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Commodities Daily 
 

Base metals 

The base metals have made a tentative start to the week, with position housekeeping 
activity, ahead of Third Wednesday, resulting in a pretty disjointed morning trading
session. Volumes are again pretty disappointing, with nickel being particularly quiet, with 
less than 500 lots trading on LME Select by the start of the LME 1st Ring session.  

Copper has traded sideways into Monday afternoon, albeit with the metal still holding
around $7,150. The nearby spreads have been fairly volatile on the approach of Third 
Wednesday, while it is also worth highlighting that the latest LME Warrant Holding data 
(from July 10th) shows the presence of a dominant holder of cash warrants (40-49% 
band) and tom warrants (50-79% band). LME copper inventories meanwhile posted a
925 mt gain, the material heading into Busan again, while cancelled warrants there 
increased by 125 mt.  

Aluminium has continued to push higher, albeit with prices stalling around the $1,950
mark. Looking at open interest data, the latest price strength has occurred against a
backdrop of declining market open interest, suggesting that short-covering has been a 
contributory, if not main, driver for the rally in prices. While declining LME inventory has
been cited as a positive factor by some, with headline stocks falling 10,625 mt this
morning and dropping below the 5Mt mark for the first time since September 2012,
there is still nearly 5Mt of the stuff on LME warrant. Coupled with stubbornly high
premia, and the fact that most “real users” of aluminium don’t own queue material the
suggestion is that the outflows are making their way to ex-LME storage locations rather 
than flooding into the market.  

Lead and zinc remain firm, though the latter has managed to extend its lead over its
heavier and more toxic cousin by over $100/mt, the most since mid-2010. We’ve noted 
before that, in our view, the discrepancy is unjustified from a fundamental standpoint,
though the more liquid zinc contract has nevertheless managed to extend its gains, with
fresh buying interest emerging over the past 2-3 weeks.  

Nickel is very, very quiet, dominated by extremely subdued turnover. Nickel seems to
have lost some of its shine amongst the investment community, with the metal remaining
well supported, but struggling to push any higher. Surging LME inventory also doesn’t
help the bullish argument with on-warrant stocks climbing 1,788 mt this morning, with a 
fresh delivery of 814 mt into Johor being supplemented by the re-warranting of 927 mt 
of previously cancelled material.  

By Leon Westgate
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Precious metals 

Precious metals are under pressure. Looking at COMEX gold open interest, it has been 
increasing steadily since mid-June, and is now close to the highs of March. Reading the 
OI action together with price action, the two data sets suggest that new longs have 
been added to gold. This would be consistent with the latest CFTC data showing that 
net speculative length has increased by almost 140mt since the 17 June (from 304mt 
to 546mt). As a percentage of open interest, net speculative length is now at 26.6% — 
the highest levels since December 2012, when net speculative length as a percentage 
of open interest stood at 28%. The 5-year average of this measure is 24.5% and the  
1-year average is 15.5%.  

In fact, it is not only being long gold that looks crowded from a futures market 
perspective; for platinum and silver too, the net speculative length as a percentage of 
open interest has increased substantially. For platinum, this measure now sits at 64.5% 
vs. the 1-year average of 53% and the 5-year average of 54%. Silver’s net speculative 
length as a percentage of open interest currently stands at 23.7% vs. the 1-year 
average of 9.1% and the 5-year average of 15.9%. 

In our view, from a tactical perspective gold is moving into overbought territory, 
especially if read in conjunction with demand from Asia and China. With the rally in the 
gold price over the past two weeks, the SGE premium in Shanghai has come under 
pressure, with the premium trading as low as -$3.04 last week. This morning it edged 
marginally higher, registering a low of -$1.86 and a high of $0.99. Our tactical view 
remains that gold is a sell into rallies. Gold support is at $1,305 and $1,296. Resistance 
is at $1,332 and $1,349. 

As pointed out in Commodities Daily dated 9 July 2014, tactically, we see silver also as 
a sell into rallies and still think that downside could extend as far as $15/oz — where 
we see value. We believe that a normalisation of US interest rates may trigger such a 
flush-out. By the time the US interest rate cycle has normalised (over the next 18 – 24 
months), the long-term strategic case for silver is likely to have improved substantially. 

By Walter de Wet 

Bulks 

Chinese financial steels rallied strongly again today on rumours that China may remove 
home purchase restrictions across the country, rather than on a piece-meal basis, while 
new loans for June, due for release tomorrow, appear to have performed better than 
originally expected, by c.150bln. Steel prices have consistently shifted higher since mid-
June, rising back to levels not seen since mid-May’s typical one-month seasonal destock 
into mid-June. We could see momentum continue into the RMB 3,200/t range until the 
peak of Q3’s restock in mid-August.  

