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Searching for a gold catalyst 
 

 

 

Yesterday we indicated that we would not be surprised to see gold rally higher, largely 

following what we would expect to be short-covering. The futures market, most 

notably COMEX, has seen speculative shorts rising and longs liquidating. However, 

while the dollar is strong, there seems to be no catalyst in major financial markets 

currently that is large enough to trigger such short covering. Although gold is off its 

recent lows at $1,180, the metal has largely shrugged off weaker equity prices and 

lower nominal bond yields in the past two weeks, yet is still struggling to move higher.  

Stronger physical demand, especially on the back of seasonal buying, that should 

improve this quarter and largely continue into January, may convince short positions to 

cover. But even here the evidence does not overwhelmingly point to Asian physical 

demand being strong enough to be a major catalyst for the gold price to move higher. 

We’ve pointed out a few times before that Asian physical demand in 2014 has been 

poor compared to 2013 and is unlikely to improve substantially, in our view. That said, 

the latest gold price decline, from above $1,300 to below $1,200, has awakened some 

physical demand in Asia. Up until the start of August, physical demand that we tracked 

was very similar to demand in 2012, but since the start of August this year’s demand 

has now moved ahead of what we saw two years ago. We estimate that, YTD, Asian 

gold demand is around 15% higher than levels seen in 2012, but around 50% lower 

than levels seen over the same period in 2013. 

Looking at China specifically, of some concern is that there has been little change in 

the SGE premium with the decline in the gold price from around $1,300 to the current 

levels (see chart), which implies a muted demand response from especially China to a 

lower gold price. The Shanghai gold exchange premium has declined since April and 

remains largely between zero and $5/oz, indicating weaker demand than last year and 

in Q1 of this year. The behaviour of the SGE premium relative to the gold price leads us 

to believe that China’s demand has become much more sensitive to the gold price in 

recent months. With the SGE premium no higher than $5, or even negative, the 

incentive to import gold into China has diminished. As per the chart, a negative 

relationship exists between the SGE premium and spot gold, with gold rallies resulting 

in lower demand for gold and a concomitant decline in the SGE premium.  

While we believe gold could move higher, we doubt that there will be a large enough 

positive catalyst anytime soon to convince enough shorts to exit the market and spur 

new buying (both in the physical and futures market) to make rallies sustainable. We 

expect rallies to be short-lived and would still approach the gold price from the short 

side. 
By Walter de Wet 

 

 

SGE gold premium vs spot gold 

 

Source: SGE, Standard Bank Research 
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Base metals 

Weak European data has sparked a bout of dollar strength this morning, which has in 

turn tended to weigh on the base metals complex. Copper and tin have managed to 

avoid the weakness elsewhere, with spread tightness and Indonesian government 

intervention respectively helping those metals buck the trend.  

Copper has continued to rally, with the metal trading above $6,770 heading into 

Tuesday afternoon. Yesterday’s strong Chinese import data, continuing tightness in the 

spreads and also PBOC intervention, cutting rates for 14-day repos, have all helped 

prices to remain firm, with the PBOC action raising hopes of further easing measures. 

While the Chinese copper market has reacted negatively to the recent rally, with physical 

material in Shanghai trading at a discount to the nearby SHFE contract, LME spreads 

remain very tight. The latest LME Warrant Holding data shows the presence of three 

dominant holders of cash warrants and two dominant holders of tom warrants. The data, 

for October 10th, reflects recent tightness in tom/next and within the cash 3-month 

spread, though that has eased off slightly heading into Tuesday afternoon. Inventory-

wise, LME on-warrant stocks fell 6,025 mt following a large cancellation of warrants at 

New Orleans. 

With tin prices remaining under pressure, there is mounting speculation that Indonesian 

exports will dry up further. Reports suggesting that Indonesia may consider imposing 

output limits and export quotas on tin, amid comments from an official at the ministry 

of mines on tin, have helped boost sentiment. With the rainy season expected to impact 

on exports anyway, from around November, the key is really to what extent any 

reduction in output is felt before and after this natural bottleneck.  

