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Copper spreads – under 
pressure but why? 
 

 Global refined copper stocks are at their lowest level since early 2012, while exchange 

inventory is at the lowest level since 2008. The much-anticipated surplus of refined 

copper remains elusive, while the Qingdao episode and reduced Chinese imports have 

merely led to Chinese destocking activity. Metal potentially displaced by concerns in 

the wake of Qingdao has also so far failed to emerge in either visible or Shanghai 

bonded warehouses.  

Nevertheless, the farther-dated copper spreads continue to be lent, in spite of a 

dominant holder of warrants and a general lack of available copper metal. For example 

the 3-15 month copper spread is trading at around a $4 backwardation, at an on-

warrant LME stock level that typically sees the spread trade at a backwardation of at 

least $250. The Cash-3 month spread is not quite so out of line, though it is benign 

given LME stock levels, with the presence of a dominant position holder of cash and 

tom warrants helping to keep the nearby portion of the curve tight.  

Copper open interest is pretty low at the moment, with Market OI coming in at 

431,000 contracts. This is 22% below the high seen in 2013 and is still 12% below 

the 2014 high seen in May this year. Looking at the COT data, Money Managers are 

net long, to the tune of 33,666 contracts as of last week, though the net long position 

has fallen from 10% of open interest at the beginning of August to only 7.4% 

currently. Overall, the market net position, by the LME COT data at least, is a small 

short. As such, the lending interest seen farther forward is not a result of the market 

getting itself super long then having to lend those positions.  

While the market may be forecasting an imminent arrival of a refined copper surplus, 

it’s worth noting that we have already seen similar magnitude changes already this year 

in terms of changes in Shanghai bonded inventory. The market may also still be 

anticipating a flow of metal from China into LME Sheds. This seems unlikely, given that 

the knee-jerk reaction was quite small and we haven’t seen much follow through. This 

would also require a much more significant deterioration in the Chinese economy than 

currently looks like being on the cards (particularly given that the government has 

already blinked in terms of embarking on stimulus measures), or a much bigger LME 

backwardation to draw that material into the LME. 

As to why there is such a dichotomy between tightness in the nearby spreads and the 

farther-dated portion of the curve, there isn’t a definitive or clear reason, with the 

farther-dated spreads looking out of line and rather artificial given current 

fundamentals and market positioning. It therefore feels like being more of a battle, just 

one that’s been played out in the spreads rather than the outright price.     

By Leon Westgate 
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Base metals 

The base metals complex remains subdued, with the market seeming like its keeping its 

powder dry for next week’s rather busy macroeconomic data schedule. Prices have come 

under pressure across the board however, with a stronger dollar weighing on prices. 

Increased geopolitical tensions in Ukraine and weak bulk commodity markets may also 

be playing a part, though prices are falling in thin volumes and it seems that people are 

scrabbling for excuses rather than there being one overriding cause.   

Tom/next aluminium has exploded again, after calming down over the past couple of 

days with the spread trading out to $10 backwardation this morning. Until aluminium’s 

latest price dip ahead of US trade there had been more volatility in the tom/next spread 

than the outright price, with the ongoing tightness in the cash-September portion of 

the aluminium forward curve still the main focus of the market. 

Elsewhere, copper has fallen below $7,000 under pressure from a stronger dollar. LME 

inventories posted another small increase, up a net 1,050 mt, though this was driven by 

a 1,250 mt inflow at New Orleans. Asian warehouse locations were very quiet indeed. 

Lead meanwhile shrugged off a large 4,975 mt increase in on-warrant LME stock with 

the metal drifting sideways to slightly lower. 

By Leon Westgate 

Precious metals 

Gold popped higher on the back of support from two fronts. Renewed tension around 

Ukraine and allegations of more Russian troops involved in the conflict fuelled what we 

believe is largely short covering.  

In further support of gold, we note that certain European government borrowing costs 

are moving to all-time lows as the market is starting to price a greater probability of the 

ECB embarking on QE as growth in the euro zone continues to slow. German 10-year 

government bond yields dropped to 0.87% this morning, down from 1.9% at the start 

of the year. While we believe that QE is likely to provide liquidity to the financial system 

more broadly than just the European Union, we expect that the effect will be much less 

positive for gold than the Fed’s QE programmes have been, mainly because the euro is 

not the reserve currency of the world. As a result, the main benefit should be seen in 

gold denominated in euros rather than dollars. We still believe that rallies in gold (in 

dollar terms) will fade. 

