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Focus: China IP growth — interpret with caution 

Focus: We calculate the demand elasticity of crude oil and copper with respect to changes 

in Chinese industrial production growth. While the average elasticity is positive for both 

crude oil consumption and copper consumption, the elasticity for copper is very volatile.  

The Chinese economic data released overnight was a fairly solid set of figures and 

generally better than expected, however, it failed to spark a sustained recovery in 

prices. Instead the data suggests that the Chinese economy is bumping along and 

picking up from, its cyclical low, but also that reverse repo activity is doing just 

enough and that a more significant stimulus is not warranted at this time. With the US 

equity markets struggling badly yesterday, and with the Euro weakening over the 

course of the morning, metal prices have followed suit. 

Precious metals continue to push higher, with the rest of the complex being led by 

gold. In spite of dollar strength, the market appears to continue to take comfort from 

Obama’s re-election and the implied support this gives to continued monetary  

accommodation from the Fed. 

After the hard fall of the previous day ($4.25/bbl and $4.27/bbl for Brent and WTI 

respectively), crude oil markets saw a mild recovery. WTI gained 65c/bbl to close at 

$85.09/bbl. With Brent rising only 43c/bbl to the end the day at $107.25/bbl. Like the 

equity market, crude oil markets are struggling to shake off negative sentiment over 

the US fiscal cliff and the dire consequences for US economic growth. 

Base metals LME 3-month               

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

Change in 

cash settle 
Cash - 3m 

Aluminium 1,925 1,925 1,928 1,910 0 0.00% 1,897.50 -4 -23.00 

Copper 7,614 7,630 7,652 7,571 16 0.21% 7,605.50 -49 -1.25 

Lead 2,180 2,208 2,224 2,167 28 1.28% 2,203.00 0 20.50 

Nickel 15,992 16,160 16,176 15,873 168 1.05% 15,960.00 -40 -45.00 

Tin 20,480 20,550 20,650 20,220 70 0.34% 20,550.00 -50 30.00 

Zinc 1,892 1,929 1,929 1,891 37 1.94% 1,888.50 18 -30.00 

Energy 

 
  Open Close High Low day/day Change (%)    

ICE Brent 107.15 107.45 107.59 107.07 0.20 0.19%    

NYMEX WTI 85.00 85.46 85.58 84.93 0.37 0.43%    

ICE Gasoil 922.75 921.75 922.75 921.75 1.25 0.14%    

API2 Q1'13 91.00 92.30 - - 1.30 1.41%    

  

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

Gold 1,715.00 1,717.00 1,726.90 1,713.80 1,726.00 12.00 -0.4/+0.0   

Silver - 32.47 32.25 31.74 32.20 0.53 -1.0/+1.0   

Platinum 1,541.00 1,544.00 1,546.00 1,539.00 1,541.00 3.00 1.5/3.5   

Palladium 609.00 612.00 613.00 609.00 613.00 4.00 0.0/1.0   
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Base metals 

The Chinese economic data released overnight was a fairly solid set of figures and generally better than expected, however, it 

failed to spark a sustained recovery in prices. Instead the data suggests that the Chinese economy is bumping along and pick-

ing up from, its cyclical low, but also that reverse repo activity is doing just enough and that a more significant stimulus is not 

warranted at this time. With the US equity markets struggling badly yesterday, and with the Euro weakening over the course of 

the morning, metal prices have followed suit. The triggering of stops has also exacerbated some of the price weakness across 

the complex heading into the afternoon.  

Focus: China IP growth — interpret with caution 

China’s industrial production numbers were released this  

morning, with the numbers coming in marginally better than 

expected. Industrial production in October grew by 9.6% y/y 

compared to expectations of 9.4%. It is also higher than the 

9.2% y/y growth seen in September. This data is consistent with 

the PMI manufacturing data earlier this month, which also sig-

nalled a marginal improvement in industrial activity in October.  

From a commodity perspective, we are interested in how the 

commodity demand in China reacts to industrial production 

growth. The answer is not straight forward although one thing 

we can say is that the relationship is positive (as expected).  

We calculate the demand elasticity of crude oil and copper with 

respect to changes in Chinese industrial production growth. 

While the average elasticity is positive for both crude oil  

consumption and copper consumption, the elasticity for copper 

is very volatile.  

