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Gold’s bias still to the downside 
 
 

 

 

Since the start of June, the US 5y nominal bond yield has moved largely sideways 

between 1.75% and 1.55%, with the yield currently at 1.67%. At the same time, the 

US 5y inflation-linked bond yield – which represents the implied 5y average real 

interest rate – has moved higher, from a low of -0.40% to the current level of  

-0.25%. The difference between the nominal bond yield and the inflation-linked bond 

yield gives the implied 5y average inflation rate (or breakeven inflation). According to 

the bond market, the 5y US breakeven inflation rate has declined, from 2.1% at the 

start of June to its current level of 1.85%, despite the latest US data prints, which 

indicate a real economy that is improving. Much of the decline in implied inflation 

expectations in the US has been driven by the US Fed’s indication that they continue 

to see plenty of slack in the US labour market despite ongoing economic recovery. 

As regards the gold market, the movement in bond yields provides us with important 

indicators of how the broader financial market is reading developments in the US 

economy. First, it seems that, for now at least, inflation in the US is not seen as a 

problem. By implication, should one believe that inflation is a driver of the gold price 

then bond market movements suggest gold will struggle to rally.  

Second, and more important in our view, is that implied real interest rates in the US 

have again moved higher, largely because of lower inflation (lower inflation is already 

negative for gold). All else being equal, higher real interest rates in the US are negative 

for gold (see figure).  

This brings us to tomorrow’s US employment data. While the monthly US employment 

data release has long been an important event in the monthly calendar, we expect the 

US bond market, and by implication the gold market, to look at this number with great 

interest – especially given the Fed’s belief that labour market slack remains in place. 

Of particular importance, over and above the usual headline NFP data, should be the 

labour market participation rate. This is currently at 62.9%, well below the 66% seen 

before the financial crises. A tick-up in the participation rate should be negative for 

gold. 

Overall US bond market movements indicate that gold will struggle. At the same time, 

while we have seen a marginal improvement in demand for gold in China (via a small 

pick-up in SGE premium) and Asia more broadly, we would expect stronger support 

from this front only at around $1,250. Lastly, while the ECB is likely to embark on 

further monetary easing, we believe that at best it may support gold denominated in 

euros. 

By Walter de Wet 

 

 

US 5y inflation-linked bond yield vs. gold (since inception in 1997) 

 

Source: Standard Bank Research, Bloomberg 
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Base metals 

A slow start has given way to strength across the base metals complex, with zinc, nickel 

and to a lesser extent aluminium leading the rest of the LME metals higher. Nickel has 

seen very strong turnover heading into Thursday afternoon as the metal continues its 

break higher. A weaker euro, following the ECB decision to cut its deposit rate to 

0.05%, has acted as a little bit of a drag on prices heading into US trade however.  

Nickel has been the main focus of the market this morning, with the metal trading 

higher yesterday and continuing its break upwards this morning. With options 

declaration rolling off yesterday, the recent leash that has kept nickel prices compressed 

looks to have been released. Yesterday’s reports that a Philippine senator had filed a bill 

on an ore export ban have given the metal extra impetus and have attracted technical 

buying, in spite of the follow-up comments to the proposed bill talking in very 

conciliatory language and emphasising that it will be a slow process and how not to 

repeat Indonesian errors. There is no threat of an imminent ban. While the Chinese NPI 

sector may be forced to evolve further over time, this isn’t necessarily a bad thing; 

meanwhile, there is still over 330kt of refined metal in LME sheds able to be consumed 

if needed to smooth out any gaps left as the NPI industry develops.  

While nickel has some basis for its recent strength, the recent rally in zinc is harder to 

explain. The metal is nevertheless well supported and is closing in on its recent highs 

above $2,400. Turnover is very good, with volumes running more or less in line with 

copper by the start of the LME second ring session. The key will be whether zinc has 

enough momentum and genuine fundamental strength to sustain its recent rally or 

whether it will struggle again as it did in late July.  

Copper remains well supported and has recovered strongly from its sell-off yesterday. 

