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Again, demand drops as gold rallies 
 

Gold’s most recent rally is fading. This rally was most likely driven by short-covering, 
not new buying interest. About a week ago, we expected the 200d MA to come into 
play (see Commodities Daily dated 9 June 2014).   

Surprisingly, neither Friday’s CFTC data nor COMEX open interest indicates any
substantial change in market positioning over the past two weeks. We witnessed a
marginal improvement in physical demand in especially South East Asia last week, but 
that strength was more opportunistic than persistent. Also, the widely publicised
violence in Iraq and renewed tension in the Ukraine may have supported recent gold 
price strength. 

However, what is of greater concern is that with the gold price rallying towards $1,290 
last week, gold demand in China specifically seems on the wane again. Friday last week,
the SGE premium moved back into negative territory, trading as low as -$2.96/oz. 
This weakness persisted yesterday, with the premium hitting a low of -$1.84 — and a 
low of -$1.10 today. We see this weakness as a function of the higher gold price in 
recent days. Although the decline in premium is not significant (the SGE premium has 
been trading only marginally above zero), it is the first time (since end-April) of three 
days running during which the premium has dropped so far into negative territory. Back
in late April, the gold price was around $1,290. This near-zero premium, we believe,
could translate into China’s gold imports declining further from levels seen in Jan-Apr
2014. We still believe that for physical demand to improve in Asia, and China 
specifically, the gold price would need to move further down. 

That turns us yet again to the Fed and the upcoming FOMC meeting. While the market 
expects a further slowdown in the Fed’s asset purchases, there is no consensus about
when the Fed will start to raise the Fed funds rate. The Fed funds futures market is still
pricing in unchanged rates for at least another year, while longer-term interest rates, 
such as the 10-year government bond yield, have moved lower, not higher, since the
start of the year. Despite the benign rates outlook for the next 12 months, gold has
failed to attract new investment via especially ETFs. This lacklustre performance from 
gold holdings signals that institutional investors believe that real rates will rise and that 
the timing is irrelevant. We therefore believe that while gold may rally on say geo-
political risk and short-covering, gold rallies will fade —and the trend will be down. 

By Walter de Wet
 

 

SGE premium vs spot gold 

 

Source: Standard Bank Research, SGE, Bloomberg 

-10

-5

0

5

10

15

20

25

1 100

1 150

1 200

1 250

1 300

1 350

1 400

10-Oct 10-Nov 10-Dec 10-Jan 10-Feb 10-Mar 10-Apr 10-May 10-Jun

SG
E 

pr
em

 (
$

/
oz

)

Sp
ot

 g
ol

d 
($

/
oz

)

Spot gold SGE prem



  

  

Standard Bank Global | Commodities 
 17 June 2014 

2  

Base metals 

The base metals have had a rather quiet yet still choppy morning, trading sideways into 
US trade before coming under pressure. Nickel has found its mojo and has rallied back 
above $19,000, while aluminium has come off the boil.  

Tom/Next copper remains tight with the latest LME data (13th June) showing the 
presence of a dominant holder of cash warrants (50-79% band) and tom warrants (80-
89% band). What is worth noting is that the dominant warrant holdings have remained 
in place, in spite of the re-warranting of 19,750 mt of copper in New Orleans on June 
11th, suggesting that the material remains tightly held. Overall, copper LME inventories 
are little changed, with on-warrant stocks unchanged at 117,400 mt and headline 
inventory posting a 1,050 mt decline to 161,200 mt.  

SHFE copper was relatively quiet overnight, though physical material in Shanghai 
continues to trade at a 500 CNY premium to the July-14 contract. On a cash basis, the 
SHFE-LME arbitrage window is also open (basis $50 bonded premium). The re-opening 
of the arbitrage, in conjunction with falling SHFE inventory in recent weeks and the 
increase semis output, suggests that copper may well flow out of Chinese bonded 
warehouses into mainland China rather than get put on a boat and delivered into LME 
warehouses.  

Chinese output of refined copper increased 5.3% m/m in May to 615kt, more or less 
back to around December’s levels and suggesting that some of the recent production 
issues may be coming to an end. Chinese copper product production meanwhile 
increased to 1.494 Mt in May, a new record and up 3.4% m/m.  

Nickel has rallied strongly over the past couple of days, recovering back above $19,000 
this morning. Turnover has been very good with nickel volumes on LME Select more or 
less the same as aluminium heading into US trade. On-warrant LME stocks climbed 
2,394 mt this morning, though headline stocks gained only 60 mt with the increase in 
on-warrant stock due mainly to the re-warranting of 2,250 mt of previously cancelled 
material in Johor.  

