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Base metals 
 

The base metals rallied strongly yesterday afternoon, with buying interest emerging 
across the board as the US markets opened up. The metals have generally managed to
hang onto those gains, trading sideways ahead of US trade, though lead and zinc have
drifted back a little. Aside from zinc, which has seen good two-way interest, volumes 
have been relatively light ahead of the afternoon session and the closely watched US
Nonfarm Payroll data.  

The launch of the new Dow Jones Commodity Index is very interesting and has some 
key implications for the base metals if the index gains traction and funds start to track
it. Firstly, the weighting of metals in the DJCI is much higher, with 1/3 metals, 1/3
energy and 1/3 agricultural commodities. Looking at metals specifically, 10.4% of the 
index is LME Grade A copper compared to the 7.5% weighting of Comex copper
currently used in the former DJ-UBS index (now in the hands of Bloomberg to market
as the BCI) and the S&P GSCI with a 3.22% weighting for LME Copper. Gold also has a 
very high weighting in the new index at 10.5%. Interestingly, lead is also included with
a 0.9% weighting in the DJCI, whereas it is excluded from the BCI and has 0.45%
weighting in the S&P GSCI. The index will roll on a monthly basis and will rebalance 
quarterly. The key will be how much traction the new index can get.  

Lead surged higher yesterday, closing above $2,200 and on its intraday highs. The
metal had pushed higher initially, before a large delivery of LME inventory took the
wind from its sails. LEM stocks surged 19,900 following a fresh delivery into Antwerp.
Lead stocks at Antwerp have been stable for a while, with the last significant
drawdowns being seen in April, and before that in May 2013. The delivery could
feasibly be the re-delivery of units removed during these drawdown episodes, though
why the material was removed from the warehouse, incurring a FOT charge, rather than
just being cancelled, remains. Prices reacted to the inflow initially; however, they have 
stabilised heading into US trade.  

Copper sailed through $7,000 yesterday, trading all the way up to $7,144.50. Prices
have traded up as higher as $7,150 during the morning, though they are on hold
ahead of US trade and the Nonfarm Payroll numbers.  

Meanwhile, Freeport McMoran Copper & Gold is still locked in talks with the Indonesian
government over the ban on concentrate exports and subsequent escalating export tax.
Shipments of concentrate from its Grasberg mine have been on hold for the past six
months. Newmont, whose Batu Hijau mine has also been impacted and declared force
majeure last month, is seeking international arbitration. The impact of the export halt
has been to tighten up the copper concentrates market, with spot TC/RCs dropping
below the $100 /dmt and 10¢/lb mark amid increased demand from Asian smelters.  

Tin’s recent strength has proved welcome to many producers, however PT TImah has
announced that it is nevertheless halting sales on low prices.PT Timah has temporarily 
stopped selling tin and does not plan to resume sales while prices reside below
$23,000/mt. Production levels are unaffected and remain normal, it’s just that sales
will be halted until the $23,000 threshold is reached.  

By Leon Westgate
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Bulks 

Chinese financial steels consolidated yesterday’s gains for most of the day, before slight 
profit-taking emerged into the close, with most finishing near the day’s lows. DCE IO 
performed better than the steels, given recent margin compression due to June’s 
seasonal destock. We still expect a rally for IO prices back up into the $100-105/t this 
quarter.  

Rumours late in the day emerged suggesting yet another Chinese mill (10mtpa) may be 
in default, following a separate rumour last Friday of a potential 7mtpa mill collapse.  
We believe the market is gaining increasing capacity to absorb such “individual default” 
information, as the Chinese steel industry undergoes further micro restructuring and a 
“flight to quality”, partly forced by bank debt restructures and environmental cost 
pressures. Location and product mix are also important factors deciding who survives 
and who does not. Overall, the spoils are ultimately greater for those left behind, while 
steel demand carries no emotion toward the fortunes of its individual raw materials 
suppliers.      

