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Three charts show why 
gold rallies won’t last 
We believe that gold will find it difficult to sustain rallies in an environment of weak 

physical demand and rising real rates in the US.   

We have been tracking gold physical demand, mainly in Asia, on a daily basis for the 

past five years. Indications are that since the end of February, demand has slowed 

substantially. While demand has not dried up, YTD the run rate of gold physical demand 

from Asia looks much more like 2012 than 2013 (see Figure 1). We monitor gold 

demand through our Standard Bank Gold Physical Flow Index on a daily basis. These 

capture physical flows mostly from Asia, including China. In 2013, gold fabrication 

demand in East Asia jumped almost 30% y/y as the gold price moved from above 

$1,700 to below $1,300. However, we are not yet seeing the same price effect in 

2014.  

We believe that the weakness that has settled into the physical demand is reflected in 

the SGE premium. The SGE premium remains firmly in negative territory despite the 

gold price dropping from close to $1,400 two weeks ago to the current $1,296.  

This morning, the SGE premium traded as low as -$3.42 even with gold below $1,300 

(see Figure 2). In this regard, we note that although gold imports by China from Hong 

Kong were 109.2mt in February and up from 83.6mt in January, we also believe that 

once March data is released, it is likely so show a decline in imports relative to the 

February numbers. With the SGE premium negative for most of March, importing gold 

into China must have been less attractive than February. During February premiums 

were still well in positive territory.  

On the investment side, and one of our major concerns, is the relationship between real 

interest rates in the US and gold price is strong (see Figure 3). Real interest rates in the 

US, as proxied by the 10-year US inflation-linked bond yield, have increased rapidly 

from a low of -0.90% at the end of 2012, to a cyclical high of 0.91% in September last 

year. Since then, the real rate has moved lower again toward the 0.50% which, in our 

view, has resulted in ETF gold liquidations stabilising.  

However, real rates are expected to rise. Bloomberg consensus forecast for the US 10-

year nominal government bond yield is for an average yield of 3.35% in Q4:14 

(compared to the current yield of 2.75%). At the same time, inflation in the US is 

forecast to average 1.9% in Q4:14, giving us an approximate estimate of 1.45% for real 

interest rates. This is well above the current level of 0.50%. If consensus forecasts prove 

broadly correct, gold’s relationship with long-dated US real interest rates suggest that 

gold will trade much closer to $1,100 than $1,300. 

As a result, we look for more downside in gold. We have pinned an average price of 

$1,180 for gold in Q2 (see our Commodities Quarterly dated 7 January 2014).  

The positive news is that if the gold price falls far enough, Asia demand will improve and 

should, as it did last year, provide some support on the downside. However, until US 

monetary policy has normalised, we believe that gold rallies will be short-lived. 

By Walter de Wet 
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Base metals 

The base metals are ending the week on a stronger footing, boosted by comments from 

China’s Premier Li Keqiang that the government would roll out targeted measures to aid 

the economy and counter economic volatility. Copper has led the complex higher, 

though turnover across the complex is rather muted ahead of the weekend and quarter-

end on Monday.  

In a speech to a meeting in China's northeast (given on Wednesday but only reported by 

the Xinhua news agency on Friday), Li Keqiang said the government would roll out 

targeted measures step by step to aid the economy. Policies to counter economic 

volatility and targeted measures to boost the economy are to be combined with the 

speeding up of construction of basic infrastructure, such as railways, highways and 

water conservation projects in the central and western provinces. While remaining 

relatively vague, it seems that the government has blinked and will help support the 

economy should things deteriorate markedly from here.  

Copper has rallied back towards $6,650 heading into Friday afternoon, with the gap in 

the copper chart (between $6,772 and $6,746) now coming within reach. Short 

covering on the SHFE has emerged, with open interest falling 4.4% overnight to 768 k 

contracts. Overall, SHFE open interest has declined 6.3% this week while SHFE copper 

prices have gained 2.3%, suggesting that overall short covering has been the main 

Figure 1: Standard Bank Gold Physical Flow Index 

 

Source: Standard Bank Research 
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Figure 2: SGE gold premium vs. spot gold 
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feature. Also worth noting was a 16,176 mt fall in SHFE copper inventory, with the 

decline likely related to Jinchuan’s smelter outage. 