By Leon Westgate 
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Commodity data 
Base Metals          
LME 3 month Open Close High Low Daily 

change 
Change (%) Cash Settle Change in 

cash settle 
Cash - 3m 

Aluminium 1 843 1 853 1 858 1 842 10 0.54 1 802.00 1 -43.75 
Copper 6 649 6 691 6 722 6 646 42 0.63 6 735.00 64 27.50 
Lead 2 087 2 106 2 107 2 086 19 0.92 2 064.00 10 -27.25 
Nickel 18 070 18 650 18 734 18 070 580 3.21 18 315.00 365 -89.00 
Tin 22 580 22 450 22 650 22 460 -130 -0.58 22 655.00 45 3.00 
Zinc 2 084 2 104 2 107 2 082 20 0.96 2 085.00 12 -12.25 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 5 118 150 5 127 100 0 8 950 -8 950 -339 925 2 811 575 55 411 712 
Copper 162 250 163 700 0 1 450 -1 450 -204 175 44 850 28 154 633 
Lead 191 100 191 250 0 150 -150 -23 350 12 325 6 45 303 
Nickel 286 668 286 710 174 216 -42 25 032 113 292 40 57 713 
Tin 10 900 10 900 0 0 0 1 215 1 960 18 9 499 
Zinc 683 350 684 625 0 1 275 -1 275 -250 125 64 000 9 110 044 
          
Shanghai 3-month Open Last 1d  Change  COMEX Open Close Change Change (%) 
Aluminium 13515 13525 -10  Ali Feb'14 - - - - 
Copper 47720 47810 200  Cu Feb'14 304.4 304.35 -0.05 -0.02 
Zinc 22 580 22 450 0       
          
          
Precious metals AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
EFP's   

Gold 1 281.75 1 276.25 1 285.02 1 270.50 1 271.75 -1.65 -0.9/-0.5   
Silver - 19.67 19.90 19.59 19.66 0.13 -2/0   
Platinum 1 436.00 1 441.00 1 445.88 1 425.50 1 432.50 -9.00 +1.5/+3.5   
Palladium 812.00 814.00 823.55 808.70 809.80 -12.00 +0.0/+1.0   
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.05 0.058 0.066 0.088 0.144     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.154 0.19525 0.2306 0.3261 0.5466     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 45.49 1 261.20 1 265.03 1 298.56 1 286.47 1 261.30 1 271.70   
Silver 50.54 19.29 19.21 20.00 20.40 19.51 19.70   
Platinum 48.08 1 450.43 1 456.09 1 437.82 1 423.08 1 429.04 1 441.17   
Palladium 50.39 834.07 834.19 784.57 755.02 808.98 816.53   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX 

PAL 
NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1266 19.565 812.5 1439.1 1266 4150 1275.3   
Open Interest 379206 163223 38708 69627 1551 98029 12   
Change in Open Interest -15226 29936 2370 8593 285 -4713 -301   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 121.035 0.21 123.137 0.44 123.333 0.52 123.108 0.64  
Gasoil 0.1% Rdam ($/mt) 922 -2.50 925 -2.50 927.75 -2.00 926 -1.00  
NWE CIF jet ($/mt) 972.71 1.73 988.34 3.65 990.46 3.92 989.96 5.06  
Singapore Kero ($/bbl) 120.476 0.30 122.917 0.59 123.163 0.65 123.078 0.70  
3.5% Rdam barges ($/mt) 583.698 1.46 589.026 1.43 587.86 2.16 582.471 3.29  
1% Fuel Oil FOB ($/mt) 634.89 0.68 629.84 1.36 628.71 2.07 615.14 2.96  
Sing FO180 Cargo ($/mt) 616.187 1.18 617.526 1.65 615.901 2.35 612.596 3.42  
          
Thermal coal Q3 14 Change Q4 14 Change Q1 15 Change Cal 15 Change  
API2 (CIF ARA) 74.50 -0.50 77.05 -0.45 78.65 -0.35 80.45 -0.40  
API4 (FOB RBCT) 73.85 -0.15 74.05 -0.20 75.25 -0.05 76.75 -0.10  
Source: LME, COMEX, NYMEX, Bloomberg, Standard Bank Research 
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Commodity data (continued) 
Bulks       
Steel—Physical Latest Price 1-day 1-week 1-month 3-month 6-month 
Turkish Scrap 80:20 (Iskinderun CFR)  $/t 363.43 -0.02% -0.64% 1.51% -6.38% 8.49% 
China Tangshan Steel Billet $/t 438.00 -2.88% -2.45% -3.95% -13.10% -8.37% 
China HRC export (Shanghai FOB) $/t 511.00 0.00% -1.35% -4.66% -4.13% 1.19% 
North Europe HRC domestic (ex-works) $/t 420.00 0.00% -2.33% -5.08% -2.33% -4.00% 
North America HRC domestic (Midwest FOB) $/t 670.00 -0.89% -3.18% 7.03% -0.89% 10.93% 
       