Nickel and lead have fallen out of bed, allowing zinc, which has remained relatively well 

supported, to extend its premium over lead to $270/mt. Aluminium has meanwhile 

traded sideways, albeit on pretty disappointing volumes.  

By Leon Westgate 

Bulks 

Chinese financial steels traded mixed today, following yesterday’s limit up rally on the 

back of news that Beijing is to close several steel mills in the Hebei area ahead of next 

month’s APEC meeting, in an effort to reduce pollution levels. Dalian iron ore continued 

to rally, on the back of falling port stocks news; SHFE rebar saw slight profit-taking, 

although physical steels remain relatively strong today, while Dalian coking coal fell 

today, following yesterday’s MOF announcement of $2-5/t cuts to domestic coal 

production costs via tax reductions.  

Economic data releases set for tomorrow include CPI and PPI, with loan data potentially 

also due (RMB 720-750bn expected). Housing starts are due on Friday, with 3Q GDP, 

IP, FAI and retail sales due early next week.  

Shanghai Equities fell a further 0.28% to 2,3122 points today, with falls across the 

board, despite the PBOC’s interest rate easing bias, which was viewed as a negative 

signal that China’s economy continues to soften. Meanwhile China’s Securities Journal 

suggested that new loan growth for September may be weaker than consensus by  

RMB 30bn. The NDRC said that China could still reach its full year growth target, with 

investment growth still to fall, but at a slower pace, in Q4. 

Beijing has eased criteria to tap into the public housing fund for mortgages, following  

6 months of contributions, down from 12 months previously. Soufun expects property 

supplies to increase in Q4, although prices should remain relatively stable with demand 
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improving following recent home purchase policy easing, including the 30 September 

decision to allow 2nd home buyers to pay a lower down payment of just 30%, the same 

rate as 1st home buyers. Overall transactions rates are likely to increase as a result.  

China’s total auto sales rose 2.5% y/y to 1.98m units, the year’s lowest growth level, 

while output rose 4.2% y/y to 2m units, according to CAAM. However, the month’s 

output and sales volumes both recovered from August, up 17.1% and 15.6% m/m 

respectively. YTD auto output hit 17.2mt units, up 8.1%, with 17m units of sales, up 

7%. 

China also appears set for a campaign against multinationals, with one newspaper today 

suggesting they don’t pay their fair share of taxation, pollute the environment and 

exploit local labour forces.  

Shanghai 7-day interbank rates rose to 3.37%. The PBOC conducted a RMB 20bn  

14-day repo at a lower yield of 3.4%, down from 3.5% as of 18 Sept (3.7% before 

that), suggesting further easing bias in commercial bank lending rates as the economy 

continues to contract. Offshore commodity currencies took the news positively.  

Spot Currency traded at 6.1238, while the PBOC reference rate set at 6.1408, the 

lowest level since early-March, following yesterday’s improved trade data.  

Shanghai Rebar Futures active Jan-14 contract closed RMB 14/t lower at  

RMB 2,649/t. Dazong HRC Dec-14 futures shifted down RMB 11/t to RMB 292/t, 

while SHFE HRC Jan-15 futures fell RMB 26/t to RMB 2,894/t. Among physical 

steels, Tangshan billet prices rose RMB 20/t in the afternoon to RMB 2,530/t, rising 

from RMB 2,460/t last Wednesday. Rebar prices rose RMB 30/t in Shanghai and  

RMB 10/t in Beijing. HRC prices rose RMB 20/t in Shanghai, while remaining flat in 

Beijing. WISCO cut its CRC prices by RMB 50-100/t, while keeping its HRC and plate 

prices unchanged. China’s steel PMI fell to 43.6 points only in September, contracting 

further compared to 48.4 in August, underpinning the month’s poor steel price 

showing. Chinese steel warehouse stocks saw rebar drop 0.0764mt to 5.24mt, while 

HRC fell 0.0179mt to 2.96mt. 

China imported just 1.3mt of scrap in 1H, of 49% y/y, while consuming a total of 

47.5mt, up 9.4% y/y, due to an increase in domestic scrapping rates, while Turkey 

increased imports by 4.9% to 9.73mt.   

