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Macro Update: Macro is Golden
Sid Muralidhar, Chief Executive Officer
sidmuralidhar@vt.edu
September marked a down month for the Energy and Metals commodities complex, dragging down the
Bloomberg Commodities Index (BCOM) for the month despite the Agriculture commodities having a
positive month. The grains commodities surged on the last day of the month after the USDA’s grains
stocks report showed lower than expected inventories.

Image courtesy of the Rock Creek Group, as of September 30, 2020

Gold fell -4.4% for the month, breaking its 6-month winning streak. As Russ Koesterich of BlackRock
recently wrote, lately, gold has been trading as less of a hedge and has been as more of a rates play - the
more negative real (inflation-adjusted) interest rates are, the higher the price of gold. As a result,
increasingly, gold has been trading with, rather than against, stocks; using weekly returns, year-to-date
gold has displayed a beta of ~0.3 to U.S. equities (vs. starting the year with a mildly negative correlation).
This shift in correlations is not unusual for gold as it can behave differently in different environments.
The explanation: monetary and fiscal policy swaying investor expectations for financial assets.
In September, inflation expectations fell as concerns about a potential stimulus grew; less fiscal spending
by the U.S. government would mean less aggregate demand in the economy and as a result, lower
inflation. Despite the down month, gold has still performed better than other hedges (i.e. U.S. Treasuries,
the Yen, the Dollar) gaining +5.9% in Q3 (vs. USTs gaining +0.1% in the quarter, the Yen gaining +2.2%,
and the Dollar losing -3.6%). A combination of negative real interest rates and a weak dollar should
continue to support gold prices, but do not expect it to serve as an effective hedge against equity risk.
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The U.S. dollar finished the month stronger by +1.8%, breaking a 5-month losing streak. Like gold,
market expectations of U.S. fiscal policy could help explain this move - as market expectations for
pre-election fiscal stimulus came down, the U.S. dollar strengthened. However, on September 30th, when
U.S. Treasury Secretary Mnuchin suggested that a deal might be possible, the dollar fell, suggesting that
fiscal expansion by the U.S. government would likely lead to a weaker dollar.
The Goldman Sachs Sales desk laid out a scenario where a Democratic sweep (Democrats taking the
Presidency and Senate, and holding the House) would lead to a dollar negative scenario: (i)
countercyclical fiscal policy tends to be a positive impulse for global growth and equities which leads
investors into higher risk FX rather than the dollar; (ii) a Biden win, with or without the Senate, should
push USD lower vs. EM FX as geopolitical risk would decrease; (iii) if the Fed is to hold nominal interest
rates anchored, repricing higher inflation breakevens would see real rates lower, leading to a weaker
dollar due to the reduced real interest rate differential. Interestingly, in the first hour of the Presidential
debate, the dollar sold off, selling off most aggressively against the Chinese Yuan, suggesting that markets
see lower trade war risks as a direct consequence of a new U.S. President.
On the subject of the U.S. general election, as it nears, markets will begin to price in the implications and
the volatility that comes with it. With former Vice President Joe Biden leading in the polls, it is interesting
to see what the potential macro plays might be in equities.
Macro Election Plays:
● Dem Outperformers by Policy
○ Minimum Wage Increase
■ Companies whose consumer base relies on lower-income and minimum wage
consumers(i.e. dollar stores, low-budget retailers, etc.)
○ Increased subsidiaries to clean energy
■ Clean/green tech (i.e. solar)
○ Increased spending on infrastructure
■ Infrastructure companies
○ U.S.-China tension de-escalation
■ Companies with strong exposure to China in terms of revenue and
imports/supply chain reliance
● Dem Underperformers by Policy
○ Minimum Wage Increase
■ Companies with a strong labor focus and lower profit margins
○ Tax Rate Increase
■ Especially negative for companies with a low effective tax rate
○ Increased environmental regulation
■ Fossil fuels & low ESG rating companies
○ Decreased defense spending
■ Defense companies and contractors
○ Increased firearm regulations
■ Firearm companies
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Agriculture Update
Chris Kuhler, Division Head
kchris99@vt.edu
Summary: Weather and politics. These two themes ran the high-level movements among agriculture
commodities through September. The weather has had the biggest impact on supply from the end of
August through September. Domestically, the U.S. continues to deal with the aftermath of multiple
hurricanes mostly limited to the Southern and Mid Atlantic states. In addition, the effects of the Iowa
derecho were quantified late this month. Internationally, a battle over moisture levels is playing an
important role in sugar and coffee supplies, as different corners of the world work through unique
growing conditions. These same weather and moisture factors greatly affect planting conditions in South
America, as they finish plantings of corn and beans. The politically charged environment has a similar
outcome on agriculture commodities, as it does equities. The outcome of the upcoming election will have
a major impact on international trade relations and domestic producer sentiment, which can alter future
trends for many years.
On a political and global sentiment viewpoint, U.S. producers remain optimistic about international sales
that crumbled as pre-covid marketing options. Recent data released through August highlights deficits
with all major agricultural trading partners, except for China (Ex. 1). Positioning for the future, this leaves
a great opportunity for domestic producers to make up for lost market share when the world reaches
something closer to a post-covid era. The grain stocks report contributed to the major price shocks in
grains this month, causing potential concern oversupply leading into the next year but as production data
rolls in through the fall more will be known what impact this may have leading into the new crop data.