Steel—Futures       
LME Billet Cash  $/t 390.25 0.06% 1.36% -0.06% 30.08% 195.64% 
LME Billet Futures (1-mth) $/t 390.25 -0.45% 1.36% -0.06% 30.52% 195.64% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 454.28 -0.78% -9.78% -9.43% -22.20% -13.32% 
Shanghai Rebar Futures On-Warrant Stocks—change -2991.00 - - - - - 
China Steel Inventory (million tonnes) 13.70 -2.16% -7.89% -28.54% 7.77% -19.16% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 89.00 -4.91% -9.64% -18.80% -33.73% -22.61% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 73.50 -2.13% -14.14% -25.83% -39.26% -28.99% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 90.58 -2.60% -10.32% -18.27% -33.37% -21.85% 
China Iron Ore Inventory (million tonnes) 106.56 0.06% 0.30% 4.69% 33.48% 51.02% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 115.25 0.00% -0.65% -1.91% -17.03% -16.49% 
       
Capesize freight       
Saldanha South Africa-Beilun China 14.25 0.00% 2.15% -22.97% -38.04% 8.37% 
       
Financials pricing       
RMB Currency 6.23 0.01% -0.18% 0.79% 2.55% 1.66% 
China 7-day repo 3.08 -1.60% -0.65% 15.36% -44.00% -56.00% 
API2 (CIF ARA) 2066.70 0.69% 3.07% 2.13% -3.92% -4.15% 
Source: LME, Bloomberg, Standard Bank Research 
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Disclaimer 

This material is non-independent research. Non-independent research is a "marketing communication" 

This material is "non-independent research".  Non-independent research is a "marketing communication" as defined in the UK FCA 
Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and 
is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security referred to herein may be made available on request. This material is for the general 
information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not market 
professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to taking any 
investment decision based on this communication or for any necessary explanation of its content. It does not take into account the 
particular investment objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in 
this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. 
The information, tools and material presented in this marketing communication are provided to you for information purposes only and 
are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial 
instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to 
such action. This material is based on information that we consider reliable, but SBG does not warrant or represent (expressly or 
impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as 
such. The information and opinions contained in this document were produced by SBG as per the date stated and may be subject to 
change without prior notification Opinions expressed are our current opinions as of the date appearing on this material only. We 
endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from 
doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other 
financial instruments referred to in this material. Where SBG designates NON- INDEPENDENT Research to be a “marketing 
communication”, that term is used in SBG’s Research Policy. This policy is available from the Research Compliance Office at SBG. SBG 
does and seeks to do business with companies covered in its non-independent research reports including Marketing Communications. 
As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision. 

SBG has published a Conflicts of Interest Policy that is available upon request which describes the organisational and administrative 
arrangements for the prevention and avoidance of conflicts of interest. Further disclosures required under the FCA Conduct of Business 
Sourcebook and other regulatory bodies are available on request from the Research Compliance Department and or Global Conflicts 
Control Room, unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the 
date of the material. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or 
distributed to any other party, without the prior express written permission of SBG. All trademarks, service marks and logos used in this 
report are trademarks or service marks or registered trademarks or service marks of SBG or its affiliates. 

SBG believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and 
opinions presented in the other sections of this communication were obtained or derived from sources SBG believes are reliable, but 
SBG makes no representations as to their accuracy or completeness. Additional information is available upon request. SBG accepts no 
liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the 
extent that liability arises under specific statutes or regulations applicable to SBG. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should 
make their own investment decisions based upon their own financial objectives and financial resources and it should be noted that 
investment involves risk, including the risk of capital loss. Past performance is no guide to future performance. In relation to securities 
denominated in foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. 
Some investments discussed in this marketing communication have a high level of volatility. High volatility investments may experience 
sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your original investment. 
Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you 
may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial 
capital paid to make them investment may be used as part of that income yield. Some investments may not be readily realisable and it 
may be difficult to sell or realize those investments, similarly it may prove difficult for you to obtain reliable information about the 
value, or risks, to which such an investment is exposed. 
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This report is issued and distributed in Europe Standard Bank PLC. 20 Gresham Street, London EC2V 7JE which is authorised by the 
Prudential Regulation Authority (“PRA”) and regulated by the Prudential Regulation Authority (PRA “) and the Financial Conduct 
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