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SHFE Copper: stocks up, and 
backwardation narrows slightly, but… 
 

A sustained backwardation in the nearby portion of the SHFE copper market has finally
resulted in a large delivery of material into SHFE warehouses, with copper stocks climbing
24.4kt this morning to 108.9 kt. The delivery was all into domestic warehouses with 
bonded inventory in warehouses monitored by the exchange remaining unchanged and
was likely against short positions for July as the date became prompt.  

The domestic physical market has reacted, with physical copper in shanghai (domestic)
trading at a 15 CNY premium to the August contract, compared with the beginning of
July when copper was trading at a 250 CNY premium. Bonded premia during this period
have continued to increase, however, from $100/mt at the beginning of the month to
around $140 currently.  

Looking at open interest, after a period of short-covering activity (falling open interest
and rising prices), it appears that new short positions have been added from the start of
July, with the Chinese speculative community again dipping their toe in the water (albeit 
distracted somewhat by getting bullish on zinc - Commodities Daily 16 July 2014).  

Although the bears might have been tempted back in, the SHFE forward curve remains in
backwardation, with Aug-14/Nov-14 at a 640 CNY backwardation. What is also very 
interesting is the distribution of the open interest amongst the nearby dates.   

Since 2010, the average distribution of positions along the nearby SHFE prompt months
has been; 1m = 5.7%; 2m = 15.1%; 3m = 33.7% and 4m = 31.7%. The remaining
13.8% is distributed across the rest of the curve. Currently, however, 42.6% of open 
interest is in the 2m contract (September) while the 3m and 4m contracts have 24.7%
and 8.7% of open interest respectively. Participants seem to be holding out for more
benign conditions, which suggests that there is still a sizeable short position that may
need to be rolled. 

Consequently, it looks like the SHFE copper backwardation may stay around for longer
than expected, deterring shorts and lending weight to the argument that the refined 
market in China remains tight. Arguably, this should help support LME prices, while also
suggesting that significant flows of metal will likely be into China rather than out of China
into the LME. 

By Leon Westgate
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Base metals 

The base metals are ending the week under a bit of pressure, though interestingly lead, 
which has been one of the weaker metals, is holding its ground. Nickel has been 
signalled out for some particularly heavy selling, with the metal failing to recover from 
recent weakness which looks to have led to a bout of long liquidation. 

Nickel was one of the trades of H1-14, however, with the lower volumes and falling 
open interest seen recently, it seems that to some at least, the metal has done enough 
and it’s time to look elsewhere. Fundamentally, not much has changed, though with 
prices stalling, and given return on capital requirements, it looks as if attention may 
have shifted elsewhere in the complex. Nickel has fallen off a cliff, with the metal 
trading below $19,000 this morning and continuing to head towards $18,500.  

Copper has also struggled, but is digging its heels in above $7,000. Interestingly, LME 
stocks have started to decline again, with a 2,775 mt jump in cancelled warrants in New 
Orleans responsible for most of this morning’s 3,175 mt fall in on-warrant stock. 
Headline inventory fell 875 mt.   

Zinc and lead continue to trade sideways, albeit with lead holding up a little better 
heading into Friday afternoon. The main thing to note with zinc has been a large jump 
in cancelled warrants in New Orleans (+11,125 mt) and a smaller cancellation in Detroit 
(+1,250 mt) which have helped see on-warrant LME stocks fall 12,500 mt. 

By Leon Westgate 

Precious metals 

Gold rallied on news of the crash of Malaysian Airlines Flight 17, touching $1,324 this 
morning. However, buying has been limited despite the heightened international 
tension. The VIX index jumped to 14.54 yesterday – its highest close since early March 
(although 14.54 is still low on a historical basis) as markets fear that the repercussions 
of Flight 17 will see market volatility increase. Although equities in Asia and Europe this 

SHFE copper price vs. open interest 
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morning tracked the US market performance of yesterday by going down, currency 
moves have been very limited.  

COMEX gold aggregate open interest continues to decline, rather than rise, which, 
together with yesterday’s price movement, suggests that shorts were covered (as 
opposed to new longs added). The renewed political tension may introduce a marginal 
risk premium into the gold price in coming days. However, unless the situation 
deteriorates substantially, we doubt that additional demand introduced via political risk 
can offset the decline we expect from Asia if the gold price rallies too high. We believe 
that Asian demand is still very price-sensitive. 

Gold is likely to find strong support in the $1,304 - $1,285 range; below the 200-day 
MA (at $1,285), it looks vulnerable to a sharp selloff. Yesterday’s developments make it 
less likely, in the short run, for gold to fall below this range.  

Shorting the metal within this range ($1,304 – $1,285) would not hold much value 
from a risk/return perspective; we would wait for the metal to move below this level.  

