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2014 Winners & Losers
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Source: Deutsche Bank, Bloomberg Finance LP (data as of June 30, 2014)

A Commodity prices have become
increasingly driven by supply
developments in 2014.

p

Indeed the price gains across the
agriculture and livestock sectors have
been triggered by crop disappointment
in South America (coffee, soybeans)
and the porcine virus in the US (lean
hogs).

p>2)

Meanwhile the gains in nickel are
largely attributable to the Indonesian
export ban while strikes in South Africa
have supported the PGM complex.
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Correlation Subsidence

Cross Asset Correlation Cross Commodity Sector Correlation
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Outlook

A The correlation of commodities to other asset classes has collapsed to pre-crisis levels.

A Moreover the correlation between commodity sectors has also been on the decline.

A These suggest that commodity sector returns are increasingly being driven by sector specific
fundamentals.

A It also restores the diversification properties of commodities as an asset class.
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Commodities Dashboard

Metals Outlook ForH2 6 1 4
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CYANREINES

A Gold to suffer as the interest rate cycle turns, pushing US real yields and the US dollar higher. PGMs
to outperform on a slower than expected strike recovery and a strong Auto sector. High inventories

) H

will cap prices.
A The demand outlook is improving: A strong lagging correlation (1 i 3 months) in base metals with the
demand weighted PMI&6s. The outl ook is stillibein

supply shocks, supply curtailments and supply momentum.

A Bulk commodity prices to weaken on supply growth and slowing demand growth. Tentative cost
support in the coals, but there is scope for further cost-out.

A Cautious energy on US oil supply growth, a declining call on OPEC spare capacity, but offset by

rising geopolitical risk.
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Oil Market Stability

Brent Crude Oil Commodity Implied Volatility
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Sources: Bloomberg Finance LP, Deutsche Bank
Two-year historical range; body represents 25th to 75th percentiles, whiskers represent
5th and 95th percentiles.

A Crude oil prices have traded in a relatively tight range for the past three years.

A This stability has occurred at a time of rapid US crude oil supply growth, significant production outages
across OPEC and non-OPEC countries and in the midst of pockets of heightened geopolitical risk such as
sanctions against Iran, political instability in Ukraine and the latest escalation in violence across Irag.
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OIl Market Stress In The Arb

WTI-Brent Spread
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A However, there has been considerable volatility in the price of regional crudes and specifically between
WTI and Brent.

A An oversupplied US crude oil market has meant WTI has moved to a significant discount versus Brent.
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The Threat To Iraqi Oll Infrastructure

|l raqb6s Major Oil Fi el

A ISIS has taken control of the northern and
eastern parts of Irag. However, around 75% of
Iraqi oil production occurs in the south and
approximately 85% of the <co
reserves are also in the south.

TURKEY

p>)

Iraqi oil production is currently around
3.3mmb/d and is forecast to rise to 4mmbd by
the end of the year and 5mmbd before the end
of the decade.

AL-ANBAR

SAUDI ARABIA

>

The main threat has been to
refining capacity given the capture by ISIS of
the Baiji oil refinery near Tikrit.

e Major oil refineries
e Major oil fields

Sources: Wikimedia Commons, Deutsche Bank
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The Role Of Iraq

Brent Price Spi kj@OilSupply Growth To 2019 Long Dated Brent
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A Iraq represents one of the major hopes in terms of oil supply growth over the next five years.
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Iraq capacity expansion projects

Iraq oil project targets
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Outlook

~

A The more difficult factor to assess in Iraq is how much current events will retard the development of projects intended to
expand capacity in the long term.

A Prior to events in June, the Iraqgi government had already been in the process of renegotiating production targets. Now,
even these lower revised 2020 targets are at risk. The sum of the revised targets implies 2020 total production of 9.8-10.2
mmb/d, whereas forecasts from the IEA and Wood Mackenzie suggest that total production may be only half that, in the
range of 4.6-5.2 mmb/d by 2020.

