
 

  
 

 

Highlights 

 Copper prices continued to rally in Q3, averaging 264.887 ¢/lb., a 24.9 percent gain 

over Q2. Still, the 211.497 ¢/lb. average price for January-September was down 41.5 

percent from a year earlier. 
 

 Quarterly gains were driven by Chinese strength and improving growth expectations in 

industrialized countries. These factors diminished risk aversion among market players 

and had a positive effect on stock and commodity prices. However, in addition to 

strength, economic variables also imparted volatility to prices. 
 

 Refined copper demand in 2009 is expected to drop (0.3%) for the second year in a 

row and to stay down (-1.1%)1 in 2010. In 2009, the strong 1,570 kMT spike in Chinese 

apparent demand (+30.2%) did not suffice to offset the 1,618 kMT drop (-12.6%) 

elsewhere, notably industrialized countries (U.S., European Union, Japan). In 2010, 

China is expected to dip into the inventories built up in 2009 to meet part of its 

needs, thus cutting into apparent demand (-17.3%). The drop would not be 

balanced by the expected 975 kMT increase (+8.7%) in demand elsewhere as 

industrialized countries begin to rebound. 
 

 After falling in 2008, the refined copper supply should recover 2 and 0.5 percent in 

2009 and 2010, respectively, mostly from rises in primary p roduction. Chilean mine 

production should be up slightly to 5.38 MMTF in 2009, rising to an unprecedented 

5.78 MMTF in 2010, making Chile the single-largest contributor to production gains 

both years. 
 

 Robust Chinese apparent demand kept Q3 prices stronger than expected. This is 

expected to continue through the remainder of the year, which should close in a 

tight position. A more comfortable market is expected in 2010 as Chinese inventory 

use prevails over the global recovery. In 2011, however, demand should once again 

overtake the supply. 
 

 In 2009 and 2010 the above physical fundamentals, plus a likely weaker U.S. dollar, 

should result in average copper prices of about 230 ¢/lb. and 270 ¢/lb., respectively, 

which are higher than previous forecast . 

                                                      
1 Chinese demand is determined based on apparent consumption rates, which factor in demand for both consumption and 

invisible inventory buildup. Determined by adding production and net imports and subtracting net changes in visible inventories. 
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1. Market Outlook: Q3 2009 

Prices Continued to Rally 

In Q3 2009, copper traded in the London Metal Exchange (LME) averaged 264.887 ¢/lb., 

up 52.8¢ (24.9%) over Q2. While this result bested the previous five-year average (from 

early 2004 through the close of Q3 2009 prices hovered near 243 ¢/lb.), it is still 24 

percent below the Q3 2008 average. That said, January-September prices averaged 

211.497 ¢/lb., down 41.5 percent over 2008. 

The price of copper rallied through most of the quarter (see Chart 1), peaking on 28 

August at 294.404 ¢/lb., its best performance since the start of the financial crisis.2 While 

the quarter was noted for high volatility (23.2 ¢/lb. standard deviation), prices did 

considerably better than the market expected. 

Price gains were driven by improving economic expectations, which made market 

players less averse to risk and helped prop up commodity prices. As such, copper was 

strongly impacted by economic, financial and exchange rate variables (with the latter 

combining the first two) which imparted both vigor and volatility to quarterly prices. 

These factors succeeding in offsetting the effect on prices of moderating factors 

expected in H2, notably a slowdown in Chinese purchases. This, plus slacker summer 

activity -both connected to higher exchange Inventories- stood as the leading threats 

to Q3 prices. 

Prices leveled off in September as inventories rose (see Chart 1) and fall demand took 

until October to recover; on October they resumed their upward trend. 

 

Exchange Inventories Grew Apace in Q3, Matching April 2009 Levels 

Increased availability of refined copper was confirmed by rises in overall exchange 

inventories, which closed the quarter at 492 kMT, up 31 percent over Q2 (see Table 1). 

Inventories dropped to a 

low of 360 kMT in mid-July, 

then grew apace until 

matching mid- April levels. 

Across regions, most gains 

(92 kMT) were reported by 

Asia, notably South Korea, 

a location often used to 

store Chinese inventories 

when price arbitrage does 

not favor imports from 

China. This revealed a 

Chinese oversupply 

following strong H1 

                                                      
2 Prices later rose to as high as US$3/lb. in late October. 
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purchases, also evident in inflows reported by the Shanghai Futures Exchange (SHFE), 

which closed the quarter at 97 kMT, up 73 percent over Q2, its highest level since April 

2004. 

Despite strong Asian inflows, most LME inventories remained in U.S. warehouses, chiefly 

New Orleans and St. Louis, which account for 65 percent of overall holdings. Comex 

included, this region posted the second-largest inflows (31 kMT). Europe was alone in 

reporting outflows (8 kMT), chiefly from warehouses in Belgium and Italy. 

 

 

 

 

 

 

 

 

Chinese Strength Gave Support to Metal Prices 

China remained the engine pulling copper and other commodity prices throughout 

2009. However, as opposed to H1, H2 has been noted for retrenchment from the record 

copper purchases chalked up by China through June (see Chart 2). 

That said, the effect of 

strong H1 purchases has 

lasted longer than 

expected. China’s net 

refined copper imports 

went from 374 kMT in June 

to about 215 kMT in August, 

still high considering that 

the monthly average in 

2007 and 2008 stood at 

about 115 kMT. 

