
Snap | 28 August 2019 1

THINK economic and financial analysis

Snap | 28 August 2019 Commodities daily

The Commodities Feed: Big oil draw and
global steel production drops
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Energy
Big oil draws: The oil market got a boost late yesterday, and this strength has continued this
Wednesday morning with ICE Brent trading back above US$60/bbl at time of writing. The catalyst
for the move was the API reporting that US crude oil inventories fell by 11.1MMbbls over the last
week- if matched by the EIA today, that would be the largest stock drawdown since June. The
decline was much larger than the 2.85MMbbls draw that the market was expecting. The API also
reported that stocks in Cushing fell by 2.37MMbbls. These large draws have seen the WTI/Brent
discount narrow, after having come under some pressure following China’s announcement that it
would impose a 5% tariff on US crude oil.

Refined product inventories also surprised. Expectations were for small builds in both gasoline and
distillate fuel oil, however they saw drawdowns of 349Mbbls and 2.5MMbbls respectively. 

Metals
Global steel output: Data from the World Steel Association shows that global steel production
dropped 4.7% MoM to 5.05mt/day (total 156.7mt) in July, as higher raw material prices, lower
profitability and demand concerns impacted operating rates of steel mills. China’s steel production
fell 5.8% MoM to 2.75mt/day (total 85.2mt), while for the rest of the world, output dropped 2.9%
MoM to 2.31mt/day. Iron ore prices have softened over the past few weeks, which will be welcome
news for mills. However, demand-side concerns remain due to the escalation of the trade war,
which could keep pressure on operating rates for the remainder of the year.

Japan aluminium premium: Negotiations for the quarterly premium for aluminium supplies to
Japan over 4Q19 have started, and initial quotes suggest a premium of around US$110/t, a
marginal 2% gain over the 3Q19 premium. If finalised around this level, it would be third
consecutive increase in physical premiums.  On the other hand, spot premiums in the Japanese
market softened from US$98/t at the end of 2Q19 to US$87/t currently, suggesting sufficient
availability in the physical market. Higher premiums for 4Q19 possibly reflects the risk of lower
supply due to uncertainty over the Chinese winter capacity cuts.

Agriculture
Sugar & the BRL: No 11 sugar prices fell to a YTD low of US¢11.24/lb, as a result of weakness in the
Brazilian Real. The BRL has declined by almost 12% since mid-July against the USD. There are
media reports that the Indian government is considering a further sugar package, which would
likely see an extension to export subsidies. The country is forecast to be sitting on more than 14mt
of sugar at  the end of September 2019, which is equivalent to more than 50% of annual
consumption. While the global sugar market is set to return to deficit in the 2019/20 season, the
threat of large volumes of Indian sugar exports is likely to cap prices.
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