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Gold’s bias still to the downside 
 
Gold is below its 200day MA again. Technically, it looks weak. The dollar has been on the 
front foot since mid-July, and US 10y bond yields have moved from 2.45% to 2.57% the
past week, while US 10y inflation bond yields have also pushed higher from 0.2% to
0.3%. There is a strong negative relationship between US real interest rates and the gold
price (Figure 1). Also, last week’s CFTC data showed that COMEX gold still has a fairly
large amount of speculative longs (although development in the aggregate open interest
of the COMEX gold contract suggest that much of that length has been liquidated over 
the past week). Overall, a stronger dollar, higher real interest rates, and a technical chart 
that looks bearish suggest that gold is likely to move further down too.  

Of course, as we have become accustomed to over the past few years, US employment 
data (due today) can change all this in an instant. The market expects non-farm payrolls 
of 230K for July and the unemployment rate to stay at 6.1%. If so, we would expect gold 
to go down, which would drag down silver and platinum too. 

However, we have noticed over the past few days that demand for gold from Asia is 
improving and, while the strength in demand is not as strong as in say January of this 
year, it is certainly stronger than in May, June and most of July. The SGE premium has
crept up, trading as high as $4.07 this morning – a level not seen since May. At the same
time, demand from South East Asia seemed to pick up. This positive sign suggests that if
the gold price fell further, demand could rise. This should support gold on the downside 
on approach of $1,250. That said, demand for gold from Asia remains very price-
sensitive (Figure 2). Should US economic data disappoint and the gold price rally, Asia
demand will likely back off again. 

Gold seems to have largely discounted the political turmoil around Russia and Israel.
The impact on the gold price, as again demonstrated in July, tends to be transitory. 
We therefore would not use this as a good enough reason to buy gold. From a tactical
perspective, we maintain that the bias for gold is to the downside. Nevertheless, 
downside may be capped by improving demand from Asia. The same goes for platinum
and silver. 

 By Walter de Wet

 

Figure 1: Spot gold vs. US real rates 

Source: Standard Bank Research 
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Base metals 

After enjoying early morning support, base metals are back under pressure. Over the 
past few weeks, we have seen much of the rally in zinc, lead and aluminium being driven 
by new speculative longs entering the market, of which some are being liquidated now. 

This morning, the official manufacturing PMI from China came in higher in July at 51.7, 
up from 51 in June and above expectations of 51.4. This confirms what the market 
already knew: cyclically, the Chinese manufacturing sector is improving. However, this 
data print is playing second fiddle to the broader financial markets which seem very 
nervous, especially after yesterday’s decline in US equity markets.  

Copper continues to find resistance whenever it trades above $7,150. While LME 
copper inventory continues to decline, Shanghai exchange inventory increased 
marginally this week by 6.2Kt to 108.4Kt. China does not seem desperately in need for 
acquiring copper, with the physical metal trading at a discount to the active future in 
the past two weeks. That said, when the price approaches $7,000, demand seems to 
pick up. 

We expect zinc and lead to remain under pressure if risk aversion should increase. In this 
regard, we look closely at the VIX index which has popped higher, from 13.5 on 
Wednesday to a close of 16.95 yesterday – the highest close to since April this year. 

By Walter de Wet 

Bulks 

Chinese financial steels erased early gains, dropping on news that the July 
manufacturing PMIs were weaker-than-expected and on physical industry price-cut 
announcements by major mills for early-August, before rallying again into the close.  

China’s official PMI mfg index printed at 51.7, above forecasts for 51.4 and up from 
June’s 51 figure, with new orders up from 52.8 to 53.6. The HSBC PMI rose to 51.7 
from June’s 50.7, the 2nd consecutive month of expansion; however, still off from its 
July flash figure of 52, aligning with the recent destocking activity we have been 
witnessing in the steel industry, given the lack of property support. Interestingly, 
Shanghai new home sales fell 1.78% m/m and 9.09% y/y in July.  

Figure 2: Spot gold vs. SGE premium 

 

Source: Standard Bank Research, SGE 

-10

-5

0

5

10

15

20

25

1 100

1 150

1 200

1 250

1 300

1 350

1 400

10-Oct 10-Dec 10-Feb 10-Apr 10-Jun

SG
E 

pr
em

 (
$

/
oz

)

Sp
ot

 g
ol

d 
($

/
oz

)

Spot gold SGE prem



  

  

Standard Bank Global | Commodities 
 1 August 2014 

3  

China’s steel PMI index rose to 48.6 in July, up from 48.3 in June, still highlighting 
contractionary conditions due to China’s cyclically weak property sector investment 
spending.  