China’s official services PMI for June fell to 55.0, compared to 55.5 in May, but up 
from 54.8 in April. The HSBC June services PMI meanwhile rose to 53.1 in June, from 
50.7 in May. The HSBC June composite PMI rose to 52.4 from 50.2 in May, the 
highest reading since Mar-13. New orders rose to 52.7 in June from 50.5 in May. 
Employment indices also rose. With the official and HSBC services PMIs heading in 
opposite directions, it’s hard to gain an uninhibited fix on the property sector’s 
fortunes. Based on the official indicators, conditions are continuing to fall, although 
perhaps smaller developers and other SMEs are seeing some signs of stabilisation, based 
on HSBC.   

Shanghai Equities rose 0.19% to 2063 points, with banks and energy the day’s key 
laggards. Premier Li Keqiang stated at a State Council meeting today that China’s 
economy was tracking at a “reasonable” range, with some indicators showing signs of 
recovery; however, the country still faces downward pressures. China’s 4 key banks took 
c.RMB 290bln in fresh loans in June, compared to RMB 278.2bln in May, according to 
China’s Securities Journal. Shanghai 7-day interbank rates fell to 3.38%, after the 
PBOC sold RMB 10bln only in 28-day repos at 4% today, effectively leading to a net 
liquidity injection this week of RMB 55bln. Spot Currency traded at 6.2137, while the 
PBOC reference rate set lower at 6.1581.  

Shanghai Rebar Futures Oct-14 contract closed RMB 14/t lower at RMB 3,083/t, 
while the Jan-15 contract closed off RMB 11/t at RMB 3,099/t. Dazong HRC July-14 
futures shifted up RMB 9/t to RMB 3,307/t, while SHFE HRC Oct futures rose  
RMB 2/t to RMB 3,310/t. Among physical steels, Tangshan billet prices traded 
unchanged at RMB 2,710/t. Rebar prices traded flat in Shanghai, while rising RMB 
10/t in Beijing. HRC prices traded RMB 10/t higher in Shanghai, while trading flat in 
Beijing.  

Dalian Commodity Exchange IO active Sept-14 contract prices fell RMB 4/t to RMB 
712/t, while the Jan-15 contract dropped RMB 3/t to RMB 710/t. Among physical 
iron ore, RioT tendered a Fe 61% PB fines mid-July cargo at $96.01/t. Vale tendered a 
Carajas IOCJ Fe 64.44% cargo at $104.48/t. On globalORE, a MNP July-cargo traded 
at Index minus 30 cents. The spot lump premia is beginning to rise into the 5-6c/dmtu 
range, up from 0-4c/dmtu recently. RioT has reported agreed to provide a -10% 
adjustment to Fe 62% for its Fe 58.6% Yandi deliveries in July, joining -9% for FMG 
and -20% for Atlas Fe 57% materials. Yesterday BHPB sold a Newman Fe 62.3% late 
Aug-cargo at $95.96/t and Fe 60% Jimblebar at $90.25/t by private negotiations.   
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The TSI Fe 62% China CFR price index lifted $1.80/t to $96.50/t (MTD: $95.13/t). 
The Platts Fe 62% index rose 75 cents to $96.50/t (MTD: $95.42/t), while the TSI Fe 
58% index rose 90 cents to (MTD: $78.43/t). The Metal Bulletin Fe 62% index rose 
$1/t to $96.33/t, while its Fe 58% index lifted 17 cents to $72.25/t. The Argus Fe 
62% index rose $1.70/t to $94.90/t. 

In IO supply news, the ABS says Australian ore exports hit 61.5mt in May, compared to 
60.4mt in April and 48.7mt last May (effectively up 154mt annualised!). Port Hedland 
exports fell to 33.6mt in June, from 36.1mt in May, with 29.2mt heading to China. 
Tata has resumed 12mtpa mining operations in Orissa feeding its Jamshedpur steel 
plant, reducing its need to import seaborne IO. AML shipped 4.52mt in Q2, off from 
4.55mt in Q1, largely due to planned infrastructure maintenance. Q3 carries the weight 
of the Monsoon season, suggesting shipments are likely to slip further. The miner still 
targets c.16mt for the year, up from 13mt in 2013. The miner also plans to lift output 
to 25mtpa, initially shipping DSO, until depletion, before shifting gradually towards a 
higher-cost Fe 63% hematite concentrate product, by converting its 11mtpa 1B wet 
processing plant for c.$310m. Baosteel has won control of Aquila at A$3.40/share with 
Aurizon, gaining ownership of both Eagle Downs HCC in Qld and the West Pilbara IO 
project.  