(Ex. 1)
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Coffee (JO) Update
Armine Poghosyan, Analyst
armine@vt.edu

Source: Barchart.com, 2020

Price Action: Coffee began September with the highest prices in eight months. Following the
peak, weather expectations in Brazil and global oversupply of coffee weighed heavily on prices.
News: ICO September Coffee Market Report (10/02/2020), A Chance For A Higher High In
Coffee Fails (09/15/2020)
Summary: The world supply of coffee is estimated to fall by 2.2% compared to last year's result.
According to International Coffee Organization (ICO), the global output of Arabica will fall by
5%, while the production of Robusta will see an increase by almost 2% (the numbers are
presented in Table 1 in the Supporting Material section). Unlike other large coffee-producing
countries, Brazil’s output was 10.9% less than last year. The production of coffee in Ethiopia and
Indonesia grew steadily as a result of having adequate rainfall and favorable weather conditions.
ICO reported that in September the global coffee market closed with 1.5 million bags of surplus.
Throughout the month, Brazil’s weather expectations provoked investors to change trading
decisions several times. For instance, dry weather news pushed market participants to take large
long positions while full warehouses in the US and Brazil created a fear of oversupply in the
market among farmers who were concerned about storing their crops. Following, the USDA
estimated an increase in the global stockpiles of about 18%.
On the demand side, ICO forecasts global consumption to decrease by 0.5%. In the beginning of
the global pandemic, the at home-consumption of coffee partially offset the negative demand
from restaurants and out-of-home consumption. During this period, people were stockpiling
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coffee and many other products, increasing the demand for coffee, but now demand for coffee is
decreasing amongst the prolonged economic slowdown. The decline in demand followed by the
decline of the world exports caused shipments to fall to 116.54 million bags. The exports from
Brazil also declined beginning in July due to logistical transportation issues and limited cargo
container availability.
Many countries in the world are currently at the risk of re-imposing the lockdown as the number
of COVID-19 cases continues to rise. If they fail to bend the curve, global coffee consumption
will decrease significantly.
Outlook: The price of coffee is expected to decrease in the nearest future due to bearish
fundamentals. The potential decline of coffee consumption due to the global pandemic and the
increase in the global surplus will lead to lower prices. However, many analysts believe that if
the December futures hits or exceeds $132.00 level, the downward trend may reverse. Overall,
the short term is bearish while the long term may turn bullish.
Supporting Material:

Table 1: Global Production and Consumption of Coffee

Source: ICO September 2020 report
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Corn (CORN) Update
Kevin Salmon, Analyst
ksalmon@vt.edu

Price Action: The CORN ETF began the month of September at $12.52 and ended at $13.11. The price
oscillated throughout the month and ended with a drastic uptick following a bullish USDA report on the
30th.
News: China’s higher-than-expected demand supports corn market (Sep 3); Trump administration to deny
pending retroactive U.S. biofuel waivers for refineries (Sep 15); USDA grain stock update shows corn
piles down 10% (Sep 30)
Summary: Corn prices experienced a slow increase during September despite the beginning of harvest
and the normal seasonality effect. Nonetheless, crop conditions remained better than the five-year average
even given the poor weather conditions at the end of August. The corn crop was more mature than a year
prior and by September 30, the harvest was slightly more than 15% complete (Agweb). Favorable
weather towards the end of the month helped progress the harvest forward. Early predictions pegged this
year’s production at record highs, but it instead looks as if production will remain slightly below the
original estimates. On September 30th, the USDA released a stock report showing corn stocks down 10%
from a year ago, immediately sending the ETF’s price up 4% in under an hour (Successful Farming). This
implies that the 2020 ending stock number will likely come in far below earlier estimates.
Ethanol production has yet to resume to pre-COVID levels and corn demand from biofuels fell for much
of September after some signs of recovery in August. To appease corn farmers and help Trump’s electoral
chances in the midwest, his administration announced that retroactive biofuel waivers for refineries will
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be denied (Reuters). This will force small refineries across the country to maintain ethanol blending rates
and support demand for corn. The move came as a result of recent polling numbers showing Trump’s lead
in Iowa, the largest corn-producing state and previous lock in 2016, disappearing (FiveThirtyEight).
China continued its strong corn imports throughout the month. Phase 1 of the trade deal appears to be on
track and the demand from China helped pressure prices higher for September. It seems much of the corn
China is buying is going towards feed for their recovering hog populations (South China Post).
Outlook: As harvest continues into October, more news will come out on this year’s yield and total
production. Additionally, as we approach the U.S. election, changes in China sentiment could impact their
so-far strong demand. With stocks down, international demand numbers significantly higher than a year
ago, and the harvest season coming to an end, I expect prices to continue their rise into the near future and
perhaps back into the $14 range.
Supporting Material:

The USDA Grain Stocks report at noon on September 30th showed corn stocks down 10%, an amount
much lower than expected. Prices subsequently rose 4% in under an hour. (USDA)
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Livestock (COW) Update
Yangchuan Wang, Analyst
yangchuanwang@vt.edu