Shenhua confirmed yesterday’s rumours of a price rise today, adjusting its August coal 
contract levels up RMB 14/t to RMB 489/t, while still offering a further RMB 10/t 
discount for those buying above 90% of their monthly contracted volumes. The China 
Electricity Council is predicting 2H power consumption will grow 6.5% in 2H14.  
China is still considering an import tax of 3%, which may hit all coals, not just lignites, 
from 4Q.    

We note that both thermal and IO swaps trading will be launched by the Shanghai 
Clearing House next Monday (4 August), settled in local currency, which may reduce 
liquidity on foreign markets.     

Shanghai Equities fell 0.74% to 2185 points, coming off recent highs, driven the HK-
SHA PE relativities re-aligning ahead of October joint trading in our view more than 
“selling the fact” from today’s better PMI results. The China Securities News suggested 
Beijing had more policy room to support short term smaller business interests, while 
pushing for a multi-tiered debt market to be developed in the longer term. Beijing is 
likely to announced an SOE reform plan in early-August. Shanghai new home prices fell 
0.77% in July m/m, although still up 6.03% y/y, while new home sales fell  
1.78% m/m and 9.09% y/y in July. Meanwhile Toyota reported weaker July vehicle 
sales in China, off 1.1% y/y. Shanghai 7-day interbank rates fell to 3.89%. Spot 
currency traded at 6.1781, while the PBOC reference rate set at 6.1681. 

Shanghai Rebar Futures Jan-15 contract fell RMB 2/t to RMB 3,067/t, while the Oct-
14 contract closed RMB 7/t lower at RMB 3,090/t. Dazong HRC Oct-14 futures 
dropped RMB3/Mt to RMB 3,299/t, while SHFE HRC Oct futures shifted down RMB 
11/t to RMB 3,279/t. Among physical steels, Tangshan billet prices traded up RMB 
10/t at RMB 2,710/t, as new month cash flows. Rebar prices remained flat in Shanghai 
and Beijing (but up RMB 30-50/t w/w in BJ). Shagang cut its early-August rebar prices 
by RMB 30/t, while retaining its wire rod prices unchanged. Zenith; Yonggang; and 
Shandong all followed suit. Chinese rebar warehouse stocks fell 0.015mt to  
5.778mt w/w. HRC prices also traded flat in Shanghai and Beijing. Chinese HRC 
warehouse stocks fell 0.044mt to 3.006mt w/w.  

Dalian Commodity Exchange IO active Jan-15 contract prices dropped RMB 8/t to  
RMB 672/t, while the Sept-14 contract also lifted down RMB 5/t to RMB 686/t. 
Chinese IO port stocks fell 0.12mt to 113.33mt w/w. Among physical iron ore, RioT 
tendered a PB Fe 61% fines Aug-cargo at the excellent price of $95.01/t to a Chinese 
trader (CBMIE). Vale tendered an IOUR Fe 63.11% Aug-cargo at the very weak figure 
of “index less $2/dmt”, to account for its higher 5.04% silica levels. This compares 
with a stronger result for a Fe 62.63% IOUR cargo, with 5.37% silica, sold on 24 July 
for index plus 28 cents/dmt.      

The TSI Fe 62% China CFR price index fell 40 cents to $95.20/t (MTD: $95.20/t). 
The Platts Fe 62% index fell $1.75/t to $93.50/t, while the TSI Fe 58% index fell  
20 cents to $80.70/t (MTD: $80.70/t). The Metal Bulletin Fe 62% index rose 21 
cents to $95.84/t, while its Fe 58% index rose 34 cents to $73.51/t. Argus Fe 62% 
index printed at $93.50/t, unchanged. Mysteel’s Fe 62% index fell 75 cents to 
$94.75/t, while its Fe 58% index fell 75 cents to $80.75/t. 

