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Thermal coal–cutbacks and 
contractions 
 
Thermal coal prices continued their downward trajectory in Q3:14 (refer to 
Commodities Quarterly 27 June 2014), weighed down by building oversupplies due to 
falling demand, prior expansions ramping-up, and the ongoing structural pressures of
alternative fuel competition.  

While normally we would expect 4Q prices to begin heating up ahead of winter, this
season is going to be different because of Chinese policies. 

For the Pacific, the impact of recent Chinese NDRC moves to “quietly” restrict coastal
power plant import levels by 5mt/mth from Sept-Dec is still being gauged by the
market. For now, the plants involved are assessing their options, initially pushing back
on the requests, given existing long-term supply agreements; now, they are exploring 
imports via HK trading entities instead. The NDRC has expected them to pull their
weight, given enforced domestic output cuts over the same period of 10-12%. 

In the worst-case scenario, imports could flat-line from here. In the best-base scenario, 
typical wintery conditions in Northern China could disrupt domestic supplies, sending
plants into a last-minute frenzy. YTD, Chinese imports are tracking in line with last
year’s levels (see graph overleaf). The difficulty in valuing the impact of this move on
the entire global thermal industry has been its clandestine nature, with a range of
 0-50mt potentially impacted. 

For the Atlantic, unless further geopolitical tensions emerge or a particularly bad winter
appears, Colombia’s higher export rates (76mt vs 74mt, with potential to reach
80-85mt next year, if strike-free) and the availability of further spill-over tonnes 
resulting from China’s import cuts are generating a lower pricing outlook. 

For 2015, the one piece of potentially good news is the fact that Indonesia mine
supplies finally appear to have peaked, with falling prices halting further net expansions
and new export trade licencing rules limiting illegal exports. However, unless and until
China’s domestic energy consumption picks up, we remain concerned that the NDRC’s
Sept-Dec 10% import cuts will be carried over into next year, dropping total import
demand by 20mt. The key is to find alternative homes for this unwanted material.
Obviously growth from SE Asia and India will play crucial roles in absorbing this excess,
although growth levels in both are slowing. At a structural level, India’s recent Supreme
Court decision to potentially invalidate all private mining lease approvals across 1993-
2010 has thrown the country’s domestic industry into disarray. We cannot believe that
India will ultimately inject so much risk into its power future; however, imports could
become beneficiaries of any further dislocation. Also, although the Panama Canal is set
to begin shipping next year, costs to access may be too prohibitive to encourage
Colombian and US coals into the Pacific; however, this will require monitoring. 

The long-term outlook for thermal coal remains constrained, both by structural and
cyclical factors which continue to threaten coal’s arbitrage future. With coal a dirty 
word not only for the Europeans, but now also for the Chinese, we fail to envisage any
significant price rallies, barring short-term Black Swan events (e.g. strikes; rebels;
geopolitics) or typical seasonal squeezes. We see API2 coal trading between $70-80/t, 
with Pacific coals more volatile. 

By Melinda Moore
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Base metals 

The base metals complex is quiet, in the absence of Chinese activity, though prices 
nevertheless remain rather jumpy and volatile. Focus has been on the ECB, and  
Mario Draghi’s comments. Aluminium has been the busiest of the metals, coming under 
heavy selling pressure throughout the morning and into the early afternoon. The rest of 
the complex has seen more two-way activity.  

Copper has stabilised over the past couple of days, finding support around $6,650. 
While prices have steadied themselves, they also have failed to bounce significantly 
higher. In contrast, however, the spreads have tightened appreciably, right along the 
forward curve. The presence of a domain holder of cash warrants (+90% band) and tom 
warrants (80-89% band) is keeping the nearby spreads tight. However,  
Dec-14/Dec-15 has also gone from a valuation of $36 backwardation as of Monday 
morning, to $50-55 backwardation this afternoon. Inventory-wise, headline stocks fell 
by 900 mt, though on-warrant stocks were unchanged.  

In other news, KGHM expects to start shipping concentrate from its new Sierra Gorda 
mine in November. The first phase of the ramp-up will see the mine produce 120ktpy of 
copper sometime next year, with the second phase targeting 220 ktpy in 2018-2019. 
Glencore meanwhile is suspending some of its planned expenditure on copper projects 
in Zambia after the government withheld $200 million in tax refunds. The company had 
earmarked $800 million for projects being developed by its Mopani Copper Mines unit.  