The spreads remain tight, while also worth noting is that yesterday’s fall in the LME 

price saw the SHFE-LME arbitrage narrow to only $25, underscoring how little 

downside there is before arbitrage buying kicks in again. Chinese domestic physical 

metal continues to trade at a 180 CNY premium to the SHFE September contract, while 

bonded premia have started to firm up a bit too.  

Leon Westgate 

Bulks 

Chinese financial steels traded lower again today, finishing on lows yet again – in almost 

a continuous straight line downwards since early August, bar a vague rally on the hopes 

of stimulus, before the PMI Services print yesterday suggested overall growth remained 

intact (except for the contracting property sector). Otherwise, today was overall a quiet 

news day, with drivers remaining sparse. We are not expecting any pickup in momentum 

until mid-September and certainly unlikely ahead of Monday’s Moon Cake holiday.  

Shanghai Equities rallied again to a new high, up 0.8% to 2307 points, with utilities, 

banks and financials the strongest drivers. Property developers may be allowed to sell 

medium-term notes in the interbank market to fund new projects, which may help 

support the sector. Vanke reported that its August sales grew 14% m/m. Shanghai  

7-day interbank rates closed at 3.35%, with the PBOC selling RMB 15bn in 14-day 

repurchase agreements at 3.7%. Spot Currency appreciated again, closing at 6.1377, 

while the PBOC reference rate depreciated to 6.1666.  

Shanghai Rebar Futures Jan-15 contract fell RMB 15/t to RMB 2,838/t, while the 

Oct-14 contract fell RMB 35/t to RMB 2,856/t. Dazong HRC Nov-14 futures closed 

at RMB 3,027/t, falling RMB 28/t. SHFE HRC Jan futures fell RMB 36/t to  

RMB 3,036/t. Among physical steels, Tangshan billet prices dropped RMB 10/t in the 

morning to RMB 2,470/t and then a further RMB 20/t in the afternoon to  

RMB 2,450/t, back to 2006 lows and off RMB 80/t across the week. Rebar prices 
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plummeted RMB 20/t in Shanghai, and RMB 80-100/t in Beijing. HRC prices plunged 

RMB 40/t in Shanghai and RMB 60/t in Beijing in panicked destock trading. 

CISA said its mill members held 14.2416mt of steel inventory at the end of August, off 

1.01mt or 6.9% since 20 August. We suspect a further 2-3mt needs to clear to match 

with September’s lower demand levels however, with both seasonal and cyclical macro-

economic factors hitting the property and manufacturing sectors. Meanwhile, CISA mill 

output rates fell 8.35% p/p to 1.6768mt/day (annualising to 612mtpa).   

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

RMB 594/t, while the May-15 contract fell RMB 10/t to RMB 594/t, trading in line. 

Among physical iron ore, RioT tendered a PB fines late-Sept cargo at $84.71/t. Gunvor 

was meanwhile offering a PB fines Fe 62%-basis Sept-cargo at $84.50/t. Local 

Chinese platform CBMX-Corex will allow floating price settlements for Chinese port 

stocks, referencing RMB-denominated indices, including derivatives. Vale will conduct 

an IOCJ Fe 63.45% fines Sept-cargo tender tomorrow.   

The TSI Fe 62% China CFR price index fell $1.40/t to $84.30/t (MTD: $85.95/t). 

The Platts Fe 62% index fell $2/t to $83.75/t (MTD: $85.88/t), while the TSI Fe 

58% index fell 70 cents to $74.60/t (MTD: $75.58/t). The Metal Bulletin Fe 62% 

index dropped 85 cents to $85.24/t, while its Fe 58% index fell 46 cents to 

$69.32/t. Argus Fe 62% fell 90 cents to $83.50/t. Mysteel’s Fe 62% index fell $2/t 

to $84.50/t, while its Fe 58% index fell $2/t to $73/t.  

In IO supply news, nothing of substance to report today – with everyone watching their 

pricing screens instead.  