Dalian Commodity Exchange IO active Jan-15 contract rose RMB 5/t to RMB 589/t, 

while the May-15 contract closed up RMB 2/t at RMB 555/t. Price strength reflects 

the recent fall in port stocks. Angang plans to establish a 120mtpa consolidated IO 

mining base in Northern China.  

Among physical iron ore, activity was less fierce than yesterday, but buyers remain keen 

for seaborne cargoes nonetheless, given the recent strong fall in Chinese port stocks. 

BHPB sold a Newman lump mid-Nov cargo privately at 15.38c/dmtu. On globalORE, a 

Nov-cargo of PB fines sold at $84/t, in line with yesterday’s mid-range pricing. Local 

Chinese platform COREX traded a Newman fines Fe 62.3% Nov-cargo at index + 15 

cents. Port prices rose RMB 5-10/t today.  

The TSI Fe 62% China CFR price index closed unchanged at $83.10/t (MTD: 

$80.16/t). The Platts Fe 62% index fell $0.25/t to $83.50/t, while the TSI Fe 58% 

index rose $0.10/t to $73.20/t (MTD: $71.59/t). Argus Fe 62% prices rose 35 cents 

to $81.05/t. The Metal Bulletin Fe 62% index fell $0.35/t to $83.82/t, while its Fe 

58% index dropped $0.13/t to $68.15/t. Mysteel’s Fe 62% index fell 25 cents to 

$83.25/t, while its Fe 58% index dropped 25 cents to $72.25/t. 
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In IO supply news (with a round-up of the past few weeks), the WHO is warning “state 

failure” in West Africa is threatened following growing Ebola breakouts. JSW Steel is 

conducting due diligence on London Mining, following the latter’s announcement last 

week that its shares have “zero value” without a cash injection, following a dispute with 

Glencore over cargo pre-payment.  

Any bid by Glencore for RioT would require a 30% premia, which the former is unlikely 

to be willing to pay. RioT still plans to add 70mtpa to 360mtpa in the Pilbara, largely at 

its lower Fe Yandi mine, exploiting its cost advantage (C1 $20/t) over other suppliers. 

BHPB is planning a similar 65mtpa expansion to 290mtpa by mid-2018, while hoping 

to cut C1 costs to below $20/t. Glencore has also run the ruler over Cliffs’ Australian 

assets (the old Portman Mining, acquired in 2H08 just as the financial crisis kicked off), 

with Cliffs likely to need covenant relief from bankers during 1H15.    

Anglo has received its operating permissions for 26.5mtpa Minas Rio mine, 

beneficiation plant and slurry pipeline to Ferroport (Acu) terminal in Rio de Janeiro 

state. Meanwhile the Sudeste Superport has been granted its operational licence, with 

up to 50mtpa capacity, although we wonder who will use it.  

CAP has postponed 2 IO magnetite concentrate expansions at Cerro Negro Norte 

(4mtpa) and Romeral phase 5 (2.5mtpa) due to poor market conditions, having shipped 

12mtpa last year. Bellzone has raised c.£1m to continue operations. MMX Sudeste’s IO 

operations are to remain suspended indefinitely. FerrExpo has postponed its planned 

10mtpa concentrate complex at Yeristovo due to poor market conditions, sticking to a 

12mtpa run rate for now, with all pellets at Fe 65%. Northland has halted its 2mtpa ore 

operations in Sweden to avoid bankruptcy. Asia Iron shelved its Extension Hill project 

due to low IO prices. African Minerals say Tewoo has “delayed” its $990m 16.5% 

investment in Sierra Leone’s Tonkolili project, in return for a 20-year offtake deal, due 

to falling IO prices.  

Mt Gibson plans to ship 6.6-7mt of ore in 2014, despite a dip in 3Q output to 1.9mt, 

while average received prices for the Qtr amounted to $65/t, off $18/t q/q and 

$37/t y/y. Gindalbie Karara shipped 2.18mt of concentrate (1.14mt) and 3P-

purchased DSO (1.04mt) materials in 3Q, with technical challenges continuing to 

restrict ramp-up to 8mtpa.    