Platinum and palladium are still range-bound, with platinum encountering strong 
resistance on approach of $1,500. We expect this to continue, especially in light of a 
speculative market that seems very long platinum. Palladium is likely to find good 
buying interest on any potential pullback triggered by long liquidation. Russia is 
expected to produce 39% of world palladium mine supply. Any potential supply 
disruptions (due to sanctions) will keep palladium bid in a market expected to record 
large deficits. 

By Walter de Wet 

Bulks 

Chinese financial steels’ bearish sentiment continued into its third day, finishing on the 
day’s trading lows once again, reputedly triggered by yet another bout of mill default 
concerns, this time surrounding a Jiangsu-based 6mtpa steel producer. Poor housing 
data; ongoing concerns about the likely corporate bond collapse of Huatong Road & 
Bridge Group, as well as recently-expanding Chinese steel output and stock levels by 
mills further compounded today’s woes. Dalian September and January IO futures 
contracts both collapsed to their daily 4% “limit down” levels in panic.  

Effectively, SHFE rebar prices have dropped $14/t in 2 days. We are still not entirely 
sure why financial steels have traded so poorly however, especially without the corollary 
effect occurring in the underlying physical markets. As we have previously argued, we 
believe the market is now sufficiently robust to be able to absorb the news of such 
individual debt defaults and collapses, especially as the loss of one mill means more 
spoils for remaining survivors. We assume the market is concerned by the domino effect 
of these collapses and the potential for banks to further tighten credit conditions. 
However, such micro adjustments, which cause a “flight to quality”, do nothing to 
change overall industry demand balances.  

Today’s performance on Shanghai Equities was far calmer, actually trading up 0.17% to 
2059 points, with the property sub-sector actually rallying on expectations of more 
loosening of housing restrictions in individual non-Tier 1 cities. Chinese new home 
prices fell in 55/70 m/m cities in June, up from 35 cities in May, and the most since 
Jan-11, due to high inventories. However new home prices fell y/y in only 1/70 
cities.     

Chinese new home sales fell 9.2% y/y to RMB 2.56 trillion. China is accusing certain 
well-known international auto brands of monopolistic behaviour. The Ministry of 
Transport says China’s road investments may rise 7.4% to RMB 1.47 trillion, while rail 
investments may rise 20% to RMB 800bln, although falling 3.2% y/y for May YTD to 
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just RMB 153bln. This suggests a massive surge in rail investment in 2H, although part 
was originally to be funded by private interests, who have pushed back on the poor 
returns being offered.  

Next Thursday, China’s HSBC flash manufacturing report will be released.    

Shanghai 7-day interbank rates rose back up to 3.76%. China has RMB 18bln in repos 
maturing next week. Spot Currency traded at 6.2029, within July ranges, while the 
PBOC reference rate set at 6.1568. The PBOC continued to highlight benign monetary 
conditions for 2H, although selective fiscal easing is still likely.   

Shanghai Rebar Futures Oct-14 contract closed off RMB 43/t to RMB 3,062/t, while 
the Jan-15 contract plunged RMB 70/t at RMB 3,051/t. Dazong HRC July-14 futures 
shifted RMB 20/t lower to RMB 3,296/t, while SHFE HRC Oct futures dropped RMB 
52/t to RMB 3,276/t. Among physical steels, Tangshan billet prices fell RMB 10/t to 
RMB 2,730/t, also the low point for the week. Rebar prices remained flat in Shanghai 
and Beijing, although up RMB 20-40/t w/w. DaZhou Steel lifted its rebar prices by 
RMB 50/t. HRC prices remained unmoved by the sell-off in financials, trading 
unchanged in both Shanghai and Beijing, while rising RMB 10-20/t w/w. Warehouse 
inventories in Shanghai fell 12.5kt to 0.64mt, while in Beijing inventories fell 1kt to 
0.018mt.  

Dalian Commodity Exchange IO active Sept-14 contract prices fell RMB 26/t to RMB 
684/t, while the Jan-15 contract dropped RMB 24/t to RMB 678/t. Among physical 
iron ore, RioT closed a PB fines Fe 61% tender at $96.31/t. Vale tendered an early-
Aug IOCJ Fe 63.69% cargo at $100.89/t. 