Price Action: The COW ETF price showed an increasing trend until mid-September. It fell a little and
then rebounded to $34.13 at the end of this month.
News: China and Japan Ban Pork Imports from Germany (Sep 14) Online grocery shopping offers new
opportunities for beef industry (Sep 22)
Summary: Hog futures prices rebounded in early September after USDA announced U.S. pork export
sales increased 36% compared to the last week of August. Data from USDA showed that U.S. pork
exports in 2020 in July were down from a year ago, but the exports in June increased compared to the last
year. Year-over-year exports mainly increased to east Asian countries, such as China, the Philippines,
Vietnam, and North American countries such as Canada. On September 10, German officials confirmed
the first case of African Swine Fever (ASF), which brought a shock to global pork markets. South Korea,
Japan, and China banned the importation of pork from Germany in Mid-September. Later in the USA, the
Environmental Protection Agency (EPA) approved disinfectants to protect from ASF.
In the cattle market, WASDE reports published in mid-Sept showed that beef production was raised from
the previous month on higher second-half cattle slaughter. The cattle price forecast for 2020 was
unchanged from this August. Also, now more grocers sell beef products online. Online shopping also
brought new training requirements for groceries.
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Outlook:
African swine fever (ASF) will continue to cause uncertainty to the global hog and pork markets;
however, ASF will push forward demand for meat from other main pork exporters such as the U.S.,
Spain, and Brazil.
Due to seasonality, the demand for beef is on the rise and will continue to increase in the next few
months. Since labor will become one of the problems in the cattle industry, in the next quarter the US
might have less production in cattle. Monthly WASDE reports revealed that 2021 cattle price forecast rise
due to the lower production of cattle.
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Soybeans (SOYB) Update
Jayson Gill, Analyst
jayson00@vt.edu

Price Action: In the past month, the soybean ETF has had three major price spikes and has
traded in between the $15.30 and $16.35 price ranges.
News: Bad weather in the U.S. Midwest forced the September WASDE to reduce production
estimates for the 2020/2021 marketing year. The September monthly exports report proved to be
bullish, exceeding investors’ expectations as China ramps up purchases of U.S. soybeans. The
October WASDE report was also another bullish report as the USDA reduced production and
beginning stocks and while increasing exports for the 2020/2021 marketing year.
Summary: The month of September for the soybean market has been dominated by a series of
bullish news reports. The month started with bad weather in the Midwest, causing damage to
many soybean acres, specifically in Iowa. This weather caused the USDA to reduce production
estimates in the September WASDE report. Soybean ETF prices rose by just over $0.80
accordingly. As the month progressed, harvest season approached, and increasing exports to
China drove up demand. The weather outlook for harvest looked positive and called for weather
that would likely help producers harvest their crops with little interruption. Higher than normal
soybean prices at harvest means many producers will sell more of their harvest than normal. This
created mixed market signals and increased volatility. At the end of September, the monthly
grain exports report was released and showed that China had purchased more soybeans than
expected. This shocked the market and prices once again rose sharply. In between the exports
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report and the October WASDE report, the market saw slight swings up and down due to
investors trying to place new bets and capitalize on the increased volatility. The October WASDE
report proved to be another bullish factor by reducing beginning stocks by 52 million bushels,
production by 45 million bushels, and by increasing exports by 75 million bushels.
Outlook: Bullish. Weather forecasts continue to show good weather for the next month which is
good for harvests in the U.S. Brazilian plantings have begun but are being threatened by poor
weather. Exports to China have been increasing due to herd rebuilding after the African Swine
Flu outbreak in China and decreased demand due to Covid-19.
Supporting Material:
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Sugar (SGG) Update
Dylan Doherty, Senior Analyst
dylanjd@vt.edu

Price Action: In the beginning of September, sugar continued to face a downward trend until the ETN
reached $37.74 on September 4th. After the 4th of September, sugar traded sideways due to minimal
significant news. September 15th was the start of a bullish rally for SGG which continued into the end of
September when SGG closed around ~$40 (a ~6% increase since the 4th).
News: India's sugar crop harvest faces delays with Covid-19 raging throughout the nation (Sep 2nd). CS
Brazil H2 Aug sugar production seen up 17% on year: survey (Sep 10th). Coffee prices could surge soon
as La Nina heat scorches world’s largest crop supply (Sep 29th). Global sugar surplus headed our way
(Sep 30th).
Summary: SGG started the month with news in India speaking of a potential delay in harvesting due to a
lack of migrant workers needed for their harvest. The reasoning behind the lack of workers was because
of travel fears with COVID-19 infections within India. Being that India is the 2nd largest global sugar
producer, this had the potential to cause serious implications on pricing for SGG. Machinery only
accounts for 5% of the production work in India, while needing 50 million sugarcane farmers to complete
the work. India’s harvest usually begins in early October but was likely to be delayed until the mid-end of
October due to this news. India also noticed their monsoon rainfall for the year coming in at 9% above
previous yearly averages, which was the first time since 1959 and will likely benefit soil for 2021/22
plantings.
Around mid-September Sugar in Brazil was still seeing strong force in a record high supply. Sugar
production in Brazil's main growing area (Center-South region) was expected to total nearly 3 million
metric tonnes in Mid-August and would continue through September. At this time, the proportion of sugar
production used for consumption was estimated at ~47% (36.6% this time last year). The uptick in sugar
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production for consumption showed that Brazil was likely to export more sugar this year due to higher
prices rather than using sugar crush to produce ethanol. Ethanol production during this time frame in
Brazil was 2.16 billion liters, 21% below last year in august. This was due to minimal support from the
crude oil market which decreased ethanol demand within Brazil. Domestic ethanol sales were ~20%
behind last season for Brazil. The EU and Thailand were also facing an undersupply in their crops,
however, this was mostly offset by oversupply in India and Brazil. The French Agriculture Ministry
forecasted 2020/2021 sugar beet production at 32.2 million tonnes (15% decline from last season). While
in Thailand, it was projected to drop to nearly 7.5 million metric tonnes (-13% year over year, 11
season-low), due to dry weather and poor cane quality. It should be noted that Thailand is the world's
second-largest exporter of Sugar.
Wrapping up the month of September, sugar showed steady price increases. However, Brazilian mills
sugar production was still ~9million tonnes ahead of last year and was pushing for a record supply. The
Rabobank forecasted that global consumption would increase by 1.9% compared to last year’s numbers
while S&P Global Platts expected global consumption to increase around 1.5% for 2020/21. The increase
in consumption would help with oversupplies in the world’s top producing countries. Finally, Brazil was
beginning to see some dry weather implications due to the build-up of what could be a La Nina weather
pattern. The dry weather is likely to cause serious problems for the output of next year's crop, while
already enduring months of below-average rainfall and high temperatures in the area.
Outlook: SGG is nearing the overbought price range with a continued rally that is not expected to drop in
the short term. As well as a continued build-up in net long positions the ETN could be set for a technical
correction even if news does not formulate on the bearish side. There is also growing concern of long
liquidations due to their continued build-up, so this is important to keep an eye on. Weather in Brazil with
La Nina looming around will be vital to watch as it could seriously affect current crop conditions and
growing for the next season. India’s weather is also important to look at as this could push for stronger
crop conditions and another advantageous growing season. Finally, foreign currencies in major producing
countries as well as the energy markets always prove to be big price drivers for SGG. Overall, we still
notice an oversupply of sugar and prices will likely be tested heavily in the coming weeks.
Supporting Material:

ON NEXT PAGE
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Pictured above are monthly sea surface temperatures in the Niño 3.4 region for 2019-2020 (purple
line). All years from 1950 are listed in grey. The thresholds for La Nina and El Nino are also
depicted.
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Wheat (WEAT) Update
Katie O’Day, Senior Analyst
kod423@vt.edu

Price Action: WEAT ETF Prices increased 2.5% over the month of September and reached monthly
highs on September 30th at $5.79.
News: Development of La Nina Poses dryness threat for major producers (Sept 17), Quarterly grain
stocks USDA Report reflects 8% lower wheat stocks than last year (Sept 30)
Summary: In the beginning of the month, concerns about dry weather conditions started to affect wheat
prices, as many key wheat producing areas were entering either harvest or planting season. Globally, there
were concerns of a very dry wheat belt in Argentina due to La nina and dryness concerns for the French
and Ukrainian crop. France had a very small 2020 crop compared to previous years. Most recently, there
have been concerns about dryness in the US Southern plains and dryness in key wheat-producing areas in
Russia. Russian farmers will have to delay plantings until there is more moisture. On the contrary,
Australian conditions have been near perfect, resulting in their second largest crop on record.
Although Russia is experiencing planting issues for their new crop, their old crop was plentiful. In the end
of September, the Russian Ag Minister, Dmitry Patrushev, announced production estimates for the 2020
crop at 82 MMT. This is far above USDA’s current September WASDE estimate of 78MMT and
SovEcon, a Black Sea research firm focused on wheat, estimate of 80MMT. Since this announcement
from Patrushev, different analysts have been increasing their estimates.
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Wheat prices ended September strongly, largely due to the September 30th quarterly USDA Grain Stocks
report, which publishes on-farm and off- farm stocks. This report reflected grain stocks as of September
1st at 2.16 billion bushels, which was down 8% from last year. In addition, analyst expectations were
2.24 billion bushels coming in as a surprise to the market, resulting in the ETF price closing 4% higher on
the day of release.
Outlook: With the recent weather uncertainty and dry planting conditions in the US and Russia, wheat
prices will continue to rise until there is rain in the forecast. However, the weather market will likely not
be sustainable for the rest of 2020 due to large global stocks. Australia is expecting their second-largest
wheat crop on record and the harvested crop will hit the export pipeline in November. This will cause
more competition between Russia and the United States.
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Energy Update
Joe Crawford, Division Head
juc@vt.edu
Summary: Energy markets have seen increased volatility for the month of September. Generally, with
macroeconomic uncertainty revolving around COVID-19, equity market depreciation, continued domestic
political and social unrest, weather patterns, and other geopolitical tensions, energy commodities have
seen quite an increase in volatility. Notably for natural gas, weather has been a huge factor as the NOAA
forecasts change over time and hurricane season runs full throttle. Hurricane Delta was a cause for
concern leading into the start of October and had effects across the entire energy space. Gasoline and
crude oil markets have also been reacting to the same weather concerns, specifically with concerns on
shut-in rigs, and refinery shutdowns/damage in the gulf area. Of note, crack spreads for gasoline have also
been very strong as Crude prices continue to be depressed.
Globally, many important factors that have been influencing energy prices. The US election and a general
increase in uncertainty have played a big role in energy prices (we have seen some correlation between
energy and equities here as well because of the election’s influence on global macro). There is also
serious tension in Eastern Europe between Azerbaijan and Armenia, which could have large energy
implications because of the involvement of Turkey and Russia in that conflict. Beyond global politics, the
energy market is still fundamentally oversupplied. Even though demand has resurged, continued progress
will be minimal as the battle with COVID rages on globally. Many economists are predicting uncertainty
and stagnated oil prices all the way through Q2 2021 and given there has been no strong change in the
fundamentals for months, a distant recovery seems most probable.
As a division, our general outlook is bearish for the energy space. There are no factors that have come up
that will arguably drive price appreciation in the sector long term, and likely will not be any until
post-election and post-COVID. With that said, there are always shock events that are important to watch
for in the short to medium term, so we are keeping our eyes open.
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Crude Oil (USO/BNO) Update
Gabe Plichta, Senior Analyst | Charles Spicer, Analyst
gjplichta@vt.edu

cspice5@vt.edu

Price Action:

Summary: The month of September has been a more exciting one for crude oil as prices have fluctuated
on supply and demand news more than any month. In addition, there is a renewed focus on the growth of
a second wave of COVID-19 cases, and a negative outlook on global economic growth.
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Compared to the past months, September has seen more irregular trading patterns, which has deviated
from the early range-trading pattern the ETF had seen late August to early September. This can mostly be
attributed to some level of uncertainty in the oil market surrounding the United States President Donald
Trump’s COVID-19 diagnosis, a stagnating economic recovery, and the lack of passage of an economic
stimulus bill in the United States.
For the international oil market, there has been a renewed interest in the global oil supply on three fronts:
OPEC and OPEC+ production levels, Libya’s recent production resurgence, and Azerbaijan and
Armenia’s conflict. OPEC and OPEC+, despite a production freeze being in place, has seen its member
countries increase their production levels month over month, defying the freeze. This has put pressure on
OPEC and OPEC+ leaders to curtail the production further and may lead to more drastic measures being
taken at the November meeting.
Concurrently, Libya has opened up the taps on its oil production after a hiatus due to ongoing conflict in
the country. The Government of National Accord, the internationally-recognized legitimate government
in Libya, and various other factions in the conflict agreed to reopen the production of crude oil. In the few
weeks production has been open, the country is producing more than 300,000 barrels of oil per day, a
staggering figure in the face of lower-than-normal demand numbers. Estimates show that Libya could
reach 300,000 to one million barrels per day by the end of 2020, which, given the current economic and
demand climate for oil production, could cause an issue for the global oil glut.
The conflict between Armenia and Azerbaijan is also an important event to focus on, especially as it
seems to have turned into a proxy war between Russia and Turkey, two regional powers that are intent on
growing their energy and oil market share. While Turkey backs ethnic Muslim Azerbaijan, along with
Israel and other organizations aiming to curtail Russian influence in the region; Armenia is backed by
Russia and has taken defense on Azerbaijan’s recent aggression towards the country. To put this conflict
into the perspective of oil, Armenia and Azerbaijan both sit on very large oil deposits, and with both
Russia and Turkey’s very public announcements that they will be pushing aggressively to expand their
market share on the global oil trade, whoever is more successful in this conflict will be able to challenge
OPEC’s hold on dominance in the Middle East and Asia.
Outlook:
The market remains very uncertain as to the future of crude oil. On one hand, the slow and steady
recovery we have seen has allowed demand and production to both return to more “normal” levels, which
has in turn allowed prices to return to just over $40 per barrel. On the other hand, the most likely
permanent effects of COVID-19 are still apparent in the market. The entire energy sector’s future is now
in jeopardy as places remain locked down and major travel is no longer possible for many. Several oil
majors including BP and Exxon have come out with estimates that oil demand will increase slowly but
surely. Peak oil demand is no longer set for the 2050s, but instead the 2030’s, as limited CAPEX
investments and growing demand for renewables hamstring crude’s potential.
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Supporting Material:

The above figure shows real-time US oil production tracked over time, with both a 2-week and 4-week
average. Post-COVID, production has shown to be not as resilient, with lagging and leading demand over
the summer and early fall.
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Gasoline (UGA) Update
Max Babka, Senior Analyst
maxbabka@vt.edu

Price Action: The UGA ETF saw little change throughout September, despite increased volatility and a
downturn in equity markets. UGA opened the month at $20.37 and entered October at $19.56, dropping
4% throughout the month. The lowest point for UGA throughout the month was a low of $18.10 on
September the 8th. YTD, the fund is down almost 40%.
Summary: September overall has seen more volatility than previous months, but the ETF was still
range-bound overall. The UGA ETF tested its lows and highs of the range it has been stuck in multiple
times throughout the month, but it never broke past them at any point. The price trend we have seen in
September has been a continuation of the summer trend that began early in June where UGA has been
bound between ~$18 and ~$21.50 without much movement.
This relatively tight range and lack of price movement during these times are likely due to the lack of
fundamental news and uncertainty surrounding the energy markets. There is no uniform consensus about
when a COVID-19 vaccine will be developed, whether or not there will be a second wave, and what the
long term outlook for the economy will be. There is also uncertainty with regard to the presidential
election, stimulus, and the continued actions of the federal reserve. Furthermore, gasoline demand is quite
seasonal, where demand decreases in the winter and increases in the summer based on driving habits.
However, COVID-19 and the lockdowns surrounding it have changed driving habits significantly, making
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demand harder to predict. All of these factors combine to make predicting what the price of gasoline
should be much harder than normal.
Crack spreads have continued to rise throughout the month of September, posting significant gains. For
the October 2020 contract, crack spreads began at $7.25 and closed the month at $9.32. This is extremely
significant because crossing the $9 mark puts crack spreads at pre-COVID levels. This is bearish for price
since high crack spreads incentivize refiners to continue to produce more gasoline.
Outlook: Our outlook remains bearish as we enter winter. Although prices for gasoline futures have
dropped like the rest of the energy sector, gasoline has fallen much less than WTI or Brent. This leaves
gasoline more vulnerable to further price drops simply because it has further to fall. Fundamentally, the
seasonal gasoline demand ensures that demand will continue to decrease until spring. Possible
reinstatement of lockdowns would also lead to a severe reduction in demand. On the supply side, refinery
output is expected to increase or at the very least remain constant. Crack spreads continue to rise, which is
a bearish sign overall.
Supporting Material:
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Natural Gas (UNG) Update
Chris Dutton, Senior Analyst
christopherwd@vt.edu

