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SHFE copper activity – short cover 
amid market tightness 
 

 

 

The collective fear over a Chinese slowdown and what looked to be a mispricing between 

domestic Chinese equity markets and copper prices saw Chinese participants stage an 

aggressive sell-off in the red metal in March. The open interest and price data from the 

SHFE certainly shows that a large SHFE short position was put on in early March, though 

the latest data suggests that the short now looks like it is in the process of being 

unwound. 

Between 5 and 19 March, open interest on the SHFE surged 42% to 898,338 contracts 

(not quite a record but certainly close to all-time highs). Prices for the 3-month SHFE 

contract (more or less where most of the liquidity generally resides) fell by 9.2%.  

Since then, however, prices have stabilised; the sky hasn’t fallen on China’s shadow 

banking system, while a mini stimulus in China combined with an improving economic 

outlook ex-China has improved the economic outlook somewhat. From a metal-specific 

point of view, while copper mine supply has improved, it has not translated through to a 

significant increase in available refined metal supply. Solid demand from both physical 

and financial sources and a bottleneck at smelters, exacerbated by some production 

problems, have helped keep physical markets tight. 

Open interest is now some 26% lower than the 19 March high while prices have rallied 

10.4% to CNY 49,410/mt, slightly higher than when the large short was initiated. Open 

interest is still elevated, however, suggesting that some shorts are still hanging on, 

hoping for a deterioration in prices. 

Judging by the sustained backwardation in the nearby portion of the SHFE curve, and the 

fact that until only very recently the August contract had warehoused most of the open 

interest rather than September (ordinarily what would be the current 3-month), short 

position holders weren’t happy and still aren’t happy about rolling positions forward in 

the face of a pretty significant backwardation. This lends weight to the open interest data 

and suggests either that the spreads are due another bout of tightness as those final 

shorts are rolled or that another short covering rally is on the cards.  

By Leon Westgate 
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Base metals 

The base metals have settled into sideways trading heading into Thursday afternoon. 

Copper remains well supported while nickel has managed to continue its recent 

recovery, though overall volumes are disappointing and the market feels like it’s winding 

down for the summer. 

Copper has managed to hang on to yesterday afternoon’s gains, with the metal now 

brushing up against key long-term technical resistance. Inventory-wise, on-warrant 

stocks climbed by 7,500 mt this morning. On closer inspection, however, the increase 

was due to the re-warranting of 7,500 mt of previously cancelled material in New 

Orleans. On the physical side of things, CIF Shanghai premia remain firm and are up 

around the $100/mt mark as market tightness makes itself felt and as some of the 

recent concern over copper financing subsides. 

Nickel has also managed to push higher, with the metal trading back around Monday’s 

intraday highs. Turnover is pretty average, however, with the price recovery lacking 

momentum.  

Elsewhere, lead and zinc are drifting sideways on fairly disappointing turnover. With the 

lead zinc RV trade seeming like it has fallen out of fashion for the moment, the metals 

are treading water and waiting for direction. 

Tin remains very disappointing, with the metal grinding sideways to lower. Although tin 

possesses some pretty strong fundamentals, market open interest has sunk to early-

2012 levels. While lead has regained a bit of interest and activity, tin continues to be 

neglected by the vast majority of market participants.   

By Leon Westgate 

Precious metals 

Some of the Middle East risk premium in gold is easing as crude oil prices also decline. 

Gold has struggled to maintain its grasp of $1,320 as follow through is lacking. This 

adds to our belief that most of the recent rally was largely on the back of short covering 

rather than new buying demand. 

In Asia demand remains weak. In China the SGE premium has now firmly dropped below 

zero for the second day in a row after trading marginally above zero for about three 

weeks. Currently, the SGE premium is around -$1/oz. 

SHFE open interest vs. price 

 

Source: Standard Bank Research; SHFE 
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We continue to believe that rallies in gold are likely to fade. Resistance is at $1,320. 

Support is at $1,307 and $1,297. 

The latest China net silver import data for May shows that silver demand is waning from 

strong levels at the start of the year. Since April, import growth into China has almost 

flat lined. We believe that like gold and platinum unless the price drops, demand from 

Asia, and China specifically, is unlikely to increase. 

We acknowledge that overall speculative shorts in the futures market for silver remains 

large and this raises the risk of rallies triggered by short covering, especially in the 

$18.50 to $19.00 range. That said, we continue to believe that the metal should be 

approached from the short side rather than the long side.  

