
ommodity prices lacked clear overall direction
in June, with agriculture and metals prices gener-

ally lower while energy prices were higher.  Supply fac-
tors dominated those commodity price movements which
did occur, causing crude oil prices to remain firm and
agricultural prices to weaken.  Metals prices were lower
but showed strength towards the end of June as pro-
duction cutbacks began to materialize.

Energy prices continued to rally as production
cutbacks implemented by OPEC producers and high
refinery runs reduced stocks of crude oil at the start of
the peak summer driving season in the US and Europe.
Demand appears to be recovering in Asia, following the
slump last year.  In the Republic of Korea, oil demand
grew by nearly 9% during the first five months of this
year although a portion of this went to rebuild invento-
ries.  Crude oil futures prices moved into backwarda-
tion (nearby futures prices are higher than more distant
futures prices),  as investment funds bid up prices.  Fur-
ther price increases now seem possible unless OPEC
members agree to increase supplies.

 Food prices fell sharply as palm oil prices de-
clined by 17.5% following a reduction in the Indonesian
export tax.  Soybean prices fell to 26-year lows on the
prospect of a record US crop amid nearly ideal growing
conditions in the Midwestern United States.  Grain prices
were higher despite estimates of higher stock levels which
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now put this year�s carryover stocks 5% higher than the
estimate of just three months ago.  The predicted de-
cline in global grain stocks next year also seems less
certain with the good prospects of another large crop.

The index of metals prices was down 2.7% as the
rally which began in March paused, but held above pre-
vious lows.  Copper prices have been especially volatile
as production cutbacks were anticipated, discounted, and
then finally materialized when major producers an-
nounced significant mine closings.  Other metals showed
less strength.  Gold prices fell sharply following the an-
nounced sale of reserves by the Bank of England and
concerns of other central bank sales.
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Arabica and Robusta coffee prices each dropped
3.5% as the prospects of frost in Brazil diminished.  The
market is expected to be in surplus by 3-4 million bags.

Cocoa prices increased almost 9%.  However, bear-
ish factors seem likely to continue and carry prices lower.

Copper prices were generally lower in June but be-
gan a sharp rally at the end of the month on a series of
production cuts by major producers.  BHP announced
that it would close a smelter and mines in Arizona and
New Mexico, and this was quickly followed by an-
nounced reductions by Phelps Dodge and Asarco. It
appears that prices may have bottomed.

Gold prices continue to drop, in part because of the
UK�s decision to begin selling more than half of its gold

reserves.  The initial sale on July 6th of 25 tons was
concluded at auction at $261.20/toz. Concerns about other
central bank sales and forward producer selling took prices
below $260/toz during June.  In addition, the IMF is com-
mitted to selling 10 million ounces of its reserves to fi-
nance debt relief for the world�s poorest countries.

Grains prices were up about 2%, with maize and
rice higher while wheat prices were lower.  The rally is
not expected to continue as large crops are likely to be
harvested in the next few months.  By the end of June,
prices were lower as good growing conditions persisted.

Lead prices fell 8% due to rising stocks and slack
demand.  Most buyers were fully booked for June/July
as major producers prepared for summer shutdowns.

Malaysian log prices rose about 4% on the gradual
improvement of Japanese imports.  Tight log supplies in
Southeast Asia caused sawnwood prices to appreciate
about the same amount.

U.S. natural gas prices continued to rise on con-
cerns about domestic supply deliverability.  However, high
stocks and rising imports should prevent prices from ris-
ing significantly this summer.  European natural gas
prices, which lag petroleum prices, began to reverse the
steady declines of the past two years.

Nickel prices were 4% lower following the May
rally, but rose strongly in late June due to falling stocks
and lower exports out of Russia, as a smelter idled last
September remains out of operation.

Oilseeds prices were lower due to policy changes
in Indonesia and large supplies.  Palm oil prices fell an
additional 17.5% in June following the 6.5% decline in
May.  Good supply prospects in most producing coun-
tries and Indonesia�s decision to reduce its palm oil ex-
port tax from 40% to 10% accounted for the decline.
Coconut oil prices fell almost 9% to a 15-year low.
Further price declines are likely as production recovers
from the delayed effects of El Niño.  Palmkernel oil
prices declined by 13.1% due to good crop prospects
and also the reduction of Indonesia�s export tax.  Soy-
bean oil prices fell 2.5% due to the declines in the over-
all sector and the prospects of a record soybean crop.

Sugar prices showed unexpected strength, despite
large surpluses, as prices rose 5.5%.  The increase was
sparked by Russia�s decision to impose a 45% import
duty on sugar arriving after August 1st.  This led to
aggressive buying in order to avoid the tax increase.

Tea prices were slightly lower in Colombo and
Mombasa auctions because of the weak import demand
from Russia.  Calcutta prices broke with the global trend
due to a new crop tea which carries a premium.  This
led to a sharp increase in prices in May and then a 10%
fall in prices in June as the new crop premium decreased.
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