
The Goldman Sachs Group, Inc.

Presentation HeadingA commodity recovery you can see and believePresentation HeadingA commodity recovery you can see and believe
As DM growth improves in 2011, shortages likely to become more visible

January 2011

Jeffrey Currie Goldman Sachs International       +44-(0)20-7774-6112 jeffrey.currie@gs.com

The Goldman Sachs Group, Inc. does and seeks to do business with companies covered in its research reports. As a result, investors should be aware 
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in 
making their investment decision.

For Reg AC certification, see the end of the text. Other important disclosures follow the Reg AC certification, or go to www.gs.com/research/hedge.html. 

Analysts employed by non-US affiliates are not registered/qualified as research analysts with FINRA in the U.S.



Precious metals and the pricing of debasement



The currency of last resort - over long periods of time 
the price of gold is relatively stable around £500/tozp g y
($750/toz)

2009 GBP/toz
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Source: US Geological Service (USGS), GFMS and GS Global ECS Research.



“Gold as a commodity” is driven by real interest 
rates

Left axis: $/toz; right axis: % yield  (inverted)
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Source: COMEX and  Goldman Sachs Global ECS Research.

Gold price US 10 year TIPS yield (right axis, inverted)



This relationship has a very long history as gold is 
an alternative store of value, as it has no other 
uses making it the best currency of last resort

Left axis: $/toz; right axis: % yield  
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Source: COMEX and  Goldman Sachs Global ECS Research.



The “wedge” between gold prices in real rates is 
the ETF monetary demandy

Left axis: $/toz; right axis: % yield  

0.0

0.5
1,400

1,500

1.0
1,200

1,300

1.5

2.01,000

1,100

2.5

3 0

800

900

3.0

3.5600

700

Mar-07 Sep-07 Mar-08 Sep-08 Mar-09 Sep-09 Mar-10 Sep-10

Goldman Sachs Global Investment Research 6

Source: COMEX and  Goldman Sachs Global ECS Research.

Gold COMEX US 10-yr TIPS (RHS, inverted)



Asian benchmark crudes have strengthened
relative to WTI ….
Monetary demand from the gold-ETFs has put 
upward pressure on gold prices, closing the gapp p g p , g g p
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Source: The gold-ETFs and GS Global ECS Research.

Gold held by ETF



Speculative flows respond to changes in US real 
interest rates, highlighting their importance, g g g p

Left axis: million/toz; right axis: % yield  
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Source: GS Global ECS Research.

Net speculative length US 10-yr TIP (RHS, inverted)



When will the Fed hike? US real interest rates will 
lik l  id  t  t t  ld i

When will the Fed hike? US real interest rates will 
likely provide strong support to gold priceslikely provide strong support to gold pricesy p g pp g p

US 10 yr TIPS yield Front-month gold price
% per annum  2010 USD/toz
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Source: CFTC, Goldman Sachs & Co., Goldman Sachs Global ECS Research.



Industrial commodities and the pricing of scarcity



The capacity constraints did not disappear, but 
instead were eased by weak demandy
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Source: IEA, GS Global ECS Research



In 2010 a combination of weather events and 
technological issues pushed agriculture to capacity
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Source: USDA , FAO, Goldman Sachs ECS Research.
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The investment cycle slowed in 2009 and 2010 
which will likely compound capacity issues in 2011

Average cash return among oil integrated companies
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Source: Goldman Sachs Equity Research

Real cash return over cash invested 5y rolling average 40 year average



The collapse in commodity demand was driven by the 
decline in GDP, not higher prices, which suggests that, decline in GDP, not higher prices, which suggests that, 
as the economy continues to recover, so will demand

Percent change year-over-year – GDP on left axis
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Source: IEA, GS Global ECS Research.
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Three emerging themes that are likely to dominate 
commodity pricing in 2011 and beyondy p g y

1.Supply differentiation. Differentiation between commodities driven by the extent of supply 
constraints that will likely drive greater price dispersion across the commodity complex i.e. the 
end of Btu convergence;end of Btu convergence; 

2.Resource realignment. Emerging markets are being forced to bid away scarce commodities 
from the developed economies, especially when supply constraints are more restrictive, which 

f f f f fshifts the focus away from the sustainability of higher prices and towards the sustainability of 
higher growth;

3.Macroeconomic relevance Increasing macroeconomic correlations as resource realignment3.Macroeconomic relevance. Increasing macroeconomic correlations as resource realignment 
will likely increase the relevance of the commodity prices and supply to the broader 
macroeconomic environment.
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Commodities with more restrictive supply constraints 
and greater leverage to emerging market demand 
growth have more positive outlooks: CCCP

Differential between change in China & India net imports (2007 – 2011E) and change in G3 net imports (2007 – 2011E), 
measured as % of 2010 global supply, vertical axis; China & India net imports (2011E) as % of 2010 global supply, horizontal axis; 
Spare capacity rate, bubble size
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Source: Goldman Sachs Global ECS Research.ce: DOE.
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Resource realignment has been the most 
pronounced in copper, which has seen the largest 
reductions in DM demand already 

Copper demand in kmt
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Source: Brook Hunt, GS Global ECS Research
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