The Baltic Exchange Cape index shifted off 0.1% to $15,940/day, with C3 at 

$23.36/t and C5 at $8.459/t. FFA Cal15 capes are trading in the $19,200/day 

range, while Q4:14 is trading in the $24,400/day range.  

The ECB has cut refinancing rates today to a new record low of 0.05%.  

For Q4:14 thermal coal prices, API 2 is trading at $75.60/t; API 4 is trading at 

$69.30/t; while Newcastle is trading at $67.50/t. Among physical deals, NEWC traded 

Oct at $66/t, off 85 cents, while Dec traded $67.60/t. RB1 Oct traded $67.50/t, off 

50 cents; while ARA Nov traded $75.75/t; then $76.10/t, then $76.55/t. China’s 

import bans were back, causing uncertainties again today for Pacific coals, outweighing 

news that Ukraine is to buy 1mt of RB1, which has helped support API 4 somewhat and 

that 2 EDF nuclear reactors in the UK would not likely return much before early-2015. 

In China, it is suggested that power plants are beginning to comply to some extent with 

the NDRC’s 20mt import cut directives for Q4, with Cal15 also now uncertain.  

In general news, India took 29/60 vessels loaded at RBCT in August, with Monsoon 

conditions to subside this month, allowing imported coal to take market share from 

domestic hydro, while the EU took 11 vessels. France has halted the delivery of a 

$1.5bn war ship to Russia. Port Kembla and NEWC ports both reopened this morning, 

after storms prevented loading from Monday, with vessel wait times blown to 30 days at 

NEWC.  

Zhengzhou Futures Jan-14 thermal contract prices closed at RMB 514.8/t, up  

RMB 3.4/t; while May-15 contract prices closed at RMB 507.0/t, RMB 2.2/t stronger, 

potentially on the import ban news. Meanwhile, Datong and China Coal have now 

decided to follow Shenhua’s RMB 5/t price rise for September. Daqin maintenance will 

begin from 8 Oct for 15-20 days.   

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 $112.80/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 $122.58/t. The Argus Qld fob index printed at $112.25/t.  

Although Chinese import bans will not impact seaborne met coal, prices may still come 

under pressure as seaborne crossover tonnes try to chase better margins.   

The Dalian Commodity Exchange Coke active Jan-15 contract prices fell RMB 3/t to 

RMB 1093/t, while the May-15 contract fell RMB 3/t to RMB 1148/t. The Coking 

Coal active Jan-15 contract fell RMB 4/t to RMB 789/t, while the May-15 contract 

fell RMB 2/t to RMB 824/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 2 104 2 079 2 116 2 077 -25 -1.19 2 078.00 -5 -17.50 
Copper 6 957 6 904 6 974 6 882 -53 -0.76 6 927.00 -39 24.00 
Lead 2 239 2 208 2 241 2 203 -31 -1.36 2 217.00 -16 -9.25 
Nickel 18 513 19 075 19 085 18 512 562 3.04 18 820.00 265 -76.50 
Tin 21 490 21 350 21 510 21 340 -140 -0.65 21 395.00 -155 -53.00 
Zinc 2 383 2 365 2 388 2 366 -18 -0.76 2 372.00 -3 -3.00 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 777 225 4 786 125 0 8 900 -8 900 -680 850 2 497 025 52 233 061 
Copper 154 700 154 825 900 1 025 -125 -211 725 21 200 14 165 420 
Lead 224 550 224 550 0 0 0 10 100 4 475 2 47 071 
Nickel 330 720 331 068 294 642 -348 69 084 84 636 26 77 698 
Tin 12 435 12 435 0 0 0 2 750 2 840 23 6 441 
Zinc 738 075 739 000 125 1 050 -925 -195 400 55 500 8 121 649 
          

Shanghai 3-month Open Last 1d Change   COMEX Open Close Change Change (%) 
Aluminium 14820 14845 -70  Ali Feb'14 - - - - 
Copper 49500 49490 -260  Cu Feb'14 312.7 314.6 1.9 0.61 
Zinc 21 490 21 350 0       
          