Global refined copper inventory 

 

Source: LME; SHFE; Comex; Bloomberg; Standard Bank Research estimates 
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The metal continues to trade around its 200day MA at $1,284. Gold support is at 

$1,276 and $1,270. Resistance is at $1,293 and $1,301. 

In line with gold, the other precious metals are higher. Silver buying on the SGE 

continues to be quite strong, with the SGE still at around the highest levels, between 

$1.50 and $1.80, seen so far this year. We know from CFTC data that shorts have 

increased in the silver market since the start of August, making short covering more 

likely. We believe that silver will find strong resistance in the $19.95 – $20.10 level. 

Platinum is firmer along with gold. The platinum/gold ratio remains around the $140 

that it has been trading around for the past two weeks. We believe that the spread could 

move wider should gold fall below its 200day MA again. While we think a weaker gold 

price will drag the platinum price lower, as pointed out in the past few days, we do 

believe there is value in platinum below $1,400. This should see the spread widen.  

Palladium is higher on the back of Russia/Ukraine tension. Resistance is at $900.  

By Walter de Wet 

Bulks 

Chinese financial steels continued to tank again today, as tight month-end cash flows 

and the typical destock into September continued to take hold, not helped by rising mill 

output and inventory levels across the whole of August smashing up against falling 

manufacturing and property sector demand. The government announced a small 

targeted RBM 20bn support funding programme for the agricultural sector, yet appears 

to remain strongly against a full-scale assault to protect growth at this stage. 

Shanghai Equities fell 0.62% to 2,196 points, closing below 2200 support, impacted 

by a fresh wave of IPOs (c.RMB 500bn) and nervousness about economic conditions. 

The PBOC late yesterday provided a relatively small RMB 20bn re-lending programme 

to support some agricultural-based bank branches and qualified rural institutions in less 

developed areas with funding at a 1% preferential rate. China’s rail investments 

continue to underperform targets, with only RMB 300bn invested, compared to the 

RMB 800bn targeted, largely due to slow approval procedures. China’s industrial profits 

rose 13.5% in July, compared to 17.9% in June, with YTD up 11.7%.   

Shanghai 7-day interbank rates dropped back below 4% to close at 3.72%, as several 

IPOs officially launched today, with the PBOC conducting only a RMB 10bn 14-day 

repurchase programme today at 3.7%, allowing a net inflow of RMB 45bn in liquidity 

this week. RMB 40bn will mature next week. Spot Currency dropped to 6.1419, while 

the PBOC reference rate was set at 6.1638.  

Shanghai Rebar Futures Jan-15 contract fell RMB 28/t to RMB 2937/t, while the  

Oct-14 contract plunged RMB 50/t to RMB 2923/t. Dazong HRC Nov-14 futures 

closed at RMB 3,126/t, off RMB 17/t, while the SHFE HRC Oct futures dropped  

RMB 38/t to RMB 3,132/t. Among physical steels, Tangshan billet prices remained at 

RMB 2,550/t. Rebar prices fell RMB 20/t in Shanghai, while staying stable in Beijing. 

HRC prices fell RMB 20/t in Shanghai and RMB 10/t in Beijing today. 

Dalian Commodity Exchange IO active Jan-15 contract prices fell RMB 11/t to  

RMB 626/t, while the Sept-14 contract fell RMB 12/t to RMB 624/t. Among physical 

iron ore, globalORE traded a Yandi Fe 58%-equivalent cargo at $76/t, while an MNP 

Fe 62% Oct cargo traded at index. Another MNP fines Oct-cargo traded at $87/t. Vale 

will tender a SSFG Fe 61.85% late-Sept cargo tomorrow.  

The TSI Fe 62% China CFR price index fell 90 cents to $87.30/t (MTD: $92.85/t). 

The Platts Fe 62% index fell 75 cents to $87.25/t, while the TSI Fe 58% index fell 
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$1/t to $76.50/t (MTD: $80.09/t). The Metal Bulletin Fe 62% index dropped 59 

cents to $87.70/t, while its Fe 58% index fell 40 cents to $70.05/t. Mysteel’s Fe 

62% index fell $1/t to $87/t, while its Fe 58% index dropped $1/t to $75.75/t. 

