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China credit crunch could cripple copper
Summary





The end of cheap credit in China may focus overleveraged base metal producers on cutting
costs. The wind-down of copper stocks may have further to go.
The directional downturn in copper is led by weakening fundamentals. Without policy
stimulus, increasing speculative short positions may feed negative sentiment on copper.
Investors may consider a short leveraged position on copper: buying Boost Copper
3xShort Daily ETP (3HCS)

Copper's weakening fundamentals are driving investors to take short positions
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Tensions in Shanghai’s interbank lending market
signals an end to easy credit in China.
Overleveraged industrial producers will focus on
cost control, driving the reduction in stock levels
of base metals, including copper. At this stage in
this cycle, the falling stock levels in copper are
more a result of oversupply than they are due to
falling
demand.
Against
a
fundamentally
weakening outlook for China’s industrial activity,
copper stock levels remain high, potentially
fuelling short positioning by speculators. As a
result, investors may consider a short leveraged
position in copper using the Boost Copper 3x
Short Daily ETP (3HCS).

Spiking SHIBOR (China's version of LIBOR) in the last
two weeks are reinforcing investors worries of China’s
credit fuelled industrial expansion. As loans are being
reigned in, base metal producers and traders are likely
to feel the squeeze, putting pressure on them to
turnover inventories faster and stockpile less. There is
growing pressure among copper producers to cut back
production. In spite of the marked reduction of copper
stockpiling in Shanghai warehouses since April (see
chart), the current stock levels of 182,000 tonnes
remain 54% above the 5 year historic average. This
period has been dominated by very strong GDP y-o-y
growth of 9-10%. Against a backdrop of Chinese
output currently growing at 7.7% and manufacturing
sentiment weakening, copper output is set to slow
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down, adding further pressure to reduce stock.
Reflecting the weakening Chinese fundamentals is the
reversal in prices of industrial commodities, which
along with precious metals, have been in steady
decline since the fall of 2011.
In 2009, investors were bearish on copper until the
price recovered back to ~6000 USD/MT on the LME
that August. With the West in a deep recession and
fiscal stimulus implementation by the Chinese
government still in its early days, stocks of copper
were low. Due to demand fallout, the low stock levels
in turn served as a bearish signal for investors, driving
them to build-up significant short copper positions on
the NYME. When copper prices started to recover on
the back of destocking by producers and gradual
implementation of China’s public infrastructure
stimulus program, investors turned bullish on copper
throughout 2010 and most of 2011 (see chart).

2008. At that time, the bottoming of copper prices
created extreme speculative bearish positioning. With
about 18% of open interest in copper representing
speculative net shorts, the extent of bearishness built
into copper prices then was twice as much as it is
today. However, as the weakening fundamentals
underpinning China’s investment-led growth are laid
bare by the PBOC’s hardening stance towards
excessive credit growth, hedge funds and active
investors may turn more bearish, feeding the negative
sentiment; As this may sustain copper’s directional
downtrend further, it offers investors an opportunity to
short copper. Investors may consider buying the Boost
Copper 3x Short Daily ETP (3HCS).

As the Chinese economic cycle is now entering a
slowdown, it is the oversupply, more so than a demand
fallout, which has instigated a renewed build-up in
short positions in copper. Copper prices have been
falling on the back of this. However, what makes the
price slump of copper since 2011 different to 2008 is
its magnitude and speed. In 2008, in the space of just
6 months, the copper price crashed by 66%. In 2011,
when copper peaked to over 10,000 USD/MT, copper
fell by 27% and recovered by 4% the following year.
Given that this year copper is again down 15% (to 27
June), the two and half year performance of copper
translates into a decline of 30%. As the downturn is
more gradual and far less extreme in comparison to
2008, it is likely that the weakness in copper this time
around is underpinned by weakening fundamentals
rather than by aggressive bearish speculative positions
held by hedge funds and active investors.
A less speculative driven downturn in copper is also
reflected in the extent to which investors have built up
short positions. As the chart shows, with the number of
net speculative short positions relative to open interest
in copper on the NYME recently rising to 9%, negative
sentiment in copper appears to be growing. The last
time investors were this bearish was in July 2009, after
copper rose steadily for 7 months, having emerged
from its multi-year low of 2800 USD/MT in December
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Disclaimer
This communication has been provided by Boost ETP LLP which is an appointed representative of Mirabella Financial Services LLP which is authorised and
regulated by the Financial Conduct Authority.
The products discussed in this document are issued by Boost Issuer PLC (the “Issuer”) under a Prospectus approved by the Central Bank of Ireland as having
been drawn up in accordance with the Directive 2003/71/EC. The Prospectus has been passported from Ireland into the United Kingdom and is available on the
websites of the Central Bank of Ireland and the Issuer. Please read the Prospectus before you invest in any Exchange Traded Products (“ETPs”). Neither the
Issuer nor Boost ETP LLP is acting for you in any way in relation to the investment to which this communication relates, or providing investment advice to you.
The information is not an offer to buy or sell or solicitation of an offer to buy or sell any security or investment. You are advised to seek your own independent
legal, investment and tax or other advice as you see fit.
The value of an investment in ETPs may go down as well as up and past performance is not a reliable indicator of future performance. An investment in ETPs is
dependent on the performance of the underlying index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks
including among others, general market risks relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the ETP, exchange
rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.
ETPs offering daily leveraged or daily short exposures (“Leveraged ETPs”) are products which feature specific risks that prospective investors should
understand before investing in them. Higher volatility of the underlying indices and holding periods longer than a day may have an adverse impact on the
performance of Leveraged ETPs. As such, Leveraged ETPs are intended for financially sophisticated investors who wish to take a short term view on the
underlying indices. As a consequence, Boost ETP LLP is not promoting or marketing Boost ETPs to Retail Clients. Investors should refer to the section entitled
"Risk Factors" and “Economic Overview of the ETP Securities” in the Prospectus for further details of these and other risks associated with an investment in
Leveraged ETPs and consult their financial advisors as needed.
This marketing information is derived from information generally available to the public from sources believed to be reliable although Boost ETP LLP does not
warrant the accuracy or completeness of such information. All registered trademarks referred to herein have been licensed for use. None of the products
discussed above are sponsored, endorsed, sold or promoted by any registered trademark owner and such owners make no representation or warranty regarding
the advisability on dealing in any of the ETPs.
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