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Silver: value on approach 
of $15/oz  
 

Unlike gold, silver has a much larger industrial demand base, with industrial demand
constituting just over 40% of total silver demand. Therefore, manufacturing and 
industrial production should play an important role in the price evolution of this metal. 

However, investment demands remains important and a key driver, especially in an
environment of excess inventory. Should US real interest rates rise, it would be negative 
for the silver price — as for gold. The negative correlation between the silver price and
US real interest rates is quite strong (see Figure 1), although less than for gold, due to 
silver’s higher industrial demand component. Market expectations are still for higher US 
real rates over the next 12 months. We expect these expectations to remain a drag on
the gold price.  

However, ETF holdings in silver have remained sticky, although the pace at which
holdings have increased has slowed substantially in recent months. We maintain that in 
conjunction with higher US real interest rates, these holdings are a risk to the silver
price. 

As with other precious metals, China remains an important player and also a net
importer of silver. Regarding China’s imports, note two points:  

First, given the exceptional rate of imports between 2010 and 2012, we believe that
China has substantial volumes of silver in the domestic market. In fact, our latest
estimates point to silver inventory of around 300 days of domestic consumption, or just
over 4,000mt of silver. The positive news is that inventory in China has seemingly
stabilised.  

Second, industrial production is likely to increase in this year and 2015 and, for the 
first time since 2010, we expect demand to outpace supply in China. If ETF holdings 
remain sticky, the silver price may well start to edge higher as we head into the second 
half of the decade. That said, from a tactical perspective, we maintain that silver’s risk is
to the downside in the short term and that rallies will fade. Although the fundamentals,
from a supply/demand perspective, are slowly improving, we believe that the risk of 
ETF liquidation, combined with China’s inventory overhang, warrants caution when
establishing a long-term strategic position in silver.  

Tactically, we still think downside could extend as far as $15/oz — where we see 
value. We believe that a normalisation of US interest rates may be the trigger for such a
flush-out. By the time that the US interest rate cycle has normalised (over the next 18
– 24 months), we believe that the long-term strategic case for silver would have 
improved substantially. 

By Walter de Wet
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Base metals 

In a very similar pattern to yesterday, the base metals, after a weak start, are rallying 
strongly into the afternoon on the back of steady, if rather unspectacular, buying 
interest. Aside from zinc, which has seen good two-way interest build up, volumes are 
relatively muted elsewhere.  

Codelco has reportedly asked to cancel some term shipments to China in H2.  
The tonnage is relatively small so far coming in at an estimated 10 kt of refined metal, 
and is due to problems at the company’s new Ministro Hales mine with a roaster, 
processing high arsenic ores continuing to have some technical difficulties. While the 
impact will likely be flagged already, given similar problems in H1, it nevertheless helps 
provide background support. It also helps underscore the issue of high arsenic 
concentrates and the need to treat them, and also how important the clean 
concentrates from Indonesia, which have been absent from the market over the past 6 
months, are in terms of providing blend stock to enable some of the dirtier concentrates 
to be processed.  

LME copper inventory saw another 1,525 mt head into Busan. The question is whether 
the metal is ex-China bonded stuff being drip fed in, or China-bound inventory being 
diverted. Given strong Shanghai premia and the draw bonded stocks, and stories like the 
Codelco term cancellations above, it seems likely that it is a consequence from the 
shake-out following the "missing metal" saga. China trade data is out tomorrow though, 
given the impact of the Quingdao news, and the impact of recent stimulus measures, 
the more interesting and important figures from a copper perspective will actually be for 
July. 

Lead and zinc are both back around yesterday’s intraday highs, with aluminium also 
recovering from Tuesday afternoon’s sell-off. Nickel and tin are proving to be the 
weaker metals, with nickel again failing to push much beyond $19,800, while tin failed 
to hold $22,500. Given recent reports suggesting some Indonesian tin producers would 
stop selling below $23,000, it seems the initial support from those comments has worn 
off and that they will now have to start following through with those threats. 

By Leon Westgate 

Bulks 

Chinese financial steels fell away today, finishing on lows, profit-taking following 
yesterday’s RMB 30/t rally, but on a lack of any substantial news flow, beyond a sell-
off in equities due to the expectation of upcoming weaker 1H earnings reports and the 
Atlantic holiday season, which may see some export weakness. We suspect the lack of 

Figure 1: Silver price vs. US 10y real interest rate 

Source: Standard Bank Research 
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current downstream follow-through restocking in July is being generated by the 
property sector in particular, with further slowdown offsetting any recent export 
benefits. IO swaps have fallen c.$1/t in sympathy today, erasing all of yesterday’s 
gains.  

