
ommodity prices were mostly higher in May,
with the indices of energy and non-energy com-

modity prices rising together for the first time in four-
teen months – non-energy prices were up 1.5% and
energy prices were up 1.3%.  The increases were part
of the weak recovery of commodity prices which be-
gan in February and March and which now appear to
be ending.  The recovery was based more on expecta-
tions than actual improved market fundamentals.  The
strong US dollar, large stocks, and weak global import
demand should keep prices from rising significantly in
the near-term.

Crude oil prices remain well above recent lows,
while other commodities have been unable to sus-
tain price increases.  Energy prices have risen 54%
from December lows due to the agreement among
OPEC members in February to cut production by 2
million barrels per day.  Other commodities have shown
only marginal price increases despite efforts by sev-
eral major commodity producers to introduce control
programs. Such attempts are difficult to maintain and
are unlikely to do more than slow the decline of prices
unless demand increases more than it has.

The rally in metals prices appears over for now,
as copper futures in New York made new lows by the
end of May after rallying sharply during April and early
May. Other metals quickly followed copper prices
lower.  Gold was down sharply after the Bank of En-
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gland announced plans to auction over half of its gold
reserves.  There has been growing sentiment that gold
has lost its luster as a store of wealth and has become
an industrial commodity.

Agricultural commodity prices were weaker by
the end of May, as large supplies of most commodi-
ties and good planting conditions in the Northern Hemi-
sphere plagued the market.  Demand has not increased
enough to offer relief from continued increases in
stocks.  A few commodities bucked the trend of lower
prices, but they were mostly the commodities that had
already fallen to extreme lows such as sugar.  Com-
modities that rallied from previous lows such as cof-
fee, grains, and soybeans, turned lower by mid-month,
and are now expected to test previous lows.
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Arabica coffee prices rose 8.8% in May on con-
cerns of a potential frost in Brazil, resulting from La
Niña. The frost period in Brazil normally lasts two to
three months and begins in late May or early June.

Cocoa prices dropped another 9.4% in May fol-
lowing the 10% decline in April, reaching a 6-year
low.  Strong supply-side fundamentals, especially a
good mid-year crop in Côte d’Ivoire, combined with
weak demand have contributed to the price declines.

Coconut oil prices increased 5.7% reaching an av-
erage of $847/ton during May because of a poor copra
crop.  Exports from the Philippines reached a 14-year
low this season while coconut oil stocks in Rotterdam
have been reduced to half of normal levels.

Copper prices peaked in early May, and then fell

12% by month’s end due to investment fund liquida-
tion and forward selling by producers. Copper stocks
continue to rise to all-time highs, while demand growth
remains modest. Significant reductions in output are
needed to balance the market.

Gold prices fell to a 20-year low following the
announcement by the Bank of England that it will sell
more than half of its gold reserve.  The U.K. is the
latest in a growing list of countries which have decided
to sell part or all of their gold reserves.

Lead prices were up 4% in May but dropped 10%
from their peak in the last half of the month as stocks
moved sharply higher.  Although demand in the Asian
electronics sector has picked up, the availability of sup-
ply in the scrap market has improved.

Nickel prices rose 6%, peaking at over $5,500/ton
in mid-May, on optimism of increasing demand and
the emergence of a market deficit this year.  However,
prices fell over 15% in late May, triggered by the drop
in copper prices.

Palm oil prices dropped 6.5% in May as supplies
from the major East Asian producers have been recov-
ering strongly, led by Malaysia.

Petroleum prices were marginally higher in May,
although prices peaked early in the month at $17.45/
bbl and then fell by nearly $2 during the rest of the
month as liquidation by funds and forward selling by
producers ended the spectacular increase in prices.
Stocks remain high, particularly for products, and it
will take some time for the market balance to improve.

Silver prices rose 4% to $5.30/toz in May, but
slipped below $5.00 by month’s end as the market
appears adequately supplied.  Although world con-
sumption continues to outstrip mine production and
scrap, reports released in May show that world silver
demand fell 2% last year while mine production rose
to a record high.

Timber  prices were higher, with Malaysian
sawnwood up 3.8% on signs of gradually improving
economics conditions in the region.  Malaysian log
prices were up 0.8%.

Sugar prices rose 5.7% in what appears to be a
brief respite from the heavy selling by Brazilian pro-
ducers. The latest estimate from F. O. Licht is for a 10-
year high in global stocks.

US natural gas prices rose nearly 5% due to lower
levels of storage injections than a year earlier, and
declining US production.  Yet, inventories remain rela-
tively high and prices are unlikely to move signifi-
cantly higher in the absence of extremely hot weather
or hurricane activity in the Gulf of Mexico.8 10
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