~
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Tipping Point For Consumers

The S&P500 To Oil Price Ratio Oil As A Share Of Global GDP

Ratio of S&P500 to Brent curde oil price 6.8% Avg
1980-1982
30 - 7% -
0, -
- 6% 4.7%
2008
5% -+
20 -
1.9% Avg
5 4% 1 1986-2003
| )
3% -+ [ )
10 -~
2% -
5 .
1% A
0 T T T T T T T T r 0%
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 1970 1975 1980 1985 1990 1995 2000 2005 2010
Sources: Deutsche Bank, Deutsche Bank Sources: Deutsche Bank, IMF, EIA, BP

Outlook

A One way to assess oil market fundamentals and its impact on the economy is to examine the
SP500 to oil price ratio. If rising oil prices are obstructing economic growth then the S&P500 to oil
price ratio should be falling.

A Another way to assess at what level oil prices would need to rise to trigger a slump in the global
economy is to examine the share of oil relative to world GDP.
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Oil Supply Disruptions Compared

Iragi Oil Production In Context

Event Supply loss (mmb/d)
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price spike
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Iraq production 3.4
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Source: Deutsche Bank, US DOE/EIA

AAt 3. 4mmb/ d, l ragbs oi l production i s mmbiglni fi can
A In the last four major oil price disruptions events, we find that oil prices rose by on average 38% in
response to an average supply loss of 4.1mmb/d.
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Developments In The WTI Forward Curve

WTI Froward Curve US Cushing, Oklahoma Crude Qil Inventory

NYMEX WTI forward curves
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A Historically an oversupplied US crude oil market meant the WTI forward curve was in contango.

A However, pipeline expansions have helped to clear the excessive level of crude oil inventories in Cushing,
Oklahoma and this has helped to tighten WTI fundamentals and push the forward curve into
backwardation.
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US Gulf Coast Crude OIll Inventories

Gulf Coast Inventories Hit A Record High
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A However, on a statewide basis, total US crude oil inventories excluding the SPR rose to a record high of
389 million barrels at the end of May with the US Gulf Coast responsible for a large share of the
increase.

A Rapid US crude oil supply growth, the opening of the TransCanada Marketlink Pipeline from Cushing ,
OK to Houston, TX as well as seasonal maintenance in US refineries have contributed to US Gulf Coast
inventories hitting a record high this year.
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Ti

pping Point For Producers

Budget Breakeven Brent Qil Prices Budget Breakeven Brent Oil Prices (USD)
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~

A Generous social programmes have meant Middle Eastern government require much higher oil

A In Saudi Arabia, we estimate that the budget breakeven price have risen again in 2014 to a new

prices to balance their fiscal outlays.

record high.
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Valuing Commodities In Real Terms

Commodities: Whatos Expensive & Wh
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A Crude oil is the most richly priced commaodity in the world, trading at more than 100% above its long
run historical average in real terms.
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Aggressive Crude Oil Length

Speculative Positioning
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Outlook

A According to CFTC data, speculative positioning is mixed with aggressive length in WTI.
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Oil, Equities & The Dollar

Equity Divergence since Jan-2013
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Outlook
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A Crude oil prices have decoupled from the US equity market. No longer does a 50 point move in the S&P translate into a
$4/bbl rise in Brent crude. In contrast to the period of financial dislocation associated with the US financial crisis and Euro
debt crisis, commodities in general are now showing lower correlations with financial assets and consequently, a greater
influence of market-specific fundamentals.

A The exception to this is the US dollar. Our 12-month currency targets imply a 11% appreciation in the Dollar Index (DXY)

over the next 12 months, and we believe this holds risks for the crude oil price.
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Oil, US Treasuries & Implied Volatility

Inconsistent relationship with Bonds Inverse relationship with Volatility
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Outlook

A Crude oil prices have had an inconsistent relationship with bond prices, with the clearest link occurring during times of
sharply rising or falling risk perceptions, and increasing or decreasing investor allocations to commodities. This negative
relationship held, for example over the 2008-2010 period.

The relationship of crude oil prices to volatility is somewhat more well-behaved, although high implied vol can be
associated with sharp moves both to the downside (2008 financial crisis) as well as the upside (1990 invasion of Kuwait),
with the current period of low volatility being associated with relatively stable crude oil prices.

