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Aluminium market – 
structural strength or 
spoofed? 
 

 

 

The recent strength in the aluminium outright price, particularly the period from late-

March into late April and then from late May to current levels, has been ascribed by 

many as being down to an improvement in the metal’s fundamental picture, with 

production cuts, LME stock draws and strong demand seeing the market tighten up. 

While this is all very plausible, we note that a >20% increase in the LME 3-month 

price, particularly while exchange inventory remains above 4.5Mt and with little sign 

that falling LME inventory is heading into the market, seems a little unjustified.  

Of particular concern is that all the recent episodes of price strength have coincided 

with a tightening of the cash-3m spread (driven mainly by the tightening of specific 

months within the spread). This looks to have triggered short covering activity and 

then triggered the addition of new longs. With CTA’s using algorithms to enter and 

exit trades and, with a tightening of the nearby spreads an obvious signal to cover 

back rather than roll a short position, there is the possibility that some of the recent 

strength is due to the spoofing of this sort of CTA participant (and an unwillingness to 

stand in the way of CTA buying power), rather than a fundamental change in the 

aluminium market.  

With aluminium LME inventory still over 17% of market open interest, in spite of 

recent falls in headline inventory, and with large tonnages of off-warrant material still 

lying around, there is a very large proportion of open interest that is basically due to 

the short hedge on LME and ex-LME inventory. Aluminium spreads therefore have a 

natural propensity to tighten up as those hedges are rolled forward. Looking at the 

physical premium, little sign exists that the outflow of metal from warehouses is 

reaching the consumer, with physical premia remaining very strong indeed, further 

reinforcing the view that this material is being financed albeit outside the LME system.  

In theory, therefore, if a significant speculative short position is put on and then rolled 

forward, it would disrupt the current equilibrium in the market, absorb some of the 

lending capacity that this physical material needs and then lead to episodic tightness 

in the spreads. This tightness could then spur short covering activity and then see new 

long positions start to be added. The sharp fall in headline LME stocks, albeit likely 

heading to off-warrant financing deals, may also be acting as a secondary buy signal 

indicating a tightening market.  

We believe that the primary aluminium market is shifting into a deficit, though after 6 

successive years of deficit, and the build-up of something like 6.8Mt of excess 

aluminium, successive deficits are needed to restore some sort of balance to the 

market. On that basis, and given how the price behaves to changes in nearby spread 

tightness, the current rally is not fundamentally justified and is more a 

momentum/weight of money play. Ultimately, new spec length will help restore 

lending capacity to the market and see the spreads settle back down…until next time 

that is. 

By Leon Westgate 
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Base metals 

The base metals have been a bit of a mixed bag this morning, with aluminium, copper 

and lead all coming under pressure, while nickel has rallied strongly. Decent volumes 

have returned to the market, with copper seeing good buying interest emerge as prices 

dipped below $6,920. 

Copper drifted sideways at first before coming under pressure following the release of 

the LME inventory figures. The data showed a 7,000 mt increase in headline stocks; 

however, it was all in New Orleans rather than the more China-sensitive locations of 

Singapore or South Korea. Copper has managed to dig in its heels at just above $6,900, 

while interestingly both the nearby and farther-dated spreads have tightened up 

appreciably.  

Nickel has bucked the trend elsewhere, rallying above $18,800 into the afternoon. With 

options declaration rolling off, some of the recent gravitational pull of the $18,500 

level has vanished, while the filing of a bill by a Philippine senator, which urges a halt to 

exports of unprocessed mineral ores, may also have given the metal an additional boost. 

By Leon Westgate 

Precious metals 

While gold has found some support this morning after yesterday’s sell-off, the metal still 

looks vulnerable to a move lower. We continue to expect the metal to move towards 

$1,250, where we would start looking for initial support – some of it from the physical 

market. Already we have seen the SGE premium moving marginally higher towards 

$3.85, which is the highest level in almost two weeks.  

The US 5-year inflation-linked bond yield – a proxy for implied 5y average real interest 

rate – is at its highest level since September last year. When looking at the difference 

between the US nominal 5-year bond yield and the 5-year inflation-linked bond yield, 

the rise in the real interest rate appears to be largely driven by falling inflation 

expectations in the back drop of stronger economic growth. Higher real interest rates, 

lower inflation expectations and a stronger dollar of late (combined with a lower oil 

price) are likely to keep gold under pressure. Some support for gold may further 

disappear if more media reports confirm a possible ceasefire between Ukraine and pro-

Russia rebels. 

Gold support is at $1,256 and $1,250. Resistance is at $1,280 and $1,297. 

LME Aluminium price (LH axis) vs. Cash-3m spread 

 

Source: LME; Standard Bank Research 
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Elsewhere our views remain unchanged. We believe that silver’s fundamentals are weak. 