By Walter de Wet 
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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 1 896 1 900 1 912 1 882 4 0.21 1 866.50 8 -37.25 
Copper 6 875 6 915 6 928 6 842 40 0.59 6 890.50 -8 23.00 
Lead 2 180 2 167 2 185 2 160 -13 -0.60 2 139.50 -21 -29.75 
Nickel 18 199 18 575 18 640 18 082 376 2.07 18 280.00 130 -70.00 
Tin 22 537 22 500 22 590 22 445 -37 -0.16 22 600.00 50 -15.00 
Zinc 2 173 2 182 2 185 2 163 9 0.41 2 169.50 -13 -7.50 
          

LME inventory  Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 5 060 425 5 066 250 0 5 825 -5 825 -397 650 3 032 875 60 223 188 
Copper 156 000 156 825 0 825 -825 -210 425 31 000 20 141 228 
Lead 191 900 192 175 0 275 -275 -22 550 11 625 6 48 117 
Nickel 305 556 305 862 306 612 -306 43 920 112 698 37 63 074 
Tin 11 185 11 100 105 20 85 1 500 2 490 22 9 334 
Zinc 667 700 668 775 0 1 075 -1 075 -265 775 54 400 8 121 015 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13520 13570 20  Ali Feb'14 - - - - 
Copper 48950 49410 390  Cu Feb'14 316.6 316.3 -0.3 -0.09 
Zinc 22 537 22 500 0       
          
Precious metals          

 AM Fix PM Fix High bid Low offer Closing bid Daily 
change 

EFP's   

Gold 1 311.50 1 316.75 1 324.92 1 305.20 1 319.13 4.13 -0.9/-0.5   
Silver - 20.78 21.17 20.71 21.03 0.21 -2/0   
Platinum 1 460.00 1 459.00 1 475.50 1 453.75 1 469.50 18.50 +1.5/+3.5   
Palladium 828.00 826.00 834.40 822.05 833.10 14.10 +0.0/+1.0   
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.082 0.086 0.09 0.104 0.14     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1495 0.19545 0.2341 0.32615 0.5461     
          

Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 
MA 

200-day 
MA 

Support Resistance   

Gold 55.48 1 299.74 1 276.68 1 302.55 1 285.54 1 305.64 1 317.25   
Silver 62.25 20.44 19.73 20.08 20.35 20.74 21.01   
Platinum 53.01 1 455.53 1 453.64 1 443.42 1 423.58 1 459.92 1 473.92   
Palladium 54.13 824.50 832.79 793.14 759.34 828.33 834.43   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX PAL NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1311.3 20.89 832.25 1474.3 1311.3 4286 1322.6   
Open Interest 392388 158093 39594 65525 1603 84573 13   
Change in Open Interest -2044 24806 3256 4491 337 -18169 -300   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 121.321 -0.17 123.994 -0.94 124.27 -0.93 124.217 -1.02  
Gasoil 0.1% Rdam ($/mt) 927.75 -1.00 931.25 -1.00 934.5 -0.75 935 0.00  
NWE CIF jet ($/mt) 979.23 -1.12 998.5 -6.78 997.66 -6.50 998.83 -7.34  
Singapore Kero ($/bbl) 120.909 -0.18 123.674 -0.98 123.9 -0.99 124.077 -1.08  
3.5% Rdam barges ($/mt) 588.079 -0.77 596.652 -3.39 595.075 -3.46 588.74 -4.04  
1% Fuel Oil FOB ($/mt) 631.81 -2.04 631.09 -1.83 631.45 -2.26 619.74 -3.87  
Sing FO180 Cargo ($/mt) 618.742 -0.39 623.652 -1.93 622.075 -2.55 618.156 -3.87  
          

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 363.31 -0.03% -0.41% 0.56% -6.29% 5.32% 
China Tangshan Steel Billet $/t 439.00 0.23% -3.30% -4.98% -12.72% -7.58% 
China HRC export (Shanghai FOB) $/t 511.00 0.20% -0.58% -1.73% -4.13% 2.20% 
North Europe HRC domestic (ex-works) $/t 410.00 -2.38% -3.53% -5.75% -4.65% -6.29% 
North America HRC domestic (Midwest FOB) $/t 668.00 -0.30% -2.62% 5.36% -1.62% 8.62% 
       
Steel—Futures       
LME Billet Cash  $/t 390.00 -0.06% 0.52% 1.43% 32.65% 200.00% 
LME Billet Futures (1-mth) $/t 394.00 -0.19% -0.25% 0.64% 34.47% 185.51% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 467.15 1.96% -2.86% -9.91% -17.49% -10.24% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
China Steel Inventory (million tonnes) 13.39 -2.28% -7.77% -28.46% 4.75% -19.27% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 93.70 3.31% -4.97% -16.26% -29.07% -17.66% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 76.30 3.11% -8.18% -24.98% -36.36% -27.19% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 92.75 1.02% -8.55% -16.82% -31.55% -19.22% 
China Iron Ore Inventory (million tonnes) 107.08 0.49% 0.28% 3.57% 32.15% 48.85% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 115.50 0.00% -0.43% 2.21% -15.23% -16.30% 
       
Capesize freight       
Saldanha South Africa-Beilun China 15.50 0.00% 10.71% -18.42% -18.42% 10.71% 
       
Financials pricing       
RMB Currency 6.22 -0.07% -0.23% 0.26% 2.50% 1.26% 
China 7-day repo 3.65 10.61% 40.38% -6.17% -31.52% -37.07% 
API2 (CIF ARA) 2038.68 0.74% -0.14% -1.21% -1.66% 4.47% 

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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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 
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