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Copper: tighter physical markets 
signalling a turnaround? 
The SHFE-LME arbitrage ratio, while still negative, has improved enormously over the 

past few weeks. Without the recent yuan depreciation against the dollar, the arbitrage 

window would have arguably re-opened already. Currently importing copper on a cash 

basis, and assuming a $90 boned premium, yields a loss per tonne of $179. This 

compares to a loss of $466 this time last month.  

SHFE exchange inventory continues to decline, dropping another 29.7kt last week to 

142.7kt. SHFE inventory has now fallen some 70.6kt since mid-March. Some of this is 

due to domestic smelter problems, notably the outage at Jinchuan’s Gansu facility. 

However, with the SHFE fwd curve tightening up – Apr-14/Aug-14 trading at a  

CNY 980 backwardation on Friday and a CNY 2,160 backwardation today, and with 

domestic physical material trading at a premium to the nearby SHFE contract right up 

until this morning, the Chinese physical market appears to be tightening up 

appreciably. The extreme tightness in the nearby SHFE spread this morning has finally 

seen domestic physical metal trade at a discount to the April SHFE contract, though it 

took an April-14/May-14 backwardation of CNY 1,260 to do it (see chart below).  

The improvement in the arbitrage, along with declining domestic inventory and 

improving bonded premia, is unlikely to now see copper leave bonded warehouse in 

size, unless a sustained backwardation on the LME emerges. With LME inventory also 

tight, there is scope for tightness in the LME forwards. Copper still has a dominant 

holder of cash and tom warrants lurking in the background; though, with little in the 

way of significant positioning as far as the LME Futures Bandings data is concerned, it 

is debatable whether tightness as we head into June will be as protracted as is 

necessary in order to liberate some of that bonded inventory.  

The speculative community, particularly in China, remains resolutely bearish towards 

copper. The Chinese physical copper market is, however, showing signs of significant 

improvement, which is for the moment being overlooked. Seasonal strength amid a 

deteriorating macroeconomic backdrop, or a turnaround in demand? Whichever 

interpretation is right, looks set to be played out over the next couple of months.  

 

 

 

 

 

 
SHFE-LME arbitrage P&L vs. ratio 

 

Source: Standard Bank Research; SHFE; LME 
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Base metals 

Concerns over Chinese credit and slowing money supply growth spooked the market, 

prompting an initial sell-off overnight. The base metals have managed to consolidate 

and are recovering heading into US trade. Ahead of the long Easter weekend (LME 

closed Friday and Monday), position squaring activity may start to emerge as we head 

into Thursday.  

With the commodity markets obviously highly sensitive to Chinese data, the release 

overnight of Chinese Industrial Production for March (expected at 9.0%), GDP 

(expected at 7.3% y/y), Retail Sales (expected at 12.1% y/y) and Fixed Asset 

Investment (expected at 18.0%) will be closely watched and may spark a bit of 

additional volatility during early trade tomorrow.  

Nickel fell out of bed this morning with weak shorts, spooked by weak Chinese credit 

data headed for the exit. Prices fell $6000 in a very short space of time; however, prices 

have stabilised and recovered back towards $17,500 ahead of US trade. Turnover 

remains very good, with nickel volumes on LME Select still managing to outpace zinc 

heading into the afternoon.  

In terms of market open interest, nickel is at new record highs. While the metal is 

looking over extended from an open interest point of view, we would highlight the near 

record levels of LME nickel inventory at the moment and also the surge in electronic 

trading. Daily LME Select volumes are up 45% compared to average daily turnover in 

2013. More people are dabbling in nickel and are using LME Select to do it, with the 

size of the traded nickel market also likely to have increased in the process.  

Inventory-wise, headline nickel stocks declined a net 1,452 mt. The main locations for 

the outflows were in Europe, with Antwerp seeing 1,008 mt head for the exit while 

Rotterdam saw 600 mt leave.   

Aluminium and copper also saw a wave of selling pressure during overnight trade, 

though both have found their feet. Zinc is the exception (and in a positive way), with 

the metal managing to recover and even rally on from yesterday afternoon’s close.  

By Leon Westgate 

Bulks 

Chinese investors remain nervous ahead of the Q1 GDP release tomorrow, with a further 

sell-off in equities evident across today. Managed media messaging is also preparing the 

country for a weaker GDP result, c.7.3% vs Q4’s 7.7%, however, suggesting that Q2 

will strengthen, partly due to improved trade as the US and EU improve, and that 

stimulus would only be necessary if growth fell below 7%. Some further export support 

could be provided, while low inflation suggests that there may be room to shift the RRR 

downwards (the key question really being not whether Q1 has slowed (we already know 

it has on every published metric), but rather whether Q2 and Q3 will slow further or 

accelerate).  