China’s CPI for June rose 2.3% y/y, largely due to drops in food inflation, compared to 
2.5% y/y in May and against estimates for a 2.4% gain, continuing to remain well 
within Beijing limits of sub-4% for 2014, while potentially allowing headroom for 
further monetary policy levers to support growth. Core inflation remained unchanged at 
1.7% y/y growth. PPI fell in June to 1.1% y/y, compared to 1.4% in May and an 
estimate of 1%, largely due to drops in energy pricing. Falling pig stocks remains the 
main concern for where 2H inflation will head.   

Shanghai Equities dropped 1.23% to 2039 points, following last night’s US S&P 500 
loss, as 1H earnings season takes hold. China’s vehicle sales amounted to 1.8m units in 
June, compared to 1.9m units in May. Guangxi province announced RMB 630bln in 
fresh investments over the next 3 years, joining Hebei with RMB 1.2trillion; Xinjiang 
RMB 1trillion; and Heilongjiang RMB 230billion. Rubber continues to trade lower on 
fears Chinese imports may drop, particularly following the implementation of new rules 
from 1 July restricting goods flow into Qingdao Port. US-China Economic Dialogue talks 
in Beijing continue to generate headlines regarding market-based exchange rates; with 
R&D, IP protection, open markets and consumerism to fund growth and build a stable 
financial system, less prone to crisis. China’s Trustee Association said that the industry 
faces rising pressure to control risks. Shanghai 7-day interbank rates rose to 3.6%. Spot 
Currency traded at 6.19478 the strongest since early-April, while the PBOC reference 
rate was set lower at 6.1565.  

Shanghai Rebar Futures Oct-14 contract closed off RMB 20/t at RMB 3,078/t, while 
the Jan-15 contract closed RMB 201t lower at RMB 3,095/t. Dazong HRC July-14 
futures shifted down RMB 9/t to RMB 3,301/t, while SHFE HRC Oct futures fell RMB 
14/t to RMB 3,298/t. Among physical steels, Tangshan billet prices rose RMB 10/t to 
RMB 2,740/t, pushed higher by a positive Yanggang billet tender result, which saw 
prices lift RMB 5/t w/w to RMB 2,750/t, a premia to spot. Rebar prices rose RMB 
10/t in Shanghai, due to low inventories, while dropping RMB 10/t in Beijing. HRC 
prices traded flat in Shanghai while rising RMB 10/t in Beijing. 

Dalian Commodity Exchange IO active Sept-14 contract prices suffered a drop of RMB 
18/t to RMB 702/t, while the Jan-15 contract fell RMB 18/t to RMB 693/t. Among 
physical iron ore, RioT conducted a mixed fines-lump late-July cargo tender, resulting in 
a lump premia of 8 cents/dmtu to index and the fines at index. BHPB traded a Yandi 
Aug-cargo at $79.80/t. globalORE traded an MNP Aug-cargo at $96.40/t, followed 
by another Aug-cargo at $95.80/t and then a Yandi Fe 58% at $79.90/t.   

The TSI Fe 62% China CFR price index rose 10c to $96.60/t (MTD: $95.84/t).  
The Platts Fe 62% index proved unchanged at $96/t, while the TSI Fe 58% index rose 
70 cents to $80.80/t (MTD: $79.44/t). The Metal Bulletin Fe 62% index fell 4 cents 
to $96.47/t, while its Fe 58% index rose 53 cents to $72.99/t. Argus Fe 62% fell  
80 cents to $94.45/t. Mysteel Fe 62% fell 25 cents to $95.75/t, while its Fe 58% 
index remained flat at $78.50/t. 