Inflows spiked again in 

September, this time to 272 

kMT, in spite of the mid-May 

closing of the SHFE/LME 

arbitrage window as the 

spot price differential, 

adjusted for taxes and tariffs, ceased to favor Chinese imports. Strong imports appear to 

have significantly increased the invisible refined copper inventories, variously estimated 

by analysts to range from 700 to 1,200 kMT. 

 

Table 1: Metal Exchange Inventories 

 2T 2009 3T 2009 Change Q3 - Q2 2009 Change Q3 2008/09 

 kMT kMT % Change kMT % Change 

LME 266 346 80 30 147 74 

COMEX 54 49 -6 -9 40 439 

SHFE (1) 56 97 41 73 81 500 

Total 376 492 115 31 267 119 

Source: Cochilco, based on Metals Exchanges reports. 

N.B.: Inventories at the end of each term. (1) As of last Thursday of term. 
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Financial Factors Took On New Relevance on Price Trend 

In late 2008, many players sought refuge in safe-haven investments such as gold driven 

first by the financial crisis, then by the need to guard against inflation and loss of 

currency value. These factors became crucial copper price drivers in 2009. 

Adding to this scenario are 

current expectations of a 

rebound coming sooner 

than initially expected (see 

Section 2). Stock markets 

rallied through most of the 

quarter, leaving behind the 

all-time lows posted at the 

height of the crisis. In 

tandem, the U.S. dollar took 

a hit from lower operational 

risks and the chance of 

higher future inflation (see 

Chart 3). 

An additional factor was interest rate cuts as industrialized countries embraced 

expansionary monetary policies. This encouraged asset diversification and reduced 

aversion to risk, promoting flows toward stocks and commodities. 

The rapid recovery in base metal prices outperformed most other assets. By the close of 

the quarter, industrial metal sub-indices were posting yields above 50 percent (S&P 

GSCI: 56.8%, Dow Jones-UBS: 53.8%). 

 

Supply Disruption Risks Resurfaced 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Also propping up Q3 

copper prices were fresh 

concerns about 

disruptions keeping the 

supply below forecast. 

Sources of potential 

disruptions included 

operational issues faced 

by Australia’s Olympic 

Dam (178 kMTF in 2008), 

Chile’s Collahuasi (464 

kMT) and Indonesia’s Batu 

Hijau (129 kMTF). Other 

facilities, including 

Zambia’s Lumwana, face 

drops from a slow startup, while contract revision in Congo DR may hold up new project 

startup and has already led to the cancellation of First Quantum’s Kolwezi project. 

In addition, the current price scenario is encouraging mineworkers to seek wage and 

benefit increases in negotiation of labor contracts. Examples of tougher labor stands 

Table 2: Labor Contracts Negotiation in Chile 

Operation/ 

Owner 

Contract 

Expires 

2008 Production 

(kMT) 

Status 

Spence 

(BHP Billiton) 

30 Sep. 2009 165 On strike 

(13 Oct. 2009) 

Escondida 

(BHP Billiton, Rio 

Tinto, other) 

5 Dec. 2009 1,254 Early bargaining 

(October 2009) 

Codelco Norte 

(Codelco) 
31 Dec. 2009 

755 
- 

Andina Division 

(Codelco) 
30 Nov. 2009 

220 
- 

Cerro Colorado 

(BHP Billiton) 
30 Jan. 2010 

104 
- 

Source: Cochilco. 
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include Vale Inco’s Voisey’s Bay operation in Canada (55 kMTF), on strike since late July, 

and BHP Billiton’s Spence in Chile (165 kMTF), strikebound since 8 October following a 

failed collective bargaining process. 

Chilean contracts expiring soon are shown on Table 2. Significantly, workers at 

Escondida, one of Chile’s two largest operations, settled ahead of time. This helps cut 

down on potential sources of disruptions and relieves the pressure on copper prices, 

considering the low relative inventories reviewed in Section 4. 

 

2. Copper Demand 
2.1 World Economic Outlook 

Economic indicators suggest with increasing force that the slump has lost steam across 

key emerging and industrialized economies. This is attributed to greater confidence 

stemming from improving financing conditions across key market segments, plus fiscal 

and monetary incentives embraced by most industrialized countries. 

In China and the Eurozone, the PMI Index has gone from bust to boom through the past 

three months, suggesting that manufacturers have started to step up production. 

Considering the increase in manufacturing and low inventory levels in the wake of the 

crisis, base metals could benefit widely as industrialized countries begin to restock once 

the signs of recovery are fully internalized. 

While uncertainty remains high, risk to global economy appears balanced. These 

considerations have been 

reflected in upbeat 

estimates from both the 

IMF and market players, as 

noted in the October 

edition of Consensus 

Forecast, reviewed below. 

The IMFõs World Economic 

Outlook report for October 

notes that the world 

economy is on the mend 

and financial conditions are improving as a result of major public interventions that 

propped up demand, reduced uncertainty and curbed systemic risk across markets. 

The report also notes optimism across financial markets and increased propensity to risk, 

as evidenced in fresh bank commitments and lower risk across emerging markets. 

