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Aluminium – back(wardation) pain 

and queues 
The aluminium forward curve continues to be volatile, with the cash-3m portion of the 

curve shifting into a significant backwardation for the first time since late August.  

We noted previously that episodic backwardations were likely to become more of a 

feature in the aluminium market (Commodities Quarterly – 27 June 2014), with that 

now appearing to be the case. The question is, now that the warehouse queue model is 

slowly breaking up, how much pain tolerance is there now in the system? 

The aluminium market is structurally unbalanced, with the sheer tonnage of on- and 

off-warrant inventory, and the short hedge positions associated with that inventory, 

meaning that there is a large slug of pretty static borrowing interest in the spreads. 

Currently LME inventory alone accounts for 16.7% of market open interest, compared 

to 7.5% for zinc and 1.4% for copper. Only nickel is more unbalanced, with LME 

inventory accounting for 23.9% of open interest, though it’s worth remembering that 

the aluminium figure does not include any off-warrant material.  

While the aluminium spreads are tight, it will discourage the entering of any new 

financing deals (either fresh transactions or the re-entering of expiring ones). It does 

not, however, necessarily lead to the exit of existing deals. Where it is likely to have 

greatest effect is, however, on material not in deals; for example, in the exit queue at 

an LME warehouse.  

Whereas under the LME warehouse queue creation model, the differential in physical 

premium allows participants financing queue inventory to ride out periods of 

backwardation, the slow erosion of those queues and dwindling ability or desire to 

recharge those warehouses, and the shift away from that mentality mean that queue 

material is much more likely to be delivered back on-warrant. This appears to have 

been the case today, with on-warrant inventory at Vlissingen increasing by 70,200, of 

which 50,000 was previously cancelled material being placed back on-warrant. While a 

really prolonged backwardation might see further material be delivered back, 

shortening the queue further, this would also erode borrowing interest and see the 

spreads normalise again. The Vlissingen queue still stands at over 1.3Mt of aluminium 

alone. With further warrant cancellations likely to emerge when the aluminium curve 

returns to a contango, the queue situation at places like Vlissingen may never 

“normalise” even with increased spread volatility.  

The final moving part is the impact of passive length and CTA activity. The last time 

spread tightness emerged back in August, the tightening spreads saw Black Box/CTA-

type participants cover back shorts and then, with changing price momentum, go long 

(Commodities Daily – 3 September 2014). That length then increased lending capacity 

and helped alleviate the backwardation. The aluminium price has certainly strengthened 

this time too, with the potential for further upside should the speculative market repeat 

August’s pattern of behaviour. Whether it is enough to sate the borrowing interest, 

especially with year-end factors starting to emerge, remains to be seen, however.  

By Leon Westgate 
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Base metals 

The base metals complex has been fairly choppy, coming under pressure overnight and 

into this morning on the back of the FOMC decision to effectively end QE and the sharp 

rally in the dollar. Lead and copper were impacted the most, though the base metals 

have all fallen away ahead of US trade, even with better-than-expected US GDP figures 

and some degree of stability in the dollar/euro. 

Copper has fallen below $6,700 heading into the afternoon, coming under pressure 

from the stronger dollar but also owing to a degree of liquidation, given the metal’s 

strong start to the week. The metal’s nearby and farther dated spreads remain tight, 

while the latest LME warrant holding data show that the dominant holder of cash 

warrants has crept up into the +90% band.  

Aluminium is better supported than most, helped by the tightness in the spreads. The 

increase in on-warrant inventory, up 70,200 mt this morning (see focus section) has 

had little impact overall, with 50,000 mt of that being the re-warranting of previously 

cancelled material at Vlissingen.  

Elsewhere, zinc has stood out, more for its resilience in the face of weakness elsewhere 

in the complex rather than anything else. While prices aren’t doing much, with the metal 

trading sideways, what is interesting is the recent lack of turnover. Average volumes on 

LME Select over the past five days have come in at 6,457 lots/day, compared to a daily 

average so far this year of 9,498 lots/day. It will be interesting to see what happens 

when those volumes return.  