News that Freeport-McMoran has reached a deal with the Indonesian government over 

export taxes should finally start to see concentrate shipments from the country resume. 

Shipments of concentrate from the Grasberg mine have been on hold since January 

following a dispute over an escalating export tax introduced by the Indonesian 

government. This led to reduced production rates as concentrate storage facilities were 

filled up. Exports are expected to resume at the end of April. In order to obtain a 

reprieve on the new export tax, Freeport has reportedly agreed to pay the government a 

5% security bond for the construction of a smelter and sign supply agreements with 

smelter-building companies. According to reports, any company that takes similar action 

to Freeport will also be given a reprieve from the export tax, which was initially set at 

20-25% this year and rises to 60% by H2-2016. The main impact will be felt in the 

concentrates market, which should react to the increased supply of copper in 

concentrate (and anticipation of that increased supply) from April.    

By Leon Westgate 

Bulks 

Chinese financial steels rallied again today, in line with other commodities, driven by 

comments from Premier Li that Beijing would not neglect increasing downward 

pressures on the economy and that targeted measures would be rolled out, step-by-

step. Falls in the 7-day interbank rate back to 3.5% were also supportive of restocking 

momentum. Interestingly, however, equities sold off on the same message, while spot 

currency levels remained at elevated levels against today’s reference rate of 6.149, 

depreciating to its weakest level since last September. The market was also trading on 

the back of rumours that certain house purchase restrictions in smaller cities may be 

loosened to clear supplies. China’s official March PMIs are due out on Tuesday.  

IO Swaps are trading up c.$1-1.50/t today. 

Shanghai Equities fell 0.24% to 2042 points, selling off across the day. Among bank 

profit releases, ICBC doubled its bad loan write-offs to RMB 16.5bn and suggested it 

saw ST risks in the property sector. Shanghai 7-day interbank rates fell back to 3.5%, 

while RMB spot depreciated slightly lower to 6.213.  

Shanghai Rebar Futures May-14 contract closed up RMB 16/t at RMB 3,244/t, while 

the Oct-14 contract closed up RMB 38/t at RMB 3,307/t. Dazong HRC May-14 

futures shifted up RMB 9/t. SHFE HRC Oct-14 futures rose RMB 20/t to  

RMB 3,382/t.   

Among physical steels, Tangshan billet prices remained flat at RMB 2,880/t, although 

up RMB 30/t w/w. Rebar prices traded flat in both Shanghai and Beijing markets, with 

business “Friday-quiet”. Inventories in both cities dropped on the week – finally.  

HRC prices remained unchanged in both Shanghai and Beijing markets, while up  

RMB 20-30/t over the week, with inventories also dropping.  

Dalian Commodity Exchange IO active May-14 contract prices rose RMB 19/t to  

RMB 804/t, while the Sept contract rose RMB 24/t to RMB 781/t (and up RMB 48/t 

for the week). 

Among physical iron ore, BHPB sold a Fe 62.3% Newman fines cargo at $113.90/t on 

CBMX. RioT will conduct a PB fines tender next Monday.  

RioT is believed to have settled Q2 lump contract prices at $0.229-$0.23c/dmtu with 

Chinese mills, down from $0.28-$0.29c/dmtu for Q1. 
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The TSI Fe 62% China CFR price index remained unchanged at $112.30/t (MTD: 

$111.59/t). The Platts Fe 62% index rose $1/t to $113.25/t (MTD: $111.51/t), 

while the TSI Fe 58% index rose 40 cents to $102.30/t (MTD: $100.61/t). The Metal 

Bulletin Fe 62% index fell 12 cents to $112,76/t, while its Fe 58% index rose 56 cents 

to $98.09/t. Argus Fe 62% index rose 90 cents to $111.65/t.  

