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Focus: Sweet crude squeezed by US shale oil boom: The perceived wisdom is that the 

world is very tight on sweet (low sulphur) crude since the distillate crunch in 2008 (when 

global refineries struggled to produce enough low sulphur distillate fuel from sour (high sul-

phur) crude. Back then it was also widely projected that incremental crude oil supply would 

be mainly high sulphur. Consequently, investments in the refining sector over the past few 

years have been geared towards processing sour crude for both green-filed projects as well 

as upgrading projects.    

• While we have little doubt that base metals will rally should the Fed announce significant 

policy easing tomorrow, we maintain that the rally would fade once short positions have 

been covered and new long positions take profit. For prices to sustain a rally, real de-

mand needs to be stronger—something we do not anticipate for at least the next quar-

ter. 

• Gold is stuck at the $1,630 mark awaiting the US FOMC monetary policy decision to-

morrow. We expect the Fed to ease further. But, as usual, timing is an important consid-

eration. The Fed could tweak policy at the conclusion of this week’s meeting—which we 

think is the most likely outcome—or could delay, especially to see how the fiscal debate 

in the US develops.  

Base metals LME 3-month               

 
  Open Close High Low Daily change Change (%) Cash Settle 

Change in 
cash settle 

Cash - 3m 

Aluminium 1,988 1,985 1,988 1,968 -3 -0.15% 1,947.00 2 -37.50 

Copper 7,458 7,295 7,463 7,233 -163 -2.19% 7,480.50 21 -7.00 

Lead 1,921 1,902 1,921 1,890 -19 -0.99% 1,916.00 9 -16.25 

Nickel 16,576 16,925 16,899 16,207 349 2.11% 16,450.00 390 -70.00 

Tin 19,700 19,700 19,800 19,400 0 0.00% 19,620.00 -285 80.00 

Zinc 1,906 1,868 1,906 1,866 -38 -1.98% 1,898.00 1 -5.75 

Energy 

 
  Open Close High Low day/day Change (%) ATM 1m vol ATM 6m vol ATM 1y vol 

ICE Brent 100.24 101.58 102.21 100.15 2.11 2.08% - - - 

NYMEX WTI 85.72 86.10 86.64 85.50 2.00 2.32% - - - 

ICE Gasoil 874.75 870.75 876.50 869.75 25.25 2.90% - - - 

API2 Q3'12 89.30 89.35 - - 0.05 0.06% - - - 

       - - - 

  

 
AM Fix PM Fix High bid Low offer Closing bid Change (d/d) EFP's   

Gold 1,620.75 1,606.00 1,593.10 1,558.00 1,590.00 3.50 0.8/1.2   

Silver - 28.22 28.68 28.07 28.47 -0.11 -6.5/-4.5   

Platinum 1,461.00 1,466.00 1,441.00 1,419.00 0.00 -1,438.00 1.5/3.5   

Palladium 625.00 629.00 629.00 612.00 0.00 -624.00 0.0/1.0   
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Focus: Sweet crude squeezed by US shale oil boom 

The perceived wisdom is that the world is very tight on sweet 

(low sulphur) crude since the distillate crunch in 2008 (when 

global refineries struggled to produce enough low sulphur-

distillate fuel from sour (high sulphur) crude. Back then it was 

also widely projected that incremental crude oil supply would 

be mainly high sulphur. Consequently, investments in the refin-

ing sector over the past few years have been geared towards 

processing sour crude for both green-filed projects as well as 

upgrading projects.    

However, the whole hypothesis has been thrown off course by 

the rapid growth of US shale oil production, which has similar 

characteristics to that of conventional sweet crude oil. Accord-

ing to the US government, domestic US oil production hit the 

highest quarterly level in 14 years in the first three months of 

2012 (Figure 1).  

For now, much of the incremental production has been trapped 

in the mid-west of the US. The situation is gradually changing 

with new infrastructure allowing more shale oil to be moved to 

the US Gulf, where about half of the US refining capacity is 

located and is traditionally relying heavily on foreign crude im-

ports.  

Consequently, the US imported less crude oil, particularly 

sweet crude, which in turn weakened the premium typically 

commended by sweet crude. As shown in Figure 2, the Bonny 

light crude price differential has softened materially. Looking 

ahead, the situation is likely to persist, which means that some 

of the refining investments aimed specifically at sour crude 

won’t realise the return they had promised. Fortunately, it is 

typically easier for refineries to replace sour crude feed with 

sweet crude, than the vice versa. 
By James Zhang 

By James Zhang 

Energy 

The oil market was under pressure yesterday, as was the broad financial market. While the Greek election results over the 

weekend alleviated the fear of an imminent exit of Greece from the Eurozone, the rising yields of Spanish sovereign bonds 

drove investors away from risky assets. WTI and oil products continued to underperform Brent, which remained weak from the 

uncertain macro-environment and the short-term overhang of physical crude cargoes. In the options market, implied volatility 

softened further, despite a fall in flat prices. 

