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Gold still lacks fundamental drivers 
 

 
Gold is under pressure again following a good rally in recent weeks. From a futures 
market positioning perspective, the market seems toppy, with net speculative longs on 
COMEX as a percentage of open interest rising well above the 5-year average level. While 
some of the new speculative longs in the market may be justified based on (largely
unpredictable) political tension in e.g. the Middle East and Eastern Europe, we believe 
that these longs won’t stick because the fundamental drivers are lacking. 

We look at long-term US real interest rates, as proxied by the US 10-year US government 
inflation-linked bond yield. While the strength of the relationship between the gold price
and real interest rates differs over time (at least since 1997, when US inflation-linked 
bonds were introduced), the relationship remains nonetheless consistently negative, i.e. 
higher real rates imply a lower gold price (Figure 1).  

Of course, since the start of 2014, the yield on the 10 year inflation-linked bond has 
gone down, not up, moving from 0.75% on 1 January to the current level of 0.25%. But 
we believe that this does not matter because, ultimately, consensus (and expectations) is
for a rising interest rate in the US – it is only a matter of time. Furthermore, given that 
inflation over the medium term is still seen around the 2% (according to breakeven 
inflation as derived from bond yields), it would also imply that real interest rates in the US 
will move higher. So, from an asset-allocation perspective, in an environment where 
expectations are for rising interest rates, we find it difficult to see investment demand
increase enough to push gold up – especially as gold demand from Asia is weaker and 
more price-sensitive YTD now than in 2013.  

Per our Quarterly outlook published 27 June 2014, we foresee bouts of weakness for 
gold as US monetary policy normalises. We therefore maintain that rallies in gold 
will be short-lived, driven by short-term speculative buying and/or short-covering.  

Looking further ahead, and as mentioned above, Asian demand is for gold is key. Of 
particular interest is Indian and Chinese demand which will have to be strong for gold
to move higher in a rising US real interest rate environment. In particular, we look at 
India’s customs duties. Should Indian customs duties decrease or even be abandoned, 
it will be a very positive move for gold demand. On the back of the rise in Indian customs
duties last year, we estimate that Indian gold imports declined from an average of 69 
tonnes per month in 2013 (and 81 tonnes in 2012) to less than 35 tonnes per month 
YTD.  Unfortunately, customs duties have not been lifted in the recent Indian Budget,
and the duties look set to remain in place for a few more months. We would also look at
China’s imports from Hong Kong (the most reliable and visible source of China gold
imports). This data is due for release in the next few days. For now, we expect import 
demand from China to remain weak relative to last year (unless the gold price declines
substantially), but may well start improve again in December and January next year.
These two Asian drivers could see gold move above $1,300 on a sustainable basis —
likely only in 1H:15. 

By Walter de Wet
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Base metals 

The base metals are a bit of a mixed bag, with choppy sideways trading ahead of Third 
Wednesday. Thin volumes are adding to the jumpiness and lack of direction, while 
participants are also looking ahead to this evening’s half-year testimony by Fed Chair 
Janet Yellen to the US Senate Committee.  

Chinese money supply was strong in June, coming in on top of May’s figures and well 
above estimates. New Yuan Loans came in at CNY 1,080 billion, compared to estimates 
of 955 billion, while Aggregate Financing was CNY 1,970 billion compared to 1,404.5 
billion in May and expectation of a small increase to 1,425 billion in June. The data had 
little impact in China however, with equities up marginally and the metal trading 
sideways to lower overnight. 

Zinc is hanging on around the $2,300 mark, though LME prices have come off the boil 
with the metal stalling yesterday and drifting lower today. Interestingly, SHFE zinc open 
interest is the highest it’s been since November 2010, with the Chinese speculative 
market jumping in with both feet. Since the beginning of June, SHFE open interest has 
tripled, while prices have rallied just under 9%.  

Copper has drifted lower today, though the metal has recovered very well following a 
sharp selloff during Asian trade. Volumes have picked up heading into the afternoon, 
with some decent two-way interest emerging, though copper is arguably still 
consolidating. LME on-warrant copper stocks fell 3,675 mt this morning, with the fall 
due mainly to a 3,775 mt jump in cancelled warrants at Busan. It’s worth noting that 
since June 30th, copper inflows at Busan have totalled 10,550 mt, bringing total 
inventory at that location to 12,350 mt. Cancelled warrants at Busan now total  
6,275 mt or just under 51%.  