In IO supply news, Goa finally shipped its first tonne of iron ore yesterday since October 

2012, with 70,000 tonnes loaded at Berth 9. Orissa is banning truck movements for  

11 days along the main route into Paradip during India’s election period from  

10-20 April. FMG has officially opened its 40mtpa Kings Valley mine, taking capacity to 

155mtpa. MMX is keen to sell a stake in its $1.4bn Serra Azul to raise development 

funds to lift capacity from 8.6mt to 15mt. MMX lost $800m in 2013, up from a 2012 

loss of $349m, due to asset impairments and payments to Usiminas for delays to its 

Sudeste port commissioning, with shipments falling from 7mt to 6.6mt last year (1.4mt 

sold in Q4). The 10% tax on Iranian exports, originally planned for 21 March, remains in 

a cloud of approval uncertainty. Champion shareholders have approved the scheme of 

arrangement with Mamba Minerals. Wuhan Bong continues to ship Fe 60-63% 

concentrate from Liberia, with loading of its 2nd 50kt vessel completed earlier this 

week. Tata is to resume rail shipments from its Canadian DSO project in May, following 

a winter shutdown. Liberia says it’s committed to allowing Guinean IO to be shipped 

through its ports. Cape Lambert is keen to sell its 3.5mtpa Marampa project in Sierra 

Leone.  

The Baltic Exchange Cape index shifted down 3.2% to $19,211/day, with C3 at 

$24.045/t and C5 at $10.291/t. China’s completed vessel build dropped 27.2% y/y 

to 4.14m dwt in Jan-Feb, with an order backlog of 144.93m dwt, up 10.6% since 

December.  

For Q2:14 thermal coal prices, API 2 is trading at $76.10/t; API 4 is trading at 

$72.20/t; while Newcastle is trading at $74.30/t. The Atlantic remains supported by 

lower emissions pricing, which dropped to 5.17 euros from c.6 euros yesterday, 

following news that UK power station carbon dioxide emissions were sharply lower than 

expected last year, exhibiting a drop of 8% y/y, due to an increase in renewables vs 

coal. This has caused the market to expect a similar trend for 2014, not just in the UK 

but across Europe. The EU Commission will release verified 2013 emission data for the 

region on 1 April. This comes despite the sharp drop in German baseload power pricing 

as weather improves.  

The Japanese April 14/15 contract year thermal price has been settled between 

Glencore and Tohoku at $81.80/t (6322 GAR), down 14% y/y from $95/t for the 

13/14 year and $87.40/t settled for October year tonnes. Coal of India expects to 

produce 507mt in 14/15, up from its 475mt estimate for 13/14. Spain plans to re-

export over 50% of LNG discharged in April due to weak demand and higher piped gas 

imports.   

Zhengzhou Futures May-14 contract price rose RMB 0.2/t to RMB 518.2/t, while the 

Sept contract closed off RMB 0.8/t to RMB 527/t. Port stocks fell 1.7% to 15.9mt, 

off 4.4% w/w. Indo sub bit bid/offers were in the $64/t-$67/t range fob, while China 

QHD prices ranged RMB 515-520/t range and South China CFR prices ranged 

$74.50-75/t. Shenhua is still considering new price cuts for April, given the onset of 

China’s southern hydro season. Meanwhile more smaller mines across China are closing 

due to a lack of financial viability in the face of weak prices caused by growing supplies 

from the majors and weaker-than-expected demand conditions. China Coal’s profits for 

Jan-Feb fell 64.3% y/y, while Shenhua’s fell 8.5% y/y only. Kailuan posted a deficit. 

Coal consumption reached 591mt in Jan-Feb, off 2.3% y/y; while sales were 508mt 

(reflecting winter stocking/mine disruptions), off 0.1% y/y. Chinese mfg consumed 

428.2bn kWh of electricity, up 150bn kWh/day y/y, although off 7% from Dec. 

Consumption fell to 4.4% y/y growth, vs 9.7% y/y last year. 4.41GW of new Chinese 
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electricity capacity came online in Jan-Feb. China’s power output is averaging 

114.9kWh, up 8% from 13.8bn kWh in Jan-Feb and up 8.5% y/y, according to the 

NDRC, in a bid to show that underlying economic growth remains in line with GDP 

forecasts.   

Premium Hard Coking Coal spot prices are trading in the $110-115/t Qld FOB range, 

with China CFR prices ranging $122-127/t. On the Dalian Exchange, May-14 coke 

price traded RMB 2/t higher to RMB 1,154/t, while the Sept contract rose RMB 21/t 

to RMB 1,223/t. Among Dalian HCC prices, May contract prices closed up RMB 9/t to 

RMB 814/t, while the Sept contract rose RMB 21/t to RMB 842/t.  

