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ITM (in-the-money) option, 5

J
Japan, crude oil imports, 113
Jet fuel, 104, 146–147
Jewellery demand, gold market and, 50

K
Kerosene, refined products of crude oil, 104
Knock-in barrier option, 6–7
Knock-out barrier option, 6
Knock-out forwards, metals market, 95–96
Kuwait, proven oil reserves level, 107
Kyoto Protocol, 247–249

L
LBMA see London Bullion Market Association
LDC see local distribution company
Lease rate swaps, 64–65, 65f
Leasing market, gold, 51–54
Legal and documentary risk, 27
LIBOR see London InterBank Offered Rate
Line-packing, 152–153
Liquefied natural gas (LNG), 160–161
Liquidity risk, 28
LME see London Metal Exchange
LMEX index contract, 76
LNG see liquefied natural gas
Load, electricity price drivers, 187
Load shapes, 205
Local distribution company (LDC), 151
Loco London price, 43
London

gold market, 42–44
Ioco London price, 43

London Bullion Market Association (LBMA),
42, 45, 52t

London InterBank Offered Rate (LIBOR),
13–14

London Metal Exchange (LME)
aluminum prices for settlement, 87
associate broker clearing members, 78
associate broker members, 78
associate trade clearing members, 78
associate trade members, 78
clearing house, 78–80
contract specification, 77
delivery, 80–81
exchange-traded metal futures, 76
exchange-traded metal options, 76
overview, 74–75
plastic futures contract specification, 218t

primary aluminum futures contract, 77t
primary aluminum options contract

specification, 78t
ring trading members, 78
trading at, 77–78

Long-dated exposures, 30

M
Marker crudes, 123–124
Market in backwardation, 10–11
Market in contango, 8
Market rates

for gold, 52t
gold market, 64t

Market risk, 27–28
MASP see Monthly Average Settlement Price
Maturity

long-date exposure, 30
medium-dated, 30
short-dated, 29
swaps, 3

Medium-dated maturities, 30
Metal Flow Rate (MFR), 218
Metals see Base Metals
MFR see Metal Flow Rate
Mining related issues, coal price factors,

234–235
Min-max structure, metals market vanilla option

strategies, 93–94
Monomer production, plastic, 215
Monthly Average Settlement Price (MASP), 76

N
Naphthenic properties, crude oil, 103
NAPs see National Allocation Plans
NASAAC see North American Special

Aluminum Alloy Contract
National Allocation Plans (NAPs), 254
National oil companies (NOCs), 103
National Transmission System (NTS), 150
Natural disasters, crude oil price drivers, 119
Natural gas

consumption of, 157
demand and supply for, 156–161
deregulation and re-regulation, 154–156
derivatives

exchange-traded futures, 169–171
financial/cash-settled transactions,

176–180
OCM, 168–169
OTC contracts, 173–176
trading natural gas in UK, 168

energy consumption by region, 157t

exporting, 160
formation, 149



312 Index

Natural gas (Continued)
importance of, 156–157
LNG (liquefied natural gas), 160–161
measurement, 150
Natural Gas Act of 1938, 154–156
plastic production, 215
price drivers

definitions of price, 161–162
demand side, 164
price of oil, 164–166
supply side, 162–164

production of, 158, 159, 159t
proven reserves, 158t
reserve to production ratio, 159–160
reserves of, 158
supply chain

customers, 153
financial institutions, 153–154
interconnectors, 152
production, 150
shippers, 150–151
storage, 152–153
transmission, 151–152

swaps, 176–178
trading, 166–168

NERC see North American Electric Reliability
Council

Net present value (NPV), 16
NETA New Electricity Trading Arrangements,

203–204
New Electricity Trading Arrangements (NETA),

203–204
NOCs see national oil companies
Noncompliance penalties, emissions market

price drivers, 250
Nord Pool

characteristics, 197
Elspot market, 198
financial market, 199
real-time operations, 199
spot market, 199