While overall activity remains well below pre-crisis levels, the report notes that the 

rebound in manufacturing is leading the recovery, as reflected in improving retail sales 

and other indicators. However, despite the progress being made, the recovery, 

especially in the labor market, is expected to be slow. Other risks that could further 

slowdown the recovery, are related to restrictions on credit impacting future investment. 

The report also notes that consumer spending will take time to recover, especially across 

industrialized economies such as the United States and some European countries, which 

Table 3: GDP Growth Estimates (IMF) (%)  

 2009 2010 

Current 

(%) 

Since July 

2009 

Current 

(%) 

Since 

July 2009 

China 8.5 +1.0 9.0 +0.5 

Eurozone -4.2 +0.6 0.3 +0.6 

USA -2.7 -0.1 1.5 +0.7 

Japan -5.4 +0.6 1.7 - 

World -1.1 +0.3 3.1 +0.6 

Source: Cochilco, based on IMF data. 
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experienced a credit binge, a housing bubble and large current account deficits. In 

these countries, the need to rebuild savings could hold back consumer demand. 

The report expects the global economy to shrink 1.1 percent in 2009 and to expand 

about 3 percent in 2010, a slight upward revision over July estimates of 0.8 and 2.4 

percent, respectively (see Table 3). 

Analysts polled by Consensus Forecast in October (see Table 4), generally agreed with 

the IMF’s upwardly revised forecast; they had also increased their forecast during this 

year. 

Table 4: GDP Growth Estimates According to Consensus Forecast (%) 

 2008 2009 Forecast made in: 2010 Forecast made in: 

  March July October March July October 

China 9.0 7.0 7.7 8.4 8.3 8.7 9.5 

USA 1.1 -2.8 -2.6 -2.5 1.7 2.1 2.6 

Japan -0.7 -5.8 -6.2 -5.7 0.7 1.4 1.5 

Eurozone 0.6 -2.6 -4.4 -3.9 0.5 0.4 1.1 

World 2.0 -1.6 -2.6 -2.3 2.1 2.1 2.7 

Source: Cochilco, based on Consensus Forecast data 

 

Global industrial growth is showing signs of recovering faster than expected, leading 

market players to revise 2009-2010 estimates for all major copper-using economies (see 

Table 5). 

Table 5: Industrial Production According to Consensus Forecast (%) 

 2008 2009 Forecast made in: 2010 Forecast made in: 

  March July October March July October 

China 12.9 8.5 8.9 9.9 11.3 11.5 13.0 

USA -2.2 -9.0 -11.0 -10.3 1.5 2.2 3.5 

Japan -3.4 -26.5 -25.0 -22.3 1.8 6.7 10.7 

Eurozone -1.8 -8.4 -15.0 -14.5 1.0 0.7 2.1 

Source: Cochilco, based on Consensus Forecast data 

In Q2 over Q1, the U.S. industrial production rose 0.7 percent in September for an overall 

1.3 percent rise over Q2 -the first time U.S. industrial production has grown since Q1 2008. 

In the Eurozone (EU-15), industrial production in August was up a monthly 0.6 percent, 

posting four consecutive months of growth. That said, these results do not begin to make 

up for losses since the start of the crisis (15 percent over September 2008). The same 

holds true for Japan, where industrial production has been growing for six consecutive 

months (1.8 percent in August over July) but remains down 18 percent year-on-year. 

Improving conditions across industrialized countries have also impacted the real estate 

market, whose performance varied across regions. The recovery is led by the U.S., where 

housing starts are up and inventories are down. The situation is less clear in the European 

Union -whose real estate market has been especially hard hit- and Japan, where real 

estate is strongly down and recovery is expected to be slow. 
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Table 6: Construction Indicators Changes (2008-2009) 

 Percent Change Y/Y 2008 2009 

December May June July  Aug. Sep. 

Housing starts (USA) -44,4 -45,2 -46 -37,7 -29,6 -28,2 

Construction Index (EU 15) -11,0 -11 -12 -11,5 -9,8 - 

Housing starts (Japan) -5,8 -30,8 -32,4 -32,1 - - 
Source: Consensus Forecast 

The auto industry is beginning to show signs of recovery, notably as a result of incentive 

programs in industrialized countries. Chief among these is Germany, where Q1-Q3 sales 

rose 2.6 percent year-on-year. In the U.S., new car sales benefitted from the Cash for 

Clunkers program only in August, but fell 41 percent in September. In Japan, copper 

cable deliveries to the industry -a leading demand indicator- recovered somewhat, 

posting a 30.9 percent reduction in January-July 2009/2008 that suggests a timid 

rebound. 

In China, key copper users reported mixed results for January-August 2009. Posting gains 

were automakers (26.5%) and the computer industry (15.1%), while generating 

equipment (14%), electrical motors (10.7%) and air conditioning (9.3%) were all down. 

2.2. Refined Copper Demand 

 Projections were updated based on financial and sector reports and actual demand to 

date. Although China remains the mainstay, it won’t offset lost demand in developed 

economies by itself. As such, demand in 2010 is expected to drop. While industrialized 

country performance should be up, the effect would not suffice to offset the decline in 

Chinese apparent demand as the Asian behemoth begins to expend the inventories it 

built up in 2009. 

