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Copper spreads –  
now what? 
 

 

 
Fears that an exodus of copper would sweep into LME warehouses in the wake of the 

Qingdao warehouse issue have subsided. LME inventory has resumed its steady decline 

and is at the lowest level since August 2008. SHFE inventory has started to rebuild, 

though nothing like the rate at which Shanghai bonded inventory has fallen. In spite of 

solid copper demand and dwindling levels of inventory, however, the spreads still 

remain remarkably benign.  

While the nearby LME cash-3m spread is in line with current levels of on-warrant 

stock, the farther forward spreads remain out of kilter. We have noted this before 

(Commodities Daily – Copper spreads and stocks still out of line – 7 May 2014), with 

the spreads easing further in the wake of the Qingdao issue. While the 3-15m spread 

has since tightened up a little, it is still way below the sort of backwardation one might 

expect, given LME stocks and global stock trends.  

Expectations that the increase in mine supply will finally feed through to the refined 

market have been dealt a blow by the Indonesian ore ban and the initially unforeseen 

impact on two of the world’s biggest suppliers of clean concentrate, increasing 

smelting capacity (absorbing copper into the process chain) and a drip-feed of other 

production problems at smelters and at miners.  

Nevertheless, the 3-15m copper spread is still behaving as if there is an extra 200 kt 

of on-warrant copper. Even if you look at the 3-15m spread vs total copper inventory, 

the spread is well out of line, given historical patterns, and is behaving as if there is an 

extra 200-300 kt of metal in LME warehouse. With little sign that LME inventory is 

going to pick up soon, and with the brief warranting and now subsequent cancellation 

of material delivered into Busan looking like it has run its course, the farther dated 

copper spreads look out of line and should start to tighten up.  

By Leon Westgate 
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Base metals 

The base metals have rallied strongly into Thursday afternoon, with a better-than-

expected Chinese PMI and strong European data helping give the complex a boost 

heading into the afternoon. 

The HSBC China Manufacturing PMI came in at 52.0 in July, well above expectations 

and the highest level in 18 months. That the measure increased so much, in what is 

usually a seasonally weaker period, appears to demonstrate the impact of the mini-

stimulus measures rolled out earlier in the year and suggests that conditions may 

strengthen firmer once we head out of the traditionally slower summer period.  

Copper has rallied above $7,150, with the Chinese PMI data triggering a bout of short 

covering and sparking some fresh buying interest. Turnover is pretty good and certainly 

much better than in recent days, with the market coming to life. Inventory-wise, 

headline copper stocks fell by 1,950 mt with outflows at Busan, Johor and New 

Orleans, while on-warrant stocks fell 100 mt due to a small cancellation at Antwerp.  

Lead, zinc and aluminium have all followed copper higher into the afternoon, while 

nickel has also managed to push higher after trading sideways yesterday.  

Nickel inventories have continued to increase, however, with headline stocks gaining 

1,248 mt, due mainly to a 1,488 mt inflow at Gwangyang (note not Johor for a 

change), while on-warrant stocks climbed 2,418 mt held by the re-warranting of  

732 mt of previously cancelled material at Johor. 

By Leon Westgate 

Precious metals 

Asia was sellers of precious metals this morning, following the better-than-expected 

China Flash PMI. That said, support is firm for gold. We maintain that this will remain 

the case within the $1,285 – $1,302 range. We note that demand from China has 

marginally improved over the past two days, with the SGE premium trading as high as 

$2.50 – up from highs of below zero a few days ago. We believe this marginally 

improved demand from China, combined with a slight uptick in demand from other 

South East Asia countries, should add additional support to gold within the above-

mentioned range – especially ahead of a very busy data week next week, which includes 

an FOMC meeting and US employment data. Furthermore, on Monday next week is 

option expiry on COMEX, with the $1,300 strike having the largest open interest.  

This could add further support for the gold price around current levels. 

Regional Copper Inventory 

 

Source: LME; SHFE; Comex; SBR and Bloomberg estimates 
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Silver resistance remains around the $21 level. As mentioned in our Commodities Daily 

of yesterday, given the seasonal weakness in Chinese imports from September, 

combined with the fact that we see mine supply rising and a speculative market that has 

flipped from being very short silver to very long silver on COMEX, we maintain that the 

price bias for silver lies to the downside. This is because the price is currently near the 

upper end of the present trading range.  

Gold support is at $1,290 and $1,285. Resistance is at $1,309 and $1,314.  

Silver support is at $20.85 and $20.63. Resistance is at $21.01 and $21.30. 