China’s aggregate financing fell 19% y/y to RMB 2.07 trillion in March, up from 

February’s RMB 938.7bn levels, while M2 money supply slowed from 13.3% in 

February to 12.1% y/y, below expectations, with hot-money flows deterred by the 

currency devaluation. New loans reached RMB 1.05bn in March, compared to  

RMB 644.5bn in February and flat year-on-year, reflecting traditional seasonality 

patterns. 

Shanghai Equities fell 1.4% to 2102 points, falling across the day on uncertainty fears 

amid weak lending data (suggesting the government’s B/S clean-up pushing is gaining 
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traction) and concerns surrounding Q1 GDP, due for release tomorrow. Rising Q1 

employment data, especially in the services sectors, may negate any need for stimulus. 

The government will issue plans to assist Xinjiang developments, with oil and gas to 

receive any initial focus.   

Shanghai 7-day interbank rates fell to 3.42%. The PBOC sold RMB 93bn in 28-day and 

RMB 79bn in 14-day repurchase agreements today. However, a net RMB 28bn was 

added to money supplies today, with RMB 50bn auctioned by the MOF; as well as  

RMB 150bn of maturing repurchase agreements, offsetting the PBOC’s RMB 172bn of 

repurchases sales. The 1-year swaps rate fell to 4.05% as a result. Spot currency rose to 

6.2226, while the PBOC set the reference rate at 6.1571, the weakest since mid-Sept.   

Shanghai Rebar Futures May-14 contract closed up RMB 12/t at RMB 3,343/t, while 

the Oct-14 contract closed RMB 9/t higher at RMB 3,369/t, rallying into the close. 

Dazong HRC July-14 futures shifted up RMB 4/t to RMB 3,419/t, while SHFE HRC 

Oct futures rose RMB 10/t to RMB 3,448/t.  

Among physical steels, Tangshan billet prices fell RMB 20/t to RMB 2,990/t in the 

afternoon. Rebar prices remained flat in Shanghai, while Beijing rose RMB 20/t, spurred 

by better weather. HRC prices were steady in both Shanghai and Beijing. Wuhan kept 

May HRC products unchanged, while cutting CRC pricing by RMB 50-100/t. Tianjin 

City will not approve any new steel, cement or metals projects in 2014 to curb 

pollution.  

Dalian Commodity Exchange IO active May-14 contract prices rose RMB 7/t to  

RMB 853/t, while the Sept contract rose up RMB 9/t to RMB 812/t, tracking rebar’s 

rally into the close. The Shanghai Clearing House aims to launch both IO and thermal 

coal RMB-swaps by mid-14. The IO swaps (lot size: 100t) will be based on the average 

of Mysteel, Umetal and the China Beijing Mining Exchange. Pricing will include 17% 

VAT. HRC and rebar contracts will be launched in H1:15.  

Among physical iron ore, liquidity was extremely thin, with no platform trades heard. 

Offers were mainly in the $116.50-$118/t range for Fe 62% materials. FMG has 

further widened its price discounts for May cargoes, given weak demand and its own 

ramped-up supplies, which are lowering demand for Fe 58% materials relative to  

Fe 62% volumes. Its Super Special Fines Fe 56% product will be hit with a discount of 

7.5%, up from 6.5% in April and 5% in May, while its Fe 58% blended fines product 

will suffer a discount of 4.5% in May, up from 3.5% in April and 2% in March.  

The TSI Fe 62% China CFR price index rose 10 cents to $117.10/t (MTD: 

$117.18/t). The Platts Fe 62% index fell 50 cents to $115.75/t (MTD: $116.66/t), 

while the TSI Fe 58% index fell 10 cents to $105.90/t (MTD: $105.61/t). The Metal 

Bulletin Fe 62% index fell 56 cents to $117.18/t, while its Fe 58% index fell 52 cents 

to $101.10/t. Argus Fe 62% index fell 50 cents $115/t.  

In IO supply news, Brazil shipments fell again last week to 5.28mt, down from 5.47mt 

prior and 6.5mt 2 weeks ago, largely due to port maintenance at PDM. Padbury is to 

reveal its financial backer (“a wealthy Australian”) for the Oakajee port expansion by  

17 April according to the ASX and ASIC and has been placed in a trading halt until it 

does so. Strike Resources has abandoned efforts in Peru as the company struggles to 

raise funds for IO exploration. Zanaga has released its Congo feasibility study. Roy Hills 

has secured offtake contracts for 50% of the project’s planned 55mtpa output, 

expected to begin shipping by Q4:15.  

RioT shipped 66.7mt in Q1, up 16% y/y, but off 8% q/q due to seasonal weather 

(cyclone in Pilbara/harsh Canadian winter). The miner expects to ship up to 295mt 

from the Pilbara in 2014 (inventory + new capacity by Q3:14) and 330mt in 2015, 

which will assist to crunch prices significantly lower next year.  
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The Baltic Exchange Cape index shifted 4.7% lower to $10,266/day. Q2 FFAs are 

trading up at c.$16,500/day.  