 Overall copper demand in 2009-2010 should be down 246 kMT, mostly in 2010. Among 

key consumers (see Table 7), accounting for most losses are the U.S. (270 kMT), Russia 

(230 kMT), Japan (124 kMT) and the European Union (117 kMT), partly offset by rises in 

China (397 kMT) and India (70 kMT). The cluster of Arab countries (United Arab Emirates 

  Table 7: Annual Refined Copper Demand (2007-2010) 

kMT 2007 (i) 2008 (i) 2009 (e) 2010 (e) 

  Demand % Change Demand % Change Demand % Change  Demand % Change 

China (1) 4,957 36.5 5,198 4.9 6,768 30.2 5,595 -17.3 

European Union (1) 3,624 -6.2 3,429 -5.4 2,935 -14.4 3,312 12.8 

USA 2,137 0.3 2,020 -5.5 1,660 -17.8 1,750 5.4 

Japan 1,252 -2.3 1,184 -5.4 894 -24.5 1,060 18.6 

South Korea 821 1.1 780 -5.0 760 -2.6 780 2.6 

Russian Federation 671 -3.0 650 -3.1 405 -37.7 420 3.7 

Chinese Taipei 603 -5.6 582 -3.5 521 -10.5 540 3.6 

India 475 8.0 520 9.5 550 5.8 590 7.3 

Turkey 358 18.5 360 0.6 350 -2.8 360 2.9 

Brazil 330 -2.7 375 13.6 311 -17.1 320 2.9 

Leading Buyers 15,228 7.8 15,098 -0.9 15,154 0.4 14,727 -2.8 

Rest of World 2,946 0.2 2,905 -1.4 2,801 -3.6 3,030 8.2 

Total 18,174 6.5 18,003 -0.9 17,955 -0.3 17,757 -1.1 
Source: Copper Bulletin (ICSG). Cochilco estimates based on ICSG. Consensus Forecast. Brook Hunt and CRU. 

N.B.: (i) Interim, (e) Expected. (1) Apparent demand. 
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and Saudi Arabia, and including Egypt), shown on Rest of World, should account for a 

222 kMT increase in 2009 and 2010. 

In short, leading changes since our previous report include a 203 kMT increase in 

estimated overall demand for 2009 following greater apparent demand from China  

-caused by lower availability of scrap and a marked stockpiling- offset by worsening 

prospects for Russia and neighbors 

(Poland and Kazakhstan), Brazil and 

the United Arab Emirates (see Table 

8). 

Demand in 2010 is expected to drop 

445 kMT, based on the extension of 

the worst conditions observed in 2009 

in certain countries and the 

depleting of Chinese inventory. This 

should be offset by a faster recovery 

in the EU, India and Japan  

-beginning in 2009 in the last two 

countries- which should translate into 

improvements in expected demand 

(see Table 8). 

 A sensibility analysis of demand exercise (see Table 9) was conducted in order to 

capture (i) options to the inventory buildup-use cycle expected in China in 2009-2010, 

given its importance to variability of overall copper demand, and (ii) demand recovery 

scenarios elsewhere based on varying 

paces of recovery. 

The exercise reviewed three possible 

scenarios. Resulting extreme cases are 

noted on Table 9 and are used in Section 4 

to assess various refined balance 

alternatives. Overall, demand has a bias to 

moderate in 2009-2010; especially in 2010 as 

China starts to dip into inventories (see 

Table 9). 

3. Copper Supply 

3.1. World Mine Production 

Overall mine copper production in 2009 and 2010 should be up 490 kMTF, mainly in 2009 

(393 kMTF) and in a lower amount in 2010 (101 kMTF). Among leading producers (see 

Table 10), the rise before expected production losses is accounted mostly by Chile (453 

kMTF), Indonesia (385 kMTF) and Zambia (317 kMTF), partially offset by drops in the U.S. 

(151 kMT). 

Production estimates after expected losses in 2009 stand at 15,978 kMTF, up 2.5 percent 

over 2008 (see Table 10) based on major project startup, recovering production at 

operations that had faced trouble meeting targets, and ramped up production at some  

Table 8: Demand Since Previous Report 

KMT 2009 2010 

Up 

China 

Japan 

India 

585 

44 

25 

European Union 

Japan 

India 

180 

57 

40 

Down 

Russia 

UAE 

Kazakhstan 

Brazil 

Poland 

205 

55 

39 

39 

28 

China 

Russia 

UAE 

Brazil 

Kazakhstan 

228 

214 

70 

44 

37 

Total  203  -445 

Source: Cochilco estimates based on ICSG, Consensus Forecast. 

Brook Hunt and CRU. 

