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Energy

Oil prices have started to make their downward correction, with the worst of the US big