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US bond yields – watch them closely 
 

 

 

Last week we noted the rise in US 5-year inflation linked bond yield (Commodities 

Daily of 4 September). The yield also represents the 5-year average real interest rate. 

The decline in the inflation-linked bond yield seems to be driven by lower inflation 

expectations – as reflected by the difference in the yield of the 5-year nominal bond 

and 5-year inflation-linked bond. 

Movement in bond yields provides us with an important indicator of how the broader 

financial market is reading developments in the US economy. First, higher real interest 

rates are negative for precious metal prices. Second, 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 precious metals prices, bond market movements suggest that 

precious metals in general, but gold specifically, will struggle to rally. 

Figures 1 to 4 indicate the relationship between the US 5-year implied real interest rate 

and gold, silver, palladium and platinum respectively, using weekly data over the past 

10 years. A strong negative relationship is shown between the bond yields and the 

different precious metals. We are cognisant that metals like platinum and palladium are 

driven by industrial demand, in addition to investment demand, and that the underlying 

market supply and demand balances matter. However, one cannot ignore the fact that 

if rates move higher, metal prices denominated in USD will struggle. During the past  

10 years, the US implied real interest rate explains the highest variation in the gold 

price (74%), followed by palladium (63%), then silver (62%) and lastly platinum 

(35%).  

In the figures we also indicate the relationship between the interest rate and the metal 

prices over the past 12 months. From this perspective, gold has moved according to its 

long-term relationship, while, in line with intuition, palladium has largely moved higher 

ignoring the real yield (as market-specific events dominated macro trends). That said, 

we note that the rise in the US real interest rate seems to be driven by lower inflation 

expectations rather than higher US growth expectations. As a result, the bond market 

seems to be growing less optimistic about US growth, which means that even a metal 

like palladium could struggle for upside (due to a weaker industrial demand outlook). 

We also look at the relationship between the US real interest rate and the LMEX index, 

which represents the performance of the 6 primary LME base metals, over the same 

time periods (Figure 5). The figure indicates almost no clear relationship. To us, this 

indicates that (1) over a long period precious metals have been more sensitive to 

interest rate movements than base metals (even if precious metals have an industrial 

demand base) and (2) if the US real interest rate continues to rise, all else equal, 

precious metals should struggle more than base metals. This would be consistent with 

our strategic view for the metals over the next 2 years (see our Commodities Quarterly 

of 27 June 2014). 

Tactically, we keep a close eye on US bond yields, which are likely to provide 

headwinds, as long as they keep rising, to precious metal prices. We see gold rallies 

fade as long as the real rate rises.  

We continue to expect silver to struggle and still target the $15 – $17 range. 

(continued on next page) 
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As expressed in our Commodities Daily of 5 September, we expect even palladium to 

consolidate and, if rates continue to rise, downward pressure may increase. It is 

interesting to note that palladium’s movement relative to the US 5-year inflation linked 

bond yield looks similar to the movement in silver back in 2011 (red circles on Figure 2 

and Figure 3). This presents a naïve perspective which ignores many market specifics, 

but is worth noting. 

Lastly, platinum will struggle if gold struggles. We maintain that downside is becoming 

compressed, but we also believe that it is still too early to establish new longs. That said, 

we do believe that with platinum below $1,400 the platinum/gold spread should widen.  

By Walter de Wet 

 

 

Base metals 

While the market is still awaiting the official release of the Chinese loan and money 

supply data, a speech by Premier Li on Tuesday afternoon announced that M2 money 

supply was 12.8% vs. expectations of 13.5%. This appeared to trigger the wave of 

selling seen on the opening of the SHFE night-time trading session, which compounded 

an already weak technical close from the previous day. Prices have continued to weaken 

[Insert object here]  [Insert object here]  Figure 1: US real interest rate vs. gold price 
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Figure 2: US real interest rate vs. silver price 
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Figure 3: US real interest rate vs. palladium price 
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Figure 4: US real interest rate vs. platinum price 
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Figure 5: US real interest rate vs. LMEX index 

 

Source: Standard Bank Research 

 

R² = 0.05 

-3

-2

-1

0

1

2

3

4

1500 2500 3500 4500
Index 

2004 - current Last 12 months



  

  

Standard Bank Global | Commodities 
 10 September 2014 

3  

into Wednesday morning; however, prices have started to stabilise and recover, with 

two-way interest starting to build.  