Table 9: Sensitivity Analysis of Demand 

Demand 2009 2010 

Minimum 17,745 16,897 

% Change  -1.4 -4.8 

Baseline 17,955 17,757 

% Change -0.3 -1.1 

Maximum 18,245 18,360 

% Change 1.3 0.6 

Source: Cochilco. 
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Table 10: World Mine Production      

KMT 2007 (i) 2008 (i) 2009 (e) 2010 (e) 

 Production Change Production Change Production Change Production Change 

Chile 5,557 196 5,328 -229 5,381 53 5,781 400 

USA 1,183 -33 1,323 139 1,221 -101 1,171 -50 

Peru 1,175 137 1,249 74 1,240 -9 1,213 -27 

China 946 55 1,024 78 1,083 59 1,098 15 

Australia 858 -28 885 28 972 86 980 9 

Russian Federation 682 12 682 0 677 -5 711 34 

Canada 592 -8 615 24 532 -83 607 75 

Indonesia 789 -28 650 -138 960 310 1,035 75 

Zambia 557 44 582 25 703 120 899 197 

Kazakhstan 451 -6 462 10 456 -6 456 0 

Other 1,372 25 1,381 9 1,550 169 1,667 116 

Total 15,557 466 15,585 29 16,232 647 17,278 1.046 

Expected Losses       -254   -1,199   

Total Available 15,557 466 15,585 29 15,978 393 16,079 101 

% Change 3.1   0.2   2.5   0.6   

Source: Cochilco, based on ICSG, Brook Hunt, CRU and company reports. 

N.B.: (i) Interim, (e) Expected (remainder of year only). 

Table 11: Main Changes in Production by Operation (Relative to Previous Year) 

KMTF Concentrate kMTF SX-EW kMTF 

2009 

Startup 
Lumwana (Zambia) 

Prominent Hill (Australia) 

97 

85 

Minera Gaby (Chile) 

Tenke Fungurume (Congo DR) 

89 

55 

Ramp-Up 
Collahuasi (Chile) 

Sarcheshmeh (Iran) 

85 

45 
Escondida (Chile) 72 

Recoveries 

Grasberg (Indonesia) 

Batu Hijau (Indonesia) 

Bingham Canyon (USA) 

Mount Isa (Australia) 

Codelco Norte (Chile) 

229 

81 

68 

63 

55 

  

Losses 

Escondida (Chile) 

Morenci (USA) 

Ernest Henry (Australia) 

Pinto Valley (USA) 

Chino (USA) 

Inco (Canada) 

-162 

-61 

-56 

-48 

-47 

-47 

Morenci (USA) -43 

2010 

Startup 
Cananea (Mexico) 

Konkola Deep (Zambia) 

60 

35 
Andacollo Sulfide (Chile) 54 

Ramp-Up 

Lumwana (Zambia) 

Collahuasi (Chile) 

Aitik (Sweden) 

65 

39 

30 

Tenke Fungurume (Congo DR) 

Las Cruces (Spain) 

45 

40 

Recoveries 

Escondida (Chile) 

Codelco Norte (Chile) 

Batu Hijau (Indonesia) 

Pelambres (Chile) 

Inco (Canada) 

76 

66 

60 

58 

45 

  

Losses 

Highland Valley (Canada) 

Antamina (Peru) 

Osborne (Australia) 

-32 

-30 

-30 

Morenci (USA) -60 

Source: Cochilco, based on ICSG, Brook Hunt, CRU and company reports. 
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operations around the world. These gains ought to be partially offset by cuts and 

shutdown of key facilities in the U.S. and operational issues in some Chilean mines (see 

Table 11). 

In 2010, world mine production should rise a modest 0.6 percent to 16.079 kMTF as 

producers face higher operational risk (see Table 10), due to the increase in production 

losses in a scenario of a stress in operations caused by higher prices. Rises in production 

by operation are noted on Table 11. 

Expected production losses for 2009 are down from 3.4 percent in our previous report to 

1.6 percent, due to the natural decrease of the risk on a late stage of the year. In 2010, 

expected production losses rise from 5 to 7 percent, based on increased risk from 

recovering prices and attendant efforts to maximize production. As in previous years, 

those efforts should compound the effect of operational issues and labor conflict 

among other disruptors in production. 

As such, expected production in 2009-2010 should be 61 kMTF below the estimation in 

our previous report. This includes a 190 kMTF rise in 2009, more than offset by a 251 kMTF 

drop in 2010. 

3.2. Chilean Mine Production 

Chilean mine copper production in 2009 is expected to stand at 5,381 kMTF, up 1 

percent over 2008. Table 12 compares aggregate Chilean mine production in January-

August 2008 and 2009. Accounting for most of the 2.2 percent loss noted is Escondida, 

partly offset by gains at Codelco, notably from startup of Minera Gaby (May 2008) and 

recovering production across most divisions. 

The above figures do not include production losses from the Spence strike, as the 

company has not yet released an official report. Preliminary estimate place this figure at 

12 to 18 kMTF, is used to estimate global production losses. 

Table 12: Chilean Mine Copper Production  
  2008 January-August 

kMT Total Change 2008 2009 Change 
Codelco Norte 755 -141 493 531 38 

Salvador 43 -21 33 41 8 

Andina 220 2 139 143 4 

El Teniente 381 -24 237 254 17 

Minera Gaby 68 71 23 96 73 

Codelco 1,466 -117 925 1.066 141 

Escondida 1,254 -230 903 691 -212 

Collahuasi 464 12 297 330 33 

Los Pelambres 351 51 231 219 -12 

Anglo American Sur 284 -18 189 179 -10 

El Abra 166 0 109 108 -1 

Candelaria 174 -7 113 93 -20 

Anglo American Norte 149 -3 99 100 1 

Spence 165 37 109 126 17 

Other 855 46 558 542 -16 

CHILE 5,328 -229 3.533 3.454 -79 

Source: Cochilco, based on company reports. 