The Baltic Exchange Cape index shifted down 1.9% to $8,753/day, with C3 at 

$17.265/t and C5 at $7.414/t, while C4 is $7.934/t and C7 is $8.21/t, showing 

virtually zero differential in freight between Colombia and Richards Bay, a rarity for Q4 

normally. FFA Cal15 capes are trading in the $13,800/day range, while Q4:14 is 

trading in the $11,700/day range.  

European IP growth dropped in August by 1.8% m/m, incorporating a fall of 4.3% in 

Germany, suggesting that EU GDP may have fallen 0.5% in Q3.   

For Q1:15 thermal coal prices, API 2 is trading at $70.75/t; API 4 and Newcastle have 

not traded. Among physical deals, Nov ARA traded at $72.50/t, compared to $74/t 

early last week.  

Zhengzhou Futures active thermal contract prices fell RMB 1.4/t to RMB 524.2/t, 

while the May-15 contract fell RMB 1.2/t to RMB 520.40/t. QHD spot prices are at 

RMB 480-490/t. China imported 21.16mt of coal in September, up 2.3mt m/m, 

although off 17.8% y/y. 4Q imports are expected to drop further due to a combination 

of the new 3-6% import taxes and the quiet whispers from the NDRC to drop power 

plant imports by c.20mt.    

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 $111.60/t, while 



  

  

Standard Bank Global | Commodities 
 14 October 2014 

5  

China CFR printed at $121/t. MB FOB Qld printed at $112.50/t, while China CFR 

printed at $121.89/t. The Argus Qld fob index printed at $110.36/t, off 14 cents. 

BHPB is believed to be offering Nov met cargoes into India at $117/t for Peak Downs 

and $112/t for Goonyella and $98/t for Gregory.  

Vizag and Gangavaram ports have suspended coal imports due to Cyclone Hudhud, 

following winds of up to 140-150kmph, with normal operations unlikely to resume for 

up to 5 days, while roads are cleared of debris.   

On the Dalian Exchange, Jan-14 coke price traded RMB 11/t lower to RMB 1,087/t, 

while the May-15 contract fell RMB 6/t to RMB 1,124/t. Among Dalian HCC prices, 

Jan-14 contract prices closed down RMB 7/t to RMB 808/t, while the May-15 

contract fell RMB 4/t to RMB 831/t. Coking coal retraced most of yesterday’s upward 

moves, caused by Beijing’s steel closure announcement, and focused today instead on 

yesterday’s MOF news that the country would levy a sales base resources tax of 2-10% 

from 1 Dec, effectively pushing down domestic coal mining costs by a further $2-5/t. 

This suggests more domestic supplies relative to demand will be produced. However, 

Shanxi Coking Coal, LuAn and Yankuang have all increased their October coking prices 

by RMB 10-20/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 1 930 1 945 1 949 1 922 15 0.78 1 903.50 12 -29.00 
Copper 6 671 6 710 6 737 6 670 39 0.58 6 802.00 105 65.00 
Lead 2 056 2 068 2 089 2 056 12 0.58 2 072.00 15 -6.45 
Nickel 16 415 16 455 16 645 16 375 40 0.24 16 390.00 80 -84.00 
Tin 20 150 20 150 20 320 20 056 0 0.00 20 170.00 70 -54.00 
Zinc 2 321 2 336 2 338 2 315 16 0.67 2 323.00 12 -6.50 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 539 925 4 545 700 0 5 775 -5 775 -918 150 2 706 275 60 303 279 
Copper 151 725 151 225 500 - 500 -214 700 26 300 17 231 362 
Lead 225 600 225 650 0 50 -50 11 150 5 575 2 55 549 
Nickel 373 110 368 364 4 770 24 4 746 111 474 86 850 23 86 272 
Tin 9 060 9 115 0 55 -55 -625 125 1 9 306 
Zinc 726 475 729 025 0 2 550 -2 550 -207 000 139 150 19 108 406 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13820 13800 25  Ali Feb'14 - - - - 
Copper 47860 47900 340  Cu Feb'14 304.05 306 1.95 0.64 
Zinc 20 150 20 150 0       
          
