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ING commodities outlook 2023: Stormy
seas ahead

2022 has been an extraordinary year for commodity markets. Supply
risks led to increased volatility and elevated prices. However, demand
concerns have taken the driving seat as we approach year-end. 2023 is
set to be yet another year of uncertainty, with plenty of volatility

Executive summary

Russia’s devastating invasion of Ukraine has been a key driver for commodity prices this
year. Russia’s willingness to use energy as a weapon and retaliatory sanctions on Russia
from the West have had an impact not just on the commodities complex, but the
broader global economuy. As a result, what started out as concern over supply has now
moved more towards growing demand risks as central banks around the world tighten
monetary policy in a bid to rein in rampant inflation. Clearly, the longer and more
restrictive policy is from central banks, the more downside there is to demand.

In addition, whilst much of the world has finally moved on from Covid, key commodity
consumer, China, continues to follow a zero-Covid policy. While the government eased
quarantine restrictions in recent months, China is facing its largest outbreak of Covid
since the start of the pandemic, which clearly does not help the demand picture. In
addition to the impact of Covid restrictions, the metal-intensive property market in
China remains very weak. Up until now, support from the government has had little
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impact. It is yet to be seen how helpful the latest measures from the government will
be.

We will be entering 2023 with markets trying to gauge the demand impact from slowing
global growth. It is clear that a number of key economies will enter recession, the big
question is how severe. When you couple these concerns with the ongoing weakness in
China it is likely that demand will continue to dictate price direction through the early
part of 2023. A turning point for the complex would likely be when we see the US Federal
Reserve pivoting towards a more accommodative policy (which would also suggest we
have seen the peak in the US dollar), but for that to happen, we need to see some clear
evidence of a significant fall in inflation.

While demand risks are in the driving seat for now, supply risks have certainly not
disappeared. In fact, these risks are growing for 2023, particularly when it comes to
energy.

For oil, the global market will need to see a further change in trade flows as the EU ban
on Russian crude oil and refined products comes into force. While other buyers will be
keen to pick up discounted Russian oil, their ability to do so is likely limited, which
suggests that we see Russian oil supply falling over the course of 2023. This coupled with
OPEC+ supply cuts suggest a tighter oil market. Therefore, prices should strengthen over
the course of the year.

The European natural gas market has seen a massive amount of disruption this year, as
Russia cut off the bulk of supply to the region, leading to significant volatility and record-
high prices. Demand destruction along with increased LNG imports have helped offset
Russian supply losses. For 2023, the EU will likely find it much more difficult to refill
storage to adequate levels ahead of the 2023/24 winter. Russian supply losses will be
more pronounced and there are limits to how much more LNG Europe can import.
Therefore, we will need to see continued demand destruction through 2023. In order to
see this demand destruction, prices will have to remain at elevated levels. Tightness in
the market also means that volatility is not going to disappear anytime soon.

Metal balances are looking more comfortable for 2023. Supply growth and demand
weakness should ensure this. These more comfortable supply and demand balances
along with poor sentiment suggest that most metal prices will remain under pressure in
the early part of 2023. We are more constructive as the year progresses though on the
back of low inventories for a number of metals, expectations that we start to see
monetary loosening and a modest recovery from China. Furthermore, there are still
clear supply risks for a number of base metals. Up until now, Russian metals have
avoided sanctions but clearly, there is always the risk that these are targeted at a later
stage. As for gold, the outlook is fairly constructive. We believe that as soon as we see
any signs from the US Federal Reserve of a pivot, that this will provide solid support to
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prices.

Agricultural commodities have also seen significant strength this year, particularly
grains, due to the disruption in Ukrainian exports along with poorer weather in a number
of key growing regions. These markets are going to remain sensitive to developments in
the Russia/Ukraine war. However for now, we believe risks are skewed to the upside.
There are some early signs that the winter wheat crop in some key growing regions will
be smaller next season, whilst clearly for agri crops in general, yields could suffer due to
less application of fertilisers, given the strength in the market this year.

Overall, we believe in the short term that there is further downside for commodity
markets. However, as we move towards the middle of the year, and once the worst of
the demand worries are behind us, supply concerns are likely to take centre stage once
again, which should push prices higher.

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@asia.ing.com

Ewa Manthey
Commodities Strategist
ewa.manthey@ing.com

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 N.V. 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. 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 authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England


mailto:Warren.Patterson@asia.ing.com
mailto:ewa.manthey@ing.com

THINK economic and financial analysis

(Registration number BRO00341) 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.


https://www.ing.com

