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Copper: LME getting long,  
SHFE still liquidating 
With LME copper surging back above $7,150, it’s interesting to look at how open interest
has changed over the past month or so and also the differences between the LME and
SHFE contracts.  

The LME copper contract was dominated by long liquidation beginning of June, though
this has given way first to short covering activity and then the addition of fresh long
positions from around June 19th. Steady buying interest has been present since then, with
prices again surging higher as we head into July on the back of further fresh buying
interest. Over the same period, the SHFE contract has seen quite a significant amount of
short covering and position squaring activity, with a wide nearby backwardation continuing
to hurt remaining shorts. While there have inevitably been new long positions put on over
the same period, they have not made an impact on the open interest figures and are likely
being covered back intraday, with short covering dominating overall.  

There are suggestions that some elements of the Chinese speculative community are
looking to get short again, in spite of the cost of rolling those shorts in a backwardation.
Certainly, looking at open interest and price action, the big moves have tended to be
participants getting short, with episodes of stronger prices generally short covering related 
in the face of rising international prices. Since 2012, there have been no clear instances of 
a long position building up on the SHFE. A portion of this might be due to the hedging 
activity of stock holders, but the pattern still seems very odd nevertheless.  

With the SHFE-LME arbitrage window sporadically opening up, the flow of Chinese bonded
metal is slowly towards domestic China, keeping the LME market tight and helping boost
LME spreads and prices. Chinese economic data has been decent enough, with the
government mini-stimulus measures starting to bear fruit and altering the usual seasonal
pattern. Physical premia for copper in bonded warehouse in Shanghai are back around the
$100 mark, while on the concentrate side of things the continued halt on exports of 
Indonesian concentrate (except to the Gresik smelter) is impacting not only on copper 
availability but also on the copper industry’s ability to adequately blend some of the more
complex and dirty concentrates being produced.  

The slow drip feed of metal from bond into the domestic Chinese market is already
impacting on the domestic physical premium and is also likely the reason why SHFE
exchange stocks have started to stabilise and pick up a little. Theoretically, this should help 
ease the backwardation on the SHFE too, though whether this is enough of a reason to get
short again is debateable. Overall it seems that there is still an imbalance, with shorts
looking to borrow the spread still far outweighing any natural length. 

From an LME perspective, the fact that, ~4kt aside, most of the metal that participants
feared might flood into LME Sheds in the wake of the Qingdao investigation (CRU
reportedly saying that there has been a 30 kt reduction in Qingdao bonded inventory in the
past 2 months), simply hasn’t emerged is bullish for the spreads. This in turn lends support 
to prices. Coupled with decent economic data from the US and China, lacklustre refined
supply (so far at least) along with reasonable demand, and the case for stronger LME prices
is fairly solid in our view.  

For the LME and SHFE, the debate over which one is the dog and which is the tail and
who‘s wagging who will go on. For the moment, however, unless we are missing something
more serious in China, it seems that the LME is in charge.   

By Leon Westgate
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Base metals 

With the US on holiday, celebrating their independence from British rule 238 years ago, 
trading conditions are unsurprisingly pretty quiet, with thin volumes in evidence across 
the base metals complex. The metals have generally drifted sideways to lower in the 
absence of US trade, with very little going on. 

Copper has drifted lower into Friday afternoon on the back of very thin volumes, 
holding on around $7,150. In China, the domestic physical copper premium declined to 
flat against the July SHFE contract, reflecting the increase in copper prices over the past 
few days (so all-in price moderates) and drip-feed of bonded material into the country, 
helping alleviate some of the tightness in the physical market. SHFE exchange inventory 
meanwhile increased by a net 2.4kt with bonded inventory falling 3.9kt, while domestic 
inventory increased by 6.3kt. LME inventory was unchanged. 

Nickel has come under a bit of pressure heading into Friday afternoon, falling around 
1% from yesterday’s close. Volumes are light, however, and the metal is still managing 
to hang on to most if not all of Wednesday afternoon’s rally, trading around $19,650 
heading into the LME Second Ring session. Elsewhere, the rest of the base metals are 
trading sideways, on the back of very thin turnover.  