For now, silver is sticking to last year’s $18.50 – $22 range. A break below $18.50 

could see it enter a new and lower trading range of $15 – $17. While import demand 

from China may improve marginally this month (based on movements in the SGE 

premium), we doubt it will be enough to offset potential selling interest. 

Overall, we believe downside for platinum is becoming compressed. That said, we 

believe platinum price bias still lies to the downside – especially with gold likely to see 

selling too. We continue to see value in platinum below $1,400, conditional on the gold 

price finding some support on approach of $1,250. For palladium, downside may 

extend to the $835 – $850 range. 

By Walter de Wet 

Bulks 

Chinese financial steels continued their rout today, closing on fresh dramatic lows, 

ironically not assisted by a better-than-expected HSBC PMI Services figure. In theory, a 

stronger figure would suggest a better property sector; however, a stronger figure also 

suggests no immediate further stimulus is likely from Beijing either.  

Please note: China will be on holiday next Monday (8 Sept) for Mid-Autumn (Moon 

Cake) festival celebrations. 

China’s official non-manufacturing PMI rose from 54.2 in July to 54.4 in August, 

although, worryingly for physical steels, the new orders index fell to 50, with the 

property construction sub-component index falling into contractionary to 47.5 (the 

lowest since the survey began), while the HSBC Services PMI rose from 50 in July to 

54.1 in August, both suggesting decent expansionary momentum is underway. The 

HSBC composite index meanwhile rose from 51.6 in July to 52.8 in August. 

Shanghai Equities is rallying further today, up 1% to 2,289 points, with banks rallying, 

helped by yesterday’s news of an Employee Share Scheme for the finance sector. Also, 

the Shanghai Securities Journal reported that August lending for the Big 4 banks 

exceeded RMB 250bn (up from RMB 210.4bn in July), suggesting a total loan figure in 

the RMB 700bn region, above initial expectations. Some analysts are also suggesting 

that the PBOC will cut rates or RRR within the next few months, as the economy 

continues to slow and as balance sheets begin to repair.  

Shanghai 7-day interbank rates fell to 3.39%. Spot Currency traded at 6.1440, while 

the PBOC reference rate set at 6.1697. The PBOC messaged today that China’s 

property bubble could worsen if mortgage curbs were relaxed any further by local 

governments, warning that total lending remains very high, although small businesses 

and the country’s agricultural sector, where much of the existing mini-stim has been 

targeted, still needed further funding.  

Shanghai Rebar Futures Jan-15 contract plunged RMB 57/t at RMB 2,853/t. SHFE 

HRC Jan futures fell RMB 26/t to RMB 3,072/t. Among physical steels, Tangshan 

billet prices fell a further RMB 20/t to RMB 2,480/t. Yangang’s billet tender 

concluded at RMB 2,568/t, off RMB 74/t w/w. Rebar prices fell RMB 10-20t in 

Shanghai and Beijing. HRC prices fell a further RMB 20/t in both Shanghai and Beijing, 

as destocking momentum continued to find a bottom.  

The Dalian Commodity Exchange IO active Jan-15 contract dropped RMB 23/t to  

RMB 605/t. Among physical iron ore, RioT tendered a combined fines/lump cargo at 

index plus 13c/dmtu for the lump, down 0.9c since its 27-Aug deal. Vale tendered an 

IOUR Fe 62.77% Oct-cargo at index less $1.98/t. globalORE saw a PB fines (Fe 62% 

equivalent) Oct cargo trade at $87/t, then a 2nd Oct cargo at the lower price of 
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$86.70/t, early on – surprisingly high levels, given the day’s rout. A Newman fines Fe 

62%-basis Sep-cargo later traded at 85/t, more in line with the current market.   

The TSI Fe 62% China CFR price index fell $1/t to $85.70/t (MTD: $86.50/t). The 

Platts Fe 62% index fell $1.25/t to $85.75/t, while the TSI Fe 58% index fell  

70 cents to $75.30/t (MTD: $75.90/t). The Metal Bulletin Fe 62% index fell $1.31/t 

to $86.09/t, while its Fe 58% index fell 87 cents to $69.78/t. Argus Fe 62% printed 

at $84.40/t. Mysteel’s Fe 62% index fell 75 cents to $86.50/t. 

In IO supply news, Brazil shipped 7.1mt last week, down from 7.28mt the prior week, 

but still at relatively high weekly levels. Brazil also shipped 29.9mt in August, up from 

28.3mt in July, nearing record highs set last August of 30.75mt. 

Port Hedland’s August IO exports to China rose from 30.6mt in July to 32mt in August, 

while total exports rose from 36.1mt to 37.4mt. FMG says it shipped 15.16mt 

(197mtpa run rate) in August on 82 vessels, up from 13.25mt prior records in June. 