The TSI Fe 62% China CFR price index fell 90 cents to $96.60/t (MTD: $96.62/t). 
The Platts Fe 62% index fell 50 cents to $95.75/t (MTD: $96.34/t), while the TSI Fe 
58% index fell $2.20/t to $80.40/t (MTD: $80.58/t). The Metal Bulletin Fe 62% 
index fell 1.16/t to $96.94/t, while its Fe 58% index fell 27 cents to $74.78/t. Argus 
Fe 62% index fell $1.25/t to $94.90/t. Mysteel’s Fe 62% index fell $/2t to 
$95.75/t, while its Fe 58% index fell $1.50/t to $80/t. In IO supply news, Grange 
Resources produced 0.614mt of pellets in 2Q, up 22% q/q, with average realised 
prices of $110.77/t, compared to $138.82/t in 1Q.  

The Baltic Exchange Cape index shifted fell 0.8% to $8,648/day, with C3 at 
$18.582/t and C5 at $7.65/t. FFA Q3 capes are trading in the $13,000/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $74.95/t; API 4 is trading at $71/t; 
while Newcastle is trading at $68.45/t. Among physical coals, ARA Aug traded at 
$72.40/t in the morning; then later at $74/t; and Sept traded at $73.25/t.  

Today’s thermal markets are performing as a tussle between Russian–International 
geopolitical tensions, after last night’s nightmare jet missile downing of a Malaysian 
passenger aircraft versus Chinese domestic energy machinations, driven by rumours that 
Shenhua Coal is to further drop its prices by RMB 5/t. On the one hand, further 
sanctions may have implications for European energy markets. On the other hand, the 
lift in Chinese subsidies leading to more domestic supplies and a drop in local prices will 
have continued flow on consequences for seaborne thermal supplies, pushing Chinese 
arbitrage imports back onto global markets to be elsewhere absorbed.  

Zhengzhou Futures Sept-14 thermal contract prices fell RMB 2/t to RMB 476.6/t, 
while the Jan-15 contract fell RMB 1.6/t to RMB 493.2/t, adjusting to Shenhua’s 
further RMB 5/t price cut today. Total port stocks fell 0.7% to 18.84mt (and off 1.9% 
w/w), while GZ stocks remained flat at 3.09mt, although off 4.7% w/w, and QHD 
stocks fell 1.9% d/d and 1.6% w/w to 7.16mt. China’s six key power plant inventories 
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have fallen to 13.26mt, covering 20.1 days (vs 19.96 days w/w), with the daily 
average consumption rate dropping from 0.67mt to 0.66mt.  

Shenhua sold 47.8 million tonnes of commercial coal in June, up 5.5% from a year ago 
-- the first rebound after four straight year-on-year declines, thanks to measures taken 
by Shenhua to boost sales. The company's commercial coal output stood at 25.7 million 
tonnes in June, down 2.7% year on year, but up 1.98% from May. In Jan-Jun period, 
Shenhua produced 155 million tonnes of commercial coal, down 2.1% from a year ago. 
Total sales during the period fell 3.3% year on year to 234.6 million tonnes.  

China Coal Energy’s commercial coal output and sales in June totalled 10.40mt and 
13.68mt, up 2.8% and 3.6% y/y respectively, while total coal output and sales in the 
Jan-June period amounted to 60.48mt and 75.13mt, up 2.8% and down 0.1%, 
respectively. Shaanxi, the third largest coal producer in China, will cut or even remove 
charges on coal transported on expressways for three months as part of the measures to 
help the struggling coal sector. Impacted by weak demand and falling prices, Shaanxi 
produced a total of 211.32mt of coal in 1H:14, down 5.54% y/y, with coal sales off 
4.55% y/y to 202.81mt.  

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t. We continue to believe seaborne coking 
coal prices carry downside risks, particularly following Shenhua’s further RMB 5/t 
thermal price cut today in China. Meanwhile this week’s drop in Chinese steel prices is 
also likely to impact purchasing sentiment. On the Dalian Exchange, Sept-14 coke price 
traded RMB 4/t lower at RMB 1,081/t, while the Jan-15 contract fell RMB 6/t to 
RMB 1,143/t. Among Dalian HCC prices, Sept-14 contract prices closed down  
RMB 10/t to RMB 754/t, while the Jan-15 contract dropped RMB 6/t to RMB 799/t. 
Chinese coking coal port stocks have lifted from 10.71mt to 10.79mt this week.  

