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Gold has captured most of the spotlight in the metals complex this year after breaking
out to record highs in March. However, copper may be an even more interesting story
as the industrial metal has climbed steadily higher in the shadows of the yellow metal,
amassing a 19% year-to-date return and topping gold’s gain of around 15% (as of June
5).

Copper is not only an important metal utilized across an array of products and
industries, but it’s also widely considered a leading indicator. Rising demand for
copper points to economic expansion and cyclical growth, a message further
reinforced when copper is outperforming gold. And while demand for copper remains
supported by the various facets of the building construction industry, rapidly
increasing investments in the power grid, electric vehicles, renewable energy, and
artificial intelligence-related technologies have elevated demand intensity.

Freeport-McMoRan (FCX), the world’s largest copper miner, highlighted on their first-
quarter earnings call that we could be in the “early stages of a repricing for long-term
copper prices.” The company further added that tight market conditions remain
supported by “constraints on existing supplies, an absence of major new copper
development projects, and extended multiyear lead times for supply development.”

The supply side of the equation is a bit more challenging. As highlighted below,
London Metal Exchange (LME) and Chicago Mercantile Exchange (CME) copper
inventory levels have been moving mostly lower throughout the year. However,
Shanghai copper inventories have surged higher and continue to deviate from
historical stockpile drawdowns into the summer as factory activity ramps up.
Proposed cuts among China’s top smelters, which produce half of the world’s refined
copper, have helped offset some of the more recent oversupply concerns.

The unusually large inventory build in China has sparked demand concerns from the
world’s largest importer of copper. Weakening import demand has surfaced in the
Yangshan premium, which recently turned negative and is now at its lowest level since
2017. This closely watched spread is used as an import demand proxy as it represents
the premium paid on imported cargo into China over LME benchmarks.
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Source: LPL Research, Bloomberg 06/05/24
Disclosures: Past performance is no guarantee of future results. Any futures referenced
are being presented as a proxy, not as a recommendation.

The structure of the futures curve can provide additional insight into supply and
demand balances. When the copper market is tight due to elevated demand and/or
limited supply, the curve often moves into what is called “backwardation,” with spot
prices trading at a premium to forward or future-dated contracts. In contrast, when
spot prices are below the forward price, the market is in what is called “contango,”
indicative of weaker demand. As highlighted below, copper’s futures curve has moved
from contango to backwardation over the last six months.

Copper Futures Curve Points to
Improving Demand
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recommendation. Past performance is no guarantee of future results.

The technical setup for copper remains constructive. As highlighted below, prices have
recently pulled back from overbought conditions and took out support from the 2021-
2022 highs. However, buyers have recently stepped up to defend copper’s uptrend off
the February lows, an area that coincidentally overlaps with the rising 50-day moving
average (dma). The pullback has helped alleviate frothy conditions and reset
overbought conditions.

Speculators have also been piling into copper over the last few months. Managed
money futures positions — highlighted in the bottom panel — have recently climbed to
a three-year high, suggesting the long copper trade could be a little crowded, but the
lack of technical damage amid the latest pullback suggests copper may not be over.

Copper Pullback Finds Support

7M Generic 1st 'HG' Future - Last Price 465.00 M SMAVG (200) on Close (HG1) 397.04 MSMAVG (50) on Close (HG1) 454.56

'm > 500
ke

il
‘ “ & e 38.2%(460.89). ,,,‘l! g0

. - ! >~ 50.0%(442.67). AR

RN R o = Yk Tttt -1 2 X i - 4--
I \ % b S~
| : | hih | )
4 0y Y v
T LT YRV L B

I

Additional support sets up near $443
and at the $425=5430 range.