In IO supply news, MUA workers at Esperance Port (4mtpa) are to launch a series of x4 
24-hr work stoppages from 6-9 August. Glencore and Arcelor Mittal may be bidding for 
Vale’s Simandou interests in Guinea. Vale believes 2H IO expansions will add an 
additional 50mt into the market, following on from the 90mt added in 1H:14. Despite 
this, they bizarrely believe IO prices can outperform 1H:14’s average of $111.73/t – 
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very wishful thinking, in our view. A slowdown in expansions is still an increase in 
tonnage, and with relatively flat demand growth month-to-month, prices can only go 
one-way if flows do increase. Vale is applying a long term price forecast for evaluating 
its IO project investment decisions of $110/t, well above the $80-90/t being applied 
by most investment banks.  

Mittal has agreed to buy c.50% of the Nimba Guinea project from BHPB and Areva, 
subject to approval to transport the ore across the border into Liberia. Nimba has 
effectively been 41.3% BHP and Newmont-owned, with France's Areva holding a 
12.4% stake. Arcelor mined 16.6mt of ore during 2Q:14 across its global operations 
with a received averaged price of $100/t. The company had originally assumed 2014 
ore prices would average $120/t.    

The Baltic Exchange Cape index shifted 2.6% lower to $8,522/day, with C3 at 
$18.614/t and C5 at $7.74/t. FFA Q3 capes are trading in the $18,300/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $76.35/t; API 4 is trading at 
$72.30/t; while Newcastle is trading at $70.20/t. UK May coal consumption fell 30% 
y/y to 2.68mt, a 3-year low, on increased renewables usage and lower overall electricity 
demand. YTD May-14, the UK has consumed 3.88mt of coal, compared to 4.22mt in 
the same period for 2013. Meanwhile UK plant stocks were running at 11.7mt, up  
8% m/m, at the end of May, ahead of the summer.  

Zhengzhou Futures Sept-14 thermal contract prices traded RMB 1.2/t higher to  
RMB 484/t, while the Jan-15 contract traded RMB 0.4/t lowered at RMB 512.2/t. 
Total Chinese thermal port stocks fell to 18.52mt, down 1.4% d/d and 0.9% w/w, with 
QHD coal stocks dropping to 6.87mt, down 1.5% d/d and 3.3% w/w, and GZ port 
stocks falling to 3.49mt, down 2.6% d/d, but up 5.7% w/w. As of July 31, the six 
coastal utilities held 12.99mt in stock, down 5.5% m/m, representing 19 days 
consumption. In an effort to bring stabilization to the flagging domestic market, 
Shenhua has lifted its August coal price by RMB14/t to RMB 489/t from today, while 
offering a RMB 10/t discount if monthly fulfilments exceed 90%. All other discounts 
and rewards will be cancelled.  

 Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t. On the Dalian Exchange, Sept-14 coke 
prices traded RMB 10/t lower to RMB 1,023/t, while the Jan-15 contract dropped 
RMB 16/t lower to RMB 1,112/t. Among Dalian HCC prices, Sept-14 contract prices 
closed RMB 1/t higher at RMB 740/t, while the Jan-15 contract fell RMB 4/t and 
closed at RMB 782/t, with the market still absorbing yesterday’s dramatic  
RMB 50-80/t price cuts by Shanxi Coking Coal. Coking coal port stocks fell from 
10.3mt to 9.7mt w/w, the first time below 10mt since mid-May.  

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 2 022 1 988 2 035 1 988 -34 -1.68 2 016.50 34 -9.50 
Copper 7 130 7 115 7 155 7 089 -15 -0.21 7 135.50 46 20.50 
Lead 2 263 2 226 2 265 2 215 -37 -1.62 2 237.00 19 -7.46 
Nickel 18 960 18 505 19 100 18 450 -455 -2.40 18 765.00 85 -69.50 
Tin 22 800 22 850 22 900 22 605 50 0.22 22 950.00 400 -39.00 
Zinc 2 382 2 360 2 383 2 340 -22 -0.92 2 400.00 42 16.75 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 961 950 4 968 700 0 6 750 -6 750 -496 125 2 874 250 58 291 423 
Copper 146 200 146 750 0 550 -550 -220 225 32 375 22 139 243 
Lead 215 550 215 550 0 0 0 1 100 10 225 5 58 782 
Nickel 317 628 315 798 1 980 150 1 830 55 992 98 778 31 64 950 
Tin 11 780 11 780 0 0 0 2 095 2 290 19 9 695 
Zinc 655 275 655 750 0 475 -475 -278 200 63 900 10 172 094 
          
Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 14135 14085 -20  Ali Feb'14 - - - - 
Copper 50580 50430 -20  Cu Feb'14 323.1 323.1 0 0.00 
Zinc 22 800 22 850 -1       
          
Precious metals          
 AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
   

Gold 1 295.00 1 285.25 1 298.65 1 280.47 1 282.51 -2.49    
Silver - 20.69 20.74 20.34 20.38 -0.02    
Platinum 1 476.00 1 472.00 1 482.25 1 459.25 1 459.50 -18.00    
Palladium 880.00 880.00 882.70 869.40 871.50 -6.50    
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.056 0.078 0.096 0.156 0.232     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1558 0.1985 0.2396 0.3325 0.5686     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 46.02 1 299.08 1 308.14 1 298.18 1 285.09 1 280.43 1 287.03   
Silver 49.33 20.64 20.85 20.01 20.22 20.29 20.43   
Platinum 48.11 1 477.90 1 487.38 1 456.02 1 433.84 1 458.21 1 466.83   
Palladium 58.11 875.65 874.75 824.83 778.51 870.53 874.73   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX PAL NYMEX 

PLAT 
DGCX GLD TOCOM 

GLD 
CBOT GLD   

Settlement 1285.5 20.405 872.5 1465.2 1284.6 4256 1281.3   
Open Interest 367848 159405 45572 69814 884 93787 12   
Change in Open Interest -26584 26118 9234 8780 -382 -8955 -301   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 118.642 -0.80 118.827 -0.84 118.985 -0.83 118.998 -0.86  
Gasoil 0.1% Rdam ($/mt) 888.75 1.75 891.5 2.00 894.75 1.75 898 0.25  
NWE CIF jet ($/mt) 960.79 -4.21 956.85 -5.59 958.32 -6.20 959.81 -5.18  
Singapore Kero ($/bbl) 118.522 -0.91 118.727 -0.91 118.865 -0.87 118.918 -0.90  
3.5% Rdam barges ($/mt) 569.446 2.19 567.074 1.87 565.667 1.30 567.158 0.31  
1% Fuel Oil FOB ($/mt) 586.03 1.73 588.16 1.76 587.33 1.22 585.16 0.03  
Sing FO180 Cargo ($/mt) 603.008 2.66 599.98 2.15 597.261 1.52 595.908 0.56  
          
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 369.45 0.00% 2.06% 0.48% 0.70% 1.24% 
China Tangshan Steel Billet $/t 445.00 0.23% -0.45% -4.51% -6.51% -10.64% 
China HRC export (Shanghai FOB) $/t 514.00 0.19% 0.00% -1.72% -3.93% -1.15% 
North Europe HRC domestic (ex-works) $/t 415.00 0.61% 1.22% -3.49% -6.74% -6.74% 
North America HRC domestic (Midwest FOB) $/t 679.00 1.04% 2.26% -1.45% 1.04% 4.62% 
       
Steel—Futures       
LME Billet Cash  $/t 416.50 0.00% 6.79% 7.90% 15.69% 214.34% 
LME Billet Futures (1-mth) $/t 419.00 -0.12% 6.62% 8.13% 15.75% 203.62% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 494.01 -5.53% 11.38% -6.77% -7.70% -10.42% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.55 0.00% -4.75% -21.18% -12.65% -16.65% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 95.60 1.38% 1.49% -9.30% -22.02% -26.29% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 80.90 0.75% 3.72% -18.53% -28.22% -32.41% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 96.05 0.45% 0.98% -9.17% -21.51% -24.44% 
China Iron Ore Inventory (million tonnes) 104.74 0.00% -0.93% -0.43% 16.66% 47.36% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 114.20 0.00% 0.31% -1.13% -11.71% -16.34% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.15 0.00% -12.33% -7.07% -6.07% -6.07% 
       
Financials pricing       
RMB Currency 6.18 -0.20% -0.35% -1.28% 1.96% 0.80% 
China 7-day repo 3.87 -6.07% 12.83% -5.15% -24.12% -3.25% 
API2 (CIF ARA) 2185.30 2.76% 6.58% 7.84% 7.49% 7.70% 
Source: LME, Bloomberg, Standard Bank Research 
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