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● In-line with other risk assets, commodities have broadly enjoyed 

a period of strong price performance since our last positioning 

update at the start of February1. 

● For industrial metals, which lack the supply narrative of crude 

oil, we continue to view this move as driven more by improving 

sentiment than tightening fundamental balances.  

● That said, as detailed in our recent Base Metals Outlook2, for 

many of the metals we do expect fundamentals to improve over 

the course of the year. Principally because of our relatively 

constructive outlook for Chinese demand.  

● In which context, it is worth noting that the China macro surprise 

index – showing actual data vs. expectations – has broken back 

above zero in recent weeks.   

● Looking at positioning, only zinc clearly exhibits material 

investor length, while the rest of the metals range from 

moderately long to moderately short. Even palladium’s length is 

now greatly reduced after its recent price correction.  

● If the much anticipated US-China trade deal is soon concluded 

and Chinese growth indicators continue to pick-up in-line with 

our expectations, an increasingly benign short-term macro 

backdrop should encourage the return of investor length to 

industrial metals and provide a tail-wind for higher prices.  

● Naturally, this leads us to look for bullish opportunities across 

the complex but, given the still present tail-risks – such as a 

disorderly break-up of US-China trade negotiations, we think 

risk-reward is generally better found away from outright prices.  

● Regarding gold, we remain short-term neutral, expecting it to 

continue trading within its recent range. In essence, this mirrors 

our relatively neutral US Dollar view. Nevertheless, with shorts 

building in silver, relative value opportunities may soon emerge.  

  

China surprise index in positive territory but RoW still struggling 

Source: ICBC Standard, Bloomberg, Citi 

Price performance since February 5th  

Source: ICBC Standard, Bloomberg, CME, ICE, LME, LBMA, LPPM, DCE 

1 & 2: https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports  
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Volatility subdued and put skew* compressed 

Source: ICBC Standard, Bloomberg, LME 

Spreads have eased in the wake of LME deliveries 

Source: ICBC Standard, Bloomberg, LME 

Copper has lagged the recent rally in China sensitive assets 

Source: ICBC Standard, Bloomberg, LME 

● Copper has been trapped in a relatively narrow $6,300 - $6,550 

range over the past few weeks. As a result of its failure to break 

higher, it has lagged the rally in other China sensitive assets, 

while realised and implied volatility have also compressed.  

● In part, attempts to break higher have been capped by recent 

LME inventory inflows, which have also resulted in a softening of 

the forward curve.  

● If our view on China’s demand is borne out, we expect onshore 

inventories to draw at least in-line with seasonal norms, the 

import arb to re-open and then ex-China inventories to move 

lower.  

● This should lead to a re-tightening of spreads and higher 

outright prices. As a hedge to this view, we note that near-dated 

puts are currently cheap by historic standards.  
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SHFE positioning subdued 

Source: ICBC Standard, Bloomberg, SHFE 

With the “arb” just re-opening as tax cuts are digested 

Source: ICBC Standard, Bloomberg, LME, SHFE 

With CTAs likely to have added but not yet become stretched 

Source: ICBC Standard, Bloomberg, LME 

400

500

600

700

800

900

1,000

30,000

35,000

40,000

45,000

50,000

55,000

60,000

2014 2015 2016 2017 2018 2019

SHFE Front Month Copper Aggregate Open Interest

-10

-5

0

5

10

15

20

25

5,800

6,000

6,200

6,400

6,600

6,800

7,000

7,200

7,400

Jan-18 Mar-18 May-18 Jul-18 Sep-18 Nov-18 Jan-19 Mar-19 May-19

Cu 3m PRICE MM NET (k lots, rhs)

Overall investor positioning still muted 

Source: ICBC Standard, Bloomberg, LME 
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Comex spreads tightening on falling inventory but yet to flare out 

Source: ICBC Standard, Bloomberg, CME 

Systematic buying likely closing the Comex discount to LME  

Source: ICBC Standard, Bloomberg, LME, CME 

With shorts having covered and length to build 

Source: ICBC Standard, Bloomberg, CME, CFTC 

Comex net-investor positioning relatively muted 

Source: ICBC Standard, Bloomberg, LME 
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China export “arb” narrowing but remains open 

Source: ICBC Standard, Bloomberg, SHFE, LME 

Aluminium has under-performed risk assets 

Source: ICBC Standard, Bloomberg, CME 

Spreads have retreated to pre-Rusal sanction levels 

Source: ICBC Standard, Bloomberg, LME 

● Since the unwind of post-Rusal sanction tightness, the 

aluminium market has been stuck between an ex-China deficit 

and continued exports of Chinese semis.  

