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Consumption is almost stagnant K F{Chgkgey}({

Jan 84.23 48.8 20.56 0.85 7.33 8.74 85.1
Feb 84.31 50.42 21.27 0.85 7.33 8.74 86.53
Mar 84.08 49.32 20.53 0.85 7.33 8.74 84.56
Apr 84.55 47.87 20.58 0.78 7.52 8.83 84.3
May 84.23 47.8 20.63 0.78 7.52 8.83 84.26
Jun 84.33 48.47 20.74 0.78 7.52 8.83 84.9
Jul 84.63 48.53 20.64 0.73 7.59 8.64 85.18
Aug 83.77 48.81 21.05 0.73 7.59 8.64 85.41
Sep 84.61 48.44 20.38 0.73 7.59 8.64 84.62
Oct 85.45 49.43 20.46 0.79 7.87 8.93 86.44
Nov 85.24 50.11 20.71 0.79 7.87 8.93 87.08
2007 Dec 85.76 49.67 20.87 0.79 7.87 8.93 86.47
Jan 85.72 48.84 20.11 0.86 7.72 8.81 86.25
Feb 85.97 49.82 19.78 0.86 7.72 8.81 87.02
Mar 85.89 49.51 20.31 0.86 7.72 8.81 85.8
Apr 85.67 48.32 20.35 0.8 7.93 8.88 86.04
May 86.13 47.37 20.43 0.8 7.93 8.88 85.12
Jun 86.71 48.35 20.67 0.8 7.93 8.88 86.06
Jul 87.16 48.43 20.68 0.75 8.05 8.66 86.31
Aug 87.06 48.66 20.99 0.75 8.05 8.66 86.49
Sep 87.34 48.94 20.45 0.75 8.05 8.66 86.57
Oct 87.04 48.71 20.62 0.81 8.32 8.97 86.99
Nov 87.24 49.51 20.68 0.81 8.32 8.97 87.69
2008 Dec 87.24 50.93 20.95 0.81 8.32 8.97 88.99




OPEC supply has infact increased this year K HCthSE‘}‘)(((
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Is it a bubble then? K F{Chﬂksey)(((

The present oil boom has symptoms of a financial bubble, such as Japan in the
1980s, technology stocks in the 1990s and, most recently, housing and
mortgages in the US.

There has been no major ‘fundamental changes’ during the past nine months.

The oil markets didn't suddenly discover China's oil demand nine months ago
so this cannot explain the doubling of prices since last August.

In fact, China's “insatiable” demand growth has decelerated. In 2004 it was
consuming an extra 0.9 million barrels a day; in 2007 it was consuming just an
extra 0.3 mbd.

In the same period global demand growth has slowed from 3.6 mbd to 0.7 mbd.

The increase in global demand growth is now well below last year's increase of
0.8 mbd in non-Opec production.
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Increase In Chinese Demand For Petroleum Increase In Index Speculator
Last 5 Years Demand For Petroleum

CONSUMPTION | YEAR OVER Last S Years

(Barrels Per Year) | YEAR CHANGE Fetroleum Product Barrels
2002 1,883,660,777 WTI Crude Qil| 538,499,579
2003 2,036,010,338 152,349,961 Brent Crude Qil| 144,524,265
2004 2,349 681,577 413,671,240 Gasoil 44,122 619
2005 2,452 800,000 103,118,423 Heating Oil 61,164 897
2006 2654 750,989 201,950,989 Sasoline| 50049015
2007 2,803,010,200 148,259,211 TOTAL EHAHGE

TOTAL CHANGE 919,349,423

Source: Energy Information Association, US
Department of Energy

The increase in demand from Index Speculators is almost
equal to the increase in demand from China!



S&P GSCI SPOT PRICE COMMODITY INDEX
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Is it a bubble then? K HCthSEy)(((

The Gulf is overcrowded with supertankers chartered by oil-producing
governments to hold the inventories of oil they are pumping but cannot
sell.

It means that there are few buvyers for physical oil cargoes at today's
prices, but interestingly there are plenty of buyers for pieces of paper
linked to the price of oil next month and next year.

This situation is exactly similar to the bubble in credit markets a year
ago, where nobody wanted to buy sub-prime mortgage bonds, but there
was plenty of demand for “financial derivatives” that allowed investors
to bet on the future value of these bonds.




Financial Funds in Energy markets K HCthSE‘y‘)(\((

« Demand shocks are coming from institutional investors like corporate and government
pension funds, university endowments, and sovereign wealth funds. Index speculators
are the primary cause of the recent price spikes in commodities.

« The explosion in the number of financial players in the energy markets has occurred
especially in the past two years, which also happened to be a period of soaring energy
prices.

e There are now 634 energy hedge funds, up from just 180 in October, 2004.

« Of the total funds now, 210 are strictly energy commodity funds trading oil or oil futures
and options, as opposed to the stocks of energy companies such as ExxonMobil and
Chevron.

 Large financial institutions such as Goldman Sachs and Morgan Stanley have also
stepped up their participation in the energy markets.

