Why has Iron Ore bucked the
commodity trend In this
unprecedented market?
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This document/presentation has not been prepared by Singapore Exchange Limited (“SGX”) or
any of its affiliates (SGX and its affiliates collectively, the “SGX Group Companies”) and the
information in this document/presentation has not been verified by any SGX Group Company.
No SGX Group Company endorses or shall be liable for the contents of this
document/presentation.

Accordingly, no representation or warranty whatsoever, expressed or implied, including without
limitation any statement, figures, opinion or view provided herein is given by any SGX Group
Company and it should not be relied upon as such. No SGX Group Company shall be responsible
or liable (whether under contract, tort (including negligence) or otherwise) for any loss or
damage of any kind (whether direct, indirect or consequential losses or other economic loss of
any kind) suffered or incurred by any person due to any omission, error, inaccuracy,
incompleteness, or otherwise, or use of or any reliance on any information, in, arising from or
in connection with this document/presentation and/or the seminar.

Statements or information disseminated by presenters at the seminar represent the views of
the particular presenter and not of any SGX Group Company. No SGX Group Company endorses
or shall be liable for the content of information provided by third parties, including any content
of information at the seminar. Use of and/or reliance on such information is entirely at the
reader’s and/or audience’s own risk.

SGX is not affiliated with Interactive Brokers LLC, or any other FINRA broker-dealer.

This material is provided for information only and is not an offer to sell
or the solicitation of an offer to buy any financial instrument or asset
class

This material does not and is not intended to take into account the
particular financial conditions, investment objectives or requirements
of individual customers. Before acting on this material, you should
consider whether it is suitable for your particular circumstances and, as
necessary, seek professional advice.

The information provided in this presentation is believed to be
accurate, but the accuracy and completeness of the information is not
guaranteed.

Past performance is not indicative of future results.

Avatar Commodities is not affiliated with Interactive Brokers LLC, or
any other FINRA broker-dealer.




Bulk commodity ecosystem

Iron Ore & Steel Energy
* Iron Ore (CFR China) e  Fuel Oil e Aromatics: BZ and PX
e Coking Coal (FOB Australia, *  Gasoil *  Polyolefin: LLDPE and PP

CFR China)
¢ HRC Steel (CFR ASEAN)

*  Naphtha *  Methanol

Dry Bulk Freight
e Time Charter FFA (CV, CW, PV, SV, HV)
* Single Routes (C5, 2A, 3A)

Thermal Coal
e Sub-bit (FOB Indonesia)

Electricity
e Electricity Futures

Rubber
e SICOM Rubber Futures/Options
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Iron Ore Derivatives Evolution

Annual 2015 iron ore

O

/

Launched the Launched iron Launched Asia’s first Launch of iron ore volumes exceed one ) )
world’s first cleared ~ ore and FFA seaborne steel 58% Fe fines billion tonnes for the Acquired Baltic Launched iron ore
iron ore swaps futures derivative derivatives first time Exchange strips
Sep 2012 May 2013 Aug 2014 Aug 2015 Mar 2016 Sep 2017 Dec 2018
() (@) (@) (@) () (@) (@)
e @) ) O, s @) ® o) @ e O, o
Apr 2009 Apr 2013 Feb 2014 Mar 2015 Dec 2015 Dec 2016 Nov 2018
Launched iron Organised Launched coking Launch of iron ore Cleared record Launched Coking Launch of iron ore
ore options-on- inaugural coal derivatives and lump premium 30mil tonnes of Coal Options 65% Fe fines
swaps Singapore Iron iron ore options-on- derivatives iron ore derivatives
Ore Week futures derivatives in 1
day
l» ATAR Source: SGX
COMMODITIES Manifestation of a philosophy or idea