● We do not see this situation changing in the immediate future 

and thus expect aluminium prices to continue their under-

performance of risk assets, while volatility is also expected to 

remain subdued.  

● That said, compared to prices, volatility and stocks, the forward 

curve now looks loose.  

● As LME inventories continue to draw, we therefore view 

borrowing spreads – as an implicit option on periodic curve 

tightness – as better risk-reward than outright or options 

positions.  
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SHFE exposure lacking clear direction  

Source: ICBC Standard, Bloomberg, SHFE 

And spreads suppressed by elevated stock levels 

Source: ICBC Standard, Bloomberg, LME, SHFE 

But momentum funds have likely covered back to flat  

Source: ICBC Standard, Bloomberg, LME 

Investor positioning still net short 
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Outright performance in-line with China sensitive assets 

Source: ICBC Standard, Bloomberg, LME 

Historically, backwardations have flared out as stocks dwindle 

Source: ICBC Standard, Bloomberg, LME 

LME inventory continuing to draw 

Source: ICBC Standard, Bloomberg, LME 

● Benefitting from the gradual addition of LME length and SHFE 

short covering, Nickel’s rally has kept pace with the move in 

wider risk assets.  

● Spreads, however, have remained subdued. In our view, this is a 

result of forward buying related to battery manufacturing.  

● At the same time, LME stocks have continued to draw at a 

steady pace. If this persists, it creates the potential for a 

significant shift in the shape of the forward curve.  

● Indeed, historically, the curve has swung from contango into 

dramatic backwardation when stocks have moved below 50kt.  

● Although outright prices were significantly higher when this last 

occurred before the financial crisis, the market was also c.45% 

smaller, so equivalent stocks/use levels will be reached at 

higher absolute inventory levels.   
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SHFE position yet to rebuild 

Source: ICBC Standard, Bloomberg, SHFE 

“Arb” re-opening post VAT cut enactment  

Source: ICBC Standard, Bloomberg, LME 

With much of the buying likely systematic in nature 

Source: ICBC Standard, Bloomberg, LME 
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Investor positions have picked up but not surged 
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Implied and realised volatility still in-line  

Source: ICBC Standard, Bloomberg, LME 

In absolute terms, volatility remains subdued 

Source: ICBC Standard, Bloomberg, LME 

Sharp backwardation, with exchange inventory on its lows 

Source: ICBC Standard, Bloomberg, LME 

● In stark contrast to Nickel, dwindling Zinc stocks have resulted 

in a significant tightening of the forward curve.  

● On an outright basis, zinc also has outperformed the complex in 

recent weeks and is the only base metal which appears to 

contain significant investor length.  

● To date, this move has been relatively orderly, with realised 

volatility holding in the mid-20s and implied volatility following 

suit. The skew around this is generally to the downside, with 

increased put skew in longer-tenors. From a flow and 

fundamental perspective this is understandable, with the 

refined market likely to loosen into 2020.  

● In the near-term, however, we think both implied volatility and 

call skew under-price the potential for a sharp move higher if 

exchange stocks approach zero and backwardations temporarily 

become extreme. 
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Large SHFE positions but without clear direction 

Source: ICBC Standard, Bloomberg, SHFE 

LME has run ahead of SHFE but VAT cut bringing them into line 

Source: ICBC Standard, Bloomberg, LME, SHFE 

With CTAs likely building length  

Source: ICBC Standard, Bloomberg, LME 
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But “arb” re-opening, creating potential for China to pull metal 

Source: ICBC Standard, Bloomberg, LME, SHFE 

Momentum breakdown likely leading to CTA selling 

Source: ICBC Standard, Bloomberg, LME 
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With overall investor positioning now net short 
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● Fundamentally, the lead market is struggling for a narrative, 

with a balanced supply-demand outlook driven by limited growth 

on either side of the equation.  

● From a positioning perspective, however, it is the only LME 

market where we believe material shorts have been placed and 

momentum indicators suggest that systematic selling is likely to 

persist.  

● This should push the China import “arb” open and see metal 

begin to move onshore.  

● If short positioning were to become stretched, this would create 

a contrarian opportunity to position for a short-covering rally.  
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A sharp snap-back in the Pt/Pd ratio but is a turning point? 