The war of words in the Indonesian tin market has been ramped up, with members of 
the ICDX continuing to reiterate that they will not sell unless tin rallies above  
$21,000-$21,500/mt. This is lower than some of the original targets being looked at 
by the smelters, which hasn’t done a lot for their negotiating position. A 160 mt 
increase in on-warrant LME tin stocks also hasn’t helped, though with September 
exports expected to reach a 1-year low, there is still some background support. 
Nevertheless, a stand-off continues, at least until demand starts to emerge again.  

Nickel prices have stabilised just above $16,000. LME stocks increased yet again, with 
on-warrant stocks climbing 4,008 mt. Headline stocks increased 792 mt, however, with 
the increase in on-warrant material being mainly due to the re-warranting of 3,210 mt 
of previously cancelled material in Johor.  

By Leon Westgate 
   

China thermal coal imports 

 

Source: Standard Bank Research, Bloomberg 
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Precious metals 

Precious metals remain steady in the trading ranges they established since the start of 
the week ahead of (1) the ECB’s press conference this afternoon and (2) US 
employment data tomorrow. 

We believe that the market is pricing in a very dovish ECB press conference and, by 
implication, a euro which should remain weak relative to the dollar. This is likely to be a 
drag on precious metals. However, we expect metals to wait for tomorrow’s employment 
data from the US before we see large moves to either side of the trading ranges 
established at the start of the week. Gold support is on approach of $1,200. 

Silver remains at $17.00. After trying to rally yesterday – on the back of what we would 
expect to be mostly short-covering – the metal ran into resistance on approach of 
$17.50. We maintain that on pure fundamentals, the bias for the price of silver is lower, 
and that rallies driven by short-covering will fade. Support is at $16.89 and 16.60. 
Resistance is at $17.45 and $17.73. 

Platinum continues to run into selling. Despite our platinum price outlook being below 
consensus both this quarter and in 2015 (see Commodities Quarterly dated 1 October), 
we maintain that at $1,275 the price is too low. We would expect the price to rebound 
once liquidation stops around $1,350. With platinum, it is especially hard to call the 
bottom when long liquidation is in play (as has been the case since mid-September) for 
the simple reason that such a large part of open interest is non-commercial positions. 
For platinum, it is around 54% at the moment, while e.g. base metals money managers 
generally would not have around 15% share of open interest. NYMEX platinum 
aggregate open interest now sits at its lowest level since January this year.  

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 1 950 1 921 1 953 1 922 -29 -1.49 1 898.50 -37 -32.50 
Copper 6 653 6 680 6 729 6 637 27 0.40 6 755.00 19 49.75 
Lead 2 089 2 093 2 105 2 067 4 0.19 2 071.00 -12 -10.00 
Nickel 16 310 16 095 16 310 15 869 -215 -1.32 15 855.00 -650 -75.50 
Tin 20 225 20 345 20 350 20 100 120 0.59 20 200.00 -130 -37.00 
Zinc 2 278 2 270 2 285 2 246 -8 -0.35 2 258.00 -32 -8.50 
          
LME inventory  Today Yesterday In Out One day 

change 
YTD change 

(mt) 
Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 4 604 675 4 613 775 0 9 100 -9 100 -853 400 2 612 625 57 277 369 
Copper 151 375 152 275 0 900 -900 -215 050 22 125 15 187 226 
Lead 225 425 225 525 0 100 -100 10 975 4 750 2 55 087 
Nickel 359 166 358 374 798 6 792 97 530 80 790 22 64 770 
Tin 8 535 8 380 160 5 155 -1 150 355 4 8 185 
Zinc 748 875 750 725 0 1 850 -1 850 -184 600 169 525 23 128 505 
          
Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium  14060 95  Ali Feb'14 - - - - 
Copper  48040 400  Cu Feb'14 303.6 302.6 -1 -0.33 
Zinc 20 225 20 345 1       
          
