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U.S. Commodities Markets

2024 Kickoff. The Six"C's” To Help Explain The
Developing Commodity Narrative

As 2024 kicks off we examine the “C's” of the global commodity complex—copper, crude
oil, cereal grains, cotton, cattle, and China—through one chart. By using one chart for
each"C’, we strive to capture the essence and the most compelling supply, demand, and
macroeconomic narrative for the year ahead.

« Throughout 2023, global commodities encountered a plethora of macro and
geopolitical variables. The biggest surprise to us was how the global commodity
trade selectively ignored some supply deficits by largely focusing on the demand side
of the equation. As the year concluded, most of the “C"balance sheets were left with

accommodating stocks.

« Topping the list of the “C"related influences in 2023 was the aggressive tightening of
central bank lending rates that was designed to suppress inflationary tendencies as
the world economies transitioned to a post-pandemic era. In 2024, inflation levels in
G-8 countries are expected to moderate which is creating widespread speculation of
multiple central banks rates cuts. We believe that lowering the cost of capital is one
variable that can enhance global industrial and consumer demand. An increasing
demand structure can potentially help reduce supply overhangs in energy and
grains while exacerbating already tight global base metal supplies.

Annual GDP
20

Percent
wun

-10
) © )
U U

Source: Bloomberg and HilltopSecurities.

Please see disclosure starting on page 6.

—US =—G8 =——-Furozone =China ===\\orld

Commodities Commentary
January 4, 2024

Walter Kunisch

Senior Commaodities Strategist
612.439.6111
walter.kunisch@hilltopsecurities.com

The biggest surprise to us was
how the global commodity trade
selectively ignored some supply
excesses imbalances by largely
focusing in such cases on the
demand side of the equation.

Page 1



HTSCommoditiesm

A Division of HilltopSecurities

Commodities Commentary

While reduced financing costs can help stimulate raw material demand, 2024
presents structural macro headwinds. Most critical of these is the commitment by
global central banks to tame inflation pressures, and the post-pandemic reversion
toward steady-state growth. G-8, China, and the world economy are each expected
to decelerate in 2024. Eurozone growth is forecast at 0.5%. Stagnating economic
growth, recession risks, along with lingering inflationary pressures will present
nuanced regional challenges that can slow aggregate commodity demand.

China: In early 2023 the global commodity trade was widely anticipating China to
strengthen post-pandemic demand for raw materials as the country exited from its
stringent lock down policy. Ultimately the demand shock for energy and metals in

particular, never fully materialized as President Xi exerted enhanced political influence

over the Chinese economy. What emerged throughout the year was a fragmented
global trade policy, increased political tensions with the U.S., and a realignment of
China’s political economy that deemphasized growth by debt and focused on state
led investment in the “real”economy. In 2024, Xi's "modernized Marxism”approach
to economic development will continue to rotate from real estate towards strategic
sate directed manufacturing sectors like electric vehicles and green energy related
products. We believe that China’s economic pivot will result in a tempered demand

structure for raw materials.

Crude Oil: In 2024 the global commitment to net-zero will continue to challenge
and define the world’s energy complex. Growing global and domestic crude supplies
combined with the continued adoption of electric vehicles in China, EU and the

U.S. should both slow oil demand and weaken OPEC+'s influence. We expect to

see OPEC+ continue to actively strive for market stability through production cuts.

In China, new refinery capacity will generate incremental crude oil demand. The
country’s flexible refined product export quotas will be key for mitigating Southeast

Asian supply and inflationary concerns. As production costs decline, U.S. shale output
is forecast to continue at the same record pace of 2023 which can create tailwinds for

existing domestic and global supply overhangs and keep WTI and Brent prices in a
tight range.

Copper: Despite the continuing Chinese real estate shock, we see emerging global
supply downgrades along with loosening monetary conditions and tight regional
LME stocks as key variables that should enhance copper demand and keep prices
elevated.

Cereal Grains: In 2023 the hasty transition from La Nina to the strongest EI Nino on
record was a primary catalyst that contributed to production shortfalls in corn, rice,
and wheat in the northern hemisphere. With the El Nino expected to weaken during
the first half of 2024 we see risks of U.S. corn, rice, and wheat production declining
and a decent probability of trend yields increasing. Trend yields would keep U.S.
corn stocks elevated but would help reduce tight supplies of rice and wheat in the
northern hemisphere.

Cotton: Long term weather forecasts for 2024 suggest that U.S. upland - Texas -
cotton could experience acute dryness which could suppress production. We see

Stagnating economic growth,
recession risks and inflationary
pressures will present nuanced
regional challenges that can slow
aggregate commodity demand.

In 2023 the hasty transition from

La Nina to the strongest El Nino on
record was a primary catalyst that
contributed to production shortfalls
in corn, rice, and wheat in the
northern hemisphere.

Tightening cattle supplies combined
with this encouraging domestic
demand backdrop can force prices
higher in 2024.
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softening interest rates helping to improve textile demand, however competitively
priced synthetic fibers can keep cotton prices in a range.

o (Cattle: Record high U.S. cash and futures prices in 2023 and a continuing drought
in the southwestern U.S. helped the cattle herd liquidation continue. Low U.S.
unemployment and the growing probability of a “soft landing” should continue to
support beef demand through the food service channel. Tightening cattle supplies
combined with this encouraging domestic demand backdrop can force prices higher
in 2024,
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Registered Copper Stocks & China Copper Imports
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Trading on regulated commodity exchanges inherently involves risk of loss and is not suitable for everyone. The leverage
created by trading on margin can work against you just as much as it can benefit you, and losses could exceed the entire
investment as well as additional cash deposits. You may be required to immediately provide capital upon notice to maintain
any or all open positions, and failure to do so in a timely manner could result in penalties, liquidating debit balances,
unforeseen financial obligation and the loss of opportunity sought by participating in the commodity futures and options
marketplace. Only risk capital should be considered for alternative investment or speculation. Before opening an account
you should seek advice from related associations, requlators, certified public accountants, industry professionals and other
trusted advisors. Be certain that you understand the risks and can withstand the potential losses associated with SWAPS,
futures, options on futures or any other derivatives or cash commodity transactions in which you intend to participate.
HTSCommodities may not represent, guarantee or warrant that you will profit from any trading activity nor that realized
losses will be limited whatsoever.

This paper/commentary was prepared by HTSCommodities for informational purposes only. This paper represents historical
information only and is not an indication of future performance. Nor is it a recommendation or solicitation or any specific
product. This material has not been prepared in accordance with the guidelines or requirements to promote investment
research, it is not a research report and is not intended as such. SOURCES: Bloomberg, U.S. Department of Agriculture,
Commodity Futures Trading Commission, National Oceanic and Atmospheric Administration. Sources available upon request.

Principals, managers and some associates are registered with the National Futures Association (NFA) and all members
participate as part of an independent Introducing broker in good standing. Members operate under the governance and
qguidelines of the Commodity Futures Trading Commission (CFTC) and are authorized to represent multiple futures clearing
merchants or FCMs for the benefit of clients’ selection and or suitability.

Hilltop Securities Inc. is a registered broker-dealer, registered investment adviser and municipal advisor firm that does not
provide tax or legal advice. HilltopSecurities is a wholly owned subsidiary of Hilltop Holdings, Inc. (NYSE: HTH) located at 717
N. Harwood St Suite 3400, Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP
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