By Leon Westgate 
Precious metals 

The precious metals are understandably pretty quiet given the absence of US trade. 
Strong US data yesterday had only a short-term impact on both gold and silver, with 
both metals bouncing back strongly into yesterday’s close.  

The exception has been palladium, which has rallied to the highest level since 2001, 
when prices were falling back after having surged to all-time record highs. Solid auto 
demand and the impact of strike action have helped provide a supportive backdrop, with 
the impact of fresh buying, technical factors and options-related acidity doing the rest. 
Platinum is also higher this morning, though prices remain range bound. The strike by 
members of NUMSA union in South Africa are ongoing but are not directly impacting on 
PGM production and are more of a factor for the currency and general economy. 

By Leon Westgate 
 

  

SHFE Open Interest vs. price 
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Bulks 

Chinese financial steels rallied in the Asian afternoon, after absorbing yesterday’s news 
that Chuanwei Steel will have its credit maintained by Minsheng and BOC, which will 
each inject RMB 100m to cover off creditors. As we commented yesterday, the market 
will gain greater acceptance of micro steel industry-restructuring dynamics, as the 
“flight to quality” by debt and equity holders continues to take hold. Iron ore also 
traded well, while coking coal and coke were hit by further oversupply negativity, 
following recent subsidies. Next week will see the usual monthly raft of economic 
releases begin, with CPI due on Wednesday, Trade on Thursday and FAI, IP & GDP 2Q 
(7.4% exp) etc. potentially out next Friday.  

Shanghai Equities fell 0.19% to 2059 points. Beijing, Tianjin and Hebei are planning to 
announce an infrastructure & logistics development plan. Shanghai 7-day interbank 
rates fell to 3.37%, after the PBOC injected a net RMB 55bn in liquidity this week, the 
8th week in a row. Next week, China has RMB 80bn in maturing repos. Spot Currency 
fell to 6.2050, while the PBOC reference rate set up at 6.1642.  

Shanghai Rebar Futures Oct-14 contract closed up RMB 1/t at RMB 3,084/t, while 
the Jan-15 contract closed RMB 3/t higher at RMB 3,102/t. Dazong HRC July-14 
futures shifted up RMB 9/t to RMB 3,307/t, while SHFE HRC Oct futures fell RMB 4/t 
to RMB 3,306/t. 

Among physical steels, Tangshan billet prices rose RMB 20/t to RMB 2,730/t. Despite 
the billet rise and drop in weekly warehouse stocks, rebar prices traded unchanged in 
Shanghai and Beijing. Rebar stocks fell 0.044mt to 6mt. HRC prices also traded flat in 
Shanghai and Beijing, while dropping RMB 10-20/t over the week, with weekly 
warehouse stocks falling 0.023mt to 3.14mt.  

Dalian Commodity Exchange IO active Sept-14 contract prices fell RMB 1/t to  
RMB 711/t, while the Jan-15 contract dropped RMB 3/t to RMB 707/t. China IO port 
stocks lifted 1.37mt to 116.18mt this week.  

Among physical iron ore, globalORE traded a PB fines (Fe 62% equiv) July-cargo at 
$96.50/t. Local Chinese platform CBMX traded a PB fines Fe 61% late July cargo at 
$95.80/t. MAC and Newman fines Aug-cargoes traded at similar prices to yesterday in 
private deals. Ports saw prices off RMB 5/t.  

The TSI Fe 62% China CFR price index remained unchanged at $96.50/t  
(MTD: $95.47/t). The Platts Fe 62% index fell 50 cents to $96/t (MTD: $95.56/t), 
while the TSI Fe 58% index rose 80 cents to $79.90/t (MTD: $78.80/t). The Metal 
Bulletin Fe 62% index fell 22 cents to $96.11/t, while its Fe 58% index rose 25 cents 
to $72.50/t. Argus Fe 62% fell 10 cents to $94.80/t. Mysteel’s Fe 62% index traded 
flat at $96/t, while its Fe 58% index fell 50 cents to $78.25/t. 