The reason for copper’s volatile elasticity lies in the stocking 

cycle. The copper data reflects China’s apparent consumption 

rather than its real consumption and, as a result, destocking 

and stockpiling cycles amplify the elasticity. This makes  

interpreting China’s industrial production data and the effect it 

may have on copper demand from China more difficult to inter-

pret.  

We know that in 2009 China bought large volumes of copper 

when the price collapsed late 2008. As a result, the elasticity in 

2009 was the highest in a decade despite China’s industrial 

production growth falling from almost 17.5% in 2008 to below 

12.5% in 2009 (see graphs). We estimate that the elasticity for 

copper in 2011 was 0.52, implying that for every 1% growth in 

industrial production China’s apparent consumption grew by 

0.52%. The average elasticity of copper over the past decade is 

1.07 — which is high and indicating an almost one-to-one  

relationship between copper demand growth and industrial  

production growth on average. However, one has to be careful 

when working with averages. We estimate that in 2012, the 

elasticity is likely to be around 0.5 — because stockpiles 

(including bonded warehouse stocks) remain high in China. As 

a result, even if industrial production growth improves, the lev-

erage that demand may get from stockpiling should be low.  

An elasticity of 0.5 and industrial production growth of 9.6%, 

implies copper demand growth of 4.8% — not a particularly 

spectacular rate of growth compared to previous periods.  

By Walter de Wet 

China Cu and Oil demand elasticity w.r.t industrial production 

Source: Standard Bank Research 

China’s industrial production growth 

Sources: NBS 
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The same argument goes for crude oil, although its elastic-

ity, relative to copper, is smaller and less volatile. It clearly 

indicates that any build in crude inventory distorts demand 

elasticity less. It also implies that one can read more, and 

with greater certainty, into industrial production growth of 

China and what it implies for crude oil demand. The aver-

age crude oil elasticity over the past decade is 0.45, imply-

ing that if Chinese industrial production grows at 10% y/y 

next year, crude oil demand may grow by 4.5%.  
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Base metals (Cont.) 

Chinese industrial production growth pushed on from Augusts' cyclical low of 8.9% y/y, accelerating from 9.2% y/y in Septem-

ber to a higher than expected 9.6% y/y in October. Electricity output (+6.5% y/y), cement (+11.5% y/y) and steel production 

(+11.7%) each rose impressively, underscoring the general sense that the economy looks to be bottoming out, albeit still not 

firing on all cylinders. Retail sales also beat expectations, rising from 14.2% y/y in September to 14.5% y/y in October, while 

price inflation unexpectedly decelerated in October, as subdued food price inflation helped to see it retreat back towards 1.7% 

from 1.9% previously.  

Copper has fallen back towards $7,550 heading into Friday afternoon, with the move coming on the back of relatively subdued 

turnover. The lack of turnover suggests some of the two way interest that has been in place in recent days, has now dissi-

pated, perhaps suggesting participants are now waiting for lower prices before stepping back in. SHFE inventory has mean-

while climbed again this week, gaining 7,058 mt to 204,995 mt. LME on warrant stocks meanwhile gained 1,975 mt this morn-

ing to stand just above SHFE inventory at 206,025 mt, following a 2,075 mt inflow at New Orleans.  

Sharp price falls have also been a feature of lead and zinc, with stops exacerbating some of the downwards move. Lead turn-

over is relatively good however, with LME Select turnover exceeding that of aluminium and keeping pace with zinc. Inventory-

wise, lead has seen a large inflow of metal into Johor (+22,300 mt) while both aluminium and zinc have seen large warrant 

cancellations. The zinc warrant cancellations were in Antwerp (+29,600 mt) while the aluminium cancellations took place in 

Detroit (+42,025 mt).  

Energy 

After the hard fall of the previous day ($4.25/bbl and $4.27/bbl for Brent and WTI respectively), crude oil markets saw a mild 

recovery. WTI gained 65c/bbl to close at $85.09/bbl. With Brent rising only 43c/bbl to the end the day at $107.25/bbl. Like the 

equity market, crude oil markets are struggling to shake off negative sentiment over the US fiscal cliff and the dire  

consequences for US economic growth. 