Australia has repealed its 30% “super profits” MRRT tax legislation – originally 

introduced to target a mini-mining boom that is now a distant memory. Sundance 

Resources has raised $40m from Ukrainian oligarch, UK-based Gennadiy Bogolyubov, 

part-owner of The Privat Group (PrivatBank, Consolidated Minerals). 

Shougang Peru produced 0.65mt in July, up 13.4% y/y, with YTD at 4.83mt, up 

10.2% y/y. The miner has once again declared a force majeure, however, due to 

another worker strike since 18-Aug over annual wages. Anglo’s 26.5mtpa Minas Rio 

project is to pay $7.10/wmt to ship via the Acu Port over 25 years, still set to begin by 

year-end.  

The Baltic Exchange Cape index shifted off 2.5% to $15,950/day, with C3 of 1.6% at 

$23.455/t and C5 off 3.9% at $8.436/t, while C4 is $11.175/t and C7 is $9.765/t. 

FFA Cal15 capes are trading in the $19,000/day range, while Q4:14 is trading in the 

$23,700/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $76.10/t, API 4 is trading at 

$70.00/t, while Newcastle is trading at $68.10/t. Among physical coal deals, further 

NEWC trades were seen at c.$1/t lower, as Pacific tonnes continue to be hit by 

concerns that China may still try to ban imports, despite power plants pushing back due 

to the lack of notice and existing LT supply contracts in place. Meanwhile, NSW is 

suffering severe storms, with the Port Kembla port closed for now and NEWC suffering 

high swells.  

Ukraine’s PM says the country will purchase an additional 1mt of RB1 coal, due to the 

conflict in the Donbass mining region, to improve stocks ahead of winter. At this week’s 

NATO meeting, further support for Ukraine will be discussed. The EU is still looking at 

further sanctions also, including boycotting the 2018 World Cup. Belarus and 

Kazakhstan are refusing to join Russia to create a EuroAsia trading union to rival the EU 

and are also baulking at following Moscow’s ban on EU food stuffs.   

Zhengzhou Futures Jan-15 contract dropped RMB 1.4/t to RMB 511.4/t, while the 

BSPI rose RMB 4/t to $MB 482/t. Total Chinese thermal port stocks continued to rise, 

up 1.9% d/d to 16.35mt, as demand from downstream sectors slowed, following the 

end of hot summer days, with QHD coal stocks lifting to 5.71mt, up 1.1% d/d, and GZ 

port stocks rising to 3.04mt, up 5.6% d/d. Coal stocks at the six key coastal utilities 

rose 4.3% on week to 14.04mt, enough to cover 24 days of use. The next set of 

maintenance disruptions on the Daqin line is likely to keep pricing supportive by 

restocking, however.  

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

with China CFR prices ranging $118-123/t. TSI FOB Qld printed at $112.90/t, while 
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China CFR printed at $124.50/t. MB FOB Qld printed at $113.20/t, while China CFR 

printed at $123.50/t. The Argus Qld fob index printed at $112.17/t. Hampton Road 

exported 2.7mt in August, up 1.2% m/m, but off from 3.7mt y/y. YTD exports are 

tracking at 26.78mt, off 14.8% y/y, due to output cuts as a result of falling seaborne 

prices.  

On the Dalian Exchange, Jan-15 coke price dropped RMB 19/t to RMB 1,096/t, while 

the Jan-15 HCC contract traded RMB 10/t lower 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 2 095 2 107 2 119 2 092 12 0.56 2 083.00 1 -16.25 
Copper 6 938 6 968 6 988 6 933 30 0.44 6 927.00 -39 15.00 
Lead 2 239 2 239 2 250 2 231 0 0.00 2 233.00 3 -7.50 
Nickel 18 690 18 550 18 760 18 515 -140 -0.75 18 555.00 -105 -77.00 
Tin 21 650 21 515 21 735 21 419 -135 -0.62 21 550.00 -150 -55.00 
Zinc 2 355 2 378 2 391 2 353 23 0.98 2 375.00 25 -1.75 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 786 125 4 788 600 0 2 475 -2 475 -671 950 2 505 925 52 233 555 
Copper 154 825 147 825 7 000 #N/A N/A 7 000 -211 600 21 800 14 130 848 
Lead 224 550 224 050 500 0 500 10 100 4 475 2 46 352 
Nickel 331 068 330 630 486 48 438 69 432 85 194 26 46 883 
Tin 12 435 12 445 0 10 -10 2 750 2 810 23 11 127 
Zinc 739 000 739 400 0 400 -400 -194 475 56 550 8 106 714 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 14860 14915 155  Ali Feb'14 - - - - 
Copper 49520 49750 110  Cu Feb'14 315.5 314.05 -1.45 -0.46 
Zinc 21 650 21 515 0       
          