By Walter de Wet 

Bulks 

Chinese financial steels rallied in the morning, following the release of the PMI data, 

before tanking back to below yesterday’s close in the afternoon, on continued high  

7-day cash rates. As we have argued before, manufacturing represents only 40% of 

China’s steel story, with the country’s oversupplied property sector continuing to remain 

a drag on demand. Although infrastructure investment is being used as an offsetting 

prop, we note, as usual, rail investment is behind forecasts, while shanty town 

investments are showing little y/y growth.   

China’s HSBC Flash PMI for July printed at an expansionary rate of 52 points, up from 

50.70 in June and above expectations of 51, the fastest pace in 18 months, following 

Beijing’s multi “mini-stim” measures. The New Orders sub-index rose to 53.7, up from 

51.8 last month, reflecting stronger demand both from domestic and export markets. 

IO Swaps started the day weakly, off 50c, before recovering, following the China PMI 

release, to trade relatively steady with yesterday’s levels. We might expect to see 25c 

weakness emerge during the day, depending on how tenders progress. We do believe 

any further weakness is setting up for a stronger month-end rally, as steel stocks 

continue to clear. Disruptive weather conditions impacting construction activities are 

not helping current momentum. Meanwhile a lack of seaborne shipment growth is likely 

to see port stocks fall in coming weeks, which should serve as a positive prompt as well. 

Stories of further trader and mill bankruptcies amid difficult trading conditions are doing 

nothing to help sentiment. 

Zhengzhou thermal rallied on further stock falls for Shenhua at its Huanghua port.  

The Atlantic has started the morning slightly weaker, awaiting news from a further 

sanctions meeting among the EU gaggle today, who all seem more interested in 

protecting their individual economic interests than in the wider strategic context of 

messaging to Putin that his support for rebel groups will not be tolerated. 

Shanghai Equities lifted 1.28% to close above 2100 at 2105 points for the first time 

since mid-April. 27/46 cities that have announced property restrictions Shanghai  

7-day interbank rates rose to 4.3%, with the PBOC failing to conduct any repos again 

today, due to this week’s tight liquidity. Spot Currency traded at 6.1925, the lowest 

level since early-April, while the PBOC reference rate set at 6.1579.  

Shanghai Rebar Futures Oct-14 contract fell RMB 6/t to RMB 3,057/t, while the  

Jan-15 contract closed RMB 2/t lower at RMB 3,034/t. Dazong HRC Oct-14 futures 

closed unchanged at RMB 3,284/t, while SHFE HRC Oct futures rose RMB 10/t to 

RMB 3,288/t. Among physical steels, Tangshan billet prices rose RMB 20/t to  

RMB 2,710/t. Rebar prices fell RMB 10/t in Shanghai due to hot weather, while 

remaining flat in Beijing. HRC prices remained flat in Shanghai and Beijing.  

Dalian Commodity Exchange IO active Sept-14 contract prices dropped RMB 9/t to 

RMB 674/t, while the Jan-15 contract fell RMB 8/t to RMB 663/t. Among physical 

iron ore, RioT closed a PB fines Aug-cargo at $93.21/t, while Vale closed a Fe 62.36% 
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IOUR cargo at index + 28 cents with a local trader. Rizhao Steel signed two contracts 

with CITIC Global Trading Co. and Yong'an Capital Co. respectively, priced against the 

Dalian Sept IO futures floating price.  

The TSI Fe 62% China CFR price index fell 70 cents to $93.60/t (MTD: $96.22/t). 

The Platts Fe 62% index fell $1/t to $93/t (MTD: $95.88/t), while the TSI Fe 58% 

index dropped 70 cents to $80.20/t (MTD: $80.56/t). The Metal Bulletin Fe 62% 

index rose 3 cents to $94.02/t, while its Fe 58% index rose 22 cents to $73.16/t.  

The Argus Fe 62% index fell $1.30/t to $91.85/t. In IO supply news, Cliffs Bloom 

Lake 3.8mt concentrate sales failed to turn a profit during 1H14, netting costs of 

$95/t compared to receivables of $92/t. Meanwhile its Australian assets produced 

5.5mt in 1H:14, at costs of $55/t compared to revenues of $88/t. The miner expects 

to ship 7mt of concentrate from Canada and 10-11mt from Australia this year.  

Atlas Iron expects to ship c.12.5mt in 14/15, up from 10.9mt y/y, as Mt Webber 

ramps up to 3mtpa and then 6mtpa in 1H15, while targeting C1 cash costs of 

$50/wmt fob and FOB costs of $73/wmt. The miner continues to struggle to retain 

discounts of 10% to Platts Fe 62%. Usiminas shipped 1.5mt in 2Q:14; however, it only 

exported 0.17mt, compared to 0.5mt in 1Q.  