Copper came under particularly heavy selling interest on Tuesday afternoon, with the 

metal falling $100 in around 40 minutes as a wave of selling interest emerged at 2pm. 

Overall, 27,386 lots traded on LME Select on Tuesday, the busiest day since June 6th 

when prices broke below $6,750 and traded all the way down to $6,640. On the SHFE 

market, the SHFE-LME arbitrage window remained unchanged at a $55 loss, with heavy 

selling on the SHFE keeping pace with the weakness on the LME. Prices have stabilised 

however, while SHFE open interest is little changed, with short covering, long 

liquidation and fresh shorting activity leading to a confused picture. LME prices have 

also stabilised, with the metal trading sideways to higher heading into US trade.  

Nickel was the hardest hit by yesterday’s sell-off, with long liquidation (including the 

exit of weak longs tempted by the Philippine ore ban story) and stop losses exacerbating 

the sell-off. With the Philippine government adding a bit of colour to the ore ban story, 

effectively ruling out any action until at least late 2015, nickel has come under further 

pressure. It’s probably worth highlighting that the Indonesian ore ban is in effect and 

that the NPI market is slowly tightening up, providing upward pressure on prices. 

However, this is a slow and steady transition that is yet to feed properly through to the 

market. Given the recent wild swing in prices, and the large amount of turnover seen in 

recent days, it is perhaps more interesting to consider what traders’ cards are looking 

like in respect of any borrowing and lending activity that may need to be made further 

down the line. In terms of outright prices, nickel is back where it was 5 days ago.  

Elsewhere, aluminium, lead and zinc have tended to track nickel, with copper and tin the 

only metals to attempt a recovery. Nevertheless, decent turnover is building up for all of 

the metals as the wave of selling eases off and dip-buying and likely short covering start 

to emerge.  

By Leon Westgate 

Bulks 

Chinese financial steels finally found a “clear-out” bottom in the morning today and 

bounced, after over a month of the most dramatic falls we have experienced since 

2008, although ending relatively flat yesterday only and selling off into the close, 

signalling far from bullish conditions as yet. The market continues to await August loans 

data, expected out tomorrow. The Chinese steel industry is expecting further 

consolidations among its members.  

Shanghai Equities fell 0.35%, gapping intraday, to 2,318 points, on the back of a drop 

in money supply growth from 13.5% in July to 12.8% in August, suggesting further 

slowdown (already witnessed in steel and the latest published PMIs). Premier Li 

reiterated yesterday that the government planned to continue to focus on reforms, 

rather than providing further short-term stimulus. Vanke has also gapped lower, having 

peaked in mid-August, despite the ongoing rally in SH equities generally, with weekly 

property sales continuing to fall by as much as 17% y/y. We remain concerned about 

the disconnect between the real economy and equities. China says 14 provincial 

governments have approved 25 urban rail projects since May-13, covering investments 

of RMB 330bn. 

Shanghai 7-day interbank rates lifted back up to 4.2% by the close. Spot Currency 

continued to appreciate, trading at 6.1314, while the PBOC reference rate was set at an 

appreciated level of 6.1425, the strongest since 19 March.  

Shanghai Rebar Futures Jan-14 contract closed up RMB 12/t at RMB 2,780/t, after 

hitting intraday lows of RMB 2,728/t, while the May-15 contract closed RMB 25/t 

lower at RMB 2,813/t. Dazong HRC Nov-14 futures closed at RMB 2,968/t, rising 
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RMB 18/t, while SHFE HRC Jan futures rose RMB 20/t to RMB 2,976/t. Among 

physical steels, Tangshan billet prices fell a further RMB 50/t to RMB 2,350/t today. 

The Yangang weekly billet tender went through at RMB 2,424/t, off RMB 144/t w/w. 

Rebar prices fell RMB 50-60/t in Beijing and off RMB 10-20/t in Shanghai. HRC prices 

fell RMB 20-30/t in Shanghai and RMB 30/t in Beijing. 

Dalian Commodity Exchange IO active Jan-15 contract rose RMB 5/t to RMB 590/t, 

after hitting intraday lows of RMB 572/t. Among physical trades, RioT tendered a PB 

fines/lump combined late-Sept cargo at index + $0.1058/dmtu premia for the lump. 