WRSI (14) on Close (HG1) 48.3034 RSI has reset from overbought levels. 7100

R N Y eV Vs

mManaged Money Net Futures Positions on 5/28/24 62988 Speculators positions have ramped up long positions. K 62988
0

Jun Sep Dec Mar Jun sep Dec Mar Jun Sep Dec Mar Jun
2021 2022 2023 2024



https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/
https://www.lpl.com/join-lpl.html
https://www.lpl.com/join-lpl.html
https://www.lpl.com/join-lpl.html
https://www.lpl.com/join-lpl.html
https://www.lpl.com/join-lpl.html
https://www.lpl.com/join-lpl.html
https://www.lpl.com/institutions.html
https://www.lpl.com/institutions.html
https://www.lpl.com/institutions.html
https://www.lpl.com/institutions.html
https://www.lpl.com/institutions.html
https://www.lpl.com/institutions.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/work-with-a-financial-professional.html
https://www.lpl.com/about-us.html
https://www.lpl.com/about-us.html
https://www.lpl.com/about-us.html
https://www.lpl.com/about-us.html
https://www.lpl.com/about-us.html
https://www.lpl.com/about-us.html
https://www.lpl.com/news-media.html
https://www.lpl.com/news-media.html
https://www.lpl.com/news-media.html
https://www.lpl.com/news-media.html
https://www.lpl.com/news-media.html
https://www.lpl.com/news-media.html
https://www.lpl.com/research.html
https://www.lpl.com/research.html
https://www.lpl.com/research.html
https://www.lpl.com/research.html
https://www.lpl.com/research.html
https://www.lpl.com/research.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html
https://www.lpl.com/accounts/log-in.html

. . ADVISORS

=1l LPL Financial  msmmmons
INVESTORS
ABOUT LPL MEDIA
RESEARCH

technical damage has been limited as bulls recently stepped up and defended a key
area of support. Demand for copper has been reinforced by better-than-expected
global growth, continued momentum in the energy transition, electric vehicle
manufacturing, and the proliferation of artificial intelligence-related technologies.
While the current supply story is a bit mixed with elevated inventories in China, the
structure of the futures curve points to a tight copper market.

IMPORTANT DISCLOSURES

This material is for general information only and is not intended to
provide specific advice or recommendations for any individual. There is
no assurance that the views or strategies discussed are suitable for all
investors. To determine which investment(s) may be appropriate for you,
please consult your financial professional prior to investing.

Investing involves risks including possible loss of principal. No
investment strategy or risk management technique can guarantee return
or eliminate risk.

Indexes are unmanaged and cannot be invested into directly. Index
performance is not indicative of the performance of any investment and
does not reflect fees, expenses, or sales charges. All performance
referenced is historical and is no guarantee of future results.

This material was prepared by LPL Financial, LLC. All information is
believed to be from reliable sources; however LPL Financial makes no
representation as to its completeness or accuracy.

Unless otherwise stated LPL Financial and the third party persons and
firms mentioned are not affiliates of each other and make no
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Municipal bonds are subject and market and interest rate risk and
potentially capital gains tax if sold prior to maturity. Interest income may
be subject to the alternative minimum tax. Municipal bonds are federally
tax-free but other state and local taxes may apply.

Preferred stock dividends are paid at the discretion of the issuing
company. Preferred stocks are subject to interest rate and credit risk.
They may be subject to a call features.

Alternative investments may not be suitable for all investors and involve
special risks such as leveraging the investment, potential adverse
market forces, regulatory changes and potentially illiquidity. The
strategies employed in the management of alternative investments may
accelerate the velocity of potential losses.

Mortgage backed securities are subject to credit, default, prepayment,
extension, market and interest rate risk.

High yield/junk bonds (grade BB or below) are below investment grade
securities, and are subject to higher interest rate, credit, and liquidity
risks than those graded BBB and above. They generally should be part of
a diversified portfolio for sophisticated investors.

Precious metal investing involves greater fluctuation and potential for
losses.

The fast price swings of commodities will result in significant volatility in
an investor's holdings.

Securities and advisory services offered through LPL Financial, a
registered investment advisor and broker-dealer. Member FINRA/SIPC.

Not Insured by FDIC/NCUA or Any Other Government Agency | Not
Bank/Credit Union Deposits or Obligations | Not Bank/Credit Union
Guaranteed | May Lose Value

For Public Use - Tracking: #588698
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Adam Turnquist oversees the management and development of technical research at
LPL Financial. His investment career spans over 15 years.

© 2020 LPL Financial | Member FINRA/SIPC.
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