N.B.: All figures rounded; “Other” includes operations under 149 kMTF in 2008. 
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While Escondida should resolve in 2009 the operational issues faced in H2 2008, it is not 

expected to revert total production losses of 162 kMTF. Most increases over 2008 should 

come from capacity gains at Collahuasi (85 kMTF, initial expansion stage and operating 

improvements), increased capacity at Minera Gaby (89 kMTF, beginning expansion), 

capacity operation of Escondida’s Sulfide Leach Project (72 kMTF) and recovering 

production across Codelco Divisions (103 kMTF). 

Chilean mine copper production in 2010 is estimated to stand at 5,781 kMTF, up 7.4 

percent over 2009 and better than the all-time high attained in 2007 (results before 

expected losses, which based on history, should stand at 150 to 200 kMTF for Chile). 

Increased concentrate production should come from recovering production at 

Escondida (76 kMTF), Codelco Norte (66 kMTF) and Candelaria (25 kMTF), expanded 

capacity at Pelambres (58 kMTF) and Collahuasi (39 kMTF), and startup of the Andacollo 

Sulfide Project (54 kMTF), plus a few other minor gains. Increases in SX-EW copper should 

come from capacity production at Spence (30 kMTF) and Minera Gaby (13 kMTF), the 

Franke startup (15 kMTF) and a Collahuasi expansion (11 kMTF). 

3.3. Refined Copper Supply 

After a fall in secondary production in 2008, we expect a rebound in refined copper 

production in 2009-2010, led by primary production. Lower secondary production, 

following the decrease in price and economic activity compared with previous years, 

should dampen part of the increase. 

The increase should be more evident in 2009 (when production is expected to grow 

2.0%) then level off at 0.5 percent in 2010 (see Table 13). The rise in the primary supply 

should come from nearly matching increases in electro-refined and electro-won 

production more than making up for drops in secondary production (i.e., scrap) both 

years. The secondary supply projection is higher than in our previous report due to the 

positive effect of higher current and projected prices over scrap generation. 

Table 13: Refined Copper Production     

KMT 2007 (i) 2008 (e) 2009(e) 2010(e) 

  Production Change Production Change Production Change Production Change 

Electro-Refined 12,253 303 12,200 -53 12,374 174 12,454 80 

Electro-Won 2,958 162 3,049 91 3,267 217 3,286 19 

Primary Refined 15,211 465 15,249 38 15,641 391 15,740 99 

Secondary Refined 2,738 157 2,669 -69 2,643 -25 2,629 -15 

Total Refined 17,949 622 17,918 -31 18,284 366 18,368 84 

Percent Change 3.6   -0.2   2.0   0.5   
Source: Cochilco, based on ICSG Copper Bulletin, Brook Hunt, CRU and producer company data. 

N.B.: (i) Interim. (e) Expected. 
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4. Market Balance and Price Outlook 

4.1. Market Balance 

The refined copper market balance in Table 14 is based on the demand and supply 

data previously reviewed. Based on revised secondary supply data, the refined balance 

deficit for 2008 drops to 85 kMT from the 127 kMT estimated last July. Year-end 

inventories remain at 3.4 demand weeks. 

For 2009 and 2010 we expect a higher surplus than in July forecast, especially in 2010 

with a rise from 123 to 611 kMT, respectively, driven by Chinese use of existing 

inventories. For 2009, the surplus goes from 171 to 329 kMT, as a result of increases in 

secondary production (driven by better prices) and primary production (due to lower 

than expected production losses).  

Year-end inventories in 2009 should stand at 3.6 weeks of demand, slightly above the 3.4 

weeks estimated previously. Year-end inventories in 2010 are expected to come in at 4.3 

weeks of demand, well above the 3.3 weeks estimated previously. 

Table 14: Refined Copper Market: Projected World Balance  

kMT 2007 (i) 2008 (e) 2009 (e) 2010 (e) 

Primary Refined Production 15,211 15,249 15,641 15,740 

Secondary Refined Production 2,738 2,669 2,643 2,629 

TOTAL SUPPLY  17,949 17,918 18,284 18,368 

Percent Change 3.6 -0.2 2.0 0.5 

TOTAL DEMAND 18,174 18,003 17,955 17,757 

Yearly Change 6.5 -0.9 -0.3 -1.1 

BALANCE (225) (85) 329 611 

Inventories as Weeks of Demand 2.9 3.4 3.6 4.3 
Source: Cochilco, based on ICSG Copper Bulletin, Brook Hunt, CRU and producer company data. 

N.B.: (i) Interim. (e) Expected. 

4.2. Price Outlook 

The market balance for refined copper in 2009 should come in below a well supplied 

level (see Chart 4), with total inventories of 3.6 weeks of demand (close to the 3.4 and 

3.7 weeks estimated in the past two reports). In addition, the slow decrease in Chinese 

refined copper imports in H2, the lower slump in industrialized countries and improving 

financial conditions have coalesced to keep copper prices higher than expected. As 

such, our average price forecast for 2009 is revised upward to about 230 ¢/lb. 

For 2010, the relative availability is expected to improve (see Chart 4), helping total 

inventories close at 4.3 weeks of demand (higher than the 3.3, and 3.8 weeks estimated 

in the past two reports). While this suggests a more comfortable market than previously 

estimated -as China begins to use its inventories- preliminary expectations for 2011 keep 

pointing to a shortfall in excess of 400 kMT, causing prices to end 2010 on the way up. As 

such, based on higher 2009 prices, our average price estimate for 2010 is revised 

upward to 270 ¢/lb. 

