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The Commodities Feed: Oil remains in
limbo
Oil prices remain in limbo as the market waits to see how Israel
responds to Iran’s recent attack

Energy - oil remains in limbo
Oil prices settled marginally lower yesterday, although Brent has managed to stay just above
US$90/bbl. The lack of direction in the market reflects the significant uncertainty about Israel's
possible response to Iran’s attack over the weekend. US Treasury Secretary, Janet Yellen, said that
the US will implement additional sanctions against Iran in response to its attack. However, for oil,
sanctions are already in place, the issue is that they have not been strictly enforced for the last
couple of years. And the big question is whether they will be enforced more rigorously now. Will
the Biden administration want to risk tightening up the oil market and pushing prices higher as we
move closer towards US elections later this year?

API numbers overnight were a mixed bag. Crude oil inventories are reported to have increased by
4.09m barrels over the week, which was more than the roughly 1.65m barrels build the market
was expecting. Distillate fuel oil stocks also fell by less than expected, declining just 427k barrels
over the week. However, gasoline stock draws were more constructive and inventories fell 2.51m
barrels compared to expectations for a decline of around 1m barrels. Lower-than-average stocks
going into the summer driving season continue to provide support to gasoline cracks. The prompt
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RBOB crack now trades above US$32/bbl, up from around US$15/bbl in early January.

While the gasoline market is tightening, the middle distillate market is easing. The ICE gasoil crack
is on the verge of breaking below US$20/bbl and is trading at its lowest level since July last year.
Meanwhile, the prompt ICE gasoil timespread briefly ventured into contango territory, suggesting a
more comfortably supplied prompt market. Inventory data tends to support this view. Numbers
from Insights Global show that gasoil inventories in the ARA region are back at their 5-year
average. However, while the supply/demand picture is looking a lot more comfortable for middle
distillates, there are still key risks overshadowing the market, particularly the potential for
disruption to Russian middle distillate supplies, given the Ukrainian drone attacks we have seen on
Russian oil refining capacity in recent months.

European natural gas prices strengthened further yesterday. TTF rallied by a little more than 6.4%,
which took front-month futures back above EUR33/MWh- the highest level since early January.
Norwegian gas flows to Europe remain depressed following some unplanned outages, flows are a
little over 300mcm/d compared to more than 340mcm/day late last week. The geopolitical
environment will also support European gas prices, particularly given the EU’s larger dependence
on LNG since the Russia-Ukraine war. However, fundamentals remain bearish with storage more
than 62% full, well above the 5-year average of 43% full for this time of year.

Metals – China’s steel output falls
Steel output in China contracted in March amid ongoing weakness in the country’s property sector
a key driver for demand. Crude steel production fell 7.8% YoY to 88.3mt last month against a
backdrop of weak profit margins and lower prices, data from the National Bureau of Statistics (NBS)
show. Cumulatively, output fell 1.9% YoY to 256.6mt in the first quarter of the year. Among other
metals, Chinese primary aluminium output rose 7.4% YoY to 3.6mt in March while year-to-date
output rose 6.8% YoY to 10.7mt in Jan’24-Mar’24 following the restart of idled capacity in Yunnan.

Data from the China Iron and Steel Association (CISA) shows that steel inventories at major
Chinese steel mills fell for a second consecutive month to 18.3mt in early April, down 0.9%
compared to late March. Crude steel production at major mills also declined marginally by 0.5%
from late March to 2.1m/d in early April.

In aluminium, LME data shows that cancelled warrants for the metal jumped 75,600 tonnes, after
eight consecutive weeks of declines, to 272,700 tonnes as of yesterday. This was the biggest daily
addition since May 2023, as the market reacted to new restrictions on delivering Russian metal to
the exchange. Aluminium on-warrant inventories fell by 79,850 tonnes to 244,650 tonnes for a
third consecutive session, while exchange inventories fell by 4,250 tonnes to 517,350 tonnes. The
cash/3m spread for aluminium has also been fairly volatile, after trading to a backwardation of
US$13/t on Monday, only to return to a contango of around $12/t yesterday.

The latest COTR report released yesterday shows that investors boosted net bullish positions for
aluminium by 3,817 lots to 135,986 lots for the week ending 12 April, the largest net long held
since mid-December 2020. In contrast, money managers decreased their net long in copper by
2,823 lots to 83,948 lots as of last Friday.

Agriculture – Indian sugar output falls
The latest data from the Indian Sugar and Bio-energy Manufacturers Association (ISMA) show that
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sugar production in India fell marginally to 31.1mt (excluding sugar diverted for ethanol
production) so far this season through 15 April. Cumulative output stood at 31.2mt at the same
stage last year. Mills are ending operations at a faster pace than last year with ISMA reporting that
just 84 mills were crushing cane by mid-April compared to 132 mills at the same time last year. For
2023/24, the government ruled out the possibility of allowing sugar exports.
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