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Aluminium forwards – 
choppy times ahead 
 

Aluminium has rallied strongly since late May, climbing from around $1,770 all the way
up to $2,040 as of this morning. What is noticeable during this rally, however, is the 
fact that market open interest is still declining and perhaps only very recently, within
the last day or so, has shown signs of bottoming out and starting to pick-up.  

Given that the most recent incidences of fresh shorting activity look to have resulted in
episodes of tightness in the nearby spreads (Commodities Daily: Nearby aluminium
tightness – more volatility to come? 5 June 2014), recent short-covering and new 
length creeping in might alleviate any potential tightness that might have emerged 
heading into September.  

From a futures banding perspective, the main things that stand out are the presence of
two sizeable long positions for August, in the 20-29% band and 30-39% band, 
though they are arguably offset by 4 smaller sort positions (2 in the 5-9% band and
2 in the 10-19% band). The stand-out short position, so far at least, is for September
with one participant in the 20-29% band. The key will be what happens to the August
longs and whether the dissipate or roll forward and help offset the September short.   

Falling LME inventory, while helping from a stock as percentage of open interest
perspective, doesn’t necessarily tell the whole story, particularly if the bulk of that
material is being siphoned off into ex-LME warehousing and storage deals, while still
being hedged basis the LME price. LME headline stock currently accounts for 17.5% of
market open interest, compared to19% at the end of Q1-14. Given stubbornly high 
physical premia, however, in spite of the sizeable fall in headline LME stocks, it would
suggest that the material is not exactly flooding into the market. As such, the
borrowing activity relating to the hedge positons for this inventory is unlikely to have
changed too significantly.   

While some length coming back into the market, along with a reduction in short 
positions is likely to see the nearby spreads ease, the picture remains quite
complicated. Guesswork regarding the level of off-exchange inventory, combined with
long/short speculative activity, will continue to make for interesting and likely choppy 
conditions in the nearby aluminium spreads. While the outright price might be getting
the headlines, trading up to a 17-month high this morning, the implications for the
spreads, particularly given the near 5Mt of inventory still residing in LME sheds, along 
with less visible material in the periphery, are perhaps more significant.  

By Leon Westgate
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Base metals 

The base metals complex surged higher during Monday afternoon, with fresh buying 
interest emerging around the start of US trade. That strength has continued today, with 
a steady morning again giving way to fresh buying interest as we head into the 
afternoon. Aluminium, nickel and zinc are the main beneficiaries, though all of the base 
metals are firmer. Tin is the only metal that has been left behind, perhaps reflecting the 
lack of institutional or large scale speculative interest in the metal. 

Zinc has rallied above $2,350, with the metal building on a strong close yesterday and 
continuing to push higher. Very good turnover has emerged with decent two-way 
interest building up. Price momentum has stalled a little, though the metal nevertheless 
remains well supported and is around the highest level in nearly three years. Whether 
the price strength is sustainable is another matter; however, the market seems to be 
gaining confidence from a strong showing in the SHFE zinc contract, and vice versa.  

Aluminium has also continued to surge higher, trading up to a 17-motnh high.  
Good two-way interest is building up, though, unlike zinc, turnover has been pretty 
average so far. This is reflected in lacklustre open interest levels too.  

Copper traded to within a whisker of $7,100 during the early afternoon, before backing 
off and consolidating above $7,050. Unlike aluminium and zinc, however, copper has 
been well above current levels, even only a couple of weeks ago. Gauging momentum is 
therefore a little trickier, though copper nevertheless seems to be well supported.  

Nickel has recovered strongly from its selloff on Friday, though the metal is finding it 
hard to dig in above $19,000. Volumes remain rather subdued, with market interest still 
seemingly focused elsewhere for the moment.  

By Leon Westgate 

Precious metals 

Precious metals are on the back foot today, with gold taking the lead lower.  
Selling started in Asia and continued throughout the day. 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. 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. 

This morning saw the release of Swiss platinum and palladium customs data for June. 
The country was a large net exporter of palladium (126Kozs) of mostly sponge and a 
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small net importer of platinum (2.2Kozs). The fact that Switzerland was a small net 
importer during a month where mine production was slow (due to strikes in SA), 
combined with the fact that China customs data indicated lower platinum imports by 
China, is another indication that overall the platinum price is likely to struggle for the 
time being.  

That said, the picture remains positive for palladium, where similar to China’s customs 
data, it is clear that demand for palladium is more robust than that for platinum.  
Our tactical view for platinum stands; we see platinum moving broadly between $1,400 
and $1,500. Pull-backs in palladium are likely to be short-lived. 

By Walter de Wet 

Bulks 

Chinese financial steels ticked up today into lunchtime, before capitulating in the last 
10 minutes of trade, due to cross-commodity liquidations as 7-day cash rates rallied. 
Zhengzhou thermal rallied today on news that Shenhua’s port stocks had dropped  
22% w/w due to its recent price cuts, which should help support API 8. In the Atlantic, 
the energy complex continues to remain in “risk on” territory over escalating Russian 
tensions, with Brent oil trading more strongly.   

Shanghai Equities rose 1.02% to 2075 points, rallying strongly from the opening, 
driven by a range of small policy-supportive announcements. The State Council released 
further energy auto support measures, with autos and aluminium stocks both well 
supported. The CSRC Chairman also said that some internet financing will be allowed 
during weekends. The Ministry of Housing is targeting express highway construction 
investment in H2:14 off c.880 billion, after seeing 590 billion in H1, as the government 
tries to balance this year’s drop in property investment with FAI in other sectors. 
Zheijiang Wenzhou has become the 13th city to remove housing purchase restrictions. 
China will introduce resource tax reform for nonferrous miners next year, shifting from a 
quantity to price-based tax. 

