, parti-
cularly in the creation of white gold alloys, which
provide a bright, white appearance that is highly
sought after in contemporary jewellery design.
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Beyond jewellery, precious metals have a mul-
titude of other uses linked to the real-economy
that might be less under the spotlight but are
equally important. Gold for instance has an
extended demand coming from the technolo-
gy sector, particularly the electronics one which
accounts for 80% of the total. This high demand
is due to gold’s excellent conductivity, malleabi-
lity, and resistance to corrosion, making it ideal
for creating intricate circuits and memory chips
as well as cables, wires and telecommunications
equipment. To put it into perspective, the ave-
rage amount of gold contained in a smartphone
is 0.034 grams. The expected growth in Al-related
devices and infrastructures is anticipated to fur-
ther drive demand for gold in this sector. Indeed,
Al systems, with their reliance on powerful com-
puting hardware, are one of the top beneficiaries
of gold'’s superior characteristics. Additionally, the
trend toward electrification in various industries is
supporting a growing demand. Electric vehicles,
for instance, use gold-plated connectors and
terminals to ensure efficient power transfer and
reliability. Beyond electronics, gold finds appli-
cations in less-known areas such as space explo-
ration and wearable diagnostic tests. It is used for
shielding spacecraft from infrared radiation and
heat, ensuring the protection of sensitive equip-
ment, and for diagnostic kits, including those for
COVID-19 antigen and antibody tests, due to its
reliable and precise performance. Because of the
similar properties, Silver is equally used in the afo-
rementioned industries. Particularly interesting is
the utilization of the grey metal in the photovol-
taic and photography businesses. In photovoltaic
cells, silver is used to create conductive pathways,
known as silver paste, which collects and trans-
ports the electrical charges generated when sun-
light strikes the silicon cells.

The excellent conductivity properties of silver al-
low for the maximization of the energy conver-
sion efficiency of solar panels. This is the greatest
use of silver in electrical and electronics catego-
ry. Following the advent of digital photography,
the use in this area has diminished but there is
still a solid demand just above 25 million ounces
a year. Its scope is within halide crystals, a chemi-
cal compound formed by silver and one of the six
halogens, used for professional and artistic pho-
tography.

Concerning platinum, one of the most extensive
industrial uses besides jewellery is related to the
automotive industry. This segment is the largest
absorber of platinum supply, estimated to contri-
bute roughly 30 to 45% of the total demand. Pla-
tinum is a key component of catalytic conver-
ters, devices found in almost every gasoline or
diesel engine. These converters are essential for
reducing vehicle emissions by converting toxic
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gases and pollutants, such as carbon monoxide,
into less harmful substances like carbon dioxide
and water vapor. Platinum’s exceptional resis-
tance to high temperatures and its catalytic pro-
perties make it ideal for this application, as it re-
mains stable and effective even under the intense
heat of exhaust systems. Beyond its critical role in
catalytic converters, platinum is also used in the
production of fuel cells, which generate electricity
through the electrochemical reaction of hydrogen
and oxygen. Because of its emission reduction
role, platinum is pivotal in the green transition.
Palladium is also widely used in the automotive
industry — around 80% of the total demand - with
the difference that it is highly effective at lower
temperatures. As the two are closely replaceable,
car manufactories oscillate between the two de-
pending on their cost and availability.

MONEY METAMORPHOSIS

The value of precious metals extends far beyond
jewellery shop windows and factories walls. Pre-
cious metals have garnered interest well before
the implementation of the gold standards with
the first coin made of gold dating from the 6th
Century BC. Among precious metals, gold stands
out as a premier investment vehicle with its value
internationally recognized and benchmarked pri-
marily by the London Bullion Market Association.
Unlike many commodities, gold's trading patterns
are often driven more by investor sentiment than
traditional supply and demand dynamics, as the
significant existing reserves of above-ground gold
far outweigh new mining outputs. Therefore, gi-
ven its characteristic of holding value and low
correlation with other financial asset classes, gold
is most sought in periods of financial distress. In-
deed, gold has hedging financial properties thus
preserving wealth against inflation, weakness in
fiat currencies and geopolitical risk. Gold works
as a diversification instrument, and purchases of
the metal were the most notable development in
FX reserve management over the last years. China
is a typical example of that, with the country no-
tably increasing its reserves since 2015. However,