>
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Oil Quarterly Correlations

Correlation with Financial Assets

Quarterly correlation of daily returns
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A Historically there have been long periods when oil has shown very low correlations with financial assets.
A In the past decade the strongest relationships have been with the S&P500 and the US Dollar. However, the decoupling of

oil and the S&P500 since 2013 suggests that this relationship may be weaker going forward. Impending US Dollar
strength in the next several years will test the Oil/lUSD relationship.

Deutsche Bank

July 2014 Grant Sporre (grant.sporre@db.com)
Commodities Research Michael Hsueh (michael.hsueh@db.com)

20


mailto:grant.sporre@db.com
mailto:michael.hsueh@db.com

EM oil demand growth dominates

Global oil demand growth by key
region/country (mbd)

1.4 9 min Bbl/day World 15 - —— OECD Europe
12 - China
W2014E  2015E ©2016E ®2017E 14
1.0 A
r
0.8 - 0.5 A
. e
China
0.6 - 0 1
Other Non- . R ¢
0.4 - OECD Asia Middle Resto
. East World
us Latin -0.5 1
0.2 - OECD America
: Europe I I I I
00 'J T I T T T T T T T -1 -
1989 1992 1995 1998 2001 2004 2007 2010
-0.2 -
Source: IEA, Deutsche Bank Source: IEA, Bloomberg Finance LP, Deutsche Bank

A US oil demand will eke out minimal increases while European demand continues to contract. Positive GDP growth in
Europe has increasingly been associated with low or negative oil demand growth as fuel efficiency gains dominate.

A EM Asia will contribute the greatest share of global oil demand growth this year, while the Middle East and Latin America
will also be meaningful contributors. China will be the largest contributor to global oil demand on a growth basis this year,

equal to 34% of the total. Chinads oi |-2011utis onshe degiineof GDP

According to Asia equity research, oil intensity excluding outliers is now at 0.52 over the 2008-2013 period.
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China oil demand growth

China oil demand growth Relationship with GDP growth
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Outlook
A Chinads oil demand growth rate going forward is unlikely

consumption patterns as well as lower GDP growth.

A Lower GDP growth rates over 2012-2014 have also been associated with a narrower range of associated oil demand
growth rates, suggesting that demand surprises are | ess
export-oriented industry and fixed asset investment to domestic consumer-driven consumption supports this hypothesis.
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2014 US supply growth estimates leveling out

IEA and EIA 2014 forecasts North Dakota production and infrastructure

growth
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A IEA forecasts of 2014 US supply growth have leveled out while EIA now shows growth of 1.2 mbd yoy. Based on total
production of crude and NGLs, EIA forecasts appears closer to the actual rate of 1.29 mbd yoy.

A Evacuation capacity of infrastructure in North Dakota could expand signficantly through 2016 if long-distance pipelines are
approved (Enbridge Sandpiper and TransCanada Keystone XL), included in chart above. This would raise headroom for
further expansion of Bakken production.
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US supply growth owed to tight oil

Tight oil represents most growth (kbd)
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Tight oil will continue to dominate US oil supply growth, with NGLs providing a supporting role.

Amongst tight oil plays, the Eagle Ford has been the top contributor to oil supply growth in the past 4 years. In the next 6
years to 2020, the Eagle Ford, Bakken/Three Forks, and Permian Basins will equally contribute roughly 650kbd
cumulatively.

A Increased reliance on tight oil may strengthen price support around $80/bbl as US drilling contracts tend to run on shorter
timeframes (6 months to 1 year). Roughly 40% of US tight oil production has an incentive cost above $80/bbl.

A
A
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US demand drivers weakened since 2007

Vehicle miles travelled and vehicles per Fleet average fuel efficiency by model year and

licensed driver

CAFE standards (mpg)
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Outlook

A Transportation is the dominant mode of consumption for U.S. oil products. Finished motor gasoline makes up 46% of total
U.S. product supplied. With the addition of distillate fuel oil this rises to 66% of total product supplied.
A Total vehicle miles travelled (VMT) has not risen above its monthly peak of 3.039 trillion miles in Nov 2007. January 2014
VMT was roughly equal to the January 2011 VMT figure.
A Afurther important driver is the fact that fleet average fuel efficiency for the model 2015 year has increased by 14% over
the model 2010 year.
Deutsche Bank
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Stagnation in US demand growth

US product supplied (kbd)
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A Consequently, U.S. monthly product supplied has not exceeded the high reached in December 2005. The Dec 2013
average, despite being a colder-weather month than Dec 2005 (696 HDDs versus 682), measured 7.7% lower in total
product supplied compared to Dec 2005.