By Melinda Moore 
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Commodity Prices 
Base Metals          

LME 3 month   Open Close High Low Daily 
change 

Change (%) Cash Settle Change in 
cash settle 

Cash - 3m 

Aluminium 1 768 1 775 1 792 1 762 7 0.40 1 741.50 55 -44.75 
Copper 7 050 7 030 7 086 7 025 -20 -0.28 7 102.50 68 31.50 
Lead 2 139 2 137 2 168 2 123 -3 -0.12 2 123.50 21 -29.00 
Nickel 15 111 15 270 15 345 15 070 159 1.05 15 305.00 475 -30.00 
Tin 23 300 23 250 23 400 23 180 -50 -0.21 23 350.00 125 53.00 
Zinc 2 118 2 116 2 144 2 108 -2 -0.09 2 155.50 42 12.50 
          
Daily LME Stock Change (mt)          

Metal Today Yesterday In Out One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 

Cancelled 
warrants 

(%) 

Contract 
turnover 

Aluminium 5 289 275 5 297 025 0 7 750 -7 750 -168 800 2 513 675 48 287 198 
Copper 273 675 275 200 0 1 525 -1 525 -92 750 139 575 51 175 210 
Lead 202 650 202 775 0 125 -125 -11 800 33 100 16 71 635 
Nickel 270 366 270 930 0 564 -564 8 730 123 456 46 80 347 
Tin 9 150 9 170 60 80 -20 -535 2 520 28 8 380 
Zinc 751 975 753 700 0 1 725 -1 725 -181 500 175 575 23 203 976 
          

Shanghai 3-month Open Last 1d  Change   COMEX Open Close Change Change (%) 
Aluminium 13320 13250 -45  Ali Feb'14 - - - - 
Copper 49320 49190 -120  Cu Feb'14 320.25 319.95 -0.3 -0.09 
Zinc 23 300 23 250 0       
          

ZAR metal prices Aluminium Copper Lead Nickel Tin Zinc ZAR/USD 
fix 

  

Cash 18 686 76 210 22 785 164 223 250 546 23 129 10.7300   
3-month 19 316 76 504 23 250 166 176 253 018 23 027 10.8825   
          
Precious metals          

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

EFP's   

Gold 1 333.50 1 337.00 1 341.94 1 332.74 1 336.85 2.51 -0.9/-0.5   
Silver - 21.32 21.33 21.14 21.17 0.00 -2/0   
Platinum 1 464.00 1 481.00 1 489.75 1 455.75 1 476.00 14.50 +1.5/+3.5   
Palladium 768.00 778.00 781.70 762.20 771.80 8.90 +0.0/+1.0   
          

Forwards (%) 1 month 2 months 3 months 6 months 12 months     
Gold -0.004 0.01 0.022 0.048 0.124     
Silver 0.62 0.616 0.618 0.612 0.568     
USD Libor 0.1556 0.1967 0.2344 0.3311 0.5506     
          

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

200-day 
MA 

Support Resistance   

Gold 58.68 1 334.47 1 318.81 1 270.37 1 299.74 1 328.15 1 340.90   
Silver 53.79 21.43 21.19 20.51 20.97 21.07 21.23   
Platinum 60.63 1 451.68 1 430.79 1 409.70 1 424.84 1 473.29 1 480.17   
Palladium 64.01 749.36 739.51 730.38 725.28 770.72 775.12   
          

Active Month Future COMEX 
GLD 

COMEX SLV NYMEX 
PAL 

NYMEX 
PLAT 

DGCX GLD TOCOM 
GLD 

CBOT GLD   

Settlement 1333.6 21.165 772.85 1476.6 1333.1 4410 1340.4   
Open Interest 393266 133550 40300 66158 2730 80458 36   
Change in Open Interest -1166 263 3962 5124 1464 -22284 -277   
          