Meanwhile, China has seen two other recent trends, which we are closely watching. 1) 
Domestic Chinese iron ore miners continue to close, equivalent to the 120-150mt we 
have been discussing. Prices have traded below $105/t since early-May. Our rule of 
thumb is unprofitable miners generally take 6-8 weeks to react to negative market 
dislocations.  

Tomorrow’s China June data releases will include M2 (est. 13.6% y/y and 13.4% in 
May); as well as new loans and aggregate financing (exp. RMB 1.425 trillion, vs RMB 
1.4 trillion in May). Wednesday will see the release of retail sales (up 12.5%); IP (up 
8.8%); FAI (17.2%) and GDP (7.4%) at 3pm BJ time.   
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Shanghai Equities rallied 0.96% to 2067 points. China’s new loans may have risen to 
RMB 1.1 trillion in June, above RMB 955bln expected and May’s RMB 870bn result, 
while 2014 new loans may reach RMB 10 trillion. China may issue the first batch of SOE 
reform companies tomorrow as well. . The Ministry of Housing policy research director 
says that China’s property sector will not collapse and is just undergoing an adjustment. 
China’s state construction engineering company saw the value of new work rise 9.7% to 
RMB 720bn in 1H:14, however its property business fell 13.4% to RMB 68.2bn, 
outlining the extent of the property slowdown China’s fiscal revenues grew 8.8% y/y in 
June, while spending grew 26.1% y/y. China’s vehicle manufacturers expect demand to 
increase 8.3% y/y in 2014 to 23.8m units, with Beijing aiming to see 30% of all 
vehicles as energy-friendly.    

Shanghai 7-day interbank rates remained up at 4% on the close, with RMB 55bln of 
repos to mature this week. China will maintain prudent monetary policy in 2H, according 
to the China Securities Journal. Spot Currency traded at 6.2056, while the PBOC 
reference rate set at 6.1485. China has amended SAFE limits for funds.  

Shanghai Rebar Futures Oct-14 contract closed up RMB 14/t at RMB 3,120/t, while 
the Jan-15 contract closed RMB 18/t higher at RMB 3,146/t. Dazong HRC July-14 
futures shifted RMB 5/t higher to RMB 3,320/t, while SHFE HRC Oct futures rose 
RMB 22/t to RMB 3,364/t. Among physical steels, Tangshan billet prices traded up 
RMB 10/t to RMB 2,750/t. Rebar prices rose RMB 10-20/t in Shanghai, while 
remaining flat in Beijing. Zenith Steel and Yonggang both raised their mid-July rebar 
prices, the former by RMB 20/t; the latter by RMB 40/t today. HRC prices rose RMB 
10-20/t in Shanghai and up RMB 10/t in Beijing. Chinese rebar stocks fell 0.038mt to 
5.97mt, while Chinese HRC stocks fell 0.018mt to 3.12mt. ; Chinese BF utilisation 
rates remained steady at 93.25% w/w; while Chinese mill profitability: rose 3.06% to 
72.3% w/w.  

Shanghai Clearing House has been approved to clear 2 new OTC cash-settled swaps, 
priced in RMB. An Fe 62% IO contract will be launched, settling to a combined index 
referencing CU Steel; China Beijing International Mining Exchange and Mysteel. A 
thermal contract will be launched using the weekly Bohai Bay Rim Steam Coal Index.  

Dalian Commodity Exchange IO active Sept-14 contract prices lifted RMB 1/t to RMB 
714/t, while the Jan-15 contract rose RMB 3/t to RMB 709/t. Chinese Port stocks 
dropped to 116.16, off 0.02mt w/w. Among physical iron ore, trades were relatively 
quiet, although prices ticked up. Rio Tinto finalised an Aug-cargo tender of 170kt PBF 
with 31 Jul- 9 Aug laycan at $97.37/t. On local Chinese platform Rizhao, a Tianjin 
Newman fines cargo traded at RMB 670/t.  

The TSI Fe 62% China CFR price index rose $1/t to $97.90/t (MTD: $96.26/t). The 
Platts Fe 62% index $/t, while the TSI Fe 58% index rose 80 cents to $81.60/t (MTD: 
$79.93/t).  

The Metal Bulletin Fe 62% index rose 75 cents to $97.67/t, while its Fe 58% index 
rose 47 cents to $73.22/t. Argus Fe 62% rose $1.15/t to $95.85/t. Mysteel’s Fe 
62% index $/t, while its Fe 58% index $/t. 