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 1 969 1 989 1 994 1 968 20 1.03 1 967.50 5 -13.75 
Copper 7 064 7 068 7 080 7 030 4 0.06 7 030.50 -82 -0.85 
Lead 2 194 2 190 2 205 2 184 -4 -0.17 2 161.00 -19 -25.41 
Nickel 19 220 19 200 19 300 19 075 -20 -0.10 19 080.00 -120 -71.00 
Tin 22 135 22 125 22 174 22 021 -10 -0.05 22 075.00 -35 -25.00 
Zinc 2 294 2 302 2 308 2 284 8 0.35 2 288.50 -11 -3.75 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 957 950 4 967 425 0 9 475 -9 475 -500 125 2 921 625 59 143 041 
Copper 157 700 158 575 250 1 125 -875 -208 725 40 600 26 105 898 
Lead 213 725 213 550 175 0 175 -725 11 375 5 29 619 
Nickel 311 088 310 782 798 492 306 49 452 103 164 33 56 131 
Tin 11 885 11 775 110 0 110 2 200 2 080 18 8 275 
Zinc 657 075 657 375 0 300 -300 -276 400 72 575 11 115 647 
          
Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13880 13880 35  Ali Feb'14 - - - - 
Copper 49960 49760 -210  Cu Feb'14 322.05 319.8 -2.25 -0.70 
Zinc 22 135 22 125 0       
          
Precious metals          
 AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
   

Gold 1 310.25 1 302.50 1 324.56 1 297.70 1 319.20 20.10    
Silver - 20.94 21.25 20.72 21.15 0.39    
Platinum 1 489.00 1 497.00 1 505.50 1 481.75 1 498.00 25.50    
Palladium 877.00 886.00 889.30 872.90 883.30 10.80    
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.106 0.114 0.122 0.14 0.17     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.15425 0.19725 0.2316 0.3254 0.5529     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 52.42 1 317.23 1 319.03 1 303.49 1 285.94 1 304.77 1 321.29   
Silver 57.11 21.05 21.05 20.07 20.29 20.80 21.18   
Platinum 54.18 1 497.24 1 491.13 1 455.60 1 431.25 1 484.83 1 503.58   
Palladium 61.23 873.38 858.72 814.41 771.49 870.88 884.48   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX PAL NYMEX 

PLAT 
DGCX GLD TOCOM 

GLD 
CBOT GLD   

Settlement 1310.5 20.965 876.9 1503.7 1310.9 4275 1316.9   
Open Interest 403872 163162 44186 71954 1050 93509 10   
Change in Open Interest 9440 29875 7848 10920 -216 -9233 -303   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 118.796 -0.03 118.234 -0.13 118.379 -0.13 118.833 -0.09  
Gasoil 0.1% Rdam ($/mt) 886.75 5.25 890.5 4.75 894.5 4.75 899.5 3.75  
NWE CIF jet ($/mt) 962.83 -0.44 951.83 -1.84 950.8 -2.15 957.7 -1.00  
Singapore Kero ($/bbl) 118.546 -0.04 118.054 -0.17 118.229 -0.17 118.733 -0.20  
3.5% Rdam barges ($/mt) 572.871 0.64 573.991 3.65 571.461 2.65 567.591 1.59  
1% Fuel Oil FOB ($/mt) 604.41 1.18 594.6 5.39 594.87 4.69 591.26 2.71  
Sing FO180 Cargo ($/mt) 602.359 0.60 603.491 4.21 601.711 3.25 598.341 1.92  
          
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 365.48 0.00% 0.56% -1.75% -6.01% 1.62% 
China Tangshan Steel Billet $/t 446.00 -0.22% 1.83% -7.47% -9.35% -12.55% 
China HRC export (Shanghai FOB) $/t 513.00 0.00% 0.59% -1.91% -4.47% 0.59% 
North Europe HRC domestic (ex-works) $/t 412.50 0.61% -1.79% -5.17% -5.17% -4.07% 
North America HRC domestic (Midwest FOB) $/t 667.00 0.30% -0.45% -1.62% -2.20% 3.09% 
       
Steel—Futures       
LME Billet Cash  $/t 416.00 6.33% 6.67% 7.35% 17.18% 274.77% 
LME Billet Futures (1-mth) $/t 420.50 7.41% 6.46% 7.82% 17.79% 253.36% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 521.78 11.61% 14.72% 0.46% -3.30% -8.29% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 12.90 0.00% -5.83% -21.16% -5.67% -17.25% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 97.50 0.62% 7.97% -16.31% -21.88% -26.08% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 82.60 2.23% 12.23% -20.96% -29.64% -31.28% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 96.75 -0.06% 6.41% -16.77% -23.92% -24.08% 
China Iron Ore Inventory (million tonnes) 106.57 0.00% 0.01% 2.61% 21.18% 48.70% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.85 0.00% -1.21% -1.00% -14.72% -18.97% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.85 0.00% -10.65% -10.65% -7.67% -1.07% 
       
Financials pricing       
RMB Currency 6.21 0.07% -0.37% -0.26% 2.56% 1.09% 
China 7-day repo 3.75 -0.27% 21.36% 87.50% -43.18% 0.00% 
API2 (CIF ARA) 2059.07 0.59% 0.17% -1.84% 3.41% 1.76% 
Source: LME, Bloomberg, Standard Bank Research 
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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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