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spread strength
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Energy

Having settled higher for the seventh consecutive week, ICE Brent has edged higher in early
morning trading in Asia. Comments from the Saudi energy minister which suggests that OPEC+ will
continue to take a cautious approach in increasing output is likely providing some support to the
market, particularly with other members of OPEC+ echoing the Saudi view. For now, the market
does not appear concerned about the Covid-19 outbreak in a number of provinces in China. China
has, however, demonstrated multiple times that it is able to get outbreaks under control fairly
quickly.

NYMEX WTl is also offering support to Brent at the moment. The WTI/Brent discount has narrowed
from around US$4/bbl in early October to close to US$1.50/bbl currently. The move in this spread is
largely due to a tightening US market. Oil inventories at Cushing continue to decline and are close
to 30MMbbils. This has seen the prompt timespread also strengthen significantly recently. The
prompt WTI spread is trading at a backwardation of more than US$1.40/bbl, which is the strongest
the spread has been since 2018, when Cushing inventories fell a little under 22MMbbils. If this trend
continues, it should start to weigh on US crude oil exports.

The latest positioning data shows that over the last reporting week speculators reduced their net
long in ICE Brent by 23,754 lots, leaving them with a net long of 277,167 lots as of last Tuesday.
The bulk of this reduction was driven by longs liquidating, rather than fresh shorts. It appears that
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higher prices have led to some profit taking. As for NYMEX WTI, given the tightness in the US
market, speculators added to their net long. The speculative net long increased by 20,231 lots over
the last reporting week, leaving them with a net long of 346,836 lots as of last Tuesday. Given the
move in WTI timespreads more recently, the next set of positioning data could show a fairly large
increase in speculative spread positions.

Metals

LME metals remained volatile amid the energy crisis and China's efforts to rein in the domestic
coal market. LME aluminium was down around 1.5% on Friday, while LME copper settled around
1.3% lower. The focus seems to have quickly shifted to greater uncertainties around demand in
China, which is undergoing triple-shocks, including the property slowdown, Covid-19 outbreaks and
the power crisis.

China announced on Saturday that it will expand trials for a property tax, a move that may further
rein in speculation and add to the doom and gloom within the property sector. The nation's
property sector, an engine for metals demand growth, is faced with increasing headwinds. In
addition, Chinese health officials said on Sunday that the latest Covid-19 outbreak is increasingly
likely to spread further and urged all regions to step up monitoring and called for travel restrictions
across provinces. This would add further uncertainty to demand.

The copper inventory situation continues to be precarious, even though LME warehouses
witnessed a marginal increase in on-warrant stocks over the last few sessions. After falling to a low
of 14.2kt on 15 October, LME on-warrant copper stocks increased to 21.9kt last Friday, even as
total copper inventories at LME warehouses continue to fall. Total LME copper stocks fell to 161.6kt
compared to around 181kt a week ago. Copper inflows into LME warehouses continues to trickle,
while outflows remain elevated at around 6.1kt per day over the last week. Copper inventories at
SHFE warehouses also dropped to a fresh 5-year low of 39.8kt last week, pointing to healthy
demand in the physical market in China. On the supply side, Vale restarted operations at its
197ktpa Salobo copper mine in Brazil last week after around 18 days of disruptions due to a fire.
The company expects a production loss of around 8kt of copper due to the disruptions.

Agriculture

Weekly positioning data from the CFTC shows that speculative sentiment continued to be soft for
grains, as higher prices were seen to be hurting demand prospects in the longer term. Managed
money net longs in CBOT soybean fell by 10,903 lots over the last week with the current net long
falling to a 16-month low of just 18,165 lots as of 19 October. Money managers increased their
gross shorts by 12,468 lots over the last week even as soybean oil prices push higher and soybean
crushing margins increased to a 3-year high of around US$1.9/bu. Managed money net longs in
CBOT corn dropped by 8,363 lots over the week to 219,568 lots with gross longs falling by 12,017
lots. While money managers also increased their net short position in CBOT wheat by 9,192 lots
over the last week with money managers trimming their gross long position and adding to the
gross short position.
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