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Copper: SHFE-LME arbitrage window 
narrowing but LME stocks increasing 
The SHFE-LME arbitrage window has narrowed significantly in recent weeks, trading to

within $14/mt of opening as of end-November, before widening to around $50/mt

currently. With domestic SHFE stocks under pressure and a reasonable domestic premium 

suggesting demand is still ok, it looks likely that bonded inventories are being drawn

down.  

Ordinarily, a narrowing in the arbitrage window and destocking of bonded inventory would 

lead to increased refined imports and a greater flow through of imported copper, followed 

by a closing of the arbitrage window as prices and premia react, and then by a restock of 

bonded inventory as imports trail behind the immediate arbitrage conditions (additional 

financing activity aside). This time however the backwardation on the LME is proving to be 

an interesting additional factor as it greatly adds to the cost of financing material in transit. 

That additional cost of financing material until it is sold, coupled with reports of incentives 

on offer at certain Asian warehouses and the slow evolution of copper financing activity in 

the wake of Qingdao, means that even with the arbitrage window looking like it’s on the 

verge of opening properly, material is still being attracted to (some) LME sheds rather

than Shanghai.  

The nearby backwardation on the LME is therefore helping to support outright prices, 

deterring aggressive short positions from being built, while it is also helping to destock 

bonded inventory and increase LME inventory. The normal implication of rising LME stocks

tends to suggest to most observers that the market is well supplied. If however it is being 

achieved at the expense of bonded inventory and also impacts negatively on Chinese

refined exports, then ultimately the longer term effect is actually positive, particularly if 

those LME stocks then prove to be sticky. Chinese smelter output remains the big 

unknown, particularly as they struggle with processing increasingly complex copper ores.

Ultimately the SHFE-LME arbitrage will become a genuine two-way physical arbitrage

rather than the current one-way physical flow and two-way paper trading, however, with 

China still a significant net importer of refined metal, that transition is still years away.  

The key will be the next couple of months of Chinese trade data. The preliminary figures 

showed another increase in imports of unwrought copper and copper products, in-line with 

steady market conditions. If Chinese refined exports also fall (in spite of the LME 

backwardation) then the Chinese refined market may arguably heading into the new year 

in a much leaner condition than is expected, with bullish implications for premia and likely

prices too albeit perhaps once the Chinese New Year Holiday is out of the way.  

By Leon Westgate

SHFE-LME import P&L (US$/mt) 

Source: Standard Bank Plc 
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Base metals 

A violent swing in Chinese equity markets (1% up to over 5% down at the close) was 

pretty dramatic but had limited impact on the base metals overnight. The trigger was 

the Chinese government removing certain lower-ranked bonds below AAA from the 

loan collateral pool for short-term bond repo operations, impacting on liquidity and 

driving up 7-day interbank borrowing rates. While nickel prices have continued to 

retrace after trading above $17,000 on Friday, the rest of the base metals have 

generally traded sideways, supported by a weaker US dollar. 

With Chinese CPI data out tomorrow, Money Supply data due out anytime ahead of the 

weekend and a raft of other important economic data due out on Friday, the Chinese 

markets will likely remain choppy, amidst the ebb and flow of sentiment surrounding 

the potential for Chinese RRR cuts or other monetary easing.  

Copper has dug its heels in above $6,350 and has recovered back above $6,400. LME 

stocks edged higher again, with Busan (+500 mt) and Antwerp (+975 mt) the main 

locations for the activity. Nearby spreads have eased off heading into the afternoon, 

though the dominant warrant holder remains.  

Nickel remains under pressure after failing to hold above $17,000, with a very large 

increase in on-warrant inventory (+7,086 mt) again drawing attention to the 

abundance of nickel inventory. The increase was driven mainly by the re-warranting of 

6,066 mt of previously cancelled material at Johor, augmented by fresh inflows at 

Johor and Singapore.  

Leon Westgate 

Bulk commodities 

Chinese financial steels weakened further on opening, with SHA equities rallying, as 

the switching war between commodities and Chinese equities continued. The dramatic 

post-lunch plunge in equities however turned the tables for the day’s commodity 

sentiment, with steels recovering above somewhat to above yesterday’s closing 

levels.   ZCE thermal range-traded; DCE IO and coking coals rallied.  

IO swaps has fallen post-China close, on concerns that reduced bank liquidity will 

further impede LC issuance for seaborne purchases.    

For IO, we would point out that November imports fell 12mt m/m, while both Chinese 

IO port stocks (c.105mt) and mill stocks (26 days) have remained relatively benign, 

compared to end-October levels. This highlights the ongoing dramatic industry destock 

in response to falling demand, both cyclical and seasonal. Meanwhile the pool of those 

capable of purchasing seaborne materials has been ever-dwindling across the year, as 

banks tighten those they approve to open LCs, and against what collateral. This is 

certainly making life harder for the supply chain, working hard to find a floor. While we 

have argued that less domestic Chinese miners will drop out during winter, since only 

c.50-60% are still mining, we will nevertheless see some miners frozen out by the cold. 