Source: ICBC Standard, Bloomberg, SHFE 

Indicative three-month PGM lease rates – Pd still tight 

Source: ICBC Standard, Bloomberg, LPPM 

Pt ETF holdings surge, while Pd liquidations continue 

Source: ICBC Standard, Bloomberg 

● Palladium’s outperformance of platinum has witnessed a 

dramatic reversal since Anglo American CEO Mark Cutifani 

commented that palladium prices were a bubble.1 

● In terms of positioning, investors have made substantial 

additions to Platinum ETFs and covered shorts in the futures 

market. By contrast, palladium ETF holdings have continued to 

drift lower – providing an important source of marginal physical 

supply – and futures length has been cut, with momentum 

investors likely have significantly reduced their positions.  

● Despite this, little has changed fundamentally and we continue 

to view substitution in catalytic converters as an incremental 

multi-year process rather than something which will occur either 

immediately or in wholesale fashion.   

● Once palladium futures exhibit a material short position, as they 

did in summer 2018, it should present an opportunity.  
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CTAs beginning to build length in Platinum 

Source: ICBC Standard, Bloomberg, CME 

Compared to a rapid exit from Palladium 

Source: ICBC Standard, Bloomberg, CME 

Compared to length liquidation in Palladium 

Source: ICBC Standard, Bloomberg, CME, CFTC Source: ICBC Standard, Bloomberg, CME, CFTC 

Significant investor short-covering in Platinum 
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US 5yr Tips (% yield) vs. Spot Gold (US$/oz) 

Source: ICBC Standard, Bloomberg, CME 

Steady Gold ETF positioning after Silver cut around turn of year 

Source: ICBC Standard, Bloomberg 

Gold/Silver ratio trading to decade wides 

Source: ICBC Standard, Bloomberg, CME 

● Gold prices have been stuck between a dovish FOMC and 

relatively firm risk asset performance. Indeed, its short-term 

relationship with real US yields has broken down, with FX, equity 

and bond markets pulling gold in different directions.   

● Accordingly, shorts have been covered but only tentative length 

added. Momentum driven positioning is also likely to be around 

neutral.  

● By contrast, silver’s lacklustre performance is again seeing 

shorts added, with momentum funds also likely to have turned 

sellers.  

● In the short-term, we see few fundamental reasons why this 

cannot continue but, with the gold / silver ratio around historic 

wides, there could be a contrarian opportunity if silver 

positioning becomes stretched.  
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CTAs likely to have liquidated gold length 

Source: ICBC Standard, Bloomberg 

And now running short silver 

Source: ICBC Standard, Bloomberg, CME 

Shorts rebuilt in silver 

Source: ICBC Standard, Bloomberg, CME, CFTC Source: ICBC Standard, Bloomberg, CME, CFTC 

Neutral investor positioning in gold  
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This is a marketing communication which has been prepared by a trader, sales person or analyst of ICBC Standard Bank Plc, or its affiliates (“ICBCS”) and is provided for informational purposes only. The material does not 

constitute, nor should it be regarded as, investment research. 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, commodity or other financial instrument, referred to herein may be made available on request. This material is for the general information of institutional and market 

professional clients of ICBCS and should not be considered to be investment advice. It does not take into account the particular investment objectives, financial situation or needs of individual clients. 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, commodities or other financial instruments, or to participate in any particular trading strategy, 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 ICBCS 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 ICBCS 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.  

Any forward-looking information contained herein has been prepared on the basis of a number of assumptions which may prove to be incorrect.  Therefore, actual future results and trends may differ materially from what 

is forecast, suggested or implied due to a variety of factors.  To the extent that this material contains any forecasts in relation to the price of a specific financial instrument, this is not a guarantee of future performance 

and involves certain risks and uncertainties which are difficult to predict.  Changes in interest rates and rates of exchange may have an adverse effect on the value or price of these instruments.  Past performance is not a 

guide to future performance.    A list of any previous forecasts in relation to the same financial instrument produced within the preceding twelve month period is available on request. 

ICBCS or its employees may from time to time have long or short positions in securities, commodities, warrants, futures, options, derivatives or other financial instruments referred to in this material. ICBCS does and seeks 

to do business with companies covered in this communication. As a result, investors should be aware that ICBCS may have a conflict of interest that could affect the objectivity of this communication. Investors should 

consider this communication as only a single factor in making their investment decision.  

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 ICBCS. All trademarks, service 

marks and logos used in this communication are trademarks or service marks or registered trademarks or service marks of ICBCS.  

