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Chicken and egg, and zinc 
 

Looking at the interconnected nature of the commodity markets is sometimes a scary 

thing to do. This morning has presented the perfect example (or rather “eggsample”) 

of some of the issues impacting on commodity trading. 

Essentially, reports of an investigation by China’s CSRC’s into potential fraudulent 

activity on the Dalian Egg Futures market sparked a sell-off in that particular market 

with the September contract falling over 5%. Given that many players active in these 

commodity markets are short-term day-traders, the panic quickly spread to the 

agricultural sector and then over to petrochemical products. With those sectors under 

pressure it in turn triggered selling across all Chinese markets, including SHFE Zinc 

which fell up to 3% from the open (including the best part of 2% in just over a minute) 

before the market started to recover.   

Interestingly, SHFE copper and aluminium were also affected, albeit to a much lesser 

degree. The reason for zinc’s strong reaction appears to be that SHFE zinc tends to be 

dominated by the day-trading community looking at China, while copper and 

aluminium tend to be viewed as the domain of more professional investors and 

producers/consumers, with a significant degree of international focus too. Additionally, 

the SHFE copper market is also struggling with a pretty extreme backwardation in the 

nearby spreads at the moment and is not a market one would choose to add to their 

short. Nevertheless, the weakness in the SHFE zinc market still managed to spill over to 

the LME zinc and copper markets too. 

What will be interesting is to see how these markets evolve. Will the day-trading 

community in China get encouraged away from the benchmark semi-international 

contracts or markets considered to be of strategic importance through use of margins 

and commission charges, and will electronic trading systems emerge and take over, 

playing with RVs across the Chinese markets, if indeed they aren’t already? As and 

when China’s markets do finally open up internationally, the options for markets to 

interconnect with one another would increase exponentially.  

By Leon Westgate 
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SHFE Zinc intraday chart – CNY 
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Base metals 

The base metals have had a choppy start to the day, with the complex trading sideways 

before rallying as the US markets opened up. Aside from zinc and its escapades this 

morning on the SHFE, volumes have been pretty quiet everywhere else. Options 

declaration this morning and a disjointed week, owing to Quarter-end on Monday and 

the July 4th holiday in the US on Friday, are also likely to be additional factors helping 

keep participants on the sidelines.  

The latest US Nonfarm Payroll figures are due to be released tomorrow owing to the US 

holiday on Friday. This afternoon’s ADP Employment figures were very strong coming in 

at 281k in June vs expectations of 205k, while tomorrow sees a very busy afternoon 

period with the June Nonfarm Payrolls (expected at 215k prior to the ADP figure at 

least) released at the same time as the US Trade Balance for May and shortly after the 

ECB rate announcement.  

Copper dipped briefly overnight before recovering back towards Tuesday’s closing levels 

heading into the afternoon and then pushing on above $7,050 as the US markets 

opened up. LME on-warrant stocks climbed 2,625 mt with the South Korean port of 

Busan again the main location for the inflow, with 2,475 mt entering the warehouse. In 

China, SHFE copper came under a bit of pressure owing to the selloff in some of the 

other Chinese commodity markets; however, copper prices recovered while the nearby 

backwardation remains intact. July-14/Sep-14 is the main area where the 

backwardation is concentrated, coming in at 1,020 CNY. 

Elsewhere, zinc is back around yesterday’s opening levels after a brief dip lower this 

morning and a subsequent rally on the back of copper’s coattails into the afternoon. It is 

a similar story for lead and aluminium too. Nickel continues to trade sideways, though 

tin remains well supported and has managed to hang onto yesterday afternoon’s rally.  

By Leon Westgate 

Bulks 

Chinese financial steels rallied strongly today, following an improvement in short-term 

lending rates, after yesterday’s surprise spike upwards and new month of credit lines 

available for traders. Intra-day, a sharp downwards scramble for cover smashed all 

Chinese commodities/equities just ahead of lunch, which seems to have been fried-up 

by “egg-agerated” panic selling in the Dalian egg futures (DCE) market, following the 

launch of an investigation into trading activities, as part of Beijing’s anti-corruption 

drive. News of the CSRC’s investigation initially pushed Ag and Petrochem products 

lower, which in turn whipped up system-selling across all Chinese markets. The market 

soon ring-fenced the issue and bids returned again.  

Shanghai Equities lifted 0.44% to 2059 points, as debt costs improved to help banks 

and rumours emerged that Jinan Shandong may be removing housing purchase 

restrictions. New Loans may have reached RMB 900bn in June, up from RMB 871bn in 

May and RMB 775bn in April, which would be bullish for the market, following cheaper 

rates than expected offered across June.  

Q4 could experience rising CPI pressures, given rising El Nino drought conditions and 

low pig inventories. China’s auto inventory index rose from 49.3% in May to 58.9% in 

June. China is considering adding IP FAI into its calculations of GDP, which should boost 

its calculations. Chongqing plans to attract private investment of RMB 265bn into  

110 projects. The Japanese Cabinet have approved an expansion of their defence role 

to allow more military involvement, with Japan foreign ministry officials meeting with 

their counterparties today in Beijing.  
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Shanghai 7-day interbank rates dropped back below 4% to 3.92% today. China’s 

Finance Ministry will sell RMB 28bn in 7-yr bonds at c.4%, suggesting that some ST 

liquidity is being switched into longer-dated investments. Spot Currency rose to 

6.2103, while the PBOC reference rate fell to 6.1549. The US is back on China’s case 

to appreciate its currency again, suggesting that recent depreciation has reached its 

limits.  

