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The Commodities Feed: False hope?
Your daily roundup of commodity news and ING views

Energy
It’s been a quiet start to early morning trading for oil markets, with Brent and WTI flat to
marginally higher at time of writing. Energy markets have reacted positively to the phase one
trade deal. But as our China economist and trade team point out, not much has changed, with the
bulk of US tariffs on Chinese goods remaining in place, the impact on Chinese growth will likely be
limited. Back to oil, and yesterday’s IEA monthly oil market report did not contain any big
surprises, with the agency still forecasting that the global oil market will see a fairly hefty surplus
over 1H20. It forecasts that the call on OPEC production over the first half of the year will be
28.5MMbbls/d, almost 1MMbbls/d lower than what OPEC produced over December. Agreed deeper
cuts over 1Q20 will help. However, these cuts do not currently address the issue of the expected
2Q20 surplus. This will be an issue that will only be tackled at the OPEC+ meeting scheduled for
March. Meanwhile, the agency continues to forecast that non-OPEC supply will grow by
2.1MMbbls/d over 2020, whilst global demand is set to increase by 1.2MMbbls/d for the year- both
unchanged from previous estimates.

Turning to refined products, and it has been a week of stock increases. Earlier in the week the EIA
reported significant builds in product inventories, and in particular distillate fuel oil and gasoline.
Meanwhile in Singapore product stocks increased by 2.77MMbbls over the week to total
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45.99MMbbls, whilst for Europe, ARA inventories grew by 95kt to 5.77mt, according to Insights
Global. Then, finally, in Fujairah, there have also been reports of increases in middle distillate
inventories recently. Stock builds across products and regions are doing little to help refiners, who
continue to grapple with weak refinery margins. This weakness raises questions over product
demand, and a large part of this weakness appears to be coming from middle distillates, where a
mild winter is weighing on heating demand.

Metals
Palladium continues to move higher, with prices settling up a little over 2% yesterday, and taking
YTD gains to almost 20% with what looks like a short-squeeze as the physical market continues to
tighten. South Africa reported that its mining production of PGM metals dropped sharply by 13.5%
YoY in November, a time when electricity supply woes resurfaced in the country. Further
disruptions to supply cannot be ruled out, with the mining industry still facing frequent and
unscheduled power outages. Further weakness in mining production can’t be ruled out. While
higher prices should be encouraging miners to look to boost output, palladium is largely produced
as a by-product, making supply more inelastic. In financial markets, ETF investors have turned
from a net supplier of the metal to net buyers over the past few months, further tightening the
market.

Base metal markets were also in a jubilant mood yesterday, with the bulk of the base metals
complex participating in the rally after details of the trade deal were (questionably) seen as largely
positive. LME data shows that nickel inventories at warehouses increased by another 4.4kt
yesterday, taking total stocks to 183kt, levels last seen in March. The LME has seen a total inflow of
114kt of nickel in little over a month, with the majority of this flowing into Asian and European
warehouses. A large build-up of inventory on the LME has pushed the nickel market into deeper
contango, with the cash/3M spread moving to a discount of US$80/t, compared to an average
discount of US$24/t in December. However, the trend could reverse, or at least pause as cancelled
warrants have increased sharply to 54.3kt, compared to 30.1kt a week ago, and this may result in
inventory being drawn down over the coming weeks.

Daily price update
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