Price Action: For the month of September, we have seen a fundamental price decrease in the UNG ETF.
Moreover, entering into the peak of hurricane season, there have been price spikes due to production
disruptions. Natural gas futures prices have also been suppressed, starting the month at $2.675 mmBtu
and falling to the trough of $1.808 mmBtu. The back-half of the injection season has been very volatile
due to the shaky recovery of LNG feedstocks, weakened industrial demand, and terminal production
shut-ins. Current prices have leveled at $2.587 mmBtu; however, there is a wide-spread amongst analyst
price projections. The analysts at Bank of America are predicting $2.90 mmBtu by the end of Q1 2021
whereas Goldman Sachs analysts are seeing a price point of $3.50 mmBtu. Something worth noting is that
the UNG ETF experiences what is called contango induced decay. The fund will naturally lose contracts
over time due to rollover.
News: Mexico Unveils Plan for LNG Export Project on Pacific Coast
Summary: The Mexican government has recently revealed a new terminal that could play an integral role
in the development of natural gas exports of the United States. Moreover, the new Salina Cruz LNG
export terminal will sit on the Pacific coast of the country. This infrastructure project will run around
$1.2B, aimed at providing a jolt to a murmuring economy. The position of this terminal is especially
interesting as it will fall under the USMCA trade bloc. US natural gas is by far the cheapest within
reasonable geographic distance and is one of the cheapest in the world. Therefore, drawing from Corpus
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Christi and Freeport terminals in Texas makes logical sense. The Energía Costa Azul is also awaiting
approval for the area. The main driver here, as stated by MPL CCO Sarah Bairstow, is that Mexico
provides a much better economic and regulatory condition than the GOM does. Nonetheless, added
protection to the pipelines from inclement weather.
Outlook: Fundamentally, prices should move back towards YTD lows. Moreover, continuing to operate
at such a large surplus is creating lasting scars on the Lower 48. For instance, the South Central Nonsalt
storage is currently running at 93% capacity. Idealistically, modeling how the withdrawal season will play
out will hint at a price projection range for the end of 2020; however, the COVID pandemic has made this
image anything but clear. Attempting to model how demand will recover during Q4 2020 is hinging on
too many variables. Moreover, there are ancillary items that we can analyze to try and paint a better
picture. Extrapolating out the 2008 crisis, we have discovered that there is a strong correlation between
US manufacturing PMI and industrial demand for natural gas. Roughly a one-point drop in PMI will lead
to a roughly 2 BcF/month drop in industrial demand. Moreover, an analogous drop in PMI will lead to a
roughly 50 MMcf/d power burn in regards to gas-to-power demand. A potential method of modeling how
countries demand will rebound it to create a model through the holiday impact lens. This idea means that
you treat weekdays as weekends and extrapolate out how demand will be impacted. Furthermore, the
heaviest factor we will be watching is going to be production and storage levels. Figures 1 and 2 both
show analysts’ estimates of production and LNG flows. If producers continue to keep terminals running at
this capacity it will become unsustainable before the end of Q4 2020. Lastly, Figure 3 demonstrates the
historical dry production within the US lower 48. An important thing to note is that dry production
dropped below the 2019 levels at the end of May. Regardless, this impact is extrapolated due to the sheer
absence of consumption.
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Metals Update
Paul Papillo, Co-Division Head | Darsh Patel, Co-Division Head
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darsh@vt.edu

Summary: The past month has included a tremendous amount of action at the macro level, ranging from
the U.S. election to increases in COVID-19 cases and significant volatility in the price of the dollar. The
Coronavirus continues to threaten economic recovery, and the US economy is at a breaking point - in dire
need of stimulus. Additionally, cases of the virus are increasing worldwide and pose a significant threat to
the macroeconomy, especially as we enter the winter and flu season.
Washington D.C. is at a standstill on trying to make a deal on stimulus with both parties being very far
apart on how they want to proceed with stimulus packages. With the election now less than a month out,
we believe it is unlikely either party will want to deviate from their position and take a risk of looking
weak. During the week of October 4th, President Trump stated that he would cease all negotiations on
stimulus until after the election. Clarity on stimulus has become incredibly unclear as Trump has begun to
backtrack slightly and is willing to do either a small package or a deal that only helps large corporations
(such as airlines). Nancy Pelosi and the Democrats disagree and want a much larger package; over 2
trillion, that serves to be far more comprehensive. A whole deal seems unlikely as Republicans are
focused on trying to fill the open seat on the Supreme Court. The constant swings in news regarding the
hopes of stimulus have created increased volatility in the dollar, making it a precarious time to trade
metals - especially gold, silver, and copper as they are strongly moved by macro.
Volatility with dollar prices (noticeably in the aftermath of Justice Ginsberg’s passing) has had a large
impact on metals, especially in the precious metals sector. Both gold and silver saw a massive drop in
value alongside equities several weeks ago when the dollar peaked, reaching levels that have not been
seen since earlier this year in July. While gold and silver have begun to stage upward movements again,
there is still a great deal of uncertainty in the markets.
When looking at the upcoming election, the past two weeks have been extremely significant in the
presidential race. It started with an erratic Presidential debate that helped move polls significantly in
Biden's favor, with most national polls reporting a 10+ point lead for the Democrat Candidate. Soon after
the debate, news broke of Trump and many members of Republican leadership having contracted the
virus. On the whole, it appears that the stage is set for a Democratic win in 2020 and it is important to
take a close look at the possible fiscal and foreign policies that may be put into place over the next four
years. It is important to note, despite Biden’s likely bearish policy-making in regard to Wall Street
taxation, equities seem to have priced in a potential Biden victory.
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Copper (CPER) Update
Pete Brunone, Senior Analyst | Dylan Ratner, Analyst | Andrew Curran, Analyst
pbrunone@vt.edu
dratner@vt.edu
andrewjc417@vt.edu