It appears that the no deals will emerge agreed from the ongoing Iranian nuclear negotiations in Moscow. The EU will then 

press ahead with its embargo from 1 July. It can be reasonably assumed that the embargo will have a limited short-term im-

pact on European refiners because most of them have already stopped importing Iranian oil. The sticking point is the stopping 

of insurance cover provided by European insurers, which is likely to have a more far-reaching impact. Meanwhile, the geopo-

litical situation in Egypt after the presidential election is heightening as the military and the Muslim Brotherhood are confronting 

each other over the distribution of political power.  

The oil market continued to be pressurised by an uncertain macroeconomic environment and short-term supply overhang. 

While significant downside risks have been priced in, upside risks from supply disruptions and further monetary easing have 

been ignored for now. On the balance of risks, we do see more upside, than downside risks in the oil price. In H2:12, we see a 

high probability of another round of supply tightness and an eventual return of investors after the recent sharp deleveraging. 

Therefore, we believe that the current level is a very good opportunity for disciplined consumer hedging. 

 

Figure 1. US domestic crude production 

Figure 2 Bonny light price differentials to Brent ($/bbl) 

Sources: DOE; Bloomberg; Standard Bank Research 
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Precious metals 

Gold is stuck at the $1,630 mark awaiting the US FOMC monetary policy decision tomorrow. We expect the Fed to ease fur-

ther. But, as usual, timing is an important consideration. The Fed could tweak policy at the conclusion of this week’s meeting—

which we think is the most likely outcome—or could delay, especially to see how the fiscal debate in the US develops. In our 

view, the Fed’s nervousness surrounding fiscal policy, particularly next year’s fiscal cliff—could push the Bank to undertake 

more outright quantitative easing. However, right now, we suspect that any changes to policy this week will be relatively minor. 

Of the main options, one would be to continue operation twist, which is due at the end of this month. The other would be to 

push back its forecasts of rate hikes into 2015. 

Should the policy change from the Fed be minor, gold (and other precious metals) may actually sell-off. However, we expect 

strong support to remain in the $1,605—$1,610 area. We continue to believe that gold is trading at the lower end of the distri-

bution, and upside outweighs downside on approach of $1,600.  

Gold support is at $1,610 and $1,597. Resistance is at $1,636 and $1,646. 

The other precious metals are equally range-bound ahead of tomorrow’s Fed meeting. We believe that should gold manage to 

break above the current resistance of $1,630—$1,635, platinum would quickly move towards $1,550 on the back of short-

covering.  

Platinum support is at $1,480 and $1,470, resistance is at $1,502 and $1,513. Palladium support is at $621 and resistance at 
$642. 

By Walter de Wet 

Base Metals 

As was the case yesterday, initially bids on the SFE early this morning in copper and zinc faded quickly as the market re-

mained reluctant to increase positions ahead of tomorrows FOMC meeting. As a result, metal prices remain largely unchanged 

from yesterday’s ranges. While we have little doubt that base metals will rally should the Fed announce significant policy eas-

ing tomorrow, we maintain that the rally would fade once short positions have been covered and new long positions take profit. 

For prices to sustain a rally, real demand needs to be stronger—something we do not anticipate for at least the next quarter. 

In our view, the risk to manufacturing growth remains to the downside for at least most of Q3:12. We see a real risk that 

China’s manufacturing data will continue to decline m/m in June and July based on (1) very little monetary easing from China 

yet, and even if there is more easing in the next month, it is unlikely to affect the real economy before Q4, (2) the well-

established seasonal pattern in Chinese manufacturing activity where weakness sets in during the middle of the year, and (3) 

the policy uncertainty in Europe which is having a negative effect on real economic activity in China.  

Since 2005 (when China’s PMI manufacturing data is available), China’s PMI manufacturing data (with a lag of up to 3 months) 

explains 30% of the monthly price variation in copper and 34% of the price variation in aluminium. To put this into perspective, 

we find that the manufacturing data explains more of the monthly price variation than inventory levels do (23% price variation 

in copper is explained by LME and Shanghai inventory levels and 7% of aluminium price variation is explained by LME alumin-

ium inventory levels). We also find that the trade-weighted dollar explains 20% of the m/m price variation in copper and alumin-

ium. 

