
A full feasibility study for a new derivatives contract

• Does the iron ore physical market
need futures and derivatives at all?
Is the market prepared for it now?

• Which of the alternative financial
derivatives of physical futures is best
adapted to iron ore and why?

• Who would be the market participants
for a new iron ore financial market?

• Detailed explanation of the
methodology for the new Metal
Bulletin Iron Ore (MBIO) Index and
analysis of the reasoning that led to its
elaboration.

• How does iron ore compare to other
traded products such as coal, freight,
aluminium, oil and CO2 certificates?
What are the expected volumes for iron
ore derivatives over the next five years?
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The long established iron ore market is on

the verge of a momentous change. The

launch of the Metal Bulletin Iron Ore

(MBIO) Index in 2008 could pave the way

to iron ore financial trading, which if

successful will revolutionise the iron ore

and steel industries forever.

This brand new report from Metal Bulletin’s research arm, Metal Bulletin
Research (MBR), gives a detailed analysis of the current status of the physical
iron ore market, the rationale for financial trading and how the market could
evolve over the next five years. Metal Bulletin has always been a leader on
providing critical market information and prices for the iron ore market.
In the 1970s Metal Bulletin acted as an intermediary playing a crucial role in the
development of the benchmark price.

As the spot physical market developed during 2005 in China, Metal Bulletin was
also the first publisher to cover this market and started the compilation of price
assessments for CFR China.

Iron ore is the largest dry bulk commodity traded worldwide with a
seaborne trading volume that could reach 850m tonnes in 2008. The iron
ore physical market experienced a dramatic shift in 2003 with an explosion in
Chinese consumption of the commodity. The subsequent major increase in
China’s imports as the country became the largest importer, modified profoundly
the international iron ore physical flows. These major changes have been
reflected in both prices that have reached historical highs in 2008, and in
volatility now comparable to that of already actively traded commodities.

For most participants, physical iron ore trading is an increasingly risky
business. The creation of risk management tools is seen by some as both
welcome and a real opportunity.

The price system based on benchmark pricing also shows its limits as many
companies find the concept time consuming, inefficient and not appropriate for
companies to manage their price risk in a dynamic way in the increasingly fast
moving commodity world.



The report is split into four key parts:

MBR’s 100-page report on iron ore derivatives has taken 18
months to compile by established industry experts at Metal
Bulletin Research (with active experience in commodities trading
and in the launches of numerous commodity contracts such as
coal and freight).

This in-depth study from MBR is based on its expertise as well as
its vast experience, data and knowledge in the iron ore market.

The authors have conducted more than 50 in-depth interviews
with producers, end users, traders and financial institutions that
are participants in the physical trade and could participate in an
iron ore financial market.

The report provides a detailed explanation of the methodology
developed by Metal Bulletin to develop its new index.

It also examines how the iron ore financial market could develop
over the next 5-10 years and who could be the main participants.

The report is an indispensable tool for the benefit of
financial traders, risk managers or back office
representatives who should have it available for reference
when they trade financial iron ore products.

Part 1:
Iron ore physical market

When starting to trade a financial commodity you simply
cannot ignore the physical market as physical supply/demand
is the ultimate driver for iron ore dynamics.

Part 1 provides:

• Iron ore international supply/demand analysis

• History and evolution of the main exporting and
importing countries

• Analysis of the main flows and evolution including
detailed maps

Part 2:
Rationale for an index and
methodology of the MBIO Index

MBR analyses why and how the iron ore market could benefit
from an index and derivatives trading.

This section explains in detail the process in the elaboration
of the methodology for the MBIO Index.

Part 2 provides:

• The reasoning for the choice of the base specifications

• The potential price adjustment mechanisms

• The choice of the delivery point for the contract

• The determination of the parcel size

• Crucially how the calculation of the index will avoid
potential price manipulation and how to enhance the
transparency of the calculated index

Why is this new MBR report essential reading?

Optional: One-to-one consultancy time
Face-to-face meetings with MBR consultants who have contributed to the report can be arranged for an additional fee.



Part 3:
The outlook for iron ore financial
trading

Comparing iron ore with other commodities allows us to
draw some comparisons and try to determine how iron ore
derivatives could develop. What kind of volumes could be
realistically traded in the future?

Part 3 asks:

• Where is iron ore financial trading in its evolutionary
process and what are the next steps?

• How have steam, coal, freight, oil, aluminium and CO2
trading each independently developed? How do
financial products trade relative to the physicals?

• What lessons have been learnt and how will these be
applied to the iron ore market?

• What are the expected traded volumes for iron ore
derivatives over the next five years?

Part 4:
Potential participants in the iron
ore financial market

The supply of iron ore worldwide is highly concentrated
although current high prices have favoured the emergence of
new international suppliers.

On the other hand the demand is highly fragmented given the
relatively low level of concentration in the global steel-
making sector.

Given the importance of iron ore as a commodity and its
direct links with the Chinese economy, many financial players
have already shown a high degree of interest in the physical
and financial trading of iron ore.

This means there is a very diversified number of potential
market participants which is the key for success in a
trading market.

Part 4 considers:

• Why over 30 companies including producers, end-users,
physical traders and financial institutions are likely to
emerge as key players in the iron ore financial market.

Chinese iron ore imports
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This report is required reading for all industry professionals that
intend to trade or have an interest in iron ore financial trading:

• Iron ore mining companies

• Steel producers both in the long and flat markets

• Trading companies either already active in physical iron ore trading or other
commodities

• Banks and hedge funds

• Financial institutions involved in long-term mining investments and interested in
protecting the value of their assets

• Exchanges interested in listing the MBIO index-based contract

• Consultants and analysts involved in the commodity sector

• Financial brokers contemplating joining the market

Iron ore fines spot CFR China, weekly index
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the author of “Steel Futures: A Turning Point For
The Industry” (2008), “The International Coal
Trading Market 2007”, “International Dry Freight
Market” and is co-author of “European
Emissions Trading: the New Market”. Guillaume
is the course director of the “Coal Trading and
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Risk Management” course. Guillaume has earned
an MBA from London Business School and
Kellogg School of Management as well as a
degree in Engineering.

Raju Daswani
Raju received a BSc in Economics and Finance
from the London School of Economics in 1991,
and then worked in business strategy for British
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Bulletin Research in 1995 as a Principal
Consultant. Following a four-year stint in New
York as the Group Business Development
Manager he returned to the UK in 2002 as
Global Head of Research. In 2006, Raju was
promoted to the role of Managing Director of
Metal Bulletin Limited and President of
American Metal Market LLC - a business that
includes the two eponymous flagship titles.
Since this appointment in 2006, Raju has
personally driven Metal Bulletin’s project that
will lead to the launch of a new iron ore index
pricing system for the spot market business in
this important global commodity.

Cameron Hunt
Following graduation from the University of
Bath with a BEng in Material Science and
Engineering, Cameron Hunt has worked in the
metals industries for over 10 years, in research,
consulting and industry roles. He spent four
years at MultiServ, the world’s leading supplier
of mill services, including raw material handling,
by product processing, scrap management and
surface conditioning, in project development
and business development management roles,
and most recently at Hatch Beddows Strategy
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Biographies of authors / Metal Bulletin Iron Ore Index Project Team
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