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The Commodities Feed: Rangebound
trading
The oil market continues to trade in a range despite lingering
geopolitical risks in the Middle East. The oil market clearly does not
expect further escalation, or at least escalation which impacts oil
supply

Energy - slower US oil output growth
Oil prices edged higher yesterday, though they continue to trade in a fairly rangebound manner.
ICE Brent settled 0.77% higher on the day, but the market continues to trade firmly below the
US$80/bbl level. Given the heightened geopolitical risk, the rangebound trading and lack of a risk
premium may surprise some. However, market participants appear to be assuming that we will
not see a significant escalation in the Middle East, at least an escalation which puts oil supply at
risk. It’s important to remember that while we are seeing disruptions to trade flows as a result of
Red Sea developments, oil production remains unchanged as a result. Furthermore, the oil balance
is comfortable through 1H24, while OPEC is sitting on a little more than 5m b/d of spare capacity,
of which more than 3m b/d sits in Saudi Arabia.

Numbers overnight from the API show that US crude oil inventories increased by 674k barrels over
the last week, which is somewhat lower than the roughly 2m barrel build the market was
expecting. In addition, Cushing crude oil stocks increased by 492k barrels over the week. For refined
products, gasoline stocks increased by 3.65m barrels, whilst distillate inventories declined by 3.7m
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barrels. The more widely followed EIA report will be released later today.

The EIA released its latest Short-Term Energy Outlook yesterday in which it forecast that US crude
oil production will grow by around 170k b/d YoY in 2024 to average 13.1m b/d. This is slightly lower
than the 13.21m b/d the EIA was forecasting last month. Last year US crude oil supply grew by a
little more than 1m b/d and the drop in growth this year shouldn’t come as too much of a surprise
given the slowdown seen in drilling activity for much of last year. Meanwhile, for 2025 the EIA
forecasts that crude oil supply will grow by a little more than 390k b/d YoY to a record 13.39m b/d.

Daily Norwegian gas flows to Europe are still down roughly 15% from early February levels given
unplanned outages at the Troll field as well as the Nyhamna processing plant. However, flows
should resume to more normal levels from tomorrow with the outages expected to only last until
today. While lower flows to Europe initially led to some strength in the market, the fact that the
outage is expected to be relatively short, along with storage remaining very comfortable, at
around 69% full, suggests that prices are likely to remain under pressure.

Metals – Peru copper output rises
Official numbers from Peru show that domestic copper output rose 12.7% YoY to a record high of
2.76mt in 2023. It is reported that output gains from the likes of Anglo American’s new Quellaveco
mine and fewer disruptions at MMG's Las Bambas mine contributed to Peru’s overall output growth
last year. Meanwhile, domestic zinc output also grew by 7.2% YoY to 1.5mt in 2023.

For aluminium, recent reports from the Shanghai Metals Market (SMM) suggest that aluminium
smelters' operations in Yunnan province in China remained stable in January. It is estimated that
operating capacity in the region stood at around 4.45mt last month, largely unchanged from the
previous month. Hydropower output remains low during the dry season and there is no
expectation of increased demand for industrial consumption in the short term.

In ferrous metals, iron ore extended its declines for a third straight session with prices touching a
three-month low yesterday, as we approach Lunar New Year holidays. Steel inventories at major
Chinese steel mills fell significantly (after rising for two consecutive weeks) to 12.2mt in late
January, down 20.6% compared to mid-January, according to data from the China Iron and Steel
Association (CISA). This sharp fall is primarily due to declining domestic output. Crude steel
production at major mills fell 3.7% from mid-January to 2.02mt/d in late January, as many mills
reduced production due to falling margins, whilst some have halted operations to conduct
maintenance ahead of the Chinese New Year holidays.

The latest LME COTR report released yesterday shows that investors increased net bullish positions
in copper by 12,618 lots to 71,981 lots (highest since February 2021) in the week ending 2
February. Similarly, net bullish bets for aluminium rose by 16,083 lots to 123,577 lots at the end of
last week. In contrast, money managers reduced net bullish bets in zinc by 2,120 lots to 31,175
lots as of last Friday.
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