A Motor gasoline demand has been resilient as it has fallen by less than the overall oil product slate, while
propane/propylene demand has actually increased.
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OPEC Supply and Spare Capacity

OPEC production likely to remain close to
guota (kbd)

OPEC spare capacity rising (mbd)
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Outlook

A Despite political instability in Iraq and a slow progress in restoring Libyan production, medium-term prospects are in fact
positive for OPEC spare capacity. Excluding risks to future development of Iragi and Libyan oil production capacity, we
would have expected OPEC spare capacity to build significantly from 4.3 mmb/d currently, to 6.3 mmb/d in 2019.

A Alternatively, in a risked scenario we can assume no change to Iragi and Libyan sustainable production capacity. This
would still give us overall growth in OPEC spare capacity to 4.8 mmb/d in 2019, and up to 5.7 mmb/d in 2016 as UAE,
Nigeria and Angola raise capacity.
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Libya and Iran Supply

Libya production and capacity (mbd)
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A Signs of a recovery in Libya are in place, but physical constraints will translate into delays. Rebels have agreed to hand
over the larger ports of Es Sider and Ras Lanuf, but exports from Hariga and Zueitina have been slow to start. The El
Feel field has restarted but damage to oil pumps will delay EIl Sharara.

Expectations in March were that Iran would offer to suspend production of medium-enriched uranium and accept limits on
low-enriched uranium. Now that appears to be premature, as Iran is expressing a need to significantly expand its uranium
enrichment capacity, showing a wide gap between Iran and the six major powers negotiating for an agreement.

>
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Non-OPEC supply growth to exceed Demand growth

World demand and Non-OPEC supply growth US the largest player in Non-OPEC supply

(kbd yoy) growth
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~

A We expect total Non-OPEC supply growth to exceed world demand growth through 2016, suggesting that any crude oil
price advances will be contained. A resumption of US dollar appreciation in accordance with what we expect to be the
new long-term trend should also be a restraining influence on prices.

A Clearly the US is the strongest driver for increasing Non-OPEC supply. A moderation in US supply growth over the latter
part of the decade means that the trend in increasing OPEC spare capacity is likely to reverse in the post-2016 timeframe,
during which world demand growth will again outpace Non-OPEC supply growth.
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US Natural Gas

End Of Season Storage Levels Are At Critically Low Levels
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Outlook

A US natural gas storage levels are at critically low levels. Indeed they are at their lowest levels since 2000 in
percentage terms and the lowest level since 2005 in absolute terms. In both these years natural gas prices spiked
by more than 100%.

A We expect risks will be primarily weather dependent but any excessive summer warmth could deliver significant
upside price spike risk.
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Summer Gas S/D Assumptions
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A Stronger-than-expected natural gas supply growth this summer has been absorbed by rising industrial demand which
reflects a multi-year project pipeline of investments. We upgrade our forecasts for industrial demand both this summer and
through 2017.

A Dry gas production increases are indeed on the rise, registering +3.3 bcf/d yoy in June month-to-date, up from 2.9 bcf/d in
May, Figure 4. This most likely contributed to injections exceeding consensus by 7 bcf in the week ending 20 June, and
August natural gas prices consequently falling towards $4.40/mmBtu.
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US Gas Injection Season

Injection season forecast
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Outlook

A We mark down the November storage forecast by 100 bcf owing to slow injection progress in Q2, and raise our
expectation of Q1-15 pricing by $0.10/mmBtu to $5.00/mmBtu. As the injection season is now almost halfway in volume
terms of the typical injection profile, certainty is now higher regarding the likely pre-winter storage level and the potential
for a tight winter.