More money has flowed into commodities as a hedge against the falling value of the
dollar and as an investment alternative to a volatile stock market. These fund flows have
influenced oil prices heavily.
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Commodity Futures Price Inreases
March 2003 - March 2008

Agricuitural - Cocoa +34% Estimated Annual Inflows

Cofree +161% s&P-GSCI[ DJ-AIG | TOTAL
Corn +134%
Cotton +40% 2004 $16.2 $8.9 $25.1
Soybean Oil +1999%, 2005 $4.8 $12.4 $17.2
Soybeans +143% 2006 $28.3 $11.3 $39.5
Sugar +69% 2007 §14.7 $15.4 $30.1
e e sy 2008 $351]  $200| |$55.1

Livestock Feed Cattle +34% TOTAL $99.1 $68.0 $167.1
Lean Hogs +10%
Live Cattle +23%

Energy | Brent Crude Oil +213% Apart from crude, the Index
WTiCrude OF_+19T% Speculators have raided other
ﬁ::::'r:g oil :::g;j _rnajor_ commoditi_es too. Huge
Gasoline +145% jump in future prices tell the
Natural Gas +71% real reason behind this “Super

Base Metals ~ Aluminum +120% Spike™ theory.
Lead +564%
Nickel +282%
Zinc +225%
Copper +413%
Precious Metals Gold +183%

Silver +331%




Financial Funds in Energy markets KHCthSE}J’)(((

« These funds are not traditional speculators but index speculators, or passive
investors who enter the commodities markets as along-term hedge against
inflation.

« Though, Commodities exchanges limit the number of positions an investor can
take in the market, the Commodity Futures Trading Commission has allowed
unlimited speculation in these markets through a loophole.

 This ‘swaps loophole” exempts investment banks like Goldman Sachs and Merrill
Lynch from reporting requirements and limits on trading positions that are
required of other investors.

« Theloophole allows pension funds, etc. to enter into a swap agreement with an
investment bank, which can then trade unlimited numbers of the contracts in
futures markets.




Commodity Futures Market Size
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Number of Market Participants in
NYMEX WTI Crude Sweet Oil Futures Markets
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Financial Funds in Energy markets KHCthSE&}J’)(((

 Speculative activity in commodity markets has grown dramatically over the last
several years.

 In the past decade, the share of |long interests—positions that benefit when
prices rise—held by financial speculators has grown from one-guarter to two-
thirds of the commodity market.

 Inonly five years, from 2003 to 2008, investment in index funds tied to
commodities has grown twentyfold, from $13 billion to $260 billion.

« Hence, oil's recent rise has been fueled by non-supply-demand factors and
potential inventory misperceptions.

In fact, new price determinants, dollar's value and interest rates in the oil markets,
are replacing supply and demand.
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Average Daily Dollar Value Of Open Interest

{in millions) 2002 2003 2004 2005 20086 2007 2008
COCOA|: 1.815|5 1510|15 1569|% 1,883|% 2,040|% 2690|5 4,062
COFFEE|$ 1.408[5% 1.693|% 2748|% 3,769|% 4,203|% 6£,308|% 9521
CORN|® 5435|5 518|5 8,182|% 7.657|% 15,059% 23,763|% 37427
COTTON|S 1646|5 2930|5 2645|% 2841|% 4,259|% 6.822|% 11,689
SOYBEAN OILIE  1,441|% 1,952|5 2456|% 1,944|% 3, 186]% 5756|% 8,868
SOYBEANS|: 4.8B3|5 7.306)5 9480|%3 8.846]|% 10,129|% 20882|% 37.399
SUGAR|E 1.521|5 1.712|5 2772|% 5120|1% 8,634|% 81745 15509
WHEAT|® 1,836|5 1,862|% 2647|% 3,827|% 7.414|% 11,608|5 19,742
WHEAT KCI$  1,204|%  1,081|5 1.240|% 1,525|1% 3,099|% 40948 6,253
FEED CATTLE|% 54015 75715 804|% 1,298]|% 1518|% 1409| 1,818
LEAN HOGS|5 502|% g58|s 1.873|% 2309)% 3,285|% 3875|% 4465
LIVE CATTLE|® 2670|5 3.595|% 3556|% 4.859|% &701|% 7.909|% 8764
[BREMNT CRUDE|S 6.596]|5 84865 12.620(5 19.388|% 21.094|% 456535 52832
WTI CRUDE|: 16,052|5 20,400|5 33620|% 55297|% 80,996|% 130,699|% 199 570
GASOILIS 30005 3.605|5 o AGT[F TO.T96[F 14.749|% Z2T.006[5 22.017]
HEATING OIL|E 4412|5 5.105|5 8,242|% 11,838|% 13,575|% 17.903|% 23854
GASOLINE|E 3,714|5 39475 7.,304|1% 10,276|% 11,366|% 16,085|% 24,213
NATURAL GAS|E 23551|5 27.812|5 25897|% 42427|% 45067|% 54,075|5 72834
ALUMINUMI|S als ] &3 0|F 12,286|% 23 676|% 27.589|% 32,741
LEAD|% als ] B ol% GT7|E 981|% 2226|1% 2,134
MNICKEL[% als ] B 0|F 1,986|% 4415|% 669015 6,608
ZINC|% als ] &3 0% 2696|% 6759|% 6917|F 6428
COPPER|% als ] B 0| 11.864|% 26 516]% 28921|% 32,717
GOLD|S 5.633]|5 9.851|5 13221|% 13.,860|% 18,929|% 24.891)|% 43,700
SILVER|S 1,976|% 2.438|5 3745|% 4,286|% 6447|% 7T437|% 12,935
TOTAL|S 90,991|% 112,168|% 150,082|% 242,955|% 354,097|% 493,382|% 699,400
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This publication has been prepared solely for information purpose and does not constitute a solicitation to any person to buy or sell
a security. While the information contained therein has been obtained from sources believed to be reliable, investors are advised to
satisfy themselves before making any investments. Kisan Ratilal Choksey Shares & Sec Pvt Ltd., does not bear any responsibility
for the authentication of the information contained in the reports and consequently, is not liable for any decisions taken based on the
same. Further, KRC Research Reports only provide information updates and analysis. All opinion for buying and selling are
available to investors when they are registered clients of KRC Investment Advisory Services. As per SEBI requirements it is stated
that, Kisan Ratilal Choksey Shares & Sec Pvt Ltd., and/or individuals thereof may have positions in securities referred herein and
may make purchases or sale thereof while this report is in circulation.
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