Millian MT

300

200 -+

150 +

100 4

50 4

Monthly Iron Ore Futures/Swap Volume and Open Interest Iron Ore Swap, Futures & Options Records Contracts Tonnes
2012 Volume 219,767 110 mil
2013 Volume 590,846 269 mil
/ 2014 Volume 2,825,254 579 mil
\f\/\_’__\/ 2015 Volume 7,996,210  1.05 bil
M 2016 Volume 15,324,256 1.67 bil
2017 Volume 16,016,160 1.65 bil
O |
TITIAMaMME9EE e RN RN YRR EE 00959588 2019 Volume 19,850,916  1.99 bil
§2 3558335558535 RE325255535355558388538 2020 Volume 5,856,991 0.59 bil
65% Swaps/Futs vol Lump Premium Swaps/Futs vol Opt on 62% Swaps/Futs vol *YTD 31 March 2020
2% Swapsffuts ol —Telal Global Market Share for Cleared Swaps & Options > 95%
= USS$ Denomination 62% Iron Ore Derivatives Customer Segments (Jan - March)
Showing diverse participation ecosystem
= Cash settled against monthly daily average of index prices —pricing Others psian Stee! Mills/
55\ Trad
mechanism used in physical market to ensure highest correlation < r;;rs
Internaticnal
Diverse market participants Trading
House/
P P Producer
= Liquidity is spread across the contract months 18%
Trading can be monthly, quarter or calendar Banks/ Brokerage
Firms
Margin offset against FFA, coking coal and steel products on SGX Funds/PTGs

40%
26%

Source: SGX



Monthly spread liquidity extremely

important for Physical Trade

= Manage ‘Quotation Period’ (QP)

miss-matches

= Mechanism to offset risk incurred

when giving pricing flexibility

= Opportunity to trade

Equities vs. Underlying
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Iron Ore Curve Structure

62% Iron Ore Forward Curve
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Iron Ore Curve liquidity

62% Frd contract month volurme

G2% 2nd contract month wolume

62% 15t contract month volumie
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6% Open Interest for 2020 Contracts

6% Optlons Open interedt [31 barch)

b O

A r ]

4% 8|7 || |¥| 1) I|.?|:I Il'all- I lll '.I:I'.I.|1:I

ALF]

e i

615 Futures Open Inkerest |31 March)

Source: SGX

Manifestation of a philosophy or idea

COMMODITIES

NATAR



Options market has grown significantly

* Diverse participation ecosystem
e Liquidity
» Bid/Offer spreads have eroded

e Worth keeping an eye on the historical vs. implied

e The ‘surface’ tells a story — but be careful

A healthy options market is a good indication of the overall health

of the market and the underlying derivative contract.

2017 2018 2019 2020
Copyright® 2020 Eloomberg Finance L.P. 11-May-2020 18:44:36

10d Put | 25d Put ATM 25d call | 10d call

May 40.8% 38.2% 35.2% 35.6% 37.5%

Jun 39.0% 36.5% 33.7% 34.0% 35.5%

strik V?é‘)‘e GaB“/’;“a Jul 38.4% 35.9% 33.4% 33.6% 34.9%

rike

- Aug 37.7% 35.7% 33.2% 33.7% 35.0%

— 85 6.65 2179 Q3'20 37.7% 35.7% 33.2% 33.7% 35.0%

Q3 82 10.95 $1.70 L7 L7 270 170 70

Q4 79 14.50 $1.59 Q4'20 36.2% 34.5% 32.3% 32.9% 34.1%

Q1 77 16.80 $1.51 Q121 34.7% 32.9% 31.3% 31.7% 32.9%

Cal21 | 74 18.40 $1.36 Q221 33.6% 31.9% 30.1% 30.9% 32.1%

Cal 21 32.7% 31.2% 29.5% 30.4% 31.6%

Source: SGX, GFI, Bloomberg
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Iron ore screen futures are fully fungible with NLT
futures.

In March-20, 38.8 mil mt of iron ore was traded on

screen, approximately 20% of all iron ore
swaps/futures cleared on SGX

T+1 volume averaged 5% of total screen volumes

The 2M to 4t contract months account for 92% of
traded volumes.

Source: SGX
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April-20 Bid-Ask Spread (2nd contract month)

22 EZEEZEZ22Z2ZZ=ZZZ=ZZ=Z=Z=ZZ=Zz2Z=2=2=22
OO0 OO0 0ODC 220 CO0CO00oQoQ00Q0 Q@ CC QO
oo eeeeeeeLeoeeeeeee e
=== E-E-E-E-E-E-E-E-E-E-E-E-E-E=-E-E ==
omomemeNne N e danoneQmenen

5 O A A NN == eSS NN eSS0 0 A o
R B S - - -

Average of bid-ask size (Secondary axis) ==pAverage of spread index pts

May-20 Bid-Ask Spread (3rd contract month)
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Between 9am-6pm in the T session, bid-ask spread averages
below US$0.20/MT for the 2™ to 4* contract months

Between 9pm to 11:00pm in the T+1 session, bid-ask spread
averages below USS$0.30/MT for the 2™ to 4* contract
months