Information and opinions presented in this communication were obtained or derived from sources ICBCS believes are reliable, but ICBCS makes no representations as to their accuracy or completeness. Additional 

information is available upon request. ICBCS accepts no liability for loss, either directly or indirectly, arising from the use of the material presented in this communication, except that this exclusion of liability does not apply 

to the extent that liability arises under specific statutes or regulations applicable to ICBCS.  

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 if necessary, should seek professional advice. It should be noted that investment involves risk, including, but not limited to, 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, of such securities. Some investments discussed in 

this marketing communication may 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, and 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 for such investments 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.  



ICBC Standard Bank | 

Disclaimer Continued 

18 

Commodities Strategy 

In Europe, this communication is distributed by ICBC Standard Bank Plc. 20 Gresham Street, London EC2V 7JE which is authorised by the Prudential Regulation Authority (“PRA”) and regulated by the PRA and the Financial 

Conduct Authority (“FCA”), and is provided to Professional Investors only.  

In Hong Kong, this communication is distributed by ICBC Standard Bank Plc, Hong Kong Branch, and is intended solely for use by Professional Investor (as defined in the Hong Kong Securities and Futures Ordinance and 

its subsidiary legislation) clients and prospective clients of members of ICBC Standard Bank Plc Group. This communication may not be relied on by retail customers or persons to whom this communication may not be 

provided by law. All enquiries by recipients in Hong Kong must be directed to an ICBC Standard Bank Plc, Hong Kong Branch contact. ICBC Standard Bank Plc, Hong Kong Branch is a fully licensed bank under the Banking 

Ordinance and is a registered institution under the Securities and Futures Ordinance in Hong Kong. Any investments and services contained or referred to in this presentation may not be suitable for you and it is 

recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services.  

In Singapore, the provision of Financial Advisory Services is regulated under the Financial Advisers Act (Cap. 110). Accordingly (and where applicable), this material is provided by ICBC Standard Bank Plc, Singapore Branch 

pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for Accredited Investors, Expert Investors, or Institutional Investors, as defined under the 

Securities and Futures Act (Cap. 289) of Singapore. Recipients in Singapore should contact an ICBC Standard Bank Plc, Singapore Branch representative in respect of any matters arising from, or in connection with this 

material. ICBC Standard Bank Plc, Singapore Branch is regulated by the Monetary Authority of Singapore.  

If distributed into the United States, this communication is issued by a member of the sales and trading department of ICBCS. Sales and trading department personnel are not research analysts, and the information in this 

communication is not intended to constitute “research” as that term is defined by applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to 

represent the whole report and is not in itself considered a recommendation or research report. All views, opinions and estimates expressed in this communication (i) may change without notice and (ii) may differ from 

those views, opinions and estimates held or expressed by ICBCS or other ICBCS personnel. This communication is being provided to you without regard to your particular circumstances, and any decision to purchase or sell 

a financial instrument must be made by you independently without reliance on ICBCS. Any decision to purchase or subscribe for any financial instrument in any offering must be based solely on existing public information 

on such financial instrument and not on this communication. This material is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and 

the particular needs of any specific person. This communication is for informational purposes only and should not be regarded as an offer to sell or as a solicitation of an offer to buy any financial product, an official 

confirmation of any transaction, or as an official statement of ICBCS, or any of its affiliates. While every care has been taken in preparing this communication, no representation, warranty or undertaking (express or 

implied) is given and no responsibility or liability is accepted by ICBCS, its subsidiaries, holding companies or affiliates as to the accuracy or completeness of the information contained herein. All opinions and estimates 

contained in this communication may be changed after publication at any time without notice. Any included projections, opinions, assumptions or estimates are for example only, and they may not represent current or 

future performance. The information in this communication may not be updated or otherwise revised. Members of ICBCS, their directors, officers and employees may have a long or short position in the instruments 

mentioned in this communication or related investments, and may add to, dispose of or effect transactions for their own account and ICBCS may perform or seek to perform advisory or banking services in relation thereto. 

This communication is not intended for the use of private or retail customers. Any communication may be inconsistent, and reach different conclusions, with other ICBCS communications. ICBCS is under no obligation to 

bring such communications to the attention of recipients of this information.  

In Canada, any offer or sale of the securities described herein will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer 

properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. 

Under no circumstances is the information contained herein to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information 

contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted through a dealer 

registered in Canada or, alternatively, pursuant to a dealer registration exemption. 

In jurisdictions where ICBCS 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.  
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