Meanwhile IO consumption patterns have improved since the end of October by c. 5% 

m/m.  

Shanghai Equities initially rallied up to just over 3100, before getting crunched post-

lunch to close off a whopping 5.43% at 2,856 points, with software stocks selling off 

in particular, although the trigger appears to have been removal of certain lower-

ranked bonds below AAA from the loan collateral pool for ST bond repo operations, 

impacting C$200bln in funds. Amusingly, the People’s Daily today said that China’s 

stock market does not need any intervention, despite the trigger for today’s dramatic 
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fall being caused by news of the reduced leverage ability.  China’s Central Economic 

Conference begins today, with macroeconomics and SOE reform high on the agenda, 

based on China’s ‘‘new normal’’. 

China’s Nov-CPI will be released tomorrow, with any potential falls likely to help PBOC 

RRR or further rate cut decisions -- a flat result of 1.6% is expected for CPI while PPI 

could drop from -2.2% to -2.4%. IP, retail sales and FAI will be released on Friday, with 

relatively flat results expected. Loans and aggregate financing could be out anytime 

from tomorrow until Friday, with improved levels anticipated -- new loans up from RMB 

548bln to RMB 655bln and aggregate financing up from RMB 663 to RMB 895bln.   

Shanghai 7-day interbank rates bounced up to 4.9% on the liquidity squeeze news. 

China’s Securities Depository & Clearing Corp will remove sub-AAA corporate and local 

bonds from the collateral pool, with up to 74% of bonds no longer eligible. This has 

placed a severe potential dint into liquidity, sparking a sell-off in riskier debt. Spot 

Currency depreciated out to 6.1860 as a result, although the PBOC reference rate was 

set at 6.1231.  

Shanghai Rebar Futures Jan-15 contract closed up RMB 8/t at RMB 2,654/t, while 

the May-15 contract closed RMB 15/t higher at RMB 2,557/t. Dazong HRC Mar-15 

futures shifted up RMB 4/t to RMB 2,920/t, while SHFE HRC Jan-15 futures rose 

RMB 12/t to RMB 2,884/t Among physical steels, Tangshan billet prices fell RMB 

20/t to RMB 2,400/t, following the day’s liquidity uncertainties. Rebar prices fell RMB 

10/t in Shanghai and also in Beijing, seeing some profit-taking following Hebei I&S’s 

attempt hold prices above RMB 2,700/t, by cutting supplies. HRC prices remained flat 

in both Shanghai and Beijing.  

Members of the Arab I&S Union are discussing how to protect the Middle East from 

growing Chinese steel imports.  

Dalian Commodity Exchange IO Jan-15 contract rose RMB 4/t to RMB 523/t, while 

the May-15 contract closed RMB 7/t higher at RMB 488/t. Hainan Mining listed on 

the SHA exchange today, trading up 44% from its issue price, before experiencing a 

trading halt. Fosun has reduced its stake in the company to 54%. The market remains 

wary of news that the Chinese IO industry may gain tax breaks of $5-10/t next year, 

pushing seaborne miners further up the relative cost curve.  

Among physical iron ore, BHPB sold x2 Newman Fe 62.5% fines cargoes above 

$69.50/t and x2 Jimblebar Fe 61.3% hi-phos fines cargoes at c.$65/t  bilaterally. 

globalORE failed to trade again, as uncertainties in both the physical and financial 

markets continued to overhang purchase/sales decisions. The late rally in futures gave 

support, however the threat of reduced liquidity is concerning those trying to open 

fresh LCs, while the weight of today’s physical offers also impacted the ability of prices 

to shift upwards. Local Chinese platform COREX  saw a PB fines cargo offered at 

$88.50/t, with only bids of $83/84/t against; while an IOCJ Fe 64.15% late Dec 

cargo traded at $76.50/t, after being offered at $77.50/t, while a PB lump Fe 62% 

Dec cargo sold at $87.5/t. PB fines port stocks in Shandong traded at RMB 495/t. 

The TSI Fe 62% China CFR price index was $0.30 lower at $69.40 (MTD: $70.13/t). 

The Platts Fe 62% index was $0.75 lower at $69.00/t, 

while the TSI Fe 58% index was $0.10 lower at $60.90 (MTD: $61.61/t). The Metal 

Bulletin Fe 62% index was $0.74 lower at $69.06/t, while its Fe 58% index was 

$0.09 lower at $57.54/t. Argus Fe 62% printed at $67.65/t. Mysteel Fe 62% prices 

fell 50 cents to $70.50/t, while Fe 58% prices fell $1/t to $62.25/t.  