the United States of America remains the country
with the largest gold reserve. Germany and lItaly
follow in the standings, being the largest holders
in the old continent. The diversification property
is very evident when the US equity and bond mar-
kets are positively correlated. Indeed, a classical
balanced portfolio 50/50 will be outperformed by
a 75/25, where 25 represents the gold allocation.
This diversification can be achieved by purchasing
gold as physical, bars, coins, ETFs and derivatives
products. Interestingly, equity portfolio managers
whose investing mandate is limited to equity only,
sometimes achieve this diversification benefit by
purchasing listed shares in gold producers as a
proxy to gold. More recently, we have seen silver
gaining interest as a store of value but its volati-
lity (which is about twice as large as gold) conti-
nues to deter investors. Meanwhile, Platinum and
Palladium remain largely dominated by industrial
flows and fail to work as safe havens for investors.

ECHOES OF THE NOW

Commodities have been a hot topic for some time
now, particularly following the surge in Q1 2024
and gold spiking to new all-time high. Several
events in recent years, including rising inflation,
tight monetary policy, and escalating geopoliti-
cal tensions, have fundamentally altered the mar-
ket environment and shifted the priorities driving
commodity prices. In the context of gold, an im-
portant monetary regime change could be on the
horizon. This potential shift is largely attributed to
the significant accumulation of gold by central
banks worldwide, which is believed to be a key
factor behind the recent price increase. Despite
rising real interest rates, a persistently hawkish
stance from central bankers, and moderate parti-
cipation from Western investors, gold prices have
continued to climb. This momentum was also
supported by substantial purchases from Chinese
and Indian retail investors but only moderately by
western investors. Should the latter participate
in the buying action, an additional price upward
pressure could be generated. Additionally, the
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geopolitical landscape provides a strong tailwind
for the yellow metal.

Ongoing tensions in the Middle East, the protrac-
ted conflict in Ukraine, rising concerns over Taiwan,
not to mention political elections in Europe, the
UK and the US contribute to a climate of uncer-
tainty that typically benefits safe-haven assets like
gold. The situation is also compounded by the po-
tential for further trade tariffs or regulatory restric-
tions (e.g. Trump Election, Western sanctions on
Russian exports etc.). Moreover, the global econo-
mic outlook remains cloudy, with softened but still
present fears of a recession and uneven recovery
development path for worldwide economies.

Yet the GSClisonly moderately up (+9.43% YTD) this
year despite sky rocketing gold (+12% YTD), cocoa
(+96% YTD), copper (+11.5% YTD) prices. This points
to the idiosyncratic nature of commodities rather
than a general rising market. Overall, the consen-
sus outlook for commodities stays structurally bul-
lish but the dynamics at play are definitely com-
plex and bulls are often disappointed (e.g. Chinese
recent destocking tempered Copper bulls). Timing
the trends is very difficult as it has important
conseguences on risk management. Much of the
road ahead will be defined by how economic ac-
tivity responds to monetary policies and how qui-
ckly interest rates will adjust. As traders we must
find the subtle balance to express a conviction or
signal while staying in position long enough. In a
market where implied volatility is trending lower
but exposed to sudden spikes of realized vols, the
investment process often resembles an art more
than a science.
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PARTING THOUGHTS

The realm of commodity trading is a complex and
dynamic landscape, requiring a deep understan-
ding of market fundamentals and the agility to
adapt to rapid changes. At Electrum, our dual fo-
cus on hedging and investing, supported by ro-
bust risk management strategies, positions us
to navigate these fluctuations effectively. Our ex-
pansion into diverse commodities and markets
reflects our commitment to leveraging expertise
for broader opportunities but, as we continue to
grow, the ability to recognize and act on emerging
trends will be crucial. The ever-changing nature
of commodities demands a proactive approach,
combining thorough analysis with strategic fore-
sight to achieve lasting success.

electrum is the trading division of OCIM Group, a wholly owned subsidiary of OCIM Finance
SA. Our highly experienced team designs and implements tailor-made hedging solutions
on global capital markets, from strategic metals and currencies to interest rates and equi-
ties. We provide the group’s various entities with dynamic strategies and around the clock
execution enabling our partners to focus on their core business while we handle their mar-
ket exposure. Capitalizing on our in-house expertise, we optimise and de-risk their market

transactions so they operate with serenity.



