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The Commodities Feed: Widening
contango
Your daily roundup of commodity news and ING views
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Energy
ICE Brent saw some recovery this morning after dropping nearly 9% yesterday. While President
Donald Trump’s travel bans further battered prospects for oil demand, producers are still trying to
pump more. Russia indicated that it will also increase supply from April 2020, in order to retain
market share. Russia could increase production by around 300-500Mbbls/d from next month
onwards taking its total production to around 11.6-11.8MMbbls/d and adding to the supply glut in
the physical market. For Russia, rouble depreciation and lower break-even costs are supportive
factors to keep the oil flowing into the market even as oil prices drop to multi-year lows.

Meanwhile, the crude oil forward curves have steepened sharply over the last few days with
prompt month trading at a bigger discount to one-year futures due to ample supplies in the
physical market. ICE Brent 12-month spread over the 1M futures increased to a five year high of
US$9.85/bbl (Contango), sharply up from negative US$2/bbl on 21 February. Similarly in the US,
NYMEX WTI 12M has been trading at a premium of US$6.6/bbl over the prompt month future, up
from negative US$1.1/bbl on 21 February. Higher Contango partly reflects the higher storage costs
due to the increased demand for storage tanks; however, it also points to increasing surplus in the
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physical market.

Turning to products and data from Energy Insight shows that gasoil inventory at ARA storage hub
dropped by 229kt over the last week with current stocks falling to a one-year low of 1.9mt. The
gasoil inventory at ARA is significantly below the 5-year seasonal average of around 2.9mt. Among
other products, jet fuel stocks dropped by 37kt to a five-year low of 395kt while gasoline stocks
also dropped by 103kt due to higher exports. Lower stockpiles of refined products may offer some
support to the product cracks; though future demand prospects will continue to be the major price
driver.

Metals
Both base metals and precious metals saw price erosion yesterday as demand prospects continue
to soften for industrial metals while margin calls may have induced selling in precious metals as
well. Palladium was the big loser yesterday, shedding nearly 20% as weak automobile market
lowers demand prospects for the auto-catalyst metals. Gold and silver lost around 3.6% and 5.6%
respectively on broad selling pressure in the market.

Alumina prices have recovered nearly 7-8% over the past month over the supply tightness even
though aluminium prices continue to weaken due to demand prospects. LME alumina prices have
increased to US$301/t currently compared to US$280/t a month ago. During the same period, LME
aluminium dropped from US$1,748/t to US$1,656/t. the divergence in prices has pushed the
alumina/aluminium price ratio to 18.2% compared to 16% a month ago and impacting the
profitability of aluminium smelters. Lower operating rates at alumina refineries in China due to
logistical issues in importing and transporting the raw material have been weighing on alumina
supplies in the country.

For nickel, Indonesia’s Energy and Mineral Resource ministry estimates that the country could
increase its processed nickel output to 2.02mt in 2020 compared to 1.8mt in 2019 as more
smelters start production. Since the nickel ore export ban implemented late last year, Indonesia
has seen investment in downstream capacity increase which should help the country to increase
the output of processed metals.

Daily price update

Source: Bloomberg, ING Research



THINK economic and financial analysis

Snap | 13 March 2020 3

Author

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@asia.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 regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. 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.

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

mailto:Warren.Patterson@asia.ing.com
http://www.ing.com