Price Action: Copper has been range trading from 17.70 to 19.32 over the past month.
News: COVID-19 and the US election has dominated the headlines. Joe Biden’s chances of winning are
currently at a campaign-high 86% according to FiveThirtyEight. In a rare move for a Wall Street firm,
Goldman Sachs has predicted that a Joe Biden victory accompanied by an increasingly likely Democratic
victory in the Senate would spur economic growth through relief stimulus and longer-term commitments
to federal spending on infrastructure, climate, and education. President Trump’s approach towards
stimulus in recent weeks has been inconsistent with the latest reports showing that the White House is
pushing for another stimulus plan after a previous plan was met with opposition from both parties.
Summary:
September 14 to September 18
China's demand continued to thrive this week, given the uncertainty of the coronavirus, pushing
prices higher. For example, industrial production reached 5.6%, which beat expectation by 0.5%, and
overall manufacturing rose 6% YoY. This news serves as a bullish sentiment, which symbolizes the
country's economy is back to pre-COVID levels. As a result, LME inventory levels were the lowest since
2005. Economic stability is reflected in China's credit distribution; the banks trust consumers and
businesses to pay on credit. Meanwhile, a weak dollar and long term expectations of Fed quantitative
easing in the United States further supported prices.
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Refined versus mined copper supply has been diverging which is uncommon. This trend is due to
the lack of staff on production sites, which raises the risk of disruptions to mining companies and high
demand for copper concentrate. However, this trend is unsustainable and hints at a decline in refined
production in the future. Also, Peru's COVID curve is not flattening despite harsh lockdowns in March. In
fact, the country experienced the fifth straight month of contraction due to the pandemic's impact.
Similarly, Chile faced a dip in production, as represented by a decrease in exports. Shipments of the red
metal have fallen 13.2% YoY in August.
September 21 to September 25
Demand-wise, Chinese imports are projected at 3.8 million tonnes, which markets 6% growth
compared to the previous year. Although China's imports may have risen sharply, there is skepticism that
the actual consumption isn't as high. Thus there is speculation that China is building inventory. Although
the building of stock is bearish in the short term, the event demonstrates that China fears supply
disruption in the future. Additionally, in the United States, an upwards-trending dollar due to quantitative
easing concerns dropped prices. Stimulus talks, in general, are no longer the priority at this point due to
the death of Ruth Bader Ginsburg.
The Chilean government announced close to $29 billion worth of stimulus to citizens affected by
COVID-19. The government stated that they envision that tough times are far from over. This event
signals challenges in job creation in the battered economy and symbolizes labor issues in the mines. The
Codelco mines plan on rolling out automated mining in the future to accommodate for this shortage of
work. Peru stated that they would push forward with a gradual reopening of its economy in October. In
recent weeks, the infectious rates have declined, but the country has the 6th most infections in the world.
September 28 to October 2
China manufacturing remains strong through September; PMI reports beat expectations. Analysts
are very bullish on the manufacturing and infrastructure sector for the rest of the year, which will drive
demand for industrial metals. In the United States, There was speculation of a $2.2 trillion coronavirus
stimulus package by the democrats. However, given the political tension will serve as a barrier for
passage.
China's copper smelters raised price floor levels of fourth-quarter treatment and refining charges
by 9.4% from the prior three months. Generally, costs go up when there is more supply available due to
more bargaining power among smelters. Also, prices are higher than the current spot market, which
implies a potential surplus in the future. In Chile, the government announces $2 billion worth of stimulus
to create 1 million new jobs. This sentiment will positively affect private mines in the future and
demonstrates the government's priorities.
Outlook:
While economic conditions in China and supply production in South America are always drivers, the US
election is going to be pivotal for the market over the next month. Traditionally a Republican victory has
lifted markets due to a belief that Republicans are better for the economy. While voters have more faith in
President Trump on the economy than any other issue, investors may follow the thinking of Goldman
Sachs, which would cause CPER prices to rise in the event of an increasingly likely Biden victory due to
expectations of stimulus, federal spending, and a weakening dollar. However, the refusal of the Trump
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administration to commit to a peaceful transition of power as well as their attempts to undermine the
legitimacy of mail-in ballots creates a vast amount of uncertainty. It is increasingly unlikely that Trump
would immediately acknowledge the results of Biden win, which could cause the market to panic and fall,
followed by high levels of volatility. In the short-term, the market may turn bearish as supply continues to
recover. Uncertainty around the election along with rising COVID-19 cases could cause a period of
bearish movement following election day. China’s continued recovery along with high hopes for stimulus
and a weakening dollar in the event of a Biden victory paints a bullish long-term outlook.
Supporting Material:

The figure shows PMI trends across all the nations throughout the world for September.
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Gold (IAU) Update
Nathan Mostow, Analyst
nathan00@vt.edu