          
Precious metals AM Fix PM Fix High bid Low offer Closing bid Daily 

change 
   

Gold 1 208.50 1 216.50 1 219.49 1 204.79 1 213.82 -1.95    
Silver - 17.04 17.45 16.89 17.16 -0.33    
Platinum 1 274.00 1 277.00 1 306.05 1 262.95 1 282.50 -23.50    
Palladium 769.00 771.00 784.60 763.00 777.30 -12.90    
          
Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold 0.12 0.1225 0.1275 0.1475 0.2225     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1565 0.199 0.2351 0.3304 0.5786     
          
Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day 

MA 
200-day 

MA 
Support Resistance   

Gold 37.29 1 216.57 1 229.18 1 280.63 1 286.03 1 210.66 1 222.83   
Silver 28.16 17.51 18.16 19.65 19.90 17.07 17.33   
Platinum 24.74 1 309.34 1 342.10 1 439.15 1 434.23 1 267.45 1 289.35   
Palladium 38.3 794.97 822.14 851.19 806.58 778.40 787.15   
          
Active Month Future COMEX 

GLD 
COMEX SLV NYMEX PAL NYMEX 

PLAT 
DGCX GLD TOCOM 

GLD 
CBOT GLD   

Settlement 1215.6 17.13 783.95 1289.6 1216 4241 1215.5   
Open Interest 379874 173222 34238 59192 1511 99730 5   
Change in Open Interest -14558 39935 -2100 -1842 245 -3012 -308   
          
Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 108.637 0.17 108.814 0.23 109.033 0.24 110.302 0.20  
Gasoil 0.1% Rdam ($/mt) 788.25 -20.00 791.5 -19.75 794.5 -19.50 816.75 -19.25  
NWE CIF jet ($/mt) 886.17 3.85 882.69 3.20 883.72 2.49 892.03 1.41  
Singapore Kero ($/bbl) 109.256 0.37 109.264 0.37 109.483 0.35 110.422 0.24  
3.5% Rdam barges ($/mt) 527.802 3.70 517.74 -0.40 514.889 -0.80 520.515 -2.03  
1% Fuel Oil FOB ($/mt) 535.6 -1.26 527.71 -2.25 525.36 -1.71 530.93 -2.61  
Sing FO180 Cargo ($/mt) 553.624 0.52 549.24 -0.70 547.848 -0.53 550.015 -1.78  
          
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 346.95 -4.12% -8.15% -4.15% -4.86% -2.89% 
China Tangshan Steel Billet $/t 399.00 0.00% -5.00% -10.54% -15.29% -19.39% 
China HRC export (Shanghai FOB) $/t 488.00 -1.41% -2.98% -5.06% -6.15% -10.46% 
North Europe HRC domestic (ex-works) $/t 425.00 0.00% 2.41% 3.66% -2.30% -6.59% 
North America HRC domestic (Midwest FOB) $/t 656.00 -0.61% -2.67% -1.06% 0.31% 2.98% 
       
Steel—Futures       
LME Billet Cash  $/t 445.75 -0.39% -0.28% 14.08% 15.48% 107.33% 
LME Billet Futures (1-mth) $/t 448.50 -0.33% -0.06% 14.19% 15.00% 104.79% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 407.61 -0.08% -11.38% -11.37% -22.19% -27.68% 
Shanghai Rebar Futures On-Warrant Stocks—change 8040.00 - - - - - 
China Steel Inventory (million tonnes) 11.70 -2.55% -5.81% -11.19% -35.53% -18.96% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t       
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t       
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 79.17 -4.21% -9.25% -18.03% -30.70% -38.54% 
China Iron Ore Inventory (million tonnes) 103.19 -2.60% 1.57% -2.39% -0.56% 47.25% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 113.50 0.00% 0.00% -0.31% 1.11% -24.73% 
       
Capesize freight       
Saldanha South Africa-Beilun China 13.90 0.00% -18.24% -7.33% -22.56% -38.22% 
       
Financials pricing       
RMB Currency 6.14 0.02% -0.16% -1.17% -1.09% 0.27% 
China 7-day repo 2.91 -16.86% -22.81% -25.77% -30.88% -31.53% 
API2 (CIF ARA) 2363.87 0.80% 4.32% 14.78% 14.81% 8.70% 
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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