A What should be considered a normal level of storage in percentage of working gas capacity? We would argue that 85% is
the relevant standard, since total working gas capacity in 2014 is low relative to estimated consumption (65.7 days).
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Q2 Is An Important Gas Injection Quarter

Jul/Aug Injections Are Weak

B 5-year average injections (bcf/d)
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25 A

20 A

15 A

10 A

ol
0 - ' ' : : : ,

Apr May Jun Jul Aug Sep Oct
Source: US EIA, Deutsche Bank Source: NOAA National Weather Service

A 47% of storage injections typically occur in Q2 because of two factors: (i) Utility demand is picking up from winter, but is
still below the peak months of July and August. (ii) Depleted fields can inject at the fastest rates when they are empty.
Depleted field storage represents the vast majority (81%) of US working gas capacity.

A NOAA seasonal weather forecasts indicate predominantly warm risks in the peak summer months, which means that
injections will likely be suppressed as normal. Note that 2013 summer was also warmer than normal, meaning that year-
on-year utility demand may be similar.
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Gas production metrics signal slower growth
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Outlook

A We assume dry gas production growth will average 3.2 bcf/d yoy over the course of Q2 and Q3. Well performance
improvements appear to be levelling out as Reduced Cluster Spaced (RCS) completions became standard practice in 2H-

13. Average initial production (IP) rates are growing at a slower rate.
A This in combination with the fact that national gas-directed rig counts remain near all time lows, suggests that upside

production surprises may be harder to come by this year.
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How much has gas injection disappointed?

Required versus actual weekly storage WD/INJ US gas storage injection profile
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Outlook
A Injections have fallen short of the profile to reach 74% fullness in 9 out of the 12 weeks so far in this injection season.
A Achieving an end of season volume of 3,373 bcf would equate to 72% fullness on 7 November, reflecting the shortfalls

already realised so far.

Injection rates are unlikely to rise sufficiently to make a large difference to the November figure now. Whereas at the start
of the summer, we estimated that dry gas production growth would have to measure +5.2 bcf/d yoy in order for storage to
reach 85% full, we now estimate that production would have to grow by 7.9 bcf/d yoy to reach the same goal.

>
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Low gas storage associated with low forward spreads

US gas storage level and storage spread
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A Plotting the historical end-of-March storage levels against forward storage spreads (Nov-Mar over Apr-Oct), we find that
forward spreads are typically very low in years when storage finishes the winter at a low level.

A This paradoxical result is probably best explained by the fact that a shortage of gas in the prompt market causes front-end
backwardation, offsetting the seasonal upward slope in next-winter prices. This can be interpreted as an expression of
confidence in high storage fill over the summer, or confidence in the ability of supply growth to meet demand over the
winter through production rather than withdrawals.
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US gas out-turn storage spreads

Out-turn storage spread ($/mmBtu)
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A In both of the comparable years of 2001 and 2003, very low end-of-winter stocks were associated with very low forward
storage spreads.

A In both of these years, storage spreads widened significantly on out-turn. We measure this by taking the forward Nov-Mar
price on each given day, less Henry Hub spot. We believe $0.40/mmBtu is a good estimate of the minimum incentive
required to pay for operational costs.

A This year, the out-turn spread remains exceptionally low, expressing unprecedented confidence in supply.
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Gas injection surprises met with large selloffs

Injection surprises and Q1-15 selloffs
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A Small upside surprises in the weekly injection numbers in late April and May have been met with outsized selloffs in the
Q1-15 contract. Larger negative withdrawal surprises in early April were met with similar-sized moves higher in Q1-15
contract.
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Investor positioning in US natural gas

CFTC Positioning in US Natural Gas Risk Reversal in US Natural Gas
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A In the past several weeks, long exposure has been scaled back and short exposure increased, driving the net positioning
level to -126k. The 5-year history of CFTC reports shows that positioning has ranged from -34k to -223k contracts.

A Despite the recent sell off in Henry Hub, the options market continues to price call options at a premium to put options,
suggesting that investor sentiment still favours exposure to and/or protection from outsized upside moves.
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Approved US LNG Exports Rise To 9.3 bcf/d

LNG Project Approvals (mtpa) Economics to Asia ($/mmBtu)
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A DOE has approved the 7t project which is the first greenfield project approved. An additional 2 project approvals would
bring the total up to the 12 bcf/d threshold (High Level) specified in the NERA Economic Consulting report. We expect 1.5
bcf/d in operation in 2017 and as much as 7.5 bcf/d by 2020.

