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Balance of Power —
Nickel vs. Stainless Steel
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There is a perception that nickel prices are volatile

Daily Copper Prices (high, low, close) Daily Nickel Prices (high, low., close)
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A look at the evidence from the options market

Definition of price volatilty — a measure of price movement expressed
as the standard deviation of prices for the underlying security or
commoadity over the observation period. Volatility is reported as an
annualised percentage rate.

Volatility is an integral factor in calculating the price of an option: as
volatility increases, the price of an option increases.

O=f(K PV, T

Where ...

0O = The Value of the Option

K = Strike Price

P = Price of the Underlying Asset

V = Volatility of the Underlying asset

T = Time to Maturity

I = Interest Rate (Cost of funds over the period of the option)
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A look at the evidence from the options market (2)

Options traders calculate implied volatilities to price options to
customers.

Implied volatility is an annualised standard deviation of daily closing
prices.

The table below shows a calculation of daily standard deviations.

Base Metals Options Volatilities

Vol Price St Dev § St Dev %daily move
cu 51% 4490 143 3.19%
AL 3% 1448 28 1.94%
ZN 45% 1485 42 2.81%
NI 51% 12075 385 3.19%
PB 57% 1455 52 3.56%
SN 46% 125 346 2.88%

Source: Calyon

Lead is currently the most volatile (3.56% daily move priced into
options). However, copper and nickel are very close behind.

It is very possible that nickel normally has the highest volatility but just
not at the moment though. The nickel market has been very quiet.
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Nickel price volatility is down from the highs of Q408...

Daily Price Volatility 2007 - 2009
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..But historically has been high

Daily Price Volatility 1999 - 2009
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