In IO supply news, Shougang Peru produced 0.66mt in October, compared to 0.635mt 

last October and 0.519mt in September. Alderon has entered into cash preservation 
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mode for its Kami IO project until financing is secured, including workforce reductions 

and debt servicing deferrals.  Kumba’s costs are expected to rise from $35/t in 2014 

to $39/t in 2015 and $41/t in 2017, due to increasing strip ratios, with total 

production remaining in the 48-50mt range.   

The Baltic Exchange Cape index shifted 8.1% lower to $6,844/day, with C3 at 

$15.36/t and C5 at $5.85/t, while C4 is $6.19/t and C7 is $6.71/t. FFA Cal15 

capes are trading in the $12,400/day range, while Dec is trading in the $8,700/day 

range and 1Q15 trading in the $9,200/day range.  

For Q1:15 thermal coal prices, API 2 is trading at $70.10/t; API 4 is trading at 

$65.85/t; while Newcastle is trading at $62.25/t. Among physical deals, a ARA Feb-

cargo traded at $70.15/t.  

Zhengzhou Futures Jan-15 thermal contract prices fell RMB 0.4/t to RMB 504.40/t, 

while the May-15 contract fell RMB 5/t to RMB 478.40/t. Total port stocks rose 

0.6% to 19.91mt, while GZ stocks fell 0.8% to 3.04mt. QHD rose 1.4% to 7.38mt.  

Premium Hard Coking Coal spot prices are trading in the $110-115/t Qld FOB range 

(on freight falls), with China CFR prices ranging $118-123/t. TSI FOB Qld printed at 

$114.90/t, while China CFR printed at $123.70/t. MB FOB Qld printed at 

$115.16/t, while China CFR printed at $121.10/t. The Argus Qld fob index printed at 

$112.54/t. A derailment on Qld’s Goonyella line into DBCT/Haypoint over the 

weekend is likely to slow port inflows across this week.  

On the Dalian Exchange, Jan-15 coke price traded RMB 1/t higher to RMB 1,070/t, 

while the May-15 contract rose RMB 2/t to RMB 1,031/t. 

Among Dalian HCC prices, Jan-15 contract prices closed up RMB 5/t to RMB 789/t, 

while the May-15 contract was unchanged at RMB 759/t. 

By Melinda Moore 
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Commodities Data 
                        
LME 3 month   Open Close High Low Daily change Change (%) Cash Settle Change in cash 

settle 
Cash - 3m

Aluminium 1,983 1,966 1,985 1,964 -17 -0.86 1,975.00 8 0.00
Copper 6,450 6,405 6,473 6,398 -45 -0.69 6,491.00 40 71.00
Lead 2,032 2,034 2,043 2,022 2 0.10 2,030.00 13 -5.00
Nickel 16,790 16,680 16,880 16,618 -110 -0.66 16,780.00 455 -65.00
Tin 20,207 20,455 20,475 20,185 248 1.23 20,415.00 -40 -7.00
Zinc 2,231 2,217 2,239 2,218 -14 -0.63 2,216.00 22 -7.00
      
LME 
inventory  

Today Yesterday In Out One day 
change

YTD change 
(mt)

Cancelled 
warrants (mt) 

Cancelled 
warrants (%) 

Contract 
turnover

Aluminium 4,312,200 4,322,300 0 10,100 -10,100 -1,145,875 2,282,225 53 259,614
Copper 165,850 164,900 1,475 525 950 -200,575 18,600 11 160,847
Lead 222,275 224,475 0 2,200 -2,200 7,825 11,500 5 54,406
Nickel 406,248 406,410 1,422 1,584 -162 144,612 93,552 23 86,253
Tin 11,045 11,070 0 25 -25 1,360 1,225 11 6,787
Zinc 678,300 675,100 6,250 3,050 3,200 -255,175 91,300 13 147,500
      
Shanghai 3-
month 

Open Last 1d  Change COMEX Open Close Change Change (%)

Aluminium 13380 13325 -80 Ali Feb'14 - - - -
Copper 45720 45750 -290 Cu Feb'14 288.55 287.1 -1.45 -0.50
Zinc 20,207 20,455 0   
      
Precious 
metals 

     

 AM Fix PM Fix High bid Low offer Closing bid Daily change   
Gold 1,204.50 1,209.00 1,208.87 1,187.27 1,203.15 -28.62   
Silver - 16.42 16.44 16.16 16.35 -0.84   
Platinum 1,236.00 1,239.00 1,237.70 1,219.00 1,232.00 -23.10   
Palladium 801.00 798.00 807.70 796.40 799.40 20.10   
      