In IO supply news, Iran still plans to impose a 20% tax on concentrate exports, with the 
industry to be formally notified over the next 15 days. The tax will then come into force 
c.mid-October. Iran has been exporting c.20mtpa, although recent price falls have 
caused shipments to drop, due to a lack of profitability. This tax is likely to put a further 
nail in the coffin on the country’s tradeflows. Vedanta hopes to begin ore mining in Goa 
from October, as the Monsoon season ends, providing its mining leases can be renewed. 
The state has been allowed to produce 20mtpa, following a Supreme Court directive in 
April. Goa’s Chief Minister is proposing that a differentiated export tax be reintroduced, 
hitting higher Fe grades with higher taxes, rather than applying a blanket 30% rate. 
NMDC has kept prices flat for its July Indian domestic sales, with lump at INR 4,500/t 
and fines at INR 3,160/t, after raising June lump pricing by INR 300/t and fines by 
INR 250/t.    
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The Baltic Exchange Cape index shifted off 3.4% to $13,459/day, with C3 falling 
1.2% to $22.123/t and C5 rising up 0.4% to $7.90/t. FFA Q3 capes are trading in 
the $16,000/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $75/t; API 4 is trading at $73/t; 
while Newcastle is trading at $71/t. ARA saw Aug traded at $71.50/t, off 50c, while 
Sept traded at $73.10/t, up 35 cents. NEWC traded a Q4 cargo at $71/t. S.China NAR 
5500 prices have fallen to $68.25/t, with no certainty that a floor has been reached as 
yet, while Indo sub-bit (NAR 4700) was trading $58/t CFR S.China.   

Spot thermal prices continue to drop, with July trading at $69/t, just above March-
2010 lows of $68.85/t. RBCT shipped 4.9mt in June, compared to 5.6mt in May and 
inflows of 6.2mt vs 3.9mt in May, building stocks back to 3.85mt. 2.9mt were shipped 
to India (45.5% of totals), compared to 3.6mt in May and 3.2mt in April. June YTD 
shipments have totalled 31.9mt.  

The US cyclone season is taking hold once again, with Cyclone Arthur moving through 
the mid-Atlantic region. US thermal exports fell 32% to 2.9mt in May, with YTD off 
25% to 16.8mt. BHPB is cutting c.8.5% of its 18mtpa Mt Arthur workforce in NSW to 
reset its cost base for profitability. Australia’s Senate is delaying debate on abolishing 
the carbon tax, which had been set as the first bill for the new sitting to debate.   

Zhengzhou Futures Sept-14 contract price fell RMB 1.2/t to RMB 493/t, while the 
Jan-15 contract dropped RMB 1.8/t to RMB 515/t. Total port stocks fell 0.4% to 
18.42mt, off 1.7% w/w, while QHD stocks fell 0.4% to 7.09mt and GZ fell 4.7% to 
3.03mt, while off 7.7% w/w heading into summer restocking season. Despite this 
added demand, prices continue to weaken, supported by recent increases in supply, 
driven by miner subsidies. Shenhua is discussing shifting from its monthly pricing 
structure to spot-based terms.  

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t, but with significant downward pressures as 
domestic supplies increase in adjustment to recent subsidies. We still feel many in the 
seaborne coking coal industry do not adequately understand prevailing industry 
dynamics. Analysts seem to suggest that if seaborne supplies turn off, prices will 
recover. This is untrue in our view. Firstly, no miner willingly turns off if profitable. 
Secondly, China domestic continues to dominate supplies. Unless a significant “black 
swan” event occurs which can reverse the recent decision to subsidise domestic miners 
by $5-8/t, seaborne supplies will continue to suffer regardless. US exports fell 22% to 
4.8mt in May, with YTD exports off 9.4% at 26.8mt.  

On the Dalian Exchange, Sept-14 coke price traded fell RMB 9/t to RMB 1,114/t into 
the close, while the Jan-15 contract dropped RMB 10/t to RMB 1,178/t.  
Night trading begins today at 9pm. Among Dalian HCC prices, Sept-14 contract prices 
closed RMB 13/t lower to RMB 787/t, while the Jan-15 contract dropped RMB 9/t to 
RMB 827/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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