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‘Fool Me Once’ - Strategic Supplies Create Scarcity in Disguise

Highlights
e “Global” inventories may become anything but: Geopolitical tensions, sanctions, and protectionist policies could limit global

access to raw materials and create local tightness, given the geographical disparities in where commodities are extracted, processed,
and transformed into finished goods.

e “Strategic” stockpiling is expanding: Governments are increasingly building their reserves of raw materials, potentially creating
“hidden” tightness, even amid aggregate inventories that appear healthy.

e Resource-rich countries seek greater control over production: Export bans from producing countries on raw materials are
adding friction to global supply chains, while local beneficiation requirements may raise production costs.

¢ An environment for tenured active managers: Historical relationships between fundamental data and prices may become less
predictable, highlighting the value of experienced managers with strong qualitative research capabilities.

What Happened

The recent trend of labeling various raw materials as “strategic” means “global inventories” risk becoming anything but. Commaodity
analysis increasingly requires incorporating both market fragmentation and segmentation, much to the consternation of market
participants who are used to relying on time-tested historical relationships to drive investment decisions. Rising geopolitical tensions and
the resulting expansion of protectionist policies are particularly impactful for commodity markets, where geographically concentrated
centers of supply, production, and processing mean that a protectionist shift by a relatively small group of individuals or countries could
have big consequences. Further, as more commodities are deemed strategic and worthy of stockpiling, the impact this will have on
commodity markets looks set to grow. So, what’s in a name? What’s behind an increasingly wide array of raw materials earning the
“strategic” label, and what does it mean for the future state of “global inventories” and their relationship with commodity prices?

Why It Happened

Geopolitical tensions are one of the clearest drivers of this change in behavior. Russia’s invasion of Ukraine, for instance, caused countries
in Europe, alongside the United States, to sanction Russian exports, such as metals and crude oil.! These sanctions included restrictions
for transactions on Russian-origin commodities, casting doubt on Western traders’ and manufacturers’ ability to access almost 20% of
the world’s aluminum production and around 15% of the world’s petroleum and petroleum product production. When it came to the
Western traders and manufacturers who relied on Russian-origin commodities, these sanctions immediately caused a change in status
from “in a relationship” to “it’'s complicated,” distorting the true availability of the sanctioned commodity. In fact, by December of 2023,
over 90% of available aluminum inventory in the London Metal Exchange (LME) system was of Russian-origin and effectively “off limits.”
Removing this material from the equation meant global inventories were critical, not comfortable, which drove a rush to reconfigure
supply chains and re-engineer additional slack in the raw material procurement process.

The current situation in the Middle East has put a spotlight on the role of strategic stockpiles of energy commodities. Following the closure
of the Strait of Hormuz (“SoH”), the staggered release of global strategic petroleum reserves (“SPRs”) has gone a long way in helping
avoid the worst-case scenario for global energy prices by replacing some portion of lost energy flows. These volumes were “unavailable”
to the market and likely exerted limited influence over prices; that is until acute deficit conditions drove their release and made them a
significant price-driver. The Middle East conflict has indirectly highlighted the need for strategic stockpiles outside of the energy space,
too. Countries that previously secured the raw material inputs required to deploy renewables and reduce reliance on fossil fuels created
domestic energy security, in addition to driving down carbon emissions. China, for example, was able to reduce its reliance on petroleum

"EU sanctions against Russia: questions and answers, European Council, August 2026.
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https://www.consilium.europa.eu/en/policies/sanctions-against-russia-explained/

imports following the SoH-driven spike in energy prices, in part, due to its large base of renewable power generation capacity.? China’s
gain has not gone unnoticed, and recent events in the Middle East have countries re-thinking the scope and speed of their renewable
energy build-out, potentially requiring the build-up of strategic stockpiles of their own.® The United States is getting in on the act, too. The
threat of Section 232 tariffs on refined copper imports to the United States on national security grounds, has caused copper to be “over-
imported” — that is, imports have vastly exceeded the volumes required to meet current consumption — creating a “strategic” stockpile in
the US. Given the Trump administration’s cited concerns about (over)reliance on foreign sources of raw materials, it is unlikely that these
tonnes will be allowed to leave, creating another situation where there is a mismatch between what’s available “on paper” and what’s
available “in practice.”