 

By Walter de Wet  
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Base metals 

Precious metals 

Energy 

Sources: Standard Bank; LME; Bloomberg 

Daily LME Stock Movement (mt)               

Metal Today Yesterday In Out 
One day 
change 

YTD change 
(mt) 

Cancelled 
warrants 

(mt) 
Cancelled 

warrants (%) 
Contract 
turnover 

Aluminium 4,864,200 4,875,375 0 11,175 -11,175 -106,200 1,719,975 35.36 279,098 

Copper 229,675 229,300 1,325 950 375 -141,225 15,775 6.87 199,517 

Lead 345,325 345,750 375 800 -425 -7,750 58,350 16.90 58,895 

Nickel 105,318 106,116 0 798 -798 15,270 9,318 8.85 45,476 

Tin 12,155 12,310 10 165 -155 -35 3,425 28.18 7,863 

Zinc 952,050 942,025 12,175 2,150 10,025 130,350 60,925 6.40 153,711 

 Shanghai 3-month forward prices  COMEX active month future prices  

Metal Open Last 1d  Chnge    Open Close Change Change (%) 

Aluminium 15,945 15,920 50  Ali Jul'12 - - - - 

Copper 54,190 54,730 1,160  Cu Jul'12 329 337.60 9.10 2.77% 

Zinc 14,800 14,865 150       

ZAR metal prices 

 Aluminium Copper Lead Nickel Tin Zinc ZAR/USD fix 

Cash 16,472 63,285 16,209 139,167 165,985 16,057 8.4600 

3-month 17,017 62,540 16,306 145,098 168,888 16,014 8.5730 

Energy futures pricing Price Change Price Change Price Change Price Change Price Change 

 1 month 2 month 3 month 6 month 1 year 

Sing Gasoil ($/bbbl) 112.84 -0.58 112.59 -0.81 112.53 -0.83 112.76 -0.70 114.72 -0.46 

Gasoil 0.1% Rdam ($/mt) 850.25 -8.50 846.50 -7.75 844.75 -8.00 853.00 -4.75 852.50 -3.25 

NWE CIF jet ($/mt) 916.12 -7.46 917.30 -7.48 917.90 -7.08 924.00 -5.58 931.36 -3.87 

Singapore Kero ($/bbl) 113.24 -0.53 113.42 -0.73 113.56 -0.76 114.28 -0.73 114.53 -0.55 

3.5% Rdam barges ($/mt) 573.50 -2.75 569.50 -3.00 567.00 -3.00 560.00 -2.75 551.50 -1.75 

1% Fuel Oil FOB ($/mt) 615.75 -1.75 614.25 -2.00 611.25 -2.25 602.50 -2.50   

Sing FO180 Cargo ($/mt) 610.75 -4.25 608.00 -3.25 605.00 -3.75 597.00 -3.50   

Thermal coal Q3-12   Q4-12 Q1-13 Cal 13 Cal 14 

API2 (CIF ARA) 89.35 0.05 92.10 0.05 94.10 -0.10 96.95 -0.05 104.50 0.30 

API4 (FOB RBCT) 86.55 -1.10 88.40 -1.10 90.60 -1.40 94.35 -0.80 101.15 0.00 

            

Forwards (%) 1 month 2 months 3 months 6 months 12 months     

Gold 0.33667 0.37167 0.42333 0.51400 0.56600   

Silver 0.48000 0.45333 0.45500 0.45200 0.39600   

USD Libor 0.24075 0.34675 0.46785 0.73690 1.07020   

Technical Indicators 30-day RSI 10-day MA 20-day MA 100-day MA 200-day MA Support Resistance 

Gold 43.33 1,588.97 1,577.64 1,662.40 1,677.02 1,561.00 1,613.00 

Silver 42.97 28.34 28.23 31.73 32.21 27.86 29.14 

Platinum 39.96 1,432.56 1,436.24 1,583.08 1,576.97 1,414.00 1,451.00 

Palladium 46.31 614.86 606.57 664.09 655.98 613.00 626.00 

Active Month Future COMEX GLD COMEX SLV NYMEX PAL NYMEX PLAT DGCX GLD TOCOM GLD CBOT GLD 

 Aug'12 Jul'12 Jul'12 Jul'12 Aug'12 Apr'13 Aug'12 

Settlement 1,568.90 28.1400 620.35 1,440.90 1,570.00 4,004.00 1,570.00 

Open Interest 427,052 121,317 22,787 49,901 1,959 135,852 1,220 

Change in Open Interest 3,111 4,508 68 63 367 -1,630 -15 
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