North American Electric Reliability Council
(NERC), 189–190

North American Special Aluminum Alloy
Contract (NASAAC), 87

North Sea crude oil, 128–129
NPV see net present value
NTS see National Transmission System
NYMEX source

crude oil contract specifications, 136t
gold futures contract specifications, 2t

O
OCGT see open cycle gas turbine
OCM see on-the-day commodity market
Official selling pricing method, crude oil, 124

Offset hedge, 221–222
Oil see Crude oil
Oil prices, natural gas price drivers, 164–166
On-the-day commodity market (OCM),

167–169
OPEC see Organisation of the petroleum

exporting countries
Open cycle gas turbine (OCGT), 184
Operational risk, 27
Option strategies

gold market, 65–67
plastic, 222–223

Option-based trades, 36–39
Options

American style, 5
ATM see at-the-money
barrier, summary of, 6f
Bermudian, 5
binary, 6
call, 4
cancellation or granting of, 6
delta of, 19–21
derivative products, 4–7
effect of time on, 22t
European style, 5
exotic, 6
gamma of, 21–22
gold market derivative applications, 59–60
greeks, 18
ITM see in-the-money
OTM see out-of-money
Plain vanilla, 6f
pricing parameters, 17t
profit and loss profiles for, 5f
put, 4, 6
risk management, 19–25, 33
spot-forward-option relationship, 16–18
TAPOs see Traded Average Price Options
theta of, 22–23
vega of, 23–25

Organisation of the petroleum exporting
countries (OPEC), 121

OTC see over-the-counter contracts
agricultural derivatives, 267–268
natural gas, 173–176

OTM see out-of-money option

P
Paraffinic properties, crude oil, 103
PE see polyethylene
PET see polyethylene terephthalate
Plain vanilla option, 6f
Plastic

applications of, 216
chemistry of, 213–214
derivatives applications, 218



Index 313

futures contract specification, 218t
futures exchange roles, 219–222
monomer production, 215
option strategies, 222–223
polymerisation, 215
price drivers, 217–219
production of, 214
source of supply/disposal of inventory, 222
supply chain, 217

Polyethylene (PE), 216
Polyethylene terephthalate (PET), 216
Polymerisation, plastic, 215
Polypropylene (PP), 216
Polystyrene (PS), 216
Polytetrafluoroethylene (PTFE), 216
Polyvinyl chloride (PVC), 216
Portfolios, commodities within

benefits of, 270–271
bonus note, 280
capital guaranteed structures, 277–278
CCO (collateralised commodity obligation),

282–285
correlation coefficients between financial

assets, 270t
excess return index, 272
gold-linked notes, 277
half pipe copper note, 278–279
himalaya note, 281–282
investment methods, 271–272
investment structure analysis, 285–286
investor profile, 269–270
roll yield, 273–274
spot index, 272
total return index, 273
TRS see total return swap

Pour point, crude oil, 102–103
PP see polypropylene
Premium against pricing, 20f
Price drivers

agricultural commodities, 264–266
base metals

balance between industrial demand and
supply, 83

capital spending and exploration, 81–82
Chinese and Indian demand, 81
exchange rages, 81
government fiscal and monetary policy, 81
investment demand, 82–83
production costs, 82
production disruption, 82
substitution, 82

crude oil
forward curve analysis, 121
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Price-fixing hedge, 221
Prices

of coal, 232
crude oil

defining, 121–122
delivered price, 122–123
evolution of, 122
exchange for physicals price, 125
fixed prices, 124
floating prices, 125
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Title Transfer Facility (TTF), 168
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Viscosity, crude oil, 102
VLCCs see very large crude carriers
Volatility, trading, 36–39

W
War and terrorism, crude oil price drivers,

120
Weather factors

agricultural commodity price drivers, 264
electricity demand, 190
emissions market price drivers, 250

Western world demand by end use, aluminum,
72f

Wheat production, 262, 267
World Gold Council and GFMS source, 49f

Y
Yield enhancement, 60

Z
Zero coupon instruments, 13