          

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

   

Gold 1 233.00 1 229.00 1 237.82 1 213.55 1 235.82 12.90    
Silver - 17.41 17.60 17.29 17.48 0.09    
Platinum 1 272.00 1 257.00 1 274.95 1 254.30 1 261.60 1.60    
Palladium 790.00 784.00 793.30 781.30 784.20 0.50    
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.02 0.03 0.045 0.0975 0.18     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1528 0.1945 0.23 0.3198 0.55255     
          

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

200-day 
MA 

Support Resistance   

Gold 45.45 1 217.39 1 217.89 1 274.89 1 286.01 1 231.14 1 236.57   
Silver 37.03 17.28 17.53 19.49 19.80 17.45 17.54   
Platinum 33.63 1 263.35 1 293.30 1 422.02 1 429.00 1 261.81 1 278.43   
Palladium 43.22 781.71 793.45 847.54 808.91 785.80 796.05   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1233.3 17.47 792.6 1261.2 1232.8 4239 1230   
Open Interest 386186 169495 33711 59772 1595 97073 5   
Change in Open Interest -8246 36208 -2627 -1262 329 -5669 -308   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 102.138 -0.36 101.443 -0.52 101.89 -0.50 103.437 -0.44  
Gasoil 0.1% Rdam ($/mt) 756 -4.50 758 -4.75 760.25 -5.25 783.25 -3.50  
NWE CIF jet ($/mt) 838.79 -1.80 828.15 -2.10 830 -2.85 838.8 -3.51  
Singapore Kero ($/bbl) 102.924 -0.37 102.173 -0.49 102.52 -0.46 103.597 -0.43  
3.5% Rdam barges ($/mt) 489.835 -4.80 474.907 -7.28 474.045 -7.09 483.928 -6.14  
1% Fuel Oil FOB ($/mt) 504.56 -4.54 486.91 -6.98 485.25 -7.19 494.18 -6.62  
Sing FO180 Cargo ($/mt) 518.644 -5.65 507.582 -7.60 507.37 -7.43 513.378 -6.32  
          

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 333.64 -1.11% -8.48% -8.71% -10.31% -8.77% 
China Tangshan Steel Billet $/t 411.00 3.01% 2.24% -8.05% -15.61% -16.63% 
China HRC export (Shanghai FOB) $/t 489.00 0.00% -2.78% -4.68% -5.96% -7.74% 
North Europe HRC domestic (ex-works) $/t 425.00 0.00% 2.41% 3.66% -2.30% -2.86% 
North America HRC domestic (Midwest FOB) $/t 655.00 0.00% -1.95% -1.50% -2.24% 1.39% 
       
Steel—Futures       
LME Billet Cash  $/t 447.00 0.11% 0.00% 14.32% 15.35% 90.21% 
LME Billet Futures (1-mth) $/t 447.00 -0.22% 0.00% 14.32% 15.35% 90.21% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 423.99 4.02% -7.14% -9.32% -20.10% -23.51% 
Shanghai Rebar Futures On-Warrant Stocks—change 292.00 - - - - - 
China Steel Inventory (million tonnes) 12.16 3.95% -1.17% -5.69% -28.02% -16.88% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t       
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t       
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 82.83 4.15% -2.93% -15.12% -29.00% -37.60% 
China Iron Ore Inventory (million tonnes) 100.88 -2.24% -4.32% -5.34% -3.51% 42.89% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 114.10 0.00% 0.80% 0.22% 0.53% -23.53% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.20 0.00% -9.28% -1.12% -20.96% -40.41% 
       
Financials pricing       
RMB Currency 6.12 -0.25% -0.27% -1.31% -1.52% 0.22% 
China 7-day repo 3.20 9.97% -15.79% -15.34% -9.35% -16.23% 
API2 (CIF ARA) 2359.47 -0.19% 0.87% 14.17% 10.69% 5.44% 

Source: LME, Bloomberg, Standard Bank Research 
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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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