Vale tendered a Fe 61.08% SSFG late-Sept cargo at index less $5.80/t. globalORE 

traded an MNP Oct-cargo at index less $0.50/t, together with a BHPB Yandi fines 

(basis Fe 58%) Oct-cargo flat to the MB index. COREX traded a Yandi fines Oct-cargo 

flat to the MB index also, together with a PB fines Fe 61% late-Sept cargo trading at a 

low of $82/t.   

The TSI Fe 62% China CFR price index fell $1/t to $82.20 (MTD: $84.60/t).  

The Platts Fe 62% index is $83.00/t, while the TSI Fe 58% index dropped $1.10/t to 

$71.30 (MTD: $74.40/t). The Metal Bulletin Fe 62% index fell $1.28/t to $82.22/t, 

while its Fe 58% index dropped $1.02/t to $67.77/t. The Argus Fe 62% price fell  

75 cents to $81.10/t. Mysteel’s Fe 62% index fell $1/t to $82/t, while its Fe 58% 

index dropped 50 cents to $71/t. 

In IO supply news, Brazil shipped 5.08mt last week, dropping back from 7.1mt the prior 

week, largely due to a poor showing at Tubarao & GIT. ABB has signed a $103m deal 

with Vale to help develop its 90mtpa S11D project with electrical supplies – a project 

which we believe needs to be iced asap or IO prices could collapse to $70/t by 2017, if 

China’s property sector remains in contraction. BBG is attempting to block the tender of 

Blocks 1&2 at Simandou by the Guinea government.  

The Baltic Exchange Cape index shifted up 1% to $17,670/day, with C3 at $23.411/t 

and C5 at $8.964/t, while C4 is $11.07/t and C7 is $10.493/t. FFA Cal15 capes are 

trading in the $19,200/day range, while Q4:14 is trading in the $24,500/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $74.65/t; API 4 is trading at $69/t; 

while Newcastle is trading at $66.50/t. Among physical deals, prices have shifted up 

c.25 cents today. While the Atlantic is trading slightly firmer today, the upside appears 

limited, with the Ukraine premia coming off, together with growing port stocks, a 

slowing EU economy and concerns about the spillover of Pacific tonnage if China installs 

import cuts from 1 October. In the Pacific, Newcastle continues to weaken on Chinese 

import bans, while, within China, the slowing economy is muting demand, particularly in 

the “off-season”. On the CZCE, steam coal 1501 contract closed at RMB 510.0/t, off 

RMB 0.6/t; while the May-15 contract closed at RMB 503.4/t, down RMB 1.0/t. 

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 $111.50/t, while 

China CFR printed at $124.20/t. MB FOB Qld printed at $111.39/t, while China CFR 

printed at $122.04/t. The Argus Qld fob index printed at $111.59/t. On the Dalian 

Exchange, Jan-14 coke price traded up RMB 9/t to RMB 1,073 /t, while the May-15 

contract rose RMB 6/t to RMB 1,118 /t. Among Dalian HCC prices, Jan-15 contract 

prices closed up RMB16/t to RMB 1,080/t, while the May-15 contract closed lower by 

RMB 8/t to RMB 803/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 2 102 2 068 2 105 2 056 -34 -1.62 2 045.00 -37 -35.50 
Copper 6 998 6 840 7 006 6 822 -158 -2.26 6 937.00 -104 23.00 
Lead 2 199 2 129 2 200 2 124 -70 -3.18 2 158.00 -36 -18.15 
Nickel 19 852 18 925 19 929 18 827 -927 -4.67 19 360.00 -380 -82.00 
Tin 21 300 20 950 21 344 20 930 -350 -1.64 21 100.00 -200 -53.00 
Zinc 2 392 2 304 2 394 2 293 -88 -3.68 2 338.50 -52 -13.50 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 742 175 4 748 725 0 6 550 -6 550 -715 900 2 466 475 52 441 595 
Copper 155 625 154 700 1 050 125 925 -210 800 28 700 18 183 844 
Lead 224 925 224 925 0 0 0 10 475 4 600 2 69 667 
Nickel 331 980 332 142 888 1 050 -162 70 344 82 158 25 91 769 
Tin 11 295 12 350 0 1 055 -1 055 1 610 1 755 16 8 424 
Zinc 756 050 735 700 20 575 225 20 350 -177 425 52 900 7 196 541 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 14695 14605 -170  Ali Feb'14 - - - - 
Copper 49300 48870 -690  Cu Feb'14 310.2 310.25 0.05 0.02 
Zinc 21 300 20 950 -1       
          