Quote size for the best price is around 25 lots (2.5kt)

Market depth for 2™ contract during active hours are
between 600-1000 lots (60-100kt)

Cost to sweep 50 lots is 40c from best bid/ask during active

hours
Average Cost to Sweep 50 Lots
{2nd contract month)
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* 20.5 mil MT volume traded since Dec 18’ launch

» > 60 market participants

* Record monthly volume of 3.69 mil MT in March 20

SGX 65% Fe Customer Breakdown (Jan-March)

Others 3%

Funds/PTGs (5%_1

Asian Steel
Mills/Traders 30%

International Trading
Houses/Producers
33%

Banks/Brokerages
28%

The Ore Spread

65% - 62% Fe Spread
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Drivers of the spread :

Quality differential
Environment-friendly policies in China
Locational peculiarities eg. weather, politics

Freight differential, especially post Jan 20 after IMO
implements stricter fuel limits on on fuel oil

Source: SGX
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China onshore v. Seaborne Spread

Iron Ore May-20 contract — DCE Iron Ore May-20 contract*

Onshore-Offshore Iron Ore Spread
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SHFE Rebar March-20 contract - Iron Ore March-20 contract
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Iron Oref Coking Coal Ratio

Hot Metal Spread
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Iron Ore 62% Price/ Coking Coal FOB Australia Price

HRC Steel Price — (1.6 x Iron Ore 62% Price) — (0.77 x Coking

Coal FOB Australia Price)

Hot Metal Spread

Freight
Up to 26%
Up to 37%
Up to 16%

Up to 50%

HRC Steel
Up to 8%
Up to 24%

Up to 23%

Coking Coal
Up to 25%

Inter-commodity Margin Offsets

Iron Ore
Up to 63%
Up to 28%
Upto 12%

Up to 38%

Iron Ore
Coking Coal
HRC Steel

Freight

FFAfIron Ore Ratio
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lron Ore Correlations

Corr = 0.96 Corr = 0.63 Corr = 0.45
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Commodities performance 2020

Accumulative percentage change in commodity prices - Y2020 to date

50.00% - —lron ore 62% Fe fines (5/t) [Fastmarkets MB] —Aluminium {%/t) [LME]
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Current Market — How, Why, Where to & When?

Market Discussion
= What will be the Covid 19 impact for Iron Ore?
* [ron Ore is a bell weather for the Chinese economic story
» The steel value chain is a critical part of China
= Stimulus expectations

= Rest of World (RoW) demand for Iron Ore

= ‘Fear’ vs. ‘Fundamentals’
1'1 e |01 Ore Copper = = Brent e AS50 ®» Trade War impact
1.05 - Commodity Correlations
Iron Ore as proxy for China macro
1

= Geopolitical impact
0.95

= How much risk premium is baked into price
0.9

= Asymmetric price risk?
0.85

= Timing?
08 \

0.75

= How to play this?

Source: SGX, LME, ICE /
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lron Ore Derivatives

Key Takeaways

Iron Ore

= Asian hub at center of the trade
= USD, Transparency, Credibility, Regulation & Jurisdiction
= Liguidity, Volatility & Diversity
® Inter-commodity spreads
= High Correlation with physical underlying
® High correlation with macro environment & other commodities
= High participation of physical business participants
= Diversity of Iron Ore contracts (62, 65, LP, Options)
= \Very active spread markets

= Price discovery
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F THANK YOU

COMMODITIES Andrew Glass — Founder & MD

Avatar Commodities

Commodity Focused Consultancy

181A Telok Ayer Street, Singapore

www.avatarcommodities.com

andrew@avatarcommodities.com

+65 9278 3155
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http://www.avatarcommodities.com/
mailto:Andrew@avatarcommodities.com

	Why has Iron Ore bucked the commodity trend in this unprecedented market?
	Disclaimer by�SGX
	 Bulk commodity ecosystem
	 Iron Ore Derivatives Evolution
	Liquidity & Diversity
	Iron Ore Curve Structure
	Iron Ore Curve liquidity
	Iron Ore Volatility
	Screen Liquidity Increasing
	Bid/Ask spread
	High Grade 65Fe Contract
	China onshore v. Seaborne Spread
	Chinese Steel vs. Iron Ore
	Efficient Commodity Spreads
	Iron Ore Correlations
	Commodities performance 2020
	Current Market – How, Why, Where to & When?
	Iron Ore Derivatives
	Bloomberg Tickers
	Slide Number 20