Indian inflation rose in March to 8.3% y/y, up from 8.1% in February, while PPI rose to 

5.7% y/y from 4.7% prior, making it difficult for the Reserve Bank to lower interest 

rates.   

For Q3:14 thermal coal prices, API 2 is trading at $76.50/t; API 4 is trading at 

$74.05/t, while Newcastle is trading at $75.10/t. Russian tensions continue to 

concern API2 pricing considerations. RioT is to focus on TC output over CC output from 

its Qld Hail Creek mine, following price falls, impacting c.0.3mt. RioT expects to 

produce 16.7mt of thermal in 2014 as a result. The miner produced 5.86mt of thermal 

in Q1, up 17% y/y and 6% q/q, due to improving HV productivity. Kalimantan barges 

operators are said to have parked 700 barges due to the ban on illegal coal mining and 

falling spot prices. Yancoal Australia carries a $62m liability for its take-or-pay port and 

rail transport contracts as at Dec-13.  

Zhengzhou Futures May-14 contract price rose RMB 1.6/t to RMB 527.8/t, while the 

Sept contract lifted RMB 2/t to RMB 538/t. Total port stocks fell 0.3% to 14.01mt, 

with GZ up 0.9% to 3.26mt. Shenhau produced 27.5mt in March, up 1.5% y/y, while 

March sales fell 8.9% y/y to 39.7mt. China Coal produced 10.39mt in March, off  

1.1% y/y, while sales fell 10.2% y/y to 13.14mt. 

Premium Hard Coking Coal spot prices are trading in the $113-118/t Qld FOB range, 

with China CFR prices ranging $123-128/t. RioT is lowering its HCC output forecasts 

to 8.2mt in 2014, from 8.5mt earlier, in line with 2013 levels, while producing c.3mt 

of SSCC. RioT produced 1.9mt of HCC in Q1, up 14% y/y, but off 22% q/q.  

On the Dalian Exchange, May-14 coke price traded up RMB 17/t to RMB 1,170/t, 

while the Sept contract rose RMB 16/t to RMB1,270/t. Among Dalian HCC prices, 

May contract prices closed RMB 4/t higher at RMB 824/t, while the Sept contract 

rallied RMB 17/t to RMB 898/t. 

By Melinda Moore 
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Commodity Prices 
Base Metals          

LME 3 month Open Close High Low Daily 
change 

Change (%) Cash Settle Change in 
cash settle 

Cash - 3m 

Aluminium 1 878 1 882 1 890 1 871 4 0.21 1 833.50 -7 -38.00 
Copper 6 673 6 667 6 687 6 641 -6 -0.08 6 645.00 -41 -5.25 
Lead 2 088 2 121 2 123 2 086 34 1.60 2 075.00 -30 -22.25 
Nickel 17 505 17 790 17 917 17 495 285 1.63 17 735.00 340 -51.00 
Tin 23 400 23 425 23 499 23 345 25 0.11 23 495.00 -90 60.00 
Zinc 2 026 2 054 2 056 2 024 28 1.36 2 032.50 -5 -11.50 
          
Daily LME Stock Change (mt)          

Metal Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 5 344 275 5 351 075 0 6 800 -6 800 -113 800 2 985 650 56 381 392 
Copper 244 950 248 325 0 3 375 -3 375 -121 475 104 850 43 183 223 
Lead 202 400 202 400 0 0 0 -12 050 30 175 15 91 432 
Nickel 279 966 276 936 4 416 1 386 3 030 18 330 133 170 48 84 519 
Tin 9 460 9 430 30 0 30 -225 1 990 21 16 931 
Zinc 811 225 814 525 0 3 300 -3 300 -122 250 172 025 21 123 795 
          

Shanghai 3-month Open Last 1d Change   COMEX Open Close Change Change (%) 
Aluminium 13 230 13 215 0  Ali Feb'14 - - - - 
Copper 47 030 46 770 -140  Cu Feb'14 303.65 302 -1.65 -0.54 
Zinc 23 400 23 425 0       
          

ZAR metal prices Aluminium Copper Lead Nickel Tin Zinc ZAR/USD 
fix 

  

Cash 19 288 69 905 21 829 186 572 247 167 21 382 10.5200   
3-month 20 081 71 137 22 631 189 819 249 945 21 911 10.6700   
          
Precious metals          

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

EFP's   

Gold 1 324.50 1 325.75 1 331.11 1 310.30 1 327.74 16.01 -0.9/-0.5   
Silver - 19.74 20.15 19.73 19.99 0.10 -2/0   
Platinum 1 464.00 1 466.00 1 472.00 1 457.50 1 464.50 23.50 +1.5/+3.5   
Palladium 810.00 813.00 816.70 807.45 809.60 27.80 +0.0/+1.0   
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold -0.056 -0.044 -0.024 0.03 0.09     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1517 0.1923 0.22865 0.3227 0.5465     
          