The downwards risks of the forecast arise from a underestimation of actual refined 

surplus if the crisis drags on, slowing down industrialized country demand, and also if 

China begins to make substantial use in 2010 of inventories built up in 2009. 
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Risk of an upward revision could 

come from stronger Chinese 

apparent demand and a faster 

recovery in industrialized country 

demand. A weaker U.S. dollar 

could also skew price estimates 

upward. 

The effect of the demand risks 

onto the refined balance was 

calculated based on the 

scenarios in Section 2.2. Results 

for 2010, show that the market 

has a bias to remain within a well 

supplied level. On the other 

hand, the risk of Chinese demand increases, leading to a tighter scenario remains 

higher in 2009. 
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5. Unrefined Copper Market 

 5.1 World Smelter Production 

Primary smelter production rose 0.2 percent in 2008 following minor gains everywhere 

save for the Americas, where production fell 82 kMTF (see Table 15). Chilean production 

stood at 1.37 mMTF, down nearly 150 kMTF over 2007. 

World smelter output in 2009 should drop 8.4 percent due to: capacity cuts and 

extended maintenance to avoid concentrate shortages, line shutdowns or slowdowns 

to avoid a sulfuric acid glut, shutdown of costly plants due to low sulfuric acid prices, 

operating issues caused by accidents, and energy and input supply issues. 

Primary smelter output in 2010 should recover by over 11 percent, with Asia accounting 

for nearly two thirds. As discussed below, concentrate production increases are 

expected to be limited in nature. 

Relative to our previous report, projected production for 2009 and 2010 is revised 

downward to 260 and 220 kMTF, respectively. In 2009, production cuts are the norm 

across all regions, while drops in 2010 are strongly associated with production cuts in 

Oceania and Europe and to a lesser extent in the Americas. 

5.2 World Concentrate Production 

Concentrate production fell 0.5 percent in 2008, due mostly to lower production in 

Americas, specifically in Chile and Mexico. This should be reverted in  

2009 following a 1.4 percent increase in world concentrates production, notably in Asia 

(see Table 16). For 2010, while the Americas should post a strong increase, higher 

production losses are also expected, as noted in Section 3. As such, overall concentrate 

production is expected to rise only 0.6 percent. Across regions, the Americas -led by 

Latin America- is the leading producer with a 51 percent share in 2008. Chile, with 27 

percent, remains the world’s largest producer, followed by Peru (8.7%) and China (8%). 

Table 15: World Primary Copper Smelter Production 
KMT 2007 (i) 2008 (i) 2009 (e) 2010 (e) 

  Production Change Production Change Production Change Production Change 

Africa 586 112 609 22 650 41 802 152 

Americas 3,323 -228 3,240 -82 2,964 -276 3,277 312 

Asia 5,949 392 5,966 17 5,905 -61 6,893 988 

Europe 2,333 -123 2,374 41 2,218 -156 2,335 117 

Oceania 386 -20 419 32 409 -10 440 31 

Total 12,578 132 12,608 31 12,147 -461 13,746 1,600 

Smelter Adjustments (1) 0   0   597   893   

Total Available 12,578 132 12,608 31 11,550 -1,058 12,853 1,303 

Percent Change 1.1   0.2   -8.4   11.3   

Source: Cochilco, based on ICSG Copper Bulletin, Brook Hunt, CRU and producer company data. 

N.B.: (i) Interim, (e) Expected; (1) includes expected production losses and adjustments to smelter utilization rates.  
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5.3 Concentrate Balance and Treatment and Refining 

Charges (TC/RC)  

A review of expected smelter and concentrate production in 2008 shows the world 

market posting a 72 kMTF shortfall (see Table 17) adding to the decline in TC/RC fees 

noted in previous years (see Chart 5). Supply contract TC/RC averaged 44/4.4 while 

spot contract fees averaged 28.2/2.8 and trended upward toward the year-end. 

The market in 2009 should show a 1.1 mMTF surplus, mostly from major drops (higher than 

1 mMTF) in smelter output. Processing capacity has fallen significantly as smelters 

struggle to weather the global crisis by shutting down operations, rescheduling or 

extending maintenance and cutting down on production lines. 

Table 17: World Copper Concentrate Surplus/Deficit 

kMTF 2007 (i) 2008 (i) 2009 (e) 2010 (e) 

Africa 117 251 246 268 

Americas 3.296 3.204 3.216 3.372 

Asia -3.145 -3.182 -2.646 -3.656 

Europe -860 -933 -738 -905 

Oceania 613 588 694 660 

Subtotal 21 -72 773 29 

Concentrate Losses 0 0 208 982 

Smelter Adjustments 0 0 597 893 

Total 21 -72 1.162 -59 
Source: Cochilco, based on ICSG, Brook Hunt, CRU and producer company data. 

(e) Expected. (i) Interim. 

 

In January 2009 these adjustments propelled spot contract fees to 80/8, their highest 

level since April 2006. This impacted H1 negotiations and drove supply charges to 75/7.5, 

70 percent above 2008 levels. Initially upbeat smelter expectations, which included a 

surplus in 2009 and a slight shortfall in 2010, waned gradually as the year wore on, 

pushing spot TC/RC to as low as 15/1.5 in August and September. 