Finally, countries that have historically only produced “unprocessed” commodities are increasingly considering their unextracted resource
bases as “strategic,” adding requirements for additional processing and production to take place domestically and creating additional
supply friction in the process. Indonesia, for example, grew to become the world’s largest exporter of unprocessed nickel ore and
concentrate before banning exports entirely in 2020. This ban was an effort to force end-users to build refining and manufacturing plants
in the country, allowing the Indonesian government to capture more of the value creation between raw material and finished product.
Indonesia dusted off the playbook again by banning the export of copper concentrates unless those exports came with a plan to build a
refinery and ultimately process material domestically in the future. When announced, this created uncertainty about availability of
production from one of the world’s largest copper mines. More recently, the Democratic Republic of Congo, responsible for almost
three-quarters of the world’s cobalt supply, classified cobalt as a strategic material and banned the export of unprocessed cobalt
concentrate. While current cobalt inventories are at healthy levels, a build-up of material that cannot be exported could create another
“hidden” shortage.

Our View

All of the above have created conditions that require increasingly nuanced analysis of commodity flows and observable inventories,
potentially necessitating re-evaluation of previous relationships between inventories, prices, and calendar spreads (the price difference
between two different maturity contracts of the same commodity). This type of environment should favor active commodity managers
with long tenures and qualitative research capabilities. For markets experiencing distortions, such as copper, futures prices and calendar
spreads may not appropriately reflect the degree of constrained availability, presenting opportunities to enter bullish positions. Meanwhile,
local beneficiation requirements for commodities such as nickel are likely to raise production costs, effectively lifting the “price floor” (the
level at which some share of production theoretically no longer profitable) for these commodities. Strategic reserves can impact future
demand, too. Eventually, strategic stockpiles that have been drawn down, such as the global petroleum SPRs* mentioned above, will
need to be replenished. This could create an additional demand impulse, independent of any changes in underlying “real” consumption
levels, leaving commodity markets tighter-than-expected for a given level of unadjusted supply and expected demand, with potentially
constructive implications for both prices and calendar spreads.

2Where’s the Oil Price Headed? Only China Knows, Bloomberg, July 2026.
3Hormuz and the Energy Transition: Change Doesn’t Just Happen, Council on Foreign Relations, June 2026.
4SPR Quick Facts, U.S. Department of Energy.
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Additional Considerations

This communication is provided for informational purposes only and does not constitute an offer to sell or a solicitation of an offer to purchase any investment
interests. Under no circumstances should this material be construed as a prospectus, advertisement, or public offering of securities. Any offer or solicitation
may be made only through delivery of a formal Confidential Private Placement Memorandum (“PPM”) or other applicable offering documents, which are
controlling and supersede all information contained herein in their entirety.

O’Connor Alternative Investments, LLC (“O’Connor”) is an investment adviser and an entity within Cantor Fitzgerald Asset Management. Prospective investors
should carefully review O’Connor’s Form ADV, applicable fund documentation, and offering materials before making any investment decision. This
communication is intended solely for the individual or entity to whom it has been delivered and may not be reproduced, redistributed, or relied upon by any
other person without O’Connor’s prior written consent.

The information contained herein is based on sources believed to be reliable; however, no representation or warranty is made as to its accuracy or completeness,
and it should not be relied upon as such. Opinions, estimates, and projections expressed are as of the date of this communication and are subject to change
without notice. This document may contain statements that constitute “forward-looking statements”, including, but not limited to, statements relating to our
future business development. While these forward-looking statements represent our judgments and future expectations concerning the development of our
business, a number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from our expectations.
Any market or investment views expressed are not intended to be investment research.

Past performance is not indicative of future results. All investments involve risk, including the potential loss of principal. Actual results may differ materially
from any performance information presented due to a variety of factors, including market conditions, portfolio composition, investment restrictions, account
size, timing of investments, and other factors. Nothing contained herein should be construed as a recommendation to buy or sell any security, investment
product, or economic sector.

This communication does not constitute investment, legal, accounting, or tax advice and does not consider the investment objectives, financial situation, or
particular needs of any specific recipient. Recipients are encouraged to consult their own independent advisers regarding the legal, tax, regulatory, and
financial implications of any investment.

Certain products, strategies, or services described herein may be subject to legal, regulatory, or contractual restrictions and may not be suitable for or
available to all investors or in all jurisdictions. This material has not been reviewed or approved by any securities or investment authority in the United States
or elsewhere. O’Connor, Cantor Fitzgerald, and their respective affiliates disclaim any liability for any loss arising from the use of or reliance on this information.

O’Connor may engage its affiliates as prime brokers for products that it manages. O’Connor may also engage its affiliates as selling agents for products it
manages. None of these entities will bear any losses related to such products.
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