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

200-day 
MA 

Support Resistance   

Gold 52.59 1 308.31 1 307.46 1 276.65 1 300.19 1 316.39 1 326.05   
Silver 45.06 19.95 19.97 20.20 20.91 19.77 19.98   
Platinum 53.37 1 447.78 1 434.94 1 412.63 1 429.76 1 446.96 1 463.58   
Palladium 57.95 789.13 783.69 742.20 735.60 789.80 806.20   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX 
PAL 

NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1320.1 19.82 796.5 1467.4 1320.5 4328 1327.6   
Open Interest 364051 165569 41348 67061 1550 87660 24   
Change in Open Interest -30381 32282 5010 6027 284 -15082 -289   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 122.256 0.41 122.426 0.64 121.755 0.60 120.345 0.49  
Gasoil 0.1% Rdam ($/mt) 915 5.00 912.25 4.75 910.25 4.75 906.75 4.00  
NWE CIF jet ($/mt) 955.55 4.05 964.42 6.26 964.76 5.03 966.02 4.18  
Singapore Kero ($/bbl) 119.909 0.43 120.456 0.77 120.305 0.70 119.915 0.58  
3.5% Rdam barges ($/mt) 579.864 5.02 583.897 10.02 583.098 9.28 580.091 8.09  
1% Fuel Oil FOB ($/mt) 630.54 3.93 620.72 9.05 617.66 9.03 613.32 8.27  
Sing FO180 Cargo ($/mt) 600.357 5.49 608.168 9.54 609.307 9.12 607.758 8.00  
          

Thermal coal Q2 14 Change Q3 14 Change Q4 14 Change Cal 15 Change  
API2 (CIF ARA) 75.25 0.45 75.05 0.40 77.45 0.50 80.55 0.50  
API4 (FOB RBCT) 74.00 0.60 73.65 0.60 74.20 0.25 76.95 0.45  

Source: LME, NYMEX, COMEX, SHFE, Standard Bank Research 
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Commodity Prices 
Bulks       

Steel—Physical Latest Price 1-week 1-month 3-month 6-month 1-year 
Turkish Scrap 80:20 (Iskinderun CFR) $/t 364.66 0.94% 6.50% -7.08% 2.07% -6.87% 
China Tangshan Steel Billet $/t 466.00 2.42% 0.43% -7.54% -5.86% -9.69% 
China HRC export (Shanghai FOB) $/t 520.00 0.00% -2.80% -2.44% -4.59% -10.34% 
North Europe HRC domestic (ex-works) $/t 435.00 -1.69% -1.14% 1.16% -4.40% -11.68% 
North America HRC domestic (Midwest FOB) $/t 645.00 1.90% 1.10% -5.43% 1.42% 4.37% 
       
Steel—Futures       
LME Billet Cash $/t 385.50 0.26% 8.59% 34.32% 83.57% 100.26% 
LME Billet Futures (1-mth) $/t 390.50 -0.26% 10.62% 36.06% 82.48% 98.98% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 523.75 1.07% 5.98% -5.21% -7.07% -10.46% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
SHFE Rebar – Open Interest 180.00 - - - - - 
SHFE Rebar – Total Volume 60.00 - - - - - 
China Steel Inventory (million tonnes) 18.15 -2.99% -6.61% 41.60% 25.70% -12.64% 
       
Iron ore       
China Iron Ore Fines (62% Fe; CFR Tianjin) $/t 117.60 5.19% -0.08% -12.37% -10.50% -14.35% 
China Iron Ore Fines (58% Fe; CFR Tianjin) $/t 105.30 5.19% -0.19% -12.25% -13.69% -17.22% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 111.83 -0.08% -2.76% -17.64% -13.81% -16.23% 
Platinum 35580.00 - - - - - 
China Iron Ore Inventory (million tonnes) 103.77 0.37% 8.11% 27.65% 48.07% 52.49% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.00 0.00% -10.35% -17.06% -25.17% -33.14% 
       
Capesize freight       
Saldanha South Africa-Beilun China 17.95 -5.53% 10.46% -5.53% -20.22% 34.96% 
       
Financials pricing       
RMB Currency 6.21 0.10% 0.99% 2.50% 1.39% -0.02% 
China 7-day repo 4.22 16.90% 75.83% -21.85% -0.71% 23.75% 
API2 (CIF ARA) 2047.46 -0.96% -1.34% -3.24% -5.85% -8.37% 
       

Source: LME, SGX, McCloskey, SHFE, Bloomberg 
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This material is non-independent research. Non-independent research is a "marketing communication" 
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