 

 

Table 16: World Copper Concentrate Production 
  2007 (i) 2008 (i) 2009 (e) 2010 (e) 

kMTF Production Change Production Change Production Change Production Change 

Africa 704 102 859 156 897 37 1,095 131 

Americas 6,619 234 6,445 -175 6,180 -264 6,686 393 

Asia 2,803 72 2,784 -20 3,259 476 3,228 73 

Europe 1,473 -55 1,441 -32 1,480 39 1,582 54 

Oceania 999 -48 1,007 8 1,103 96 1,150 6 

Total  12,599 305 12,536 -63 12,920 384 13,775 856 

Concentrate Losses 0   0   208   982   

Total Available 12,599 305 12,536 -63 12,712 176 12,793 82 

Percent Change 2.5   -0.5   1.4   0.6   

Source: Cochilco, based on ICSG Copper Bulletin, Brook Hunt, CRU and producer company data. 

(e) Expected. (i) Interim. 
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As a result, H2 negotiations set 

supply contract charges at 50/5. 

As in previous years, spot TC/RC 

for Q4 2009 are expected to rise 

ahead of year-end negotiations. 

For 2010 the concentrate market 

is expected to post a 59 kMTF 

deficit, returning to an equilibrium 

that could yet swing toward 

tightness, an expectation that 

should explain recent spot market 

behavior reflecting lower relative 

concentrate availability. As such, 

supply TC/RC should come in below 2009 levels, possibly at about 45/4.5. 

6. Other Relevant Metal Markets 

6.1 Steel and Molybdenum 

In Q3 2009 the Global Steel Price 

Index averaged 154 points, up 

17.1 percent over Q2 but down 

45.5 percent year-on-year. The 

Index in 2009 year-to-date stands 

at 145.4, down 41.6 percent from 

a year earlier. 

Steel prices in Q3 continued the 

recovery started in May (see 

Chart 6), consistent with a Chinese 

stockpiling and a rise in demand 

which tended to moderate later 

on, as October data shows. That 

said, the steel market is not 

expected to rebound significantly 

until industrialized economies, 

which continue to use the massive 

inventories built up in 2008, start to 

post substantial improvements. 

Molybdenum prices averaged 

US$14.8/lb. in Q3 2009 (see Chart 

7), up 59.7 percent over the 

previous quarter but still down 

55.7 percent from a year earlier. 

Year-to-date prices stand at 

US$11/lb., down 66.9 percent over 

2008. 
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Carrying over from Q2 was increased activity associated with the end of inventory use 

and improving global prospects, resulting in a price average of US$17.4/lb. in August. 

Yet, prices dipped to US$14/lb. in September as Chinese demand and purchases 

intended to rebuild depleted inventories during the crisis, especially through October. 

Given recent developments, our price projection for H2 is revised upward to US$12-

14/lb., leaving average 2009 prices in the vicinity of US$11/lb. 

6.2 Gold and Silver  

In Q3 2009, gold averaged US$960/oz. (London Initial), up 4 percent over Q2 and 10.2 

percent from a year earlier. The year-to-date price stands at US$930/oz., up 3.6 percent 

year-on-year. The precious metal market has been on a roll throughout the year (see 

Chart 8), and gold prices broke through the US$1,000/oz. barrier in early September and 

hit a record US$1,066/oz. on 14 October. 

Price gains have been driven by fundamentals encouraging demand for gold as a safe 

haven, including a weaker U.S. dollar, fears of future inflation from expansionary 

monetary policies, and global risk associated with market corrections in the face of 

eventual economic turbulence. 

Demand for gold has translated 

into increased exposure to gold-

backed exchange-traded funds 

(ETFs), which rose from 203 tons in 

Q3 2008 to 533 tons in Q3 2009. 

Manufacturing demand remains 

weak, with Indian purchases in 

Q1-Q3 falling about 58 percent 

from a year earlier. Turkey, the 

world’s fourth largest buyer of 

jewellery gold, cut its purchases 

by about 80 percent. Short-term 

demand prospects suggest a 

continued slowdown should prices remain high and consumer spending low. 

For their part, European central banks signed the third agreement on gold sales, to five-

year cap setting the annual limit at 400 tons, down from 500 in the previous agreement, 

while the IMF is planning to sell 403 tons from its gold reserves. China is expected to pick 

up most of the increase as part of a process of foreign reserve diversification. 

Our price estimates stand at about US$925-950/oz. for 2009 and US$950-1,000/oz. in 2010. 

In Q3 the price of silver (see Chart 8) averaged US$14.69/oz. (London Spot), up 6.8 

percent over Q2. The year-to-date price stands at US$13.68/oz., down 17.7 percent over 

2008. 

As a precious metal and safe haven, silver has emerged as a more economical 

alternative to gold, reclaiming some of the relative value lost to it following the financial 

crisis late last year. While industrial demand remains weak, like gold’s, silver prices are 

driven by strong investor demand for silver-backed exchange-traded funds (ETFs). 

Based on recent developments, our price estimates stand at about US$14.2-14.6/oz. for 

2009 and US$14.6-15.4/oz. in 2010. 
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