By Leon Westgate 

Bulks 

Chinese financial steels came off marginally from yesterday’s late rally gains, although 

DCE IO moved slightly higher on the back of stronger physical steel pricing and 

potential rumours that China’s export rebate may not be cancelled for 2015 after all.  

ZZ thermal coal traded slightly lower, although freight continues to drop today. 

Shanghai Equities rose 0.76% to 2,391 points. China’s latest State Council cabinet 

meeting said China would support consumption across six key industries, including the 

e-commerce; green/energy-saving; tourism and property, without revealing further 

details. From this, it is difficult to tell whether recent policy support for property is 

included or whether further policy easing would be forthcoming. Meanwhile, the PBOC 

announced 2nd home loans may receive lower down payments and mortgage rates that 

Aluminium inventory as % of market OI 
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were previously available only to 1st home buyers, while 3rd home buyers would also 

receive support, suggesting a U-turn in the government’s stance.  

Shanghai 7-day interbank rates traded at 3.28%, after the PBOC sold a further  

RMB 20bn 14-day money at 3.4% again today, as expected, netting off against the 

week’s maturities. Next week a further RMB 40bn will mature. Spot Currency traded at 

6.1154, while the PBOC reference rate set at 6.1457. 

Shanghai Rebar Futures active Jan-15 contract closed down RMB 5/t at RMB 2675/t, 

while the May-15 contract closed up RMB 1/t at RMB 2590/t. Dazong HRC Dec-14 

futures closed at RMB 2860/t, down RMB 2/t. SHFE HRC Jan futures fell RMB 8/t to 

RMB 2852/t. Among physical steels, Tangshan billet prices traded flat today at  

RMB 2,550/t. Rebar prices rose RMB 20-30/t in Shanghai, while rising RMB 10/t in 

Beijing. HRC prices rose RMB 10/t in Shanghai, while trading flat again in Beijing. 

Chinese mill profitability rose 71.3% for Sept YTD to $3bn, following falls in RM costs, 

on sales of $443bn. 

Dalian Commodity Exchange IO active Jan-15 contract traded RMB1/t higher to  

RMB 567/t, while the May-15 contract closed up RMB 8/t at RMB 536/t. Among 

physical iron ore, globalORE GO has traded an MNP Nov-cargo at $80/t. Rio Tinto 

tendered a combined PB Fines/Lump Nov cargo at index plus $0.218/dmtu for the 

lump. Short-term lump premia continue to rise for Australian lump products, on the 

back of Beijing’s anti-pollution measures against sintering during APEC. PB fines 

Shandong port stocks are trading at RMB 540-545/t.  

The TSI Fe 62% China CFR price index is up $0.40/t to $79.00/t (MTD: $80.16/t). 

The Platts Fe 62% index is unchanged at $79/t, while the TSI Fe 58% index is down 

$0.20/t to $70.80 (MTD: $71.79/t). The Metal Bulletin Fe 62% index is up $0.73/t 

to $79.82/t, while its Fe 58% index is down $0.8/t to $65.09/t. Argus Fe 62% 

printed at $77.40/t, up 10 cents. Mysteel’s Fe 62% index is up $0.50/t to $79.25, 

while its Fe 58% index is stable at $71/t. 

In IO supply news, Usiminas hopes to begin shipping from Sudeste in December, after 

raising output by 4mtpa to 12mtpa, while aiming to cut costs by $5-10/t with staff 

reductions and improved product handling to remain profitable at current China CFR 

prices of $80/t. Its further expansion to 29mtpa remains on hold after project 

economics failed to meet investment hurdle rates. The company did not export any 

product in 3Q:14. Shougang Peru shipped 2.1mt in 3Q:14, compared to 2.52mt y/y.  

The Baltic Exchange Cape index shifted 0.4% lower to $24,091/day, with C3 at 

$25.94/t and C5 at $9.745/t, while C4 is $11.73/t and C7 is $12.665/t. FFA Cal15 

capes are trading in the $14,900/day range, while Nov-Dec is trading in the 

$21,000/day range.  

