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The Commodities Feed: Short-term
bounce, fundamentals remain bearish
Your daily roundup of commodity news and ING views

Energy
Following the massive sell-off in the market yesterday, ICE Brent has opened stronger this
morning, with the market up more than 5% at the time of writing. Part of this strength likely
reflects shorts taking profits, following the scale of the move yesterday. Fundamentally the
market remains bearish, producers are set to open the taps from 1 April, and this will push the
market into deep surplus over 2Q20. It’s clear that the Saudis are set to increase output
starting in 2Q20, while Bloomberg reported yesterday that Russian producer, Rosneft, is set to
boost production from 1 April. Meanwhile, Nigeria has also made its intentions clear, saying
that it has the capacity to increase production above 2MMbbls/d.

The scale of the expected surplus is weighing on the whole structure of the market, with the
prompt ICE Brent time-spread settling at a contango of US$0.74/bbl yesterday, the weakest
levels seen since late 2018. Meanwhile, the Dec-20/Dec-21 spread traded to a contango of
US$5.70/bbl yesterday. The forward curve will need to remain in deep contango in order to
carry the surplus forward.

Finally, Canadian oil producers will be feeling the pressure, with West Canada Select trading at
around US$17.80/bbl, which is approaching levels last seen in late 2018, when the differential
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to WTI reached a discount of US$50/bbl, and pushed producers in Alberta to cut output, cuts
which are still ongoing.

Metals
The sell-off in risk assets saw spot gold trading briefly above US$1,700/oz yesterday with
investors seeking safe havens. Unsurprisingly gold ETF holdings continued to surge, with
inflows of 1.52moz over the last two days, taking total holdings to 86.68moz as of yesterday.
YTD inflows now total 5.2moz versus inflows of 741koz over the same period last year. The sell-
off in the market later in the session yesterday appears to reflect the need for investors to
meet margin calls elsewhere.

Turning to base metals, LME copper along with aluminium and zinc slipped to multi-year lows
as the free fall in oil prices added further bearishness to an already depressed metals complex.
Meanwhile, LME zinc cancelled warrants jumped to 3,325 tonnes yesterday, potentially leading
to stock outflows. Hefty inventory outflows, if true, may sound the alarm to zinc's old bear trap
game in the short term, but this will not change our bearish view towards zinc in the medium
term. As for aluminium,  Norsk Hydro reported that the Albras plant experienced a fire last
Friday, which has led to the shutting down of one of four production lines. Production losses
from Albras, if prolonged, together with earlier reports of some primary smelters outside of
China considering shutdowns, increases supply risks for primary aluminium in the longer term.

Finally, the latest Chinese customs trade data shows that imports of copper ore and
concentrates fell 1.2% YoY and stood at 3.77mt over January and February. This follows
slowing smelter runs in the country. Looking at exports, China’s unwrought aluminium exports
dropped 25% to 670kt, whilst steel exports declined by 27% to 7.81mt over the first two
months of the year, largely reflecting the impact from Covid-19.

Daily price update

Source: Bloomberg, ING Research
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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
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misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
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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.
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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.
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