Price Action: Since our summer last update in mid-August, gold futures have seen some consolidation
which was followed by a significant break down in mid-late September. Gold appears to be building
positive momentum recently and we look forward to seeing how the election result will move prices.
News: This past month, the European Central Bank met and decided not to raise rates, with Christine
Lagarde not commenting on any expansion of stimulus. She reported that “Eurozone governments must
keep spending heavily to aid the bloc’s recovery from its pandemic induced recession, complementing
already super-easy monetary policy” leaving the door wide open for new stimulus before the end of the
year. In addition, the US Senate blocked a Republican bill for new coronavirus aid ($300B) and the
Federal Reserve met for two days to discuss monetary policy, releasing a statement highlighting that they
will keep rates low while inflation will be allowed to increase. The Bank of Japan and Bank of England
also had meetings with similarly orientated outcomes. We also saw many of vaccine developments that
had many conflicting messages, ranging from a vaccine’s variability being known by the end of October
(Pfizer) to many companies saying they plan to have a vaccine ready by early 2021 - all of which moved
the equity markets day-to-day and had some secondary impact on the price of gold. Many gold-backed
ETFs have increased their holdings significantly over the past year, which has helped the price of gold but
has also increased the level of correlated movement between equities and gold prices. The passing of
Justice Ginsberg caused great uncertainty in the macroeconomic space and resulted in stimulus talks
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going on hold with the primary focus shifted towards confirming a new Supreme Court Justice - which
had negative implications on gold prices.
Summary: Although trading generally sideways for a majority of the month, gold’s biggest drivers
stemmed from the macroeconomic outlook that continued to reinforce overall uncertainty. A major factor
that played a role in price action throughout this year and this month has been the new stimulus talks.
Gold’s biggest dips this past month were mostly due to its correlation with equity prices, negative
economic data, and increased coronavirus cases. In addition, the U.S. dollar index has moved prices
significantly. Trump’s positive coronavirus test, his handling of the pandemic, and a low interest rate
environment have all helped support a bull case in the near term.
Outlook: We are confidently bullish long term, but largely uncertain in the short term. Our short term
outlook is mostly due to high uncertainty in the U.S election and the increasing correlation between gold
prices and equity prices as ETFs have increased their gold exposure. In order to provide some clarity and
support for our short-term outlook, we are looking to upcoming presidential debates in order to gain some
insight and perspective into both administration’s views on monetary and fiscal policy.
Supporting Material:

The above chart shows the change in gold purchasing by central banks which declined this year but is set
ramp back up next year as estimated by Citi.
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Silver (SLV) Update
Caleigh McDonough, Analyst
caleighmcdonough@vt.edu

Price Action: Silver has begun slowly moving back upwards and building support following a quick 15%
drop in price from September 21-23.
News: Stimulus talks are still at standstill and a deal is not expected to be reached before the Nov. 3
election. Airlines are the center of the discussion after massive layoffs the past week. Republicans are
pushing for stand-alone bills for specific industries while Democrats disapprove of this approach in fear
that it would neglect things like funding for state and local governments and food stamps. Trump has
voiced support for airline relief as well as a $1,200 stimulus check. However, the Senate will not
reconvene until the week of Oct. 19 as several GOP senators have been infected with Covid.
On October 1st, Trump tested positive for Covid and was transferred to a hospital to monitor his
symptoms. In the days leading up to Trump’s positive test, he attended two fundraisers and introduced his
nominee to the Supreme Court. Following his diagnosis, several members of the White House staff, the
Senate, and other officials contracted the virus. President Trump has since been released from the hospital
with reported minimal symptoms.
The DXY index is at multi-week lows. News that talks could resume for a stimulus package and low
interest rates have investors favoring riskier assets. In addition, Biden’s election seems more likely, which
means a larger stimulus bill when he takes office. His election could also mean that Republicans lose
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control of the Senate. An approaching Brexit deal is driving down the DXY index as other developed
countries continue to recover faster than the U.S. from the Covid outbreak.
Trump’s repeated interruptions to Biden and the moderator during the Presidential debate caused him to
lose the votes of elder and white working-class supporters. After polls taken showed Biden ahead by 14
percentage points (53%-39%) - the worst support Trump has seen yet. Nearly a quarter of voters said the
debate swayed their vote, mostly in favor of Biden. Trump’s refusal to attend the next virtual Presidential
debate is expected to hurt his polls.
Summary: Silver had been range trading since the price drop in August. This changed following the
death of Ruth Bader Ginsberg, causing a runup in the dollar that sent silver tumbling over 15% in just a
few days. In one day, silver fell over 10% due to several factors. First, there was a rapid increase in the
dollar. Since precious metals are traded in dollars, they became more expensive to foreign investors.
Additionally, due to a selloff in equities, many institutional investors likely sold off precious metal
positions to help cover margin calls. Silver prices began slowly rising following this drop as the dollar
began to retreat once again. For the second time in just a few weeks, the dollar spiked, sending silver
prices down as President Trump stated that he would not negotiate any stimulus package until after the
election. Powell has stated multiple times that stimulus is crucial to recovery, yet neither party seems open
to giving up part of their position before the election. This makes it unlikely that we will see a major
package for at least several weeks. Silver needs a package to get passed so that downward pressure is put
on the dollar and silver can continue to build upon its recovery.
Outlook: We are slightly bullish in the short term and bullish in the long term. In the short term, the
biggest driver of price has been news regarding government stimulus. Transparency about stimulus being
passed before the election has become incredibly unclear. It is clear that the economy needs something as
shown through Powell’s speech, but neither party wants to make a deal before the election. In the long
term, we foresee a stimulus package being passed. We also still anticipate the election to have a major
impact on economic policy and specifically fiscal policy.
Supporting Material:

This chart shows the large increase in physical silver held by the SLV ETF.
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