US ISM levels fell from May’s 55.4 to 55.3 in June, with new orders lifting from 56.9 to 

58.9. European manufacturing PMIs came in at 51.8 in June, down from 52.2 in May. 

France continues to contract, printing a PMI of 48.2 for June.  

Shanghai Rebar Futures Oct-14 contract closed RMB 28/t up at RMB 3,097/t, 

bouncing convincingly off intra-day “egg” lows of RMB 3,050/t, while the Jan-15 

contract closed up RMB 28/t at RMB 3,110/t. SHFE HRC Oct futures rose RMB 14/t 

to RMB 3,308/t. Among physical steels, Tangshan billet prices fell RMB 10/t to  

RMB 2,710/t, while Yangang’s weekly billet tender settled off RMB 3/t w/w but at a 

premia to spot at RMB 2,745/t. Rebar prices remained flat in Shanghai while dropping 

RMB 10/t in Beijing. HRC prices were stable in Shanghai and Beijing. China’s steel 

distribution PMI fell to 47.8 in June, down from 48.2 in May. 

Dalian Commodity Exchange IO active Sept-14 contract prices up RMB 15/t to  

RMB 716/t, while the Jan-15 contract rose RMB 14/t to RMB 713/t. SGX IO traded 

volumes reached 55.9mt, representing c.50% of total seaborne volumes shipped for the 

month.  

Among physical iron ore, RioT traded a PB fines/lump combined July-cargo at index + a 

lump premia of 6.6c/dmtu. globalORE traded a MNP Fe 62% fines Aug-cargo at 

$95/t; x2 Yandi Fe 58% cargoes at $78.50/t (x1 July; x1 Aug), up $1/t d/d; as well 

as a Newman fines Fe 62% Aug-cargo at $95.50/t and a MNP Aug-cargo at index + 

30 cents. Shandong ports traded PB fines c.RMB5/t higher today.  A PB fines mid-July 

tender will be conducted tomorrow, together with a Vale IOCJ Fe 64.44% July cargo 

tender.   

European quarterly BF pellet premia are waning, with the onset of 12mt of new capacity 

from Vale and Samarco this quarter, with Q3 Fe 65% premia believed to have been set 

at $36.50/dmt, off $3.50/dmt q/q. We also note analyst reports suggesting that the 

58-62% spread should narrow. We fail to understand why, given the massive onslaught 

of over 100mt of Fe 58% supplies into the market in recent times. 

The TSI Fe 62% China CFR price index rose just 50 cents to $94.70/t  

(MTD: $94.45/t). The Platts Fe 62% index rose $1.75/t to $95.75/t, while the TSI 

Fe 58% index rose 20 cents to $78.20/t (MTD: $78.10/t). The Metal Bulletin Fe 

62% index lifted $1.56/t to $95.33/t, while its Fe 58% index rose 68 cents to 

$72.08/t. Argus Fe 52% rose 45 cents to $93.20/t. Mysteel’s Fe 62% index rose 

$1.75/t to $95.50/t, while its Fe 58% index rose $1.50/t to $78.50/t. 

In IO supply news, seaborne supplies continue to increase, with a record load rate ex-

Brazil last week and ongoing strength from Australia. Brazil shipped 7.76mt last week, 

up from 7.4mt the prior week. Maintenance this week may see weekly volumes drop off 

slightly, however.  

The Baltic Exchange Cape index shifted 2.6% lower to $14,430/day, with C3 off 1.8% 

at $22.795/t and C5 off 2.1% at $8.082/t. FFA Q3 capes are trading in the 

$16,800/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $75.20/t; API 4 is trading at 

$73.35/t; while Newcastle is trading at $71.75/t. Market rumours suggest Glencore 

and Japanese power companies are negotiating an index-linked GO NEWC pricing 
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mechanism for Q3 contract cargoes, with a premia of $2-$3/t only. This seems 

surprisingly low, given expectations for a fixed price deal of $77/t. While volumes are 

low for Glencore in Q3, representing only 4mt under contract, some are still querying 

whether this pricing methodology will cover all volumes or only a portion. Increasingly, 

other miners have been offering index-linked pricing deals, while the Japanese 

themselves will potentially move to floating price electricity trading over the next few 

years.  

Zhengzhou Futures Sept-14 contract price lifted RMB 0.2/t to RMB 496.8/t, while 

the Jan-15 contract was up RMB 0.2/t to RMB 519.2/t. Total port stocks fell 2.3% to 

18.18mt, while GZ stocks fell 4.4% to 2.96mt and QHD stocks fell 3% to 7.16mt – 

with suggestions that Shenhua has slowed railings into Huanghua to retain stocks of 

2mt only. This week’s Bohai Index printed at RMB 519/t, off RMB 9/t w/w for  

NAR 5500 materials, a record low since first published on 12 Oct-2010.   

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 

with China CFR prices ranging $118-123/t. Semi-hard coking coal prices settled for 

Q3 at $98-102/t, compared to PCI at $100/t FOB Qld. European mills are believed to 

be holding out on settling Q3 HCC contract terms at rollover, a position we share, given 

the recent $5-8/t mine subsidies impacting Chinese domestic coal supplies in 3 key 

provinces.   

On the Dalian Exchange, Sept-14 coke price traded up RMB 3/t to RMB 1,132/t, 

while the Jan-15 contract rose RMB 5/t to RMB 1,198/t. Among Dalian HCC prices, 

Sept-14 contract prices closed RMB 7/t higher at RMB 810/t, while the Jan-15 

contract rose RMB 7/t to RMB 844/t.  

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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