By Leon Westgate 

Bulks 

Chinese financial steels traded largely sideways today, absorbing yesterday’s strong rally 
on the back of higher June loan expectations and rumours that Beijing is considering 
removal of housing restrictions nationally. June new loans reached RMB 1,080bln (RMB 
955bln exp/RMB 870.8bln May), while M2 rose 14.7% y/y (13.6% exp), both 
beating estimates. Aggregate financing rose to RMB 1.97 trillion, also outpacing the 
RMB 1.425 trillion expected. Tomorrow’s Q2 GDP numbers are still expected in the 

Figure 1: Gold vs. US real interest rate 

Source: Standard Bank Research 
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7.4%-7.5% range; any weaker and the market may expect further stimulus; any 
stronger is likely to see the market sell-off.  

IO swaps are trading stable-to-25 cents higher compared to yesterday’s levels. 
Interestingly, sales of IO option implied volatility are increasing, with the market 
assumed to be moving towards a period of greater pricing stability.  

Shanghai Equities rose 0.2% to 2,070 points, finishing on a slightly better note after 
trading in negative territory for most of the day, suggesting a decent GDP print for 2Q 
tomorrow. Fresh IPO approvals to raise RMB 6bln (next Wednesday) were made by the 
CSRC overnight, with the expected cash drain weighing on sentiment. The Government 
will choose 6 SOEs for a reform trial, including COFCO & SDIC, allowing more 
independence for investment decisions and senior executive hires. Hebei is to invest 
RMB 1.2 trillion in rail, energy and housing, as its local steel industry comes off the 
boil.   

Shanghai 7-day interbank rates fell back to 3.71%. The PBOC conducted RMB 20bln in 
28-day repos at 4%. The PBOC and Ministry of Finance issued RMB 50bln 182-day 
treasury deposits at 4.32%. PingAn Bank was suspended from trading in Shenzhen, due 
to an increase in local Chongqing branch bad loans (to RMB 300m) due to coal trade 
financing, with RMB 20bln to be raised by private placement. China’s Securities Journal 
is suggesting Beijing should cut further interest rates and loosen reserve ratios, while 
stating that monetary policy may be held steady, with no further liquidity tightening in 
2H. Spot Currency traded at 6.2079, while the PBOC reference rate set at 6.1490.  

Shanghai Rebar Futures Oct-14 contract closed flat at RMB 3,120/t, while the Jan-15 
contract closed RMB 1/t lower at RMB 3,145/t. Dazong HRC July-14 futures shifted 
up RMB 2/t to RMB 3,322/t, while SHFE HRC Oct futures fell RMB 4/t to RMB 
3,360/t. Among physical steels, Tangshan billet prices traded unchanged at RMB 
2,750/t. Rebar prices remained stable in Shanghai, given poor weather conditions, 
while rising RMB 20/t in Beijing. Hebei Steel raised mid-July rebar prices by RMB 30/t 
yesterday, while Xicheng Steel raised its prices by RMB 10/t today. HRC prices 
remained flat in both Shanghai and Beijing. Wugang has rolled over its HRC list prices 
into August, with standard grades at RMB 3,370/t (EXW, ex-VAT).   

Dalian Commodity Exchange IO active Sept-14 contract prices rose RMB 2/t to RMB 
716/t, while the Jan-15 contract lifted RMB 3/t to RMB 712/t. Among physical iron 
ore, the market remained cautious about paying $100/t for Fe 62% materials, evading 
the inevitable for now. BHPB concluded a Yandi Fe 57.6% fines mid-August tender at 
$82.09/t. 

The TSI Fe 62% China CFR price index rose 10 cents to $98/t (MTD: $96.42/t). The 
Platts Fe 62% index rose 25 cents to $98/t (MTD: $96.23/t), while the TSI Fe 58% 
index rose $1.20/t to $82.20/t (MTD: $80.19/t). The Metal Bulletin Fe 62% index 
rose 22 cents to $97.89/t, while its Fe 58% index rose $1.05/t to $74.27/t. Argus 
Fe 62% rose 5 cents to $95.90/t.  

Mysteel’s Fe 62% index rose 50 censt to $98/t, while its Fe 58% index lifted 50 cents 
to $81.50/t. 