Energy          
Energy futures pricing 1 month Change 2 month Change 3 month Change 6 month Change  
Sing Gasoil ($/bbbl) 122.557 -0.79 121.988 -0.92 121.555 -0.95 120.184 -1.03  
Gasoil 0.1% Rdam ($/mt) 909.75 -2.00 908 -2.00 905.5 -2.25 897 -5.25  
NWE CIF jet ($/mt) 969.17 -8.54 967.63 -8.37 967.98 -8.57 965.9 -7.98  
Singapore Kero ($/bbl) 121.243 -0.80 120.828 -0.97 120.595 -1.01 119.864 -1.03  
3.5% Rdam barges ($/mt) 572.24 -6.41 571.337 -6.40 571.526 -6.20 571.058 -6.00  
1% Fuel Oil FOB ($/mt) 623.72 -7.17 609.87 -7.35 605.9 -7.29 603.46 -6.66  
Sing FO180 Cargo ($/mt) 598.002 -6.46 597.837 -5.96 598.609 -5.72 598.871 -5.81  
          
Thermal coal Q2 14 Change Q3 14 Change Q4 14 Change Cal 15 Change  
API2 (CIF ARA) 74.35 0.00 76.05 0.05 78.25 0.05 80.75 0.05  
API4 (FOB RBCT) 74.00 0.00 74.25 0.05 75.70 0.05 77.40 -0.05  

Source: LME, NYMEX, COMEX, SHFE, Standard Bank Research 
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Commodity Prices 
Bulks       

Steel—Physical Latest Price 1-week 1-month 3-month 6-month 1-year 
Turkish Scrap 80:20 (Iskinderun CFR)  $/t 342.39 0.62% -6.68% -11.17% -7.74% -12.66% 
China Tangshan Steel Billet $/t 468.00 1.08% -1.68% -5.65% -8.77% -9.83% 
China HRC export (Shanghai FOB) $/t 536.00 0.19% 0.19% 0.75% -3.07% -11.84% 
North Europe HRC domestic (ex-works) $/t 442.50 0.57% -0.56% 2.91% -1.67% -11.94% 
North America HRC domestic (Midwest FOB) $/t 633.00 -1.09% -5.94% -7.59% -3.06% 4.80% 
       
Steel—Futures       
LME Billet Cash  $/t 375.00 4.17% 4.31% 50.30% 141.94% 56.25% 
LME Billet Futures (1-mth) $/t 373.00 3.90% 3.32% 49.20% 136.83% 52.24% 
LME Steel Billet Stocks—change 0.00 - - - - - 
Shanghai Rebar Futures (Active contract) $/t 511.88 0.40% -4.36% -11.03% -8.34% -14.64% 
Shanghai Rebar Futures On-Warrant Stocks—change 0.00 - - - - - 
SHFE Rebar - Open Interest 180.00 - - - - - 
SHFE Rebar - Total Volume 240.00 - - - - - 
China Steel Inventory (million tonnes) 19.44 1.65% 35.26% 50.34% 33.53% -3.06% 
       
Iron ore       
China Iron Ore Fines  (62% Fe; CFR Tianjin) $/t 116.70 -1.10% -3.55% -16.16% -12.98% -19.96% 
China Iron Ore Fines  (58% Fe; CFR Tianjin) $/t 105.70 -0.38% -6.21% -16.04% -15.78% -23.85% 
SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 115.44 -4.93% -5.38% -16.24% -13.04% -19.87% 
Platinum 33097.00 - - - - - 
China Iron Ore Inventory (million tonnes) 95.99 -0.90% 6.92% 18.64% 34.01% 39.32% 
       
Coking coal       
Premium Hard Coking Coal (Qld FOB) $/t 127.05 0.00% -1.55% -8.33% -14.76% -25.70% 
       
Capesize freight       
Saldanha South Africa-Beilun China 16.25 12.07% 16.07% -9.72% -6.61% 25.00% 
       
Financials pricing       
RMB Currency 6.12 -0.16% 0.93% 0.59% -0.01% -1.60% 
China 7-day repo 2.49 -27.62% -51.18% -42.76% -28.24% -16.72% 
API2 (CIF ARA) 2059.58 0.60% 1.30% -7.94% -3.76% -12.25% 
       

Source: LME, SGX, McCloskey, SHFE, Bloomberg 
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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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