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The Commodities Feed: Russian sanction
risks grow
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Energy
Oil prices have surged this morning taking Brent back above the US$100/bbl mark. This comes after
the latest round of restrictions put in place against Russia - in particular the removal of some
Russian banks from SWIFT, which raises concern over the impact on trade with Russia. And whilst
the US has said that there will be exceptions made for Russian energy exports, the market is
clearly nervous given that sanctions are becoming increasingly restrictive. The growing risk of
sanctions has reduced the appetite of many in the industry to commit to Russian oil. This is
reflected in the Urals differential falling to record lows. In addition, the risk appetite from banks to
finance the trade in Russian commodities appears to be greatly reduced, with a number of banks
suspending financing for this business. This action is not isolated to Western banks. There were
reports at the end of last week that some state-owned Chinese banks have also restricted
financing Russian commodities. Clearly, given the ongoing uncertainty, oil prices are likely to
behave in a volatile manner at these elevated levels.

All eyes will be on OPEC+ this week. The group meet on 2 March to discuss their output policy for
April. There will likely be some pressure on the group to increase output more aggressively given
the current situation with Russia and the high price environment. However, comments from some
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OPEC+ members suggest that they will stick to increasing output by 400Mbbls/d since the current
high price environment reflects geopolitical risks rather than supply and demand imbalances.
Therefore, anything more than 400Mbbls/d would be a surprise to the market and has the
potential to offer some immediate-term weakness. Although in the current environment, such
weakness would probably be short-lived.

The other potentially interesting development for the oil market this week will be the Iranian
nuclear talks. Iran has said that there are still some ‘serious challenges’ to resolve. But a Russian
diplomat has said that we could very well see a deal within a week. If this is indeed the case, it
would offer much-needed relief to the market. Iran would likely be able to boost exports fairly
quickly by drawing down inventories built over the sanctions period. In the medium term, Iranian
oil output could increase from 2.5MMbbls/d currently to around 3.8MMbbls/d.

Metals
Russia-Ukraine developments have sparked jitters across markets. Oleg Deripaska, Rusal's founder,
has called for peace talks to begin 'as soon as possible’. However, it's still unclear whether metal
flows from Russia would be affected. As sanctions against Russia become increasingly restrictive, it
has provoked some market participants to put on self-sanctions. Should buyers hold back from
taking Russian metals, this would exacerbate market tightness from aluminium to nickel.

In China, markets continue to scrutinize signs of demand starting to pick up. But rising inventories
in the short term still weigh on sentiment. In addition, Covid outbreaks in multiple provinces and
cities have overshadowed activity. Markets will also pay close attention to the coming Two-
Sessions beginning this Saturday (March 5) in search of more details to support its pro-growth
policy stance.

The latest CFTC data show that speculators trimmed their net long position in COMEX copper,
selling 3,457 lots over the last reporting week, leaving them with a net long of 33,411 lots as of last
Tuesday. Moving to precious metals, speculators increased long positions in gold to the highest
since the week ending on November 16, as the Russia-Ukraine conflict increased uncertainty in the
market. Money managers boosted their net longs in COMEX gold by 35,336 lots, leaving them with
a net long of 160,982 lots.

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.

mailto:Warren.Patterson@asia.ing.com


THINK economic and financial analysis

Snap | 28 February 2022 3

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 www.ing.com.

https://www.ing.com