In IO supply news, FMG has rolled over its pricing discounts from July to August, with 
its Fe 58.3% FBF blend at an 9% discount to Fe 62% Platts and its Fe 56.4% SSF 
product attracting a 15% discount, with the largely self-imposed glut in low grade 
material continuing to weigh on volume-value differentials. Vale’s PDM will be 
undergoing berth maintenance from 14-25th July. Northland Resources has postponed 
completion of its 2mtpa 2nd concentrate processing line, to preserve liquidity, after 
entering into a formal reorganisation process under Swedish laws, suspending payments 
to creditors and suppliers while continuing to ship to customers at the rate of c.2mtpa. 
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Atlas Iron has officially opened its 3-6mtpa $212m Mt Webber mine, (its 5th mine), 
with haulage to begin on 18-July. 230km south-east of Port Hedland. CSN (77% 
stake) has won approval to $540m in public debenture financing to complete part of 
the $2.4bln Transnordestina railway in NE Brazil, linking to the Suape and Pecem ports, 
with construction aiming to completed by end-2016. LKAB is to start product testing 
from its planned Leveaniemi mine this autumn, with production set to begin late-2015.  

The Baltic Exchange Cape index shifted 2% lower to $9,732/day, with C3 at 
$19.114/t and C5 at $7.564/t. FFA Q3 capes are trading lower in the $12,700/day 
range.  

German sentiment has fallen in July, adding weight to the view that the EU’s largest 
economy is slowing.  

For Q4:14 thermal coal prices, API 2 is trading at $74.85/t; API 4 is trading at 
$71.50/t; while Newcastle is trading at $70.35/t. Among physical cargoes, ARA 
traded Aug at $72.25/t (vs $72.90/t yest); and Sept at $73.05/t (vs $72.50/t and 
$73.50/t yesterday). NEWC traded a Sept cargo at $68.50/t fob, off 75 cents since 
last week – NAR 5500 levels appear to be $10-12/t below. NAR 5500 S.China spot 
prices have come off to $66.50/t - $67/t, following Shenhua’s latest price cut to RMB 
490-495/t. ARA thermal stocks are at 5.55mt this week, up from 5.51mt last week. 
Glencore has settled Q3 prices at a premium of $2-3/t to NEWC globalCOAL spot 
prices, compared to a fixed rate of $89.95/t last year. Australia shipped 31.7mt of coal 
in June, the strongest rate for the year, while up from 30.8mt in April and in May. Q2 
shipments totalled 93.32mt, compared to 88.1mt in Q1. YTD NEWC has shipped 
75.6mt. Idemitsu has taken a 12% stake in Indonesian 2.5-4mtpa Mitrabara 
Adiperdana to expand its Asian portfolio. Mechanics continue to strike in Colombia, for 
the 6th day.    

Zhengzhou Futures Sept-14 thermal contract prices fell RMB 6.8/t to RMB 484.8/t, 
while the Jan-15 contract dropped RMB 3/t to RMB 502.2/t. Total port stocks fell 
0.3% to 19.13mt, while GZ stocks rose 1.3% to 3.2mt and QHD stocks rose 0.6% to 
7.35mt. China’s June energy consumption rose 5.9% y/y yo 463.0 bln Kwh, with YTD 
up 5.3% y/y.  

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range 
(MTD: $110/t; YTD: $115/t), with China CFR prices ranging $118-123/t. 
Whitehaven averaged $93.63/t for its 2Q met coal products, off 17.5% y/y. On the 
Dalian Exchange, Sept-14 coke price traded RMB 5/t higher to RMB 1,095/t, while 
the Jan-15 contract rose RMB 17/t to RMB 1,161/t. Among Dalian HCC prices, Sept-
14 contract prices closed up RMB 4/t to RMB 772/t, while the Jan-15 contract rose 
RMB 9/t to RMB 812/t. Shenhua and Jizhong Energy dropped their met coal prices by 
RMB 40/t to reduce inventories. SAIL expects to increase its coal imports to 18mt from 
11mt over the next two years, as part of its BF expansion plans, which will see hot metal 
output rise from 14mt to 23mtpa.  

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 1 940 1 942 1 955 1 929 3 0.13 1 923.00 17 -20.25 
Copper 7 175 7 123 7 175 7 116 -53 -0.73 7 154.50 4 -1.00 
Lead 2 210 2 213 2 220 2 197 3 0.15 2 193.50 18 -23.50 
Nickel 19 450 19 350 19 520 19 162 -100 -0.51 19 210.00 145 -79.50 
Tin 22 246 22 160 22 250 22 101 -86 -0.39 22 170.00 160 -28.00 
Zinc 2 303 2 307 2 326 2 296 4 0.17 2 315.50 29 -6.25 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 995 275 5 005 900 0 10 625 -10 625 -462 800 2 942 625 59 629 964 
Copper 159 400 158 475 975 50 925 -207 025 35 400 22 137 884 
Lead 213 375 213 375 0 0 0 -1 075 11 375 5 53 576 
Nickel 307 710 307 350 816 456 360 46 074 102 924 33 70 804 
Tin 11 535 11 575 15 55 -40 1 850 2 100 18 18 522 
Zinc 659 975 660 800 0 825 -825 -273 500 62 075 9 103 839 
          
Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13640 13650 5  Ali Feb'14 - - - - 
Copper 50690 50400 -420  Cu Feb'14 324.9 323.7 -1.2 -0.37 
Zinc 22 246 22 160 0       
          
Precious metals          
 AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
   

Gold 1 321.25 1 306.00 1 339.64 1 301.52 1 307.03 1 286.00    
Silver - 21.13 21.50 20.85 20.91 -1 473.09    
Platinum 1 498.00 1 494.00 1 513.88 1 488.63 1 492.50 620.30    
Palladium 872.00 868.00 874.25 867.00 870.20 870.20    
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.106 0.106 0.108 0.126 0.156     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.152 0.19275 0.2326 0.3264 0.5519     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 52.23 1 322.45 1 318.94 1 304.22 1 285.70 1 306.62 1 310.80   
Silver 58.22 21.14 21.00 20.08 20.31 20.85 20.96   
Platinum 55.52 1 502.23 1 487.16 1 454.35 1 429.65 1 492.21 1 501.08   
Palladium 61.81 868.35 851.40 810.27 768.94 870.27 873.87   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX PAL NYMEX 

PLAT 
DGCX GLD TOCOM 

GLD 
CBOT GLD   

Settlement 1308.7 20.94 873.1 1493 1308.5 4279 1306.7   
Open Interest 413193 164053 42686 72381 1206 96701 10   
Change in Open Interest 18761 30766 6348 11347 -60 -6041 -303   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 118.935 -0.06 118.608 -0.04 118.803 0.02 119.119 0.18  
Gasoil 0.1% Rdam ($/mt) 886 2.75 890.25 2.75 893.75 2.25 897.25 0.50  
NWE CIF jet ($/mt) 963.67 0.05 956.58 0.44 955.61 -0.50 960.39 0.20  
Singapore Kero ($/bbl) 118.665 0.06 118.478 0.07 118.683 0.06 119.042 0.17  
3.5% Rdam barges ($/mt) 572.105 2.62 572.15 4.34 571.51 4.86 569.458 4.19  
1% Fuel Oil FOB ($/mt) 606.33 -0.67 599.65 1.15 600.47 2.44 594.88 3.80  
Sing FO180 Cargo ($/mt) 601.581 1.81 601.234 3.85 600.71 4.74 600.041 4.30  
          
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 

 



  

  

Standard Bank Global | Commodities 
 15 July 2014 

6  

 

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 365.48 1.50% 0.56% -1.75% -6.78% 1.62% 
China Tangshan Steel Billet $/t 446.00 -0.22% 1.83% -8.04% -10.08% -12.03% 
China HRC export (Shanghai FOB) $/t 513.00 0.00% 0.39% -1.91% -4.47% 2.19% 
North Europe HRC domestic (ex-works) $/t 410.00 0.00% -2.38% -5.75% -5.75% -6.29% 
North America HRC domestic (Midwest FOB) $/t 665.00 0.00% -0.75% -1.48% -2.49% 4.56% 
       
Steel—Futures       
LME Billet Cash  $/t 400.00 2.50% 2.50% 3.23% 12.68% 303.02% 
LME Billet Futures (1-mth) $/t 391.00 -0.13% 0.19% 0.13% 9.52% 293.95% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 470.32 -1.12% 2.78% -11.31% -12.99% -8.70% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.90 -0.95% -5.83% -23.68% -2.38% -17.25% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 98.00 1.55% 10.11% -16.31% -24.38% -22.77% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 82.80 3.37% 12.65% -21.81% -30.42% -29.77% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 97.58 1.06% 7.73% -16.12% -24.84% -22.86% 
China Iron Ore Inventory (million tonnes) 106.57 -0.41% 0.01% 1.93% 27.52% 48.70% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.85 0.00% -1.43% 0.31% -14.56% -18.97% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.85 0.00% -10.65% -10.65% -3.15% -1.07% 
       
Financials pricing       
RMB Currency 6.21 0.10% -0.27% -0.21% 2.67% 1.14% 
China 7-day repo 3.71 4.21% 22.85% 8.16% -13.72% -2.62% 
API2 (CIF ARA) 2070.36 0.31% -0.75% -1.49% 2.32% 0.53% 
Source: LME, Bloomberg, Standard Bank Research 
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