          

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

   

Gold 1 271.00 1 265.50 1 271.73 1 261.41 1 269.40 4.00    
Silver - 19.10 19.26 19.09 19.18 0.01    
Platinum 1 412.00 1 408.00 1 414.50 1 402.90 1 409.90 1.90    
Palladium 882.00 874.00 887.70 869.55 874.70 -6.60    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.072 0.086 0.102 0.132 0.226     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1565 0.197 0.2331 0.32965 0.5621     
          

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

200-day 
MA 

Support Resistance   

Gold 43.92 1 279.19 1 290.75 1 293.84 1 285.74 1 269.46 1 274.75   
Silver 40.39 19.37 19.54 19.91 20.06 19.19 19.29   
Platinum 40.39 1 418.09 1 435.66 1 457.15 1 435.52 1 408.66 1 417.18   
Palladium 54.18 890.87 885.08 847.73 795.76 876.72 886.87   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1273.3 19.27 884.25 1412.5 1272.2 4294 1270.3   
Open Interest 371515 162307 43891 65015 1345 94297 3   
Change in Open Interest -22917 29020 7553 3981 79 -8445 -310   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 116.115 0.82 116.129 1.06 116.126 1.06 116.547 0.96  
Gasoil 0.1% Rdam ($/mt) 868 5.50 871.25 5.50 873.75 5.00 890.5 3.50  
NWE CIF jet ($/mt) 933.23 8.86 936.09 9.92 938.05 10.25 942.35 7.84  
Singapore Kero ($/bbl) 116.289 1.19 116.169 1.20 116.256 1.22 116.717 1.05  
3.5% Rdam barges ($/mt) 559.475 13.29 556.505 13.12 555.795 12.82 561.549 12.13  
1% Fuel Oil FOB ($/mt) 573.18 13.76 571.82 14.00 570.73 13.26 574.74 12.15  
Sing FO180 Cargo ($/mt) 592.436 12.14 588.859 12.95 587.87 12.96 590.862 12.36  
          

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 0.00% 0.59% 3.30% 10.32% 1.78% 
China Tangshan Steel Billet $/t 411.00 -2.84% -7.64% -9.27% -11.61% -20.66% 
China HRC export (Shanghai FOB) $/t 503.00 -0.79% -2.14% -2.33% -6.16% -9.04% 
North Europe HRC domestic (ex-works) $/t 415.00 0.00% 0.00% -1.19% -5.68% -7.78% 
North America HRC domestic (Midwest FOB) $/t 672.00 -0.88% -0.74% -0.59% 6.16% 2.91% 
       
Steel—Futures       
LME Billet Cash  $/t 447.00 2.29% 7.32% 14.91% 25.92% 198.00% 
LME Billet Futures (1-mth) $/t 448.50 2.05% 7.17% 14.12% 27.05% 191.23% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 460.68 -3.13% -6.98% -0.48% -6.82% -17.25% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.42 0.30% -1.31% -12.13% -36.08% -15.30% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 85.70 -1.83% -10.17% -9.41% -26.63% -37.90% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 75.30 -1.57% -6.69% -1.18% -28.83% -41.26% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 85.00 -8.36% -11.61% -11.30% -25.82% -37.07% 
China Iron Ore Inventory (million tonnes) 101.59 0.12% -2.85% -4.93% 5.83% 39.64% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 112.75 0.00% -1.53% -2.17% -10.30% -22.83% 
       
Capesize freight       
Saldanha South Africa-Beilun China 17.00 0.00% 27.34% 9.68% 4.62% -2.30% 
       
Financials pricing       
RMB Currency 6.14 -0.08% -0.66% -1.79% -0.07% 0.32% 
China 7-day repo 3.29 -11.56% -2.66% 4.44% 9.67% -5.73% 
API2 (CIF ARA) 2306.86 5.06% 3.76% 13.93% 11.36% 8.42% 

Source: LME, Bloomberg, Standard Bank Research 
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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 
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