          

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

   

Gold 1 254.25 1 255.75 1 258.31 1 247.63 1 255.38 0.03    
Silver - 19.01 19.15 18.88 19.06 0.03    
Platinum 1 385.00 1 395.00 1 402.83 1 382.45 1 386.50 -11.50    
Palladium 856.00 886.00 886.80 858.10 859.60 -24.90    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.11 0.118 0.128 0.146 0.24     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1535 0.1953 0.2336 0.3263 0.5626     
          

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

200-day 
MA 

Support Resistance   

Gold 40.07 1 269.40 1 279.80 1 292.56 1 286.15 1 251.35 1 257.07   
Silver 38.81 19.22 19.36 19.90 20.05 18.98 19.12   
Platinum 36.06 1 407.91 1 420.28 1 456.68 1 436.22 1 381.10 1 391.50   
Palladium 48.14 885.13 885.33 851.27 798.89 854.37 865.37   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1254.4 19.045 861.95 1385.8 1253.6 4297 1248.5   
Open Interest 383175 164597 42937 66029 1640 94459 3   
Change in Open Interest -11257 31310 6599 4995 374 -8283 -310   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 114.224 0.08 113.945 0.19 114.03 0.16 114.753 0.06  
Gasoil 0.1% Rdam ($/mt) 841 -6.00 844.75 -5.25 848.5 -4.50 869.5 -4.00  
NWE CIF jet ($/mt) 918.66 0.14 920.34 0.43 922.09 0.21 929.92 0.94  
Singapore Kero ($/bbl) 114.54 0.08 114.025 0.20 114.13 0.18 114.813 0.06  
3.5% Rdam barges ($/mt) 547.397 -4.52 541.114 -6.03 539.464 -6.12 546.164 -4.81  
1% Fuel Oil FOB ($/mt) 557.31 -6.17 553.05 -7.27 551.86 -7.30 557.66 -5.49  
Sing FO180 Cargo ($/mt) 582.059 -4.23 574.302 -5.82 572.13 -6.08 575.414 -5.14  
          

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 373.76 -1.05% -0.47% 2.83% 7.41% 0.71% 
China Tangshan Steel Billet $/t 395.00 -4.59% -10.02% -12.42% -14.87% -22.70% 
China HRC export (Shanghai FOB) $/t 503.00 0.00% -2.52% -1.57% -6.16% -9.37% 
North Europe HRC domestic (ex-works) $/t 415.00 0.00% 0.00% -1.19% -6.21% -7.78% 
North America HRC domestic (Midwest FOB) $/t 668.00 -0.60% -1.04% -1.18% 5.86% 2.14% 
       
Steel—Futures       
LME Billet Cash  $/t 446.75 -0.06% 7.33% 14.55% 15.59% 188.23% 
LME Billet Futures (1-mth) $/t 447.50 -0.22% 7.19% 14.16% 16.31% 185.49% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 441.59 -4.12% -11.19% -3.55% -13.45% -20.63% 
Shanghai Rebar Futures On-Warrant Stocks—change -296.00 - - - - - 
China Steel Inventory (million tonnes) 12.34 -0.71% -0.98% -11.89% -35.90% -15.25% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 83.20 -2.92% -12.70% -11.11% -20.53% -38.46% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 72.40 -3.85% -10.40% -3.60% -23.87% -42.03% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 83.41 -1.87% -11.97% -10.31% -22.17% -37.61% 
China Iron Ore Inventory (million tonnes) 103.97 2.34% 0.88% -2.38% 4.67% 45.15% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.50 0.00% -0.57% -1.73% -7.76% -24.16% 
       
Capesize freight       
Saldanha South Africa-Beilun China 17.00 0.00% -1.16% 19.30% -13.92% -8.11% 
       
Financials pricing       
RMB Currency 6.13 -0.19% -0.40% -1.53% -0.17% 0.15% 
China 7-day repo 4.00 21.58% 12.68% 27.80% 73.91% 10.19% 
API2 (CIF ARA) 2318.31 1.30% 4.21% 12.95% 15.97% 3.59% 

Source: LME, Bloomberg, Standard Bank Research 
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