In IO supply news, Atlas believes the miner’s all-in China CFR costs are sitting at 

c.$70/wmt, with concerted attempts to reduce by $5-10/t being mounted, partly 

assisted by lower moisture levels, to ensure the company can achieve breakeven or 

better. CAP could begin deliveries from its El Romeral Stage 2.5mtpa #5 project as early 

as December, if its mine closure plan permitting comes through. Gindalbie has received 

a $400m 3-year loan for Karara working capital from Chinese banks as part of its 

Angang JV.  

The Baltic Exchange Cape index shifted 8.9% higher to $16,342/day, with C3 up 5.2% 

at $24.085/t and C5 up 5.3% at $9.009/t, while C4 is up 3.3% to $11.395/t and 

C7 is up 5.6% at $9.93/t. FFA Cal15 capes are trading in the $20,200/day range, 

while Q4:14 is trading in the $26,500/day range.  

German employment data came through weaker, although the unemployment rate 

remained at 6.7%. The euro zone’s economic sentiment survey fell from 102.1 to 

100.6, below expectations.  

For Q4:14 thermal coal prices, API 2 is trading at $77.15/t; API 4 is trading at 

$71.50/t; while Newcastle is trading at $70.80/t. Among physical deals, NEWC Nov 

traded $69.85/t, then $69.80/t; while Oct traded at $69.25/t, then later at $69/t.  

On the geopolitical front, it appears Russian pro-separatists may be reversing losses 

after a build-up of assistance from Russian border forces, posing a counter-offensive, 

with Ukraine suggesting 100 Russian tanks have just rolled across the border into 

Novoazovsk, terming the move “an invasion”. Meanwhile Putin is reputedly telling 

diplomats that he is unavailable for further discussions until 15 September, due to a 

hunting trip to Mongolia. Economically, Ukraine cannot lose the Donbass region. EU 

and US leaders will now have to make a decision on “what next”.  

Rains in Colombia over the past month have allowed Cerrejon’s output rates to pick up 

in September. NSW has been hit by rains lashing East Coast Australia over the past 2 

weeks, with shipments dropping c.1mt w/w as a result from PWCS. Peabody has 

cancelled its Wilkie Creek thermal coal sale to Nathan Tinkler’s Bentley Resources, after 

the latter failed to raise financing.  

Zhengzhou Futures Sept-14 thermal contract prices fell RMB 7.6/t to RMB 463.6/t, 

while the Jan-15 contract dropped RMB 7.4/t to RMB 511.60/t. The industry awaits 

news on the Beijing meeting held today between the NDRC, the key 5 power groups 

and Shenhua to discuss coal supplies. Some believe the 3% import tax may not 

eventuate, given the potential inflationary impact on power and steel premium seaborne 

coal consumers.  

Premium Hard Coking Coal spot prices are trading in the $108-123/t Qld FOB range, 

with China CFR prices ranging $118-123/t. TSI FOB Qld printed at $113.20/t, while 

China CFR printed at $122.50/t. MB FOB Qld printed at $111.38/t, while China CFR 

printed at $123.93/t. On the Dalian Exchange, Sept-14 coke price traded RMB 11/t 

lower to RMB 1,026/t, while the Jan-15 contract fell RMB 7/t to RMB 1,103/t. 

Among Dalian HCC prices, Sept-14 contract prices closed off RMB 5/t to RMB 734/t, 

while the Jan-15 contract dropped RMB 3/t to RMB 793/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 2 080 2 086 2 091 2 074 6 0.26 2 082.50 1 12.00 
Copper 7 050 7 030 7 057 6 994 -20 -0.28 7 051.00 -45 32.00 
Lead 2 248 2 264 2 264 2 241 16 0.71 2 251.00 -6 -7.80 
Nickel 18 910 18 850 18 975 18 680 -60 -0.32 18 635.00 -170 -80.00 
Tin 22 069 21 735 22 069 21 650 -334 -1.51 21 915.00 -175 -45.00 
Zinc 2 353 2 360 2 362 2 343 7 0.30 2 350.00 -10 -4.00 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 810 550 4 817 000 0 6 450 -6 450 -647 525 2 529 800 53 204 623 
Copper 148 425 147 375 1 250 200 1 050 -218 000 21 900 15 138 833 
Lead 220 625 217 150 3 475 0 3 475 6 175 4 550 2 29 327 
Nickel 326 922 326 466 528 72 456 65 286 86 544 26 65 392 
Tin 12 680 12 985 15 320 -305 2 995 3 185 25 17 232 
Zinc 735 875 732 800 3 900 825 3 075 -197 600 59 075 8 112 463 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 14445 14425 -40   - - - - 
Copper 50030 50060 -140  Cu  319.85 318.95 -0.9 -0.28 
Zinc 22 069 21 735 -1       
          