The Baltic Exchange Cape index shifted 0.4% to $8,587/day, with C3 at $18.536/t 

and C5 at $7.805/t. FFA Q3 capes are trading in the $12,200/day range.  

EU flash PMIs picked up from 52.8 in June to 54 in July, suggesting a decent pick-up 

in activity.  

For Q4:14 thermal coal prices, API 2 is trading at $76.75/t; API 4 is trading at $73/t; 

while Newcastle is trading at $69.85/t. Among physical cargoes, ARA Sept is trading at 

$77.15/t and Oct at $76.25/t. Not surprisingly, the EU member gaggle are heading 

back into discussions today to review a proposal for further sanctions on Russia, 

including access to capital markets. We still believe API 4 front-end is vastly over-

valued, relative to NEWC; however, geopolitical considerations have dragged those 

tonnes back into Atlantic relativities, rather than the Pacific. NAR 5500 fob Oz prices 

are being sold in the region of $54.50/t. Indonesia coal exporters must register with 

the trade ministry by 1 September. In Colombia, mine mechanic contractor wage talks 

are continuing, after 13-days of strike action. 

Zhengzhou Futures Sept-14 thermal contract prices rose RMB 1.2/t to RMB 480.8/t, 

while the Jan-15 contract traded RMB 0.8/t higher at RMB 499/t.  Total Chinese 

thermal port stocks dropped 0.5% to 19.01mt, with QHD coal stocks continuing to fall, 

down 2.1% to 7.10mt, and GZ port stocks rose 1.6% to 3.3mt. Shenhua’s Huanghua 

port stocks dropped to 1.75mt, with shipping activity increasing as a result of the 

miner’s recent price cut. The Shanghai Clearing House will launch its RMB-denominated 

Steam Coal swaps on 4 August, cleared against weekly Bohai Rim Index, with the 

contract size set at 200/t and the minimum fluctuation at RMB0.01/t.  

China’s largest coal province, Shanxi, produced 91.54mt of thermal in June, up  

5.2% y/y and 3.3% m/m, with 1H:14 output reaching 468.92mt, up 1.9% y/y, 

supported by recent $8-9/t subsidies and expectations of improved summer demand. 

June’s raw output was the 2nd highest recorded for the province. Beijing closed a  

50yo coal-fired power station yesterday, replacing the facility with a gas-fired station 

instead to assist the city’s high pollution issues. Four gas plants are expected to be 

operational by 2016, dropping the city’s coal demand by 9mt.   

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 

with China CFR prices ranging $118-123/t. S.Korean mills have apparently settled 3Q 

Goonyella prices at $118/t fob. BHPB reported that its coking mines are “marginally 

EBITDA positive”, partly assisted by the weaker AUD and ongoing cost-cutting 

measures. With the 5.5mtpa Caval Ridge ramp-up to be completed this year, BHPB 
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expects to ship 47mt of met coal in 2014/15 period, up from 45mt y/y. Meanwhile 

Peabody argues that its gross met coal margins in Australia have fallen to just 

57c/tonne.  

On the Dalian Exchange, Sept-14 coke prices traded off RMB 9/t to RMB 1,055/t, 

while the Jan-15 contract traded RMB 5/t lower to RMB 1,126/t. Among Dalian HCC 

prices, Sept-14 contract prices closed RMB 2/t lower at RMB 746/t, while the Jan-15 

contract fell RMB 1/t to RMB 780/t. Shenhua Wuhai Coal Group Co. Ltd., the largest 

coking coal producer in Inner Mongolia, has halted its coke-making output material for 

nearly a month, due to losses and falling prices.  

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 2 043 2 016 2 048 2 011 -27 -1.32 2 011.00 -10 -18.25 
Copper 7 045 7 045 7 074 7 018 0 0.00 7 065.00 5 -5.25 
Lead 2 215 2 207 2 222 2 188 -9 -0.39 2 199.00 -7 -14.50 
Nickel 19 099 19 050 19 100 18 950 -49 -0.26 18 960.00 35 -67.00 
Tin 22 100 22 225 22 300 22 080 125 0.57 22 125.00 20 -61.00 
Zinc 2 367 2 365 2 376 2 352 -2 -0.06 2 372.00 2 -2.25 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 922 050 4 930 475 0 8 425 -8 425 -536 025 2 887 725 59 178 160 
Copper 154 350 156 300 0 1 950 -1 950 -212 075 38 675 25 111 004 
Lead 213 425 213 350 550 475 75 -1 025 10 525 5 42 933 
Nickel 311 964 310 716 1 488 240 1 248 50 328 102 774 33 58 461 
Tin 11 845 11 910 150 215 -65 2 160 1 800 15 8 389 
Zinc 654 950 655 825 0 875 -875 -278 525 71 825 11 97 600 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 14105 14075 -95  Ali Feb'14 - - - - 
Copper 49800 50240 490  Cu Feb'14 320.7 325.4 4.7 1.47 
Zinc 22 100 22 225 0       
          