In IO supply news, weekly shipment rates continued to weaken from Australian and 
Brazil, with port maintenance at Vale Tubarao last week and now RioT Walcott facilities 
starting maintenance (15-18th) this week, removing tonnage from the market. We are 
already seeing Vale shipment rates improve today. Meanwhile Port Hedland tug workers 
are back in the news, with no resolution as yet for more pay (40% over 4-years) and 
holidays (2-weeks pa additional). Engineers and deckhands have been granted a 30-day 
extension to their protected industrial action request from Fair Work Australia, with the 
latter able to strike anytime until 30 July and the former any time until 10 August. A 
fresh vote of members is being undertaken by the deckhands’ union at the moment. 
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However rather than a 7-day strike, members are being canvassed about walking off the 
job for 2-12 hours, offsetting miners’ complaints of “significant economic 
consequences”. Really the workers are looking for a fatigue management plan, which 
suggests the tugboat employer, Teekay, needs to hire more staff. Indian authorities are 
still discussing the impost of a new mineral royalty tax, which may vary according to 
finished grades in the case of iron ore.  

Turkish scrap is trading in the $374-78/t CFR range, with supplies restricted in the US 
due to the domestic demand recovery.    

The Baltic Exchange Cape index shifted 3.2% lower to $9,926/day, with C3 at 
$19.655/t and C5 at $7.559/t. FFA Q3 capes are trading in the $13,300/day range. 
China is set to lift its Valemax berthing restrictions, partly helped by President Xi’s visit 
to Brazil this week.   

EU’s IP for May fell 1.1% m/m, while growing 0.5% y/y, as expected vs 1.4% y/y in 
April. Weakness in Germany, France and Italy let the region down the most.  

For Q4:14 thermal coal prices, API 2 is trading at $74.75/t; API 4 is trading at 
$71.80/t; while Newcastle is trading at $70.55/t with API 8 at $68.00/t. The Atlantic 
basin has not reacted significantly to raised tensions between Ukraine-Russia over the 
weekend, following the firing of a missile by Ukraine cross-border. On physical, ARA 
traded a Sept cargo at $72.50/t, off 15c; while an Oct cargo traded at $72.40/t. 
S.China NAR 5500 prices are in the $67-68/t range (, still reeling from China’s various 
provincial subsidy increases across June of $5-8/t, which have increased the number of 
profitable domestic mines relative to seaborne. We may expect to hear more 
renegotiations of prior-priced vessel arrivals into S.China as a result. Meanwhile, NEWC 
NAR 5500 panamax is selling into E.C. India at c.$69-70/t CFR ($57/t fob). 

Banpu-Centennial is to close its 4mtpa Newstan mine due to a lack of profitability, 
however its Myuna mine will continue operating. Colombia exported 5.61mt in June, 
compared to 6mt in May. Cerrejon has partially shut its mine due to air quality concerns, 
caused by dryer-than-normal (El Nino) weather conditions. Gladstone port will see less 
inflow due to 60 hours of rail maintenance by Aurizon starting today. Stockpiles should 
continue to feed vessels, however.    

Zhengzhou Futures Sept-14 thermal contract prices fell RMB 1/t to RMB 491.6/t, 
while the Jan-15 contract fell RMB 0.2/t to RMB 505.2/t. Total port stocks fell 0.7% 
to 19.07mt, while GZ stocks fell 2.4% to 3.16mt and QHD stocks rose 0.4% to 
7.31mt. China’s 6 coastal power groups saw their stocks drop 3.7% w/w to 13.42mt, 
while days consumption rose 5.7% to 0.64mt. Inventory days cover dropped 2 days 
w/w to 21 days. Shenhua has cut prices to RMB 495/t. China is to enforce the ban on 
high sulphur coal burning from 1 August to improve air quality.  

Premium Hard Coking Coal spot prices are trading in the $108-113/t Qld FOB range, 
with China CFR prices ranging $118-123/t. Cal15 Qld HCC swaps have traded at 
$124/t, with Q4 at $118/t. 1-2 mtpa SouthGobi Resources says its 2H14 production 
would be paced to meet contracted sales volumes, and that the company has sufficient 
funding to remain a going concern for the remainder of the year. New World Resources 
has settled its Q3 prices at $115.68/t, up 1% q/q. On the Dalian Exchange, Sept-14 
coke price traded flat at RMB 1,090/t, while the Jan-15 contract rose RMB 3/t to 
RMB 1,144/t. Coke stocks rose 2% w/w to 3.67mt. Among Dalian HCC prices, Sept-
14 contract prices closed off RMB 1/t to RMB 768/t, while the Jan-15 contract rose 
RMB 3/t to RMB 803/t. Coking coal stocks fell 4.3% to 10.71mt. 

 By Melinda Moore 
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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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