
 

Commodities Strategist 
Walter de Wet 
Walter.DeWet@standardbank.co.za 
+27-11-415-4176 

Commodities Strategist 
Leon Westgate 
Leon.Westgate@standardbank.com 
+44-203-145-6822 

Commodities Strategist 
Melinda Moore 
Melinda.Moore@standardbank.com 
+44-203-145-6887 
 

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. 
 
 

www.standardbank.com/research  
 

  
  

  

26 September 2014 

G
lo

ba
l |

 C
om

m
od

it
ie

s

D
ai

ly

 
 

Commodities Daily 
Base metals 

The base metals have rallied following yesterday’s rather aggressive selloff.  
Lead, nickel and zinc have managed to overhaul the majority of yesterday’s losses, 
while copper has also put in a decent showing. Aluminium and tin have struggled, 
however. Turnover, meanwhile, remains pretty thin across the complex, with 
participants licking their wounds and coasting into the weekend.  

US dollar strength is being cited by many as the reason for the weak commodity 
complex at the moment, though the dollar has been strengthening since mid-May, 
while the base metal complex has only really started to struggle from the beginning 
of September. It is nevertheless an additional factor, with further dollar strength 
weighing on the base metals heading into the afternoon.  

Zinc has managed to extend its premium to lead to over $200/mt for the first time 
since early 2010. Last time it was here, the premium to lead lasted another 3 months 
before lead overhauled it. We don’t think that lead is in a position to achieve the 
same feat this time round, with the heavy metal hindered by market apathy, though 
there are enough near-term headwinds to suggest that zinc should either consolidate 
here, in relative terms at least, or start to see its premium to lead narrow.  

Copper remains well supported above $6,700 and has again dug in its heels after an 
aggressive selloff yesterday afternoon. LME Inventory declined by 1,100 mt this 
morning, while SHFE inventory climbed 1.7kt, all of it in domestic warehouses.  
Given the National Day holidays, some sort of increase was to be expected. What is 
more interesting, however, is tightening liquidity heading towards the holiday.  
The physical market is still quite tight; however, anecdotal reports suggest that some 
purchasers are struggling, given a reduction in loan availability in recent weeks, with 
material trading at a discount to the October SHFE contract.  

Meanwhile, reports suggest bonded stocks have fallen towards the 500-550kt mark, 
partly as a result of tight liquidity leading to the selling of this inventory. This is very 
low, considering recent levels and the time of year, and the fact that little if any has 
been dumped onto the SHFE. All in all, this is sending conflicting messages that will 
perhaps only start to become more coherent after the Chinese holiday. A post-
National Day holiday recovery in activity might make for an interesting and 
potentially very bullish end to the year. The nearby LME spreads have tightened up 
again, while the dominant holder of copper cash and tom warrants is now sitting in 
the 80-89% band, with the cash warrant position falling from the +90% band 
yesterday but the tom holder stepping up from the 50-79% band. 

Elsewhere, nickel has bounced back towards yesterday’s closing levels, albeit on thin 
volumes. LME stocks have climbed again, however, with 1,068 mt entering 
Rotterdam and 2,130 mt entering Johor.  

By Leon Westgate 
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Precious metals 

We believe that precious metals will remain under pressure. However, they have seen 
some consolidation since yesterday afternoon. Gold is finding support on approach of 
$1,210, and silver around $17.50. With the weekend ahead, and China on holiday next 
week, we should see more short-covering.  

We have little doubt that significant shorts have been building in gold and silver over 
the past few weeks. This is evident in aggregate open interest on COMEX that has risen 
substantially since the start of September. That said, these shorts seem quite sticky (as 
is evident from a gold price which tried to rally on the back of short-covering on 
Wednesday but was met by even more selling). 

As far as gold is concerned, we believe that lower crude oil prices, which are driving 
down inflation expectations, should keep the price below $1,250 for now, with price 
risk still lower. Next support would be at $1,180.   

The platinum/gold spread is at $90. We believed that platinum should find support 
closer to $1,400 ($1,350 - $1,400 range) and that the platinum/gold spread should 
hold up around $130 or higher. We still see value in platinum below $1,400. But it is 
clear that shorts are dominating the market activity at the moment.  

Palladium long liquidation remains in place. Worth noting is that the palladium sponge 
premium to ingot is now trading around $1-$2, substantially lower than the $9 seen in 
June and July. We believe that this is a signal that industrial demand is now well 
supplied by recycled metal and mine supply. Although we’d approach palladium from 
the long side, we expect further downside at this stage. 

The latest CFTC data is due for release later today, shedding more light on the futures 
market positioning in precious metals.  

By Walter de Wet 
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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 
Authority (“FCA”). This report is being distributed in the United States by Standard New York Securities (USA) LLC; in Kenya by CfC 
Stanbic Bank Limited; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; in Brazil by Banco Standard de 
Investimentos S.A.;  in China by Standard Resources (China) Limited;; in Botswana by Stanbic Bank Botswana Limited; in Democratic 
Republic of Congo by Stanbic Bank Congo s.a.r.l.; in Ghana by Stanbic Bank Ghana Limited;in Isle of Man by Standard Bank Isle of Man 
Limited; in Jersey by Standard Bank Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank 
s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) 
Limited; in Taiwan by The Standard Bank of South Africa; in Tanzania by Stanbic Bank Tanzania Limited; in Singapore by Standard 
Merchant Bank (Asia) Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited; in 
Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by Standard Bank Plc – Dubai branch 

In jurisdictions where SBG is not already registered or licensed to trade in securities, transactions will only be effected in accordance 
with applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in 
accordance with applicable exemptions from registration or licensing requirements. 

Standard Bank Group Ltd Reg.No.1969/017128/06) is listed on the JSE Limited .SBSA   is an Authorised Financial Services Provider 
and it also regulated by the South African Reserve Bank. 

Copyright 2014 SBG. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the 
written consent of Standard Bank Group Ltd. 

 
 