In IO supply news, interestingly there has been no NET growth Australia shipped 
55.475mt in June, off from 57.82mt in May. FMG dropped from 13.3mt to 12.9mt, 
while BHPB dropped from 21mt to 19mt and RioT dropped from 22.6mt to 22.38mt. 
For 2Q, FMG shipped 38.8mt, up from 31.3mt in Q1; BHPB shipped 62mt, compared 
to 57.5mt, while RioT shipped 67.6mt, compared to 60.3mt. Brazil shipped 5.33mt 
last week, well down from recent highs of 7.76mt, due to port maintenance. Load rates 
appear mostly lower so far this week again as well.  
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The Baltic Exchange Cape index shifted 5.7% lower to $11,745/day, with C3 at 
$21.191/t and C5 at $7.641/t. FFA Q3 capes are trading down in the $13,600/day 
range. A typhoon in the South China Sea, Neoguri, could impact bulk shipping routes, 
with vessels likely to reduce speeds until the storm passes. We don’t expect any price 
impact however. June saw 1.73m dwt of fresh net cape supplies enter the market, 
strongly up from just 0.4m dwt in April and May. We suspect that current freight pricing 
pressure is being driven by a combination of lower thermal/ore demand, together with 
these additional vessels.   

In a day characterised by low trading volumes, for Q4:14 thermal coal prices, API 2 is 
trading at $75.15/t; API 4 is trading at $72.85/t, while Newcastle is trading at 
$71.10/t and API 8 traded at $69/t. Among physical trades, NEWC 1Q:15 traded at 
$72.60/t, while an ARA July-cargo traded at $69.75/t and an Aug-cargo traded at 
$71.20/t, up from $70.95/t yesterday. NEWC’s Kooragang Terminal will be 
undergoing K4 berth works during Aug-Nov, with most of the impact in Sept-Oct, 
allowing only ¾ vessels to berth at a time – this could restrict exports somewhat during 
the period.  

Zhengzhou Futures Sept-14 thermal contract prices rose RMB 0.4/t to RMB 493.4/t, 
while the Jan-15 contract fell RMB 0.8/t to RMB 510.6/t. The weekly BSPI dropped 
RMB 6/t to RMB 513/t today. Spot NAR 5500 coals are trading in the RMB 480-
490/t range QHD FOB and RMB 580-590/t EXW in GZ. Total port stocks rose 1.4% 
to 19.2mt, while GZ stocks rose 1% to 3.2mt, and QHD stocks rose 2.9% to 7.36mt, 
still rising despite recent price cuts and supply inflow falls. Inner Mongolia plans to 
lower its take into coal adjustment price fund (RMB 8-15/t) and suspend part of its 
resource compensation fee (RMB 9.5-10.5/t) from 1 July, joining other provinces 
providing subsidies of up to $8/t to local coal miners. Daqin railings dropped 4% in 
June from May’s all-time highs from 40.61mt to 38.94mt, however still up 5.07% y/y. 
1H levels reached 224.84mt, up 2.25% y/y.  

Premium Hard Coking Coal spot prices are trading in the 108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t. Walter Energy is having geo issues with its 
#7 HCC mine, however does not expect to adjust its full-year sales target of 9-10mt at 
this point. Japan is to cut a 3.2% import tax on Australian coking coal, as part of a free-
trade agreement, which will impact 20-22mtpa. Hampton Roads (eg Peabody, Alpha, 
Arch) exported 3.69mt in June, down from 3.96mt in June’13, with 1H shipments at 
23.62mt, compared to 26.76mt in 2013. On the Dalian Exchange, Sept-14 coke price 
traded off RMB 7/t to RMB 1,110/t, while the Jan-15 contract fell RMB 24/t to RMB 
1,157/t. 

Among Dalian HCC prices, Sept-14 contract prices closed down RMB 11/t to RMB 
783/t, while the Jan-15 contract dropped RMB 17/t to RMB 812/t. 

By Melinda Moore 
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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 1 920 1 940 1 950 1 918 20 1.04 1 910.50 17 -27.50 
Copper 7 130 7 130 7 212 7 110 0 0.00 7 155.00 35 6.00 
Lead 2 192 2 216 2 221 2 185 24 1.11 2 169.00 8 -28.25 
Nickel 19 350 19 775 19 800 19 242 425 2.20 19 440.00 260 -80.00 
Tin 22 645 22 500 22 743 22 480 -145 -0.64 22 625.00 -85 -8.00 
Zinc 2 264 2 282 2 319 2 256 18 0.80 2 295.00 48 -2.25 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 5 034 200 5 038 525 0 4 325 -4 325 -423 875 2 963 275 59 164 077 
Copper 158 050 159 350 650 1 950 -1 300 -208 375 31 075 20 105 968 
Lead 213 600 213 600 0 0 0 -850 11 600 5 39 439 
Nickel 305 280 305 394 1 248 1 362 -114 43 644 108 876 36 52 401 
Tin 11 850 11 825 55 30 25 2 165 2 470 21 9 715 
Zinc 663 150 663 650 0 500 -500 -270 325 59 200 9 133 225 
          
Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13715 13650 15  Ali Feb'14 - - - - 
Copper 51250 50930 -40  Cu Feb'14 325.7 325.95 0.25 0.08 
Zinc 22 645 22 500 0       
          
Precious metals          
 AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
EFP's   

Gold 1 318.25 1 323.00 1 324.87 1 313.51 1 319.23 -0.46 -0.9/-0.5   
Silver - 21.08 21.20 20.91 21.03 -0.02 -2/0   
Platinum 1 493.00 1 499.00 1 508.13 1 490.00 1 494.00 1.00 +1.5/+3.5   
Palladium 868.00 871.00 875.30 865.40 872.20 4.20 +0.0/+1.0   
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.066 0.072 0.076 0.094 0.14     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1525 0.1925 0.2336 0.3302 0.5562     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 58.16 1 321.69 1 308.88 1 304.53 1 285.58 1 318.10 1 328.31   
Silver 63.63 21.08 20.69 20.11 20.32 21.01 21.19   
Platinum 57.61 1 494.66 1 473.92 1 451.41 1 427.39 1 497.29 1 507.17   
Palladium 62.65 856.99 840.28 804.93 765.58 871.43 874.38   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX PAL NYMEX 

PLAT 
DGCX GLD TOCOM 

GLD 
CBOT GLD   

Settlement 1325.5 21.17 873.8 1496.5 1325.4 4330 1316.5   
Open Interest 412266 161297 42430 72594 1583 90964 11   
Change in Open Interest 17834 28010 6092 11560 317 -11778 -302   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 119.443 -0.84 119.236 -1.12 119.406 -1.13 119.42 -1.11  
Gasoil 0.1% Rdam ($/mt) 883.75 -3.75 887 -3.25 890.75 -3.50 897.5 -2.75  
NWE CIF jet ($/mt) 963.43 -5.81 956.58 -8.70 957.45 -9.24 961.5 -8.22  
Singapore Kero ($/bbl) 118.903 -0.88 118.786 -1.11 118.976 -1.12 119.3 -1.09  
3.5% Rdam barges ($/mt) 571.171 -4.87 570.397 -5.57 569.053 -5.51 565.521 -4.64  
1% Fuel Oil FOB ($/mt) 610.57 -4.65 604.82 -5.92 603.8 -5.77 592.77 -5.26  
Sing FO180 Cargo ($/mt) 600.469 -4.31 599.047 -5.13 598.062 -4.96 595.838 -4.54  
          
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 363.49 0.00% -2.42% 4.45% -6.37% 12.84% 
China Tangshan Steel Billet $/t 452.00 -0.44% -1.95% -1.95% -10.85% -3.00% 
China HRC export (Shanghai FOB) $/t 511.00 -0.78% -1.35% -4.66% -3.95% 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 676.00 0.00% -2.31% 8.33% -0.29% 12.67% 
       
Steel—Futures       
LME Billet Cash  $/t 391.00 0.26% 1.56% -0.51% 53.63% 185.40% 
LME Billet Futures (1-mth) $/t 391.50 -0.38% 1.42% -0.13% 53.83% 184.73% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 458.89 -0.88% -14.81% -9.16% -20.39% -12.85% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 14.00 0.00% -9.38% -27.26% 10.14% -17.66% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 91.50 -3.17% -11.17% -17.94% -32.72% -18.30% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 75.30 -1.05% -17.52% -23.86% -39.86% -25.22% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 91.67 -3.76% -11.75% -19.19% -32.81% -18.43% 
China Iron Ore Inventory (million tonnes) 106.50 0.00% 2.14% 7.22% 33.41% 48.76% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 115.25 0.00% -0.65% -2.95% -17.03% -16.49% 
       
Capesize freight       
Saldanha South Africa-Beilun China 15.50 0.00% 11.11% -21.52% -24.39% 19.23% 
       
Financials pricing       
RMB Currency 6.21 -0.64% -0.29% 1.20% 2.29% 1.24% 
China 7-day repo 3.02 4.14% -5.03% 18.43% -29.93% -52.66% 
API2 (CIF ARA) 2070.71 2.01% 0.97% 2.56% -5.71% -3.61% 
Source: LME, Bloomberg, Standard Bank Research 
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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 
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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 
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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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