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Natural rubber: Feeling the pressure
It has been a tough year so far for natural rubber longs, with RSS3 futures
in Singapore falling by almost 10% since the start of the year, and 22%
year-on-year. Export intervention offered little help, whilst a weaker oil
market recently has only added further pressure
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Global market set to remain well supplied
According to the International Rubber Study Group (IRSG), the natural rubber market saw a surplus
of 314kt over 2017, with natural rubber production totalling 13.54mt, and global consumption
totalling 13.23mt. For 2018, global natural rubber consumption is forecast to grow by 3.4% to
13.68mt, and with cumulative production among the largest producers having grown by 4.3% YoY
in the first six months of the year, the market is likely to remain well supplied over the course of
2018.
These fundamentals are likely to keep pressure on the market in the short term, whilst the recent
sell-off seen in the oil market is certainly not helping. However, the oil market could offer some
support in 4Q18, when there is clarity about the impact on oil supply from Iran as a result of US
sanctions.

Thai government plans to cut acreage
Action taken by the International Tripartite Rubber Council (ITRC) to cut exports of natural rubber
by 350kt over the months of January to March 2018 offered little support to the market. Looking
at Thai exports over the first quarter, they remained higher YoY through until the end of February,
however it was March when we saw a significant cut in export volumes from the country. This saw
export flows over the whole of 1Q18 total 932kt, down 6% YoY and 14% lower QoQ.
However since the deal came to an end, exports from Thailand have picked up significantly.
Exports over 2Q18 totalled 936kt, up 15% YoY. These stronger flows over the last quarter shouldn’t
be too surprising, given the stock build we would have seen in the country whilst the export limit
agreement was in place.
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As a result of continued weakness in rubber prices, the Thai government has decided to step in
with the aim of reducing acreage by 80,000 acres per year over the next five years. The aim is to
reduce annual natural rubber production by 40-50kt. In order to achieve this, the government is
willing to pay farmers US$480/rai to cut natural rubber area. This works out to around
US$192/acre. This payment is limited to a maximum of 10 rais (four acres) per farmer. This
programme is set to get underway this month.

Thai exports bounce back (000 tonnes)
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Nautral rubber production edges higher
Despite the earlier limitations seen in natural rubber exports from Thailand, Indonesia and
Malaysia, YTD production between the three is higher YoY. Output from Thailand in the first six
months of this year totalled 2.25mt, up 110kt YoY, while in Indonesia output over the same period
totalled 1.78mt, up 72kt YoY. Malaysia saw a small decline, with output totalling 372kt over the
first six months of the year, down 5kt YoY. Elsewhere, Indian production was largely unchanged
YoY over the period at 331kt, whilst Vietnam saw production increase by 43kt to 538kt.

YTD natural rubber output of largest producers (000 tonnes)

Source: GAPKINDO, ING Research
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Chinese stocks keep on growing
One of the drivers behind the pressure on the natural rubber market has been the consistent
increase that we have seen in SHFE inventories. Stocks have climbed to a record high of 547kt, an
increase of 164kt since the start of the year, and significantly higher than the 395kt seen at the
same stage last year.
Stock builds in China have come despite the fact that we have seen a decline in natural rubber
imports. Imports over the first six months of the year totalled 1.19mt, down 18% YoY. These
weaker imports do appear to reflect a poorer demand picture, and this is evident when looking at
Chinese tyre production, which has fallen consistently since early 2017. Cumulative tyre output
over the first seven months of this year totalled a little over 511m units, down 10% YoY. Tyre
manufacturers in China have been facing a tough operating environment, as a result of domestic
environmental regulation, along with a number of countries imposing antidumping duties and
countervailing duties on certain types of tyres.
Looking ahead, downside risks, at least for Chinese demand, continue to linger. Firstly, it does not
seem as though there will be any quick resolution to trade tensions between the US and China.
Chinese manufacturing PMI numbers have softened in recent months, and this is obviously a key
downside risk for demand if the trend continues.

SHFE stocks climb to record levels (000 tonnes)

Source: Bloomberg, ING Research
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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