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I LME: Strengthening the market
In March 2023 the LME published its Action Plan to strengthen its market

STRENGTHENING
THE MARKET

We are undertaking a programme of change to enhance and
strengthen our markets to ensure that they thrive in the long-term

The Action Plan

Things we have done Things we are doing now Things we are going to do

= Daily price limits = Fast-tracking Class | nickel +Consider making Class |
+OTC position reporting brand applications nickel powder deliverable
T Ancad i contrals - M.]aking permanent daily «Class Il nickel spot offering
price limits i
+Consultation on:
= Price limit calibration study - low stock level measures
« Assessing scope for - off-warrant stock reporting
rebalancing of initial margin, | « Review LME Clear
concentration margin ant membership requirements
default fund and strengthen credit and

« Nickel Asian hours
trading reopened

Strengthen

- Updating policies and liquidity monitoring
frameworks

2024 and beyond

= 2021 Discussion Paper on + Electronic Closing » Electronic liquidity
Market Structure Evolution Price methodology enhancements
» Electronic Closing Prices « New LMEselect va *LMEselect v10 and
GUI (LMEtrader) enhanced functionality
+VaR margining
»Consider switch to RVM

Modernise

I New Closing Price Methodology

The new closing price methodology is a key measure in modernising and strengthening the market

New LME Closing Price Methodology from Q1 2024
(incorporates two methods, depending on liquidity)

Clesing Price methodology for

most liquid metals for other metals
Aluminium, copper, zinc, nickel, lead Tin, aluminium premiums/alloys, cobalt
3M, CASH, M1, M2, M3, M4 All other prompts 3M All other prompts
VWAP VWAP
TWAP (with E)I(-;::tl}{lic?;ementj Last price (with expert judgement)

Closing Price methodology
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Zinc Jumbos
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What is zinc used for?
Global end use of zinc by category

Miscellaneous 2%

- Semi-Manufacturers 5%

- Oxides & Chemicals 9%

Brass & Casting 11%

- Galvanizing 60%

- Die-Casting Alloys 13%

Source: Statistica.com
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I Zinc jumbos background

A large segment of the market uses jumbos, whilst the LME contract allows only ingots

Background

Global Zinc Production

Corrosion protection for steel (galvanizing) accounts -
for roughly 60 % of world zinc demand 12.8 million MT

Galvanizing has two main forms, hot dip galvanizing,
which uses SHG and continuous galvanizing which

uses a Zinc bath that is alloyed mainly with Galvanizing Demand
Aluminium (CGG)

SHG represents 40% of zinc demand for galvanizing,
CGG 60 %

Most CGG galvanizers buy alloyed CGG spec
jumbos, but some buy SHG jumbos and alloy metals
separately

7.7 million MT

Hot Dip Galvanising - SHG
3 million MT

Continuous Galvanising - CGG
4.7 million MT

Only SHG metal is relevant for the LME Zinc contract
50%

SHG for galvanizing is delivered 50 — 50 % in forms
of ingots (currently LME deliverable) and jumbos (not
LME deliverable)

1.5 million MT 1.5 million MT

Source: LME /;O

I Why add jumbos?

Market engagement showed overwhelming support for change
« Outreach out to 50+ entities, obtained extensive feedback from industry (consumers, producers, traders, trade bodies)

» Overwhelmingly positive response received for the proposal
» Wide acceptance of shape proposed at IZA conference

Rationale for adding jumbos Approach

* Make the LME Zinc contract more representative of the » Our approach is to find the largest common denominator
underlying zinc market shape that is consumable in all three regions of

« Provide a market of last resort for an additional 12% of the consumption (Asia, Europe, US)
zinc market « Consider practical handling, logistics and storage

« Favourable inventory financing conditions for LME deliverable requirements
material + Warrants need to fit into the 25 MT lot size

» More deliverable (and delivered) stock can help improving

* We do not aim to account for every single feedin
liquidity in the LME Zinc contract y Sing 9

equipment requirement — the material needs to be widely,
* Sows and T-bars are deliverable under the LME Aluminium not universally consumable.
contract along with ingots proving the concept works

©




10/23/2023

What does our specification allow?
From the 27 October 2023, jumbos become a deliverable shape for the LME Zinc contract

» The LME conducted a comprehensive study of 38 different jumbo shapes available on the market
* 12 jumbos would be deliverable (if registered)
» An additional 5 could become deliverable if holes are added (not a difficult change)

=> Conservative approach guaranteeing wide consumability of LME specification jumbos throughout main
consumption regions
L block / T-Bar Jumbo

+ Typically longer than 1450 mm

Jumbo specification:

a) min weight (kg): 900; max weight: 1200
b) max length (mm): 1450

c) max width (mm): 600

d) max height (mm): 350

€) minimum number of holes: 2

+ Deliverable subject to length

ASTM Strip Jumbo

Typically fit LME spec

f) minimum hole diameter (mm): 70 * Weight the main variable

g) stackable
h) forkliftable without pallets Block Jumbo

i) brand, grade and cast reference indelibly marked on

* Won'tfit LME spec
the jumbo °

» Too high, no holes

» Are being phased out

Lead since the BCOM inclusion

©LME

An HKEX Company
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I LME average daily volumes
Lead volume activity has markedly changed in 2023. Why?