A While economics to Asia are clearly in the money, we believe that diversification of price risk is an equally important
consideration for Asian buyers (and potentially better bargaining power in renegotiations).

A Economics delivered to Europe are less positive and therefore limited volumes are likely to be shipped.
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Market Timing A Challenge For Further US LNG

High volume of possible supply in 2020 (mtpa)
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A Including Sabine Pass (T1-4), Freeport and Cove Point in the LNG balance, forecast demand would be nearly satisfied in
2020 (short of 2mtpa).

A While this does not account for unplanned outages, it does highlight potential challenges for further US LNG export
projects to secure pre-contracted demand in the 2020 timeframe, at which point in time a combined volume of 80mtpa in
possible new projects may reach the market. This includes 32mtpa of possible new supply outside of North America in
2020.
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Medium term US gas demand picture looks positive

Price forecast and consensus ($/mmBtu)
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Outlook

A We believe the market has now come to terms with the fact that November 2014 storage will be significantly below
normal. However, pricing does not reflect the risk that production growth will be insufficient to deal with a cold winter.

In the longer term, investments in industrial capacity and LNG exports along with increased utility consumption will add
significantly to demand through 2019.

A
A While drilling rig efficiencies have continued to improve, gas-directed rig counts remain near record lows. Therefore the

stronger production increases necessary to balance in 2016 and 2017 are uncertain. As a result, if demand growth
proceeds according to our model, prices may rise faster than we currently assume.
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Metals & Bulk Commodities
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Commodity summary

A Base Metals: improving global growth is supportive, but there are clear supply side

differentiators.
A Zinc / Lead: Chinese smelter profitability and mine closures leading to deficits. Upside price risks
Nickel has seen a dramatic shift with the Indonesian ban holding firm. Short-term risks but higher prices for longer.
Copper more mined supply will keep the market in a surplus, but probably not as much as the market expects. Financing
unwind is a temporary distraction. In addition to cost curve and SRB behaviour is providing support.
A Aluminium: Curtailments have tightened the market outside of China, impacting premiums. More cuts are needed
preferably in China to turn bullish. Supply cuts are tempering supply growth rates.

A Precious Metals: a strong USD and rising bond yields offset by strong physical demand

A Cautious Gold on a USD revival. H2 will see the Fed turn more hawkish in its messaging. A change in Indian import
duties will be supportive at the margin.
Silver likelytore-r at e as g imprbva. ICheBpMh ap®sitioning and valuation perspective.
Improving platinum fundamentals as Auto demand in the Developed world remains robust. Protracted strike has helped
the inventory situation. The strike is likely to have permanently impaired the SA supply base.
A Palladium is a structural favourite and one of our top picks.

A Bulks: Supply curtailments versus supply momentum
A Iron ore prices will ease lower as more supply hits the market. High cost supply will have to give way in order to balance
the market. Domestic Chinese production, Indian exports and smaller Australian and Canadian producers.
A Coal: Supply cuts in Met coal have provided the market with some support, whilst there have been minimal cuts in
Thermal. More cuts required to balance market.

> >

> >

Deutsche Bank
July 2014 Grant Sporre (grant.sporre@db.com) 44
Commodities Research Michael Hsueh (michael.hsueh@db.com)



mailto:grant.sporre@db.com
mailto:michael.hsueh@db.com

Ranking metals on fundamental and technical factors
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A We attempt to rank the relative attractiveness of metals according to fundamentals and technical
factors.

A We are relatively more positive on nickel, zinc, lead, platinum and palladium based on market supply-
demand balances.

A While we are relatively more cautious on gold, silver, alumina, met coal and iron ore

A However, it should be noted that a single variable can exert a very strong influence and so metrics are
not necessarily independent.

Deutsche Bank

July 2014 Grant Sporre (grant.sporre@db.com) 45
Commodities Research Michael Hsueh (michael.hsueh@db.com)



mailto:grant.sporre@db.com
mailto:michael.hsueh@db.com