For its part, the IMF says that the US needs to achieve a long-term fiscal solution now, as just some sort of stop-gap could roil 

market sentiment. And later today (18:05 GMT), President Obama will make public comments on the economic situation and 

presumably call for Congress to reach an amicable and timely accord on the fiscal cliff. But until the market has a clear sense 

that this is achievable, a dark cloud may loom over stocks. 

The market is struggling to achieve any direction today, something we don’t think will really change until President Obama’s 

comments are heard. Even then, without any real clarity on the probability and timeframe over which an agreement will 

reached to avoid the fiscal cliff, we doubt that there will be much room for upside. 

By Marc Ground 

Precious metals 

Precious metals continue to push higher, with the rest of the complex being led by gold. In spite of dollar strength, the market 

appears to continue to take comfort from Obama’s re-election and the implied support this gives to continued monetary  

accommodation from the Fed. Participants didn’t seem to take much notice of St Louis Fed President Bullard who argued  

yesterday that monetary policy might be a little easier than it seems on the surface. In light of this, he suggested that it could 

be hard to argue for an extension of Operation Twist which ends this year. The Fed will need to make a decision on whether to 

extend the programme at the next FOMC meeting scheduled for 11-12 December. 

While gold has largely ignored dollar strength of late, a severe blowout of the euro would inevitably lead to weakness. To this 

end, we have the Greek parliamentary vote on the budget this Sunday. It seems extremely likely that the government will see 

its budget passed as it controls 169 of the 300 seats in the parliament and although it might not be able to count on all its  

supporters to fall into line, there should still be enough to pass the budget. However, this outcome represents an asymmetric 

risk. If the budget is passed, the euro probably won’t go up much on Monday but, if it fails, the euro will plummet  

(see G10 Daily dated 9 November). 

Gold support is at $1,719 and $1,705. Resistance is $1,742 and $1,750. Silver support is at $31.81 and $31.33, resistance is 

at $32.60 and $32.90. 

Platinum support is at $1,548 and $1,534, resistance is at $1,562 and $1,575. Palladium support is at $608 and resistance at 

$620. 
By Marc Ground 

By Leon Westgate 
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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 5,086,325 5,084,425 10,800 8,900 1,900 115,925 1,678,600 33.00 347,904 

Copper 244,850 245,575 675 1,400 -725 -126,050 40,800 16.66 157,343 

Lead 314,775 317,450 0 2,675 -2,675 -38,300 130,950 41.60 84,057 

Nickel 130,764 130,500 300 36 264 40,716 14,334 10.96 73,792 

Tin 11,705 11,705 0 0 0 -485 5,185 44.30 6,149 

Zinc 1,163,075 1,166,650 75 3,650 -3,575 341,375 478,425 41.13 179,494 

 Shanghai 3-month forward prices  COMEX active month future prices  

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

Aluminium 15,280 15,280 5  Ali Dec'12 - - - - 

Copper 55,900 56,200 490  Cu Dec'12 347 348.80 1.85 0.53% 

Zinc 14,960 14,980 130       

ZAR metal prices 

 Aluminium Copper Lead Nickel Tin Zinc ZAR/USD fix 

Cash 16,508 66,168 19,166 138,852 178,785 16,430 8.7000 

3-month 16,977 67,289 19,472 142,515 181,230 17,012 8.8190 

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) 121.59 -1.45 121.00 -1.62 122.88 -1.25 121.92 -1.05 119.36 -1.03 

Gasoil 0.1% Rdam ($/mt) 921.75 1.25 921.25 1.25 923.50 2.00 913.75 -7.75 897.00 -7.50 

NWE CIF jet ($/mt) 991.67 -8.03 989.81 -9.97 991.08 -8.63 988.45 -7.51 973.58 -7.75 

Singapore Kero ($/bbl) 123.29 -1.00 122.55 -1.07 122.41 -1.12 121.52 -1.03 119.91 -1.04 

3.5% Rdam barges ($/mt) 572.75 -5.00 572.50 -5.00 575.75 -4.75 580.00 -3.00 576.25 -2.25 

1% Fuel Oil FOB ($/mt) 601.25 -10.25 603.00 -8.75 607.25 -8.25 612.25 -5.50   

Sing FO180 Cargo ($/mt) 605.25 -5.25 608.00 -5.25 610.50 -4.75 613.75 -3.75   

Thermal coal Q1-12   Q2-13 Q3-13 Cal 13 Cal 14 

API2 (CIF ARA) 92.30 1.30 94.60 1.45 97.10 1.50 95.90 1.40 104.20 1.20 

API4 (FOB RBCT) 88.70 1.20 91.50 1.25 94.40 1.30 92.80 1.25 100.80 1.15 

            