For Q1:15 thermal coal prices, API 2 is trading at $71.70/t; API 4 is trading at 

$67.10/t; while Newcastle is trading at $65/t. Among physical deals, an RB1 Dec-

cargo traded at $66/t, compared to $65.60/t yesterday. S.China 5500kcal Nov-

materials are heard in the $63.50-$64/t range, while Dec is bid at $64/t.  

RBCT inventories remain at 5.5mt, partly hurt by recent freight rate increases.  

Atlantic thermal coals are grappling with EUR currency falls, following yesterday’s 

bullish US FOMC meeting minutes, suggesting employment was improving to the extent 

that QE would end and interest rates rises were likely sometime in 2015, possibly late-

3Q, together with today’s better-than-expected 3Q GDP results, up 3.5% y/y.  

As well, yesterday’s inconclusive talks between Russia and Ukraine on gas deals, with 

further meetings continuing today, are weighing on coal price directions. The Ukraine 



  

  

Standard Bank Global | Commodities 
 30 October 2014 

4  

still requires $3.1bn to be sourced/paid by year-end to secure its gas with certainty. 

Merkel says the EU is meanwhile sorting an IMF funding package for Ukraine, which 

may not be ready until February next year of up to $17bn, although an extra $1bn in 

funds could be forthcoming before year-end to help fund gas purchases. Separately, 

NATO is accusing Russia of picking up activity around NATO airspace over the past two 

days in the Black Sea and over the Atlantic, while seven Ukrainian troops have been 

killed in Crimea in the past 24 hours.   

Zhengzhou Futures Jan-15 thermal contract prices traded RMB 1/t lower to  

RMB 517.80/t, while the May-15 contract fell RMB 0.8/t to RMB 504/t. Total port 

stocks continued their decline with a 2.0% drop to 15.37mt, while GZ dropped 1.8% to 

2.9mt and QHD rose 0.6% to 5.2mt. We hear top Chinese thermal suppliers have 

formally lifted their Nov prices by RMB 15/t. Rumours suggest Chinese Banks have 

been told to specifically reduce their loans for coal imports, as part of further measures 

to protect China’s local industry, in alignment with the NDRC’s “secret whispers” to 

coastal power plants to reduce their 4Q imports by c.20mt.  

Guangdong province imported 4.31mt of coal in September, down 2.05% m/m and 

6.10% y/y. For Sept-YTD, GZ’s total coal imports reached 46.43mt, off 1% y/y.  

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 $111.90/t, while China CFR printed at $121.20/t. MB FOB 

Qld printed at $110.92/t, while China CFR printed at $120.96/t. The Argus Qld fob 

index printed at $121.71/t. 

WesFarmers has agreed a 4Q:14 met coal price for Curragh of $110/t Qld FOB.  

Teck 3Q sales dropped 11% y/y to 6.7mt, although on the back of a record 1H, while 

realised sales prices fell to $110/t, with all mines cash positive. The company suggested 

the seaborne market still needed a further 10-15mt in cutbacks to bring the market 

back into balance  

On the Dalian Exchange, Jan-15 coke price traded RMB 3/t lower to RMB 1088/t, 

while the May-15 contract fell RMB 1/t to RMB 1070/t. 

Among Dalian HCC prices, Jan-15 contract prices closed down RMB 5/t to  

RMB 769/t, while the May-15 contract traded RMB 7/t lower to RMB 758/t.  

China imported 4.50mt of coking coal in Sept, up  17.19% m/m, but off 37.89% y/y. 

For Sept YTD, China imported a total of 44.34mt, down 18.96% y/y. 

By Melinda Moore 
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Disclaimer 

This material is non-independent research. Non-independent research is a "marketing communication" 

This material is "non-independent research".  Non-independent research is a "marketing communication" as defined in the UK FCA 

Handbook. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and 

is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security referred to herein may be made available on request. This material is for the general 

information of institutional and market professionals’ clients of Standard Bank Group (SBG) only. Recipients who are not market 

professionals or institutional investor customers of SBG should seek advice of their independent financial advisor prior to taking any 

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 

change without prior notification Opinions expressed are our current opinions as of the date appearing on this material only. We 

endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from 

doing so. 

SBG or its employees may from time to time have long or short positions in securities, warrants, futures, options, derivatives or other 

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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