LME annual ADV
(Thousand lots per day); LME Lead
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I The role of indices and ETPs

Commodity indices and exchange traded products track the price and returns of commodities without
the need to hold physical commodities or futures

e E

What are they? Index tracking a basket Exchange Traded
of commodities Funds/Notes/Commodit
ies
Leading products S&P Goldman Sachs SPDR Gold Shares,
Commodity Index, iShares Gold Trust,
Bloomberg Commodity iShares Silver Trust,
Index, Rogers United States Oil Fund
International
Commodity Index
Who trades them? Index-tracking funds Investors seeking
exposure to commodity
risk
How large is the ~$300-400bn ~$250bn
market?
What do they Futures Settlement Futures Settlement
benchmark? Price Price @
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Growth of passive investing

Indices and ETPs are part of a wider trend towards passive investment

Passive attack

Assets under management ($tn)

El ndex funds ETFs
15
10
III |
1990 1995 2000 2005 2010 2015 2020

Source: Investment Company Institute, Morningstar Direct, and Strategic Insight Simfund
©FT

Indices and their impact

Indices typically have standard roll periods and annually assess the component weighting

2023 Target 2022 Target

Group ‘Commodity Ticker Weight Weight
Natural Gas NG 7.9388780% 7.9548670%
H H H WTI Crude Oil CL 7.7716540% 8.0368820%
BCOM index weighting 2023 st o DG conrs
Energy glw Sulphur Gas 2.7136480% 2.6496240%
RBOB Gasoline XB 2.1961970% 2.1728010%
. . ULS Diesel HO 2.0986570% 2.0526330%

* Lead included in the BCOM for the 295% 20835
T H Soybeans S 5.7839800% 5.7888440%
first time ¢ DGR sson
Soybean Meal BY 3.5284850% 3.5200260%
Grains. Soybean Oil BO 3.2648360% 3.1716110%
Wheat w 2.7939000% 2.8463610%
H'Y H 1 0, HRW Wheat KW 1.7543100% 1.6636530%

« Initial weighting of 0.936% o e
Copper HG 5.2289070% 5.3982920%
Aluminum LA 4.0856610% 4.2457680%
Industrial Zinc X 2.9053380% 3.1189270%
° ~ $ Metals Nickel N 2.7796880% 2.7134270%
I nd eX traCked by 1 20 bn Of AU M Lead w 0.9361220% 0.0000000%

15.94% 15.48%
2 Gold GC 14.8532180% 15.0000000%
. . Pb':::l‘f Silver si 4.5901960% 2.7468930%

» Net result of an increase in open 10.a% 1975%
. t t Coffee KC 2.8579300% 2.7333550%
interes softe Sugar B 2.5559290% 2.7943260%
Cotton cr 1.5589050% 1.5032870%

6.97% 7.03%
Live Cattle Lc 3.3187010% 3.5807520%
Livestock Lean Hogs H 1.7432180% 1.7546500%
5.06% 5.34%

Source: BCOM
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I Developing liquidity in Lead

Lead’s inclusion in BCOM has been followed by electronic volume and open interest growth

ADV (all contracts) and open interest* LMEselect 3M ADV

Lead's Jan'23-Aug'23
ADV increased by
37% YIY
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l Looking to the future

Indices reflect and impact markets; an increase of weighting

Energy dominates weightings at
present ... will they in future?

Table 2: S&P GSCI Reference F‘(-rcf:n!ag(- Sector Weights'

Sector 2022 RPDW* 2023 RPDW
Energy 53.47725% 61.46540%
Agriculture 20.48023% 17.97898%
Livestock 7.361976% 5.856723%
Industrial Metals 12.71223% 10.57640%
Precious Metals 5.968308% 4.122495%

1. Source: SP GSCI
2. Source: McKinsey

and AUM would be important for metals

Materials critical for transition to a low-carbon economy,
by technology type L
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Disclaimer

© The London Metal Exchange (the “LME”), 2023. The London Metal Exchange logo is a registered trademark of The London Metal Exchange.

All rights reserved. All information contained within this document (the “Information”) is provided for reference purposes only. While the LME endeavours to ensure
the accuracy, reliability and completeness of the Information, neither the LME, nor any of its affiliates makes any warranty or representation, express or implied, or
accepts any responsibility or liability for, the accuracy, completeness, reliability or suitability of the Information for any particular purpose. The LME accepts no
liability whatsoever to any person for any loss or damage arising from any inaccuracy or omission in the Information or from any consequence, decision, action or
non-action based on or in reliance upon the Information. All proposed products described in this document are subject to contract, which may or may not be entered
into, and regulatory approval, which may or may not be given. Some proposals may also be subject to consultation and therefore may or may not be implemented or
may be implemented in a modified form. Following the conclusion of a consultation, regulatory approval may or may not be given to any proposal put forward. The
terms of these proposed products, should they be launched, may differ from the terms described in this document.

Distribution, redistribution, reproduction, modification or transmission of the Information in whole or in part, in any form or by any means are strictly prohibited without
the prior written permission of the LME.

The Information does not, and is not intended to, constitute investment advice, commentary or a recommendation to make any investment decision. The LME is not
acting for any person to whom it has provided the Information. Persons receiving the Information are not clients of the LME and accordingly the LME is not
responsible for providing any such persons with regulatory or other protections. All persons in receipt of the Information should obtain independent investment, legal,
tax and other relevant advice before making any decisions based on the Information.

LME contracts may only be offered or sold to United States foreign futures and options customers by firms registered with the Commodity Futures Trading
Commission (CFTC), or firms who are permitted to solicit and accept money from US futures and options customers for trading on the LME pursuant to CFTC rule
30.10.

The LME is authorised and regulated by the Financial Conduct Authority in respect of its benchmark administration activities under the European Benchmarks
Regulation (Regulation No (EU) 2016/1011) (“BMR”), as onshored into UK law.
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