          

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

   

Gold 1 268.50 1 267.00 1 287.80 1 262.55 1 265.40 -15.80    
Silver - 19.10 19.51 19.09 19.17 -0.20    
Platinum 1 406.00 1 412.00 1 429.00 1 407.15 1 408.00 -7.50    
Palladium 876.00 887.00 909.25 881.20 881.30 -4.80    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.076 0.088 0.104 0.136 0.228     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1565 0.19675 0.2336 0.3294 0.5646     
          

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

200-day 
MA 

Support Resistance   

Gold 42.86 1 279.58 1 292.73 1 294.07 1 285.59 1 263.23 1 273.55   
Silver 39.55 19.39 19.57 19.92 20.06 19.11 19.28   
Platinum 39.34 1 418.45 1 438.95 1 457.14 1 435.26 1 403.23 1 414.83   
Palladium 52.73 890.64 883.82 846.88 794.95 868.43 886.58   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1269.4 19.21 878.05 1408.9 1269.3 4289 1265   
Open Interest 365084 161649 44275 63265 1574 93811 3   
Change in Open Interest -29348 28362 7937 2231 308 -8931 -310   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 115.291 -1.19 115.069 -1.37 115.063 -1.42 115.589 -1.35  
Gasoil 0.1% Rdam ($/mt) 856.5 2.00 859.25 1.50 862.5 1.75 880.75 1.50  
NWE CIF jet ($/mt) 924.37 -9.02 926.17 -10.18 927.8 -9.93 934.51 -9.60  
Singapore Kero ($/bbl) 115.104 -0.99 114.969 -1.32 115.033 -1.40 115.669 -1.35  
3.5% Rdam barges ($/mt) 546.18 -19.35 543.386 -17.59 542.972 -16.46 549.422 -13.58  
1% Fuel Oil FOB ($/mt) 559.42 -15.56 557.82 -15.08 557.47 -14.55 562.59 -12.31  
Sing FO180 Cargo ($/mt) 580.3 -16.98 575.911 -17.26 574.909 -16.77 578.506 -14.25  
          

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 377.63 0.56% 4.26% 3.25% 10.98% 1.70% 
China Tangshan Steel Billet $/t 439.00 0.00% -0.90% -2.23% -7.19% -15.74% 
China HRC export (Shanghai FOB) $/t 510.00 -0.39% -0.58% -0.78% -3.77% -5.03% 
North Europe HRC domestic (ex-works) $/t 415.00 0.00% 0.61% -2.35% -6.74% -6.74% 
North America HRC domestic (Midwest FOB) $/t 680.00 0.29% 1.49% -1.16% 4.45% 4.29% 
       
Steel—Futures       
LME Billet Cash  $/t 416.25 -0.12% 0.06% 7.84% 15.63% 187.07% 
LME Billet Futures (1-mth) $/t 420.75 0.90% 0.18% 6.65% 17.20% 177.27% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 492.12 -1.05% -4.50% 1.21% -5.62% -14.02% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.41 -0.36% -2.65% -16.53% -35.09% -15.52% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 91.90 -1.39% -4.27% -6.70% -24.92% -33.31% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 80.10 -0.99% -0.37% -4.07% -27.84% -38.05% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 93.13 -0.49% -2.10% -8.32% -23.82% -31.52% 
China Iron Ore Inventory (million tonnes) 101.78 -1.24% -4.52% -4.20% 5.08% 47.42% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.90 0.00% 0.22% -1.81% -9.96% -18.79% 
       
Capesize freight       
Saldanha South Africa-Beilun China 17.20 0.00% 30.80% 23.30% 25.09% 7.84% 
       
Financials pricing       
RMB Currency 6.15 -0.02% -0.92% -1.31% 1.00% 0.46% 
China 7-day repo 3.50 -0.57% -12.50% 4.48% 16.67% -18.98% 
API2 (CIF ARA) 2230.46 1.09% 8.57% 10.15% 5.52% 7.60% 

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 
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is not subject to any prohibition on dealing ahead of the dissemination of investment research. 
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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 
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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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s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) 

Limited; in Taiwan by The Standard Bank of South Africa; in Tanzania by Stanbic Bank Tanzania Limited; in Singapore by Standard 

Merchant Bank (Asia) Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited; in 

Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by Standard Bank Plc – Dubai branch 

In jurisdictions where SBG is not already registered or licensed to trade in securities, transactions will only be effected in accordance 

with applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in 

accordance with applicable exemptions from registration or licensing requirements. 

Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited .SBSA   is an Authorised Financial Services Provider 

and it also regulated by the South African Reserve Bank. 
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