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

Gold 0.32667 0.35000 0.38167 0.44167 0.49333   

Silver 0.62000 0.61600 0.61800 0.61200 0.56800   

USD Libor 0.20900 0.25950 0.31000 0.52650 0.86200   

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

Gold 54.20 1,711.97 1,718.98 1,674.57 1,662.90 1,719.00 1,742.00 

Silver 51.70 31.88 32.13 30.67 30.95 31.81 32.60 

Platinum 46.88 1,550.93 1,578.49 1,530.21 1,549.91 1,548.00 1,562.00 

Palladium 47.99 608.23 614.91 616.15 636.60 608.00 620.00 

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

 Dec'12 Dec'12 Jan'13 Jan'13 Dec'12 Oct'13 Dec'12 

Settlement 1,737.30 32.4750 616.55 1,542.50 1,737.00 4,454.00 1,726.20 

Open Interest 450,393 137,816 21,764 60,105 1,259 153,022 778 

Change in Open Interest 3,239 -1,497 99 -27 -142 -322 1 
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 Percentage change 
Latest Price 

Steel—Physical 1-day 1-week 1-month 3-month 6-month 1-year 

Turkish Scrap 80:20 (Iskinderun CFR) $/t 395.65 0.00% 5.09% 12.37% 2.61% -11.81% - 

China Tangshan Steel Billet $/t 513.00 0.20% -0.97% -2.84% 0.20% -13.64% -16.99% 

China HRC export (Shanghai FOB) $/t 532.50 0.00% 0.00% 3.40% -6.17% -17.12% -18.70% 

North Europe HRC domestic (ex-works) $/t 450.00 0.00% -1.10% -6.74% -10.00% -15.89% - 

North America HRC domestic (Midwest FOB) $/t 610.00 0.00% 3.83% -3.05% -1.21% -10.29% -4.69% 

Steel—Futures        

LME Billet Cash $/t 310.00 0.00% -10.66% -12.86% -15.59% -34.94% -40.67% 

LME Billet Futures (1-mth) $/t 310.00 0.00% -10.66% -13.17% -15.93% -35.18% -40.67% 

LME Steel Billet Stocks—change -1,950 - - - - - - 

Shanghai Rebar Futures (1-mth) $/t 602.38 -3.37% -0.43% -0.43% 4.68% -9.90% -16.18% 

Shanghai Rebar Futures On-Warrant Stocks—

change 
- - - - - - - 

Iron ore        

China Iron Ore Fines (62% Fe; CFR Tianjin) $/t 121.40 -0.16% 0.91% 9.96% 5.66% -14.93% -3.88% 

China Iron Ore Fines (58% Fe; CFR Tianjin) $/t 111.40 -0.27% 0.09% 7.95% 5.09% -17.30% -1.07% 

SGX AsiaClear IO Swaps 62% Fe $/t (1-mth) 118.83 0.00% 1.13% 5.70% 2.22% -15.65% -11.07% 

China Iron Ore Inventory (10,000 tonnes) 86.29 0.00% -2.49% -6.77% -9.92% -9.78% -8.62% 

Coking coal        

Premium Hard Coking Coal (Qld FOB) $/t 153.00 0.00% 0.00% -1.29% -21.54% -28.50% - 

Capesize freight        

Tubarao Brazil-Beilun China (C3) 20.44 0.00% 0.00% 0.00% 0.00% 0.00% -15.88% 

Pilbara Australia-Qingdao China (C5) 9.95 0.00% -5.69% 10.56% 48.51% 30.92% 4.74% 

Saldanha South Africa-Beilun China 16.75 0.00% -1.47% 12.04% - 15.52% -4.29% 

Tubarao Brazil to Rotterdam Europe  10.45 0.00% -4.13% 7.18% - 18.75% -24.00% 

Saldanha South Africa-Rotterdam Europe 9.85 0.00% 1.55% 34.01% - 37.76% -18.26% 

        

Bulks 

Sources: Standard Bank; LME; Bloomberg 
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