Shanghai 7-day interbank rates fell to 3.99%, with the PBOC suspending repo auctions 
today, in an effort to combat tighter liquidity conditions, especially in light of this 
week’s IPO capital raising flurry, amounting to RMB 460bln, compared to only RMB 
18bln of repos maturing this week. Spot Currency traded at 6.2048, while the PBOC 
reference rate set at 6.1544.  

Shanghai Rebar Futures Oct-14 contract rose RMB 7/t to RMB 3,062/t, while the  
Jan-15 contract closed RMB 3/t higher at RMB 3,045/t. Dazong HRC Oct-14 futures 
lifted RMB 2/t to RMB 3,293/t, while SHFE HRC Oct futures fell RMB 2/t to RMB 
3,282/t. Among physical steels, Tangshan billet prices fell RMB 10/t to RMB 2,690/t. 
Rebar prices fell RMB 10/t in both Shanghai and Beijing, in response to hot weather. 
Kunming Steel dropped its rebar prices by RMB 50/t for late July. HRC prices remained 
flat. MIIT has prepared a list of 30 mills, covering 25.4mt of pig iron capacity to be 
closed by the end of 2014.  

Dalian Commodity Exchange IO active Sept-14 contract prices closed at RMB 686/t 
unchanged, while the Jan-15 contract down RMB 4/t to RMB 672/t. The Shanghai 
Clearing House will launch its IO Fe 62% RMB swaps product on 4 August.   

Among physical iron ore, volumes remained light. globalORE sold an MNP Aug-cargo at 
$95/t. PB fines at Shandong ports trading RMB 655/t. The TSI Fe 62% China CFR 
price index fell 60 cents to $95.40/t (MTD: $96.51/t). The Platts Fe 62% index 
remained unchanged $95/t (MTD: 96.17/t), while the TSI Fe 58% index traded 
unchanged at $80.40/t (MTD: $80.56/t). The Metal Bulletin Fe 62% index fell 35 
cents to $95.36/t, while its Fe 58% index dropped 3 cents to $73.38/t. The Argus Fe 
62% index fell 35 cents to $93.95/t. Mysteel’s Fe 62% index dropped 25 cents to 
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$94.75/t, while its Fe 58% index fell 25 cents to $79.25/t. RioT will conduct a 
lump/fines tender tomorrow.  

In IO supply news, Brazil shipped 5.876mt last week, off from 6.6mt the prior week. 
Kumba is targeting an additional 3-5mt of exportable output from its South African 
Sishen & Kolomela mines over the next 3-5 years, subject to rail availability. SNIM 
produced 6.7mt of ore in 1H:14, up 8.5% y/y, while targeting a full-year rate of 13mt.  

The Baltic Exchange Cape index shifted off just 0.2% to $8,486/day, with C3 at 
$18.30/t and C5 at $7.827/t. FFA Q3 capes are trading in the $12,800/day range.  

For Q4:14 thermal coal prices, API 2 is trading at $76.05/t; API 4 is trading at 
$72.30/t; while Newcastle is trading at $69.35/t. Atlantic prices continue to be 
“battered” by the “risk-on” defensive posturing of Putin over Ukrainian issues, while in 
China, prices recovered slightly following no news of a further Shenhua RMB 5/t price 
drop due to better clearing inventory rates. Indonesia is due to announce its presidential 
election results. Cerrejon is to reassess dust levels in August to judge whether to resume 
mine operations at three of its facilities.  

Zhengzhou Futures Sept-14 thermal contract prices rose 2.2rmb/t to RMB 480/t, 
while the Jan-15 contract rose 1.6rmb/t to RMB 498.2/t. Total port stocks rose 1.9% 
to 19.27mt, while GZ stocks rose 0.7% to 3.24mt, and QHD stocks lift 4.6% to 7.4mt. 
Shenhua’s Huanghua port stocks dropped 22.2% w/w to 1.93mt from 2.48mt last 
week, thanks to the recent price cut measures taken by Shenhua. NAR 5500 prices are 
being offered at RMB 470-475/t in QHD. S.China NAR 5500 prices are in c.$66-67/t 
range.     

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t, with 1-2 super premia brands potentially 
trading $125/t CFR. Arch Coal has idled 2 further US underground mines in Virginia, at 
its 0.6mtpa Cumberland River Complex in Appalachia. Vale hopes to be shipping 
Moatize coking coal from its $2.5bln Nacala 567km rail/port network by 1Q:15, with 
the rail to be completed at the end of this year, ramping up from 5mtpa towards 
22mtpa by 2016. 

On the Dalian Exchange, Sept-14 coke prices traded off RMB 1/t to RMB 1,087/t, 
while the Jan-15 contract traded RMB 6/t lower to RMB 1,149/t. Among Dalian HCC 
prices, Sept-14 contract prices closed RMB 3rmb/t lower at RMB 757/t, while the Jan-
15 contract fell 9rmb/t to RMB 790/t. China’s coking coal imports further declined 
from the previous month, posting a 2.72% m/m drop to 5.72mt in June, mainly due to 
persistently weak demand from downstream sectors. Over January-June this year, China 
imported a total of 30.96mt of coking coal, falling 12.3% y/y.  

 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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