Forwards (%) 1 month 2 months 3 months 6 months 12 months   
Gold 0.0975 0.105 0.115 0.1275 0.1825   
Silver 0.62 0.616 0.618 0.612 0.568   
USD Libor 0.158 0.1997 0.2356 0.3304 0.5766   
      
Technical 
Indicators 

30-day RSI 10-day MA 20-day MA 100-day MA 200-day MA Support Resistance  

Gold 48.9 1,198.34 1,188.74 1,238.53 1,271.01 1,200.54 1,209.09  
Silver 45.1 16.36 16.19 18.04 19.05 16.32 16.51  
Platinum 46.43 1,223.22 1,214.18 1,329.79 1,392.68 1,226.55 1,242.05  
Palladium 51.62 801.24 786.49 822.47 818.46 797.58 806.93  
      
Active Month 
Future 

COMEX GLD COMEX SLV NYMEX PAL NYMEX PLAT DGCX GLD TOCOM GLD CBOT GLD  

Settlement 1203.6 16.44 804.65 1245.9 1203.8 4653 1207.7  
Open Interest 369713 147954 31487 64684 737 #N/A Tim 21  
Change in 
Open Interest 

-24719 14667 -4851 3650 -529 #VALUE! error -292  

      
Energy      
Energy 
futures 
pricing 

1 month Change 2 month Change 3 month Change 6 month Change 

Sing Gasoil 
($/bbbl) 

81.123 -1.60 80.295 -2.06 80.559 -2.03 81.841 -2.06 

Gasoil 0.1% 
Rdam ($/mt) 

603.75 2.25 603.75 2.50 616.25 1.50 621 -2.00 

NWE CIF jet 
($/mt) 

672.38 -12.05 666.55 -15.91 668.28 -15.72 676.33 -15.67 

Singapore 
Kero ($/bbl) 

82.608 -1.64 81.635 -2.19 81.719 -2.12 82.751 -2.03 

3.5% Rdam 
barges 
($/mt) 

339.442 -11.49 334.132 -15.46 336.362 -15.69 344.673 -15.70 

1% Fuel Oil 
FOB ($/mt) 

350.59 -11.59 343.82 -15.46 346.68 -15.82 355.59 -15.59 

Sing FO180 
Cargo ($/mt) 

379.11 -12.23 367.057 -15.99 366.762 -15.71 374.486 -15.55 

      
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, SHFE, Standard Bank Plc 
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Commodity Data cont. 
Bulks   
Steel-----Physical Latest Price 1-day 1-week 1-month 3-month 6-month
Turkish Scrap 80:20 (Iskinderun CFR)  $/t 293.02 -1.68% -2.05% -21.60% -19.39% -23.98%
China Tangshan Steel Billet $/t 405.00 1.25% 0.25% -0.49% -10.99% -18.51%
China HRC export (Shanghai FOB) $/t 467.00 -2.51% -2.30% -7.16% -9.32% -12.22%
North Europe HRC domestic (ex-works) $/t 410.00 0.00% -1.80% -1.20% -2.38% -4.65%
North America HRC domestic (Midwest FOB) $/t 623.00 -2.66% -2.66% -6.74% -7.84% -8.78%
   
Steel-----Futures   
LME Billet Cash  $/t 490.00 0.00% 6.52% 9.68% 25.64% 92.16%
LME Billet Futures (1-mth) $/t 490.00 0.00% 6.52% 9.50% 25.00% 92.16%
LME Steel Billet Stocks-----change 0.00 - - - - -
Shanghai Rebar Futures (Active contract) $/t 432.54 1.23% 0.07% -6.13% -2.91% -24.94%
Shanghai Rebar Futures On-Warrant Stocks-----change 2734.00 - - - - -
China Steel Inventory (million tonnes) 9.91 0.25% -5.01% -19.65% -29.20% -23.34%
   
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) 71.33 2.50% -6.06% -15.78% -24.27% -48.56%
China Iron Ore Inventory (million tonnes) 98.69 -0.92% -0.84% -5.08% -7.33% 21.98%
   
Coking coal   
Premium Hard Coking Coal (Qld FOB) $/t 113.10 0.00% -0.04% -0.57% -1.65% -18.40%
   
Capesize freight   
Saldanha South Africa-Beilun China 13.30 0.00% -8.28% -17.90% -6.67% -35.12%
   
Financials pricing   
RMB Currency 6.17 0.34% 0.84% 0.49% -1.10% 1.63%
China 7-day repo 3.70 10.78% 17.46% 31.21% 18.21% -17.78%
Shanghai Equities Composite  3020.26 12.69% 22.10% 29.82% 48.74% 34.94%
Source: LME, Bloomberg, Standard Bank Plc 
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