          

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

   

Gold 1 288.00 1 282.75 1 287.50 1 280.34 1 282.55 1.35    
Silver - 19.32 19.51 19.33 19.46 0.09    
Platinum 1 425.00 1 420.00 1 426.13 1 415.75 1 416.50 1.00    
Palladium 897.00 887.00 893.65 884.38 892.60 6.50    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.088 0.104 0.12 0.15 0.224     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.156 0.19675 0.2381 0.3299 0.5646     
          

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

200-day 
MA 

Support Resistance   

Gold 48.2 1 288.00 1 296.21 1 295.52 1 284.94 1 284.81 1 296.06   
Silver 46.8 19.50 19.74 19.94 20.07 19.53 20.00   
Platinum 42.94 1 428.74 1 448.09 1 458.55 1 434.43 1 419.93 1 431.80   
Palladium 59.55 886.82 875.95 843.26 791.44 892.63 898.68   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1292.6 19.85 897 1419.9 1290 4304 1283.4   
Open Interest 363608 164262 43254 63225 1577 92659 3   
Change in Open Interest -30824 30975 6916 2191 311 -10083 -310   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 116.637 -0.07 116.562 0.08 116.468 0.04 116.97 0.07  
Gasoil 0.1% Rdam ($/mt) 867.5 3.00 870.75 3.00 873.25 2.50 891.25 0.00  
NWE CIF jet ($/mt) 945.36 -0.22 933.01 -3.21 946.46 -0.54 946.46 -0.54  
Singapore Kero ($/bbl) 116.53 -0.06 116.172 -0.12 116.348 -0.10 116.98 -0.05  
3.5% Rdam barges ($/mt) 561.549 1.24 562.322 5.62 558.545 4.30 561.055 3.46  
1% Fuel Oil FOB ($/mt) 567.47 1.13 573.06 5.98 571.96 4.73 574.23 4.19  
Sing FO180 Cargo ($/mt) 594.399 1.06 594.405 5.80 590.608 4.76 590.555 3.77  
          

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 377.72 0.02% 2.24% 3.54% 10.32% 1.26% 
China Tangshan Steel Billet $/t 428.00 -2.51% -3.60% -6.14% -7.76% -16.57% 
China HRC export (Shanghai FOB) $/t 507.00 -0.59% -1.17% -1.74% -5.23% -6.11% 
North Europe HRC domestic (ex-works) $/t 415.00 0.00% 0.61% -1.19% -5.68% -6.74% 
North America HRC domestic (Midwest FOB) $/t 678.00 -0.29% 0.00% -0.59% 6.44% 4.31% 
       
Steel—Futures       
LME Billet Cash  $/t 436.00 4.56% 4.81% 12.59% 21.11% 201.73% 
LME Billet Futures (1-mth) $/t 439.50 4.39% 4.89% 11.62% 22.42% 193.98% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 475.44 -3.43% -12.60% -0.97% -3.82% -15.27% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.39 -0.21% -1.32% -14.66% -36.27% -15.67% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 88.20 -4.03% -6.47% -8.88% -25.32% -36.32% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 77.50 -3.25% -3.49% -5.26% -26.89% -40.34% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 92.75 -0.29% -3.13% -8.17% -23.58% -32.28% 
China Iron Ore Inventory (million tonnes) 101.47 -0.30% -3.12% -4.97% 5.71% 47.57% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.10 0.00% -0.96% -1.87% -10.98% -20.35% 
       
Capesize freight       
Saldanha South Africa-Beilun China 16.75 0.00% 27.86% 19.64% 15.52% 0.00% 
       
Financials pricing       
RMB Currency 6.14 -0.13% -0.70% -1.78% -0.02% 0.39% 
China 7-day repo 3.72 6.29% -12.06% 16.25% 37.78% -13.29% 
API2 (CIF ARA) 2195.82 -1.55% 0.82% 7.10% 6.78% 4.50% 

Source: LME, Bloomberg, Standard Bank Research 
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