The Baltic Exchange Cape index shifted 3.4% lower to $13,939/day, with C3 off 1.8% 
at $22.382/t and C5 off 1.9% at $7.932/t. FFA Q3 capes are trading in the 
$16,000/day range.  

European retail sales remained stable in May, after falling 0.2% y/y in April. Q2 sales 
probably grew just 0.1% y/y in Q2, compared to Q1’s 0.7% y/y increase.  

For Q4:14 thermal coal prices, API 2 is trading at $75/t; API 4 is trading at $73.25/t; 
while Newcastle is trading at $71/t. Among physical, ARA has seen Jul trade lower at 
$69/t and Sept trade at $72.75/t. RBCT loaded 10 capes, carrying 1.7mt, bound for 
India in June, ahead of the seasonal rains. Rains are expected to pick-up in July, after 
delays due to cyclones in the Arabian Sea. RBCT stockpiles rebuilt to 3.8mt by June-
end, offsetting Transnet rail maintenance in mid-May. Australia exported 16.14mt of 
thermal in May, up from 15.39mt in April, with YTD exports at 78.44mt, up  
11% y/y.  Coal of India supplied 119.5mt in April-June, up 3.6% y/y, although only 
reaching 91% of its targets. (India imported 130mt of thermal in 2013/14). 

Zhengzhou Futures Sept-14 contract price fell RMB 2.6/t to RMB 494.2/t, while the 
Jan-15 contract dropped RMB 2.4/t to RMB 516.8/t, with news that high-sulphur 
products in China will undergo additional discounting. Total port stocks lifted 1.7% to 
18.49mt, with  GZ rising a huge 7.7% to 3.18mt and QHD stocks fell 0.6% to 7.12mt. 
China’s 4th largest hydro plant (5.85GW – c.18mtpa coal equivalent) reached full 
capacity last week, having ramped up its 9 units since Sept-12.   

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t. CME cleared 1.1mt of swaps in 1H:14, up 
from 0.168mt y/y. India’s ICV Ltd is to bid for RioT Riversdale 65%-owned Benga in 
Moz, with a $200m price tag being touted by Indian press. HV SS coking coal has been 
settled at $89/t compared to $88.50/t for Qld-based SS coals.  

On the Dalian Exchange, Sept-14 coke price traded off RMB 9/t to RMB 3,089/t, 
while the Jan-15 contract fell RMB 14/t to RMB 3,083/t. Among Dalian HCC prices, 
Sept-14 contract prices closed down RMB 10/t to RMB 800/t, while the Jan-15 
contract dropped RMB 8/t to RMB 836/t. Both contracts are still being pressured by 
increased supplies, backed by $5-8/t subsidies.   

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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This report is issued and distributed in Europe Standard Bank PLC. 20 Gresham Street, London EC2V 7JE which is authorised by the 
Prudential Regulation Authority (“PRA”) and regulated by the Prudential Regulation Authority (PRA “) and the Financial Conduct 
Authority (“FCA”). This report is being distributed in the United States by Standard New York Securities (USA) LLC; in Kenya by CfC 
Stanbic Bank Limited; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; in Brazil by Banco Standard de 
Investimentos S.A.;  in China by Standard Resources (China) Limited;; in Botswana by Stanbic Bank Botswana Limited; in Democratic 
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Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited .SBSA   is an Authorised Financial Services Provider 
and it also regulated by the South African Reserve Bank. 

Copyright 2014 SBG. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the 
written consent of Standard Bank Group Ltd. 

 
 