Precious metals          

 AM Fix PM Fix High bid Low offer Closing bid Daily 
change 

   

Gold 1 300.00 1 308.00 1 311.44 1 303.23 1 304.60 -1.80    
Silver - 20.84 21.06 20.90 20.92 -0.03    
Platinum 1 472.00 1 486.00 1 491.38 1 480.50 1 481.00 -3.00    
Palladium 870.00 874.00 877.70 870.50 871.00 -1.10    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.13 0.1275 0.1375 0.1625 0.1925     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.15425 0.1975 0.2351 0.3291 0.5571     
          

Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 
MA 

200-day 
MA 

Support Resistance   

Gold 49.47 1 309.26 1 316.61 1 301.99 1 286.27 1 293.37 1 307.32   
Silver 55.88 20.95 21.03 20.05 20.28 20.78 20.96   
Platinum 51.08 1 489.24 1 494.25 1 456.04 1 432.91 1 470.50 1 484.25   
Palladium 59.9 874.76 867.60 818.73 774.59 869.50 876.10   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1301.4 20.91 874.1 1486.7 1299.6 4249 1304.7   
Open Interest 405617 162485 44696 70716 818 93530 8   
Change in Open Interest 11185 29198 8358 9682 -448 -9212 -305   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 118.909 0.10 118.745 0.54 118.91 0.55 119.082 0.39  
Gasoil 0.1% Rdam ($/mt) 888.75 1.50 891.5 1.00 894.5 0.75 896.75 -1.50  
NWE CIF jet ($/mt) 965.41 1.63 962.13 5.67 958.82 4.78 962.67 4.12  
Singapore Kero ($/bbl) 118.76 0.13 118.855 0.59 118.98 0.62 119.122 0.44  
3.5% Rdam barges ($/mt) 573.012 1.59 573.478 4.64 571.415 4.53 569.722 5.23  
1% Fuel Oil FOB ($/mt) 601.85 -0.22 593.41 3.95 594.63 4.32 592.53 4.97  
Sing FO180 Cargo ($/mt) 601.089 0.92 602.228 4.37 601.384 4.50 600.472 5.15  
          

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 362.20 -0.90% -0.31% -2.63% -4.00% 0.61% 
China Tangshan Steel Billet $/t 444.00 -0.67% 1.37% -7.69% -6.72% -12.08% 
China HRC export (Shanghai FOB) $/t 513.00 0.00% 0.39% -2.29% -5.00% -0.39% 
North Europe HRC domestic (ex-works) $/t 412.50 0.00% -1.79% -5.17% -5.17% -4.07% 
North America HRC domestic (Midwest FOB) $/t 672.00 0.75% 0.75% -2.04% -0.59% 3.54% 
       
Steel—Futures       
LME Billet Cash  $/t 416.00 0.00% 6.67% 7.49% 15.56% 246.67% 
LME Billet Futures (1-mth) $/t 419.75 -0.18% 6.54% 7.90% 15.95% 215.60% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 516.88 0.52% 12.64% -1.76% -4.36% -8.83% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.75 -1.16% -4.75% -22.08% -11.27% -16.91% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 94.30 -3.28% 1.07% -16.70% -24.14% -28.61% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 80.90 -2.06% 6.17% -19.26% -28.97% -33.09% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 94.54 -2.28% 2.21% -17.91% -26.19% -25.45% 
China Iron Ore Inventory (million tonnes) 106.60 0.03% -0.45% 2.64% 18.73% 51.12% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.50 0.00% -1.30% -2.16% -13.85% -18.05% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.35 0.00% -6.64% 0.75% -11.00% -4.64% 
       
Financials pricing       
RMB Currency 6.19 -0.16% -0.59% -0.90% 2.41% 0.95% 
China 7-day repo 4.16 4.00% 18.18% 17.85% -16.97% 2.97% 
API2 (CIF ARA) 2105.06 2.41% 3.50% 2.33% 2.47% 3.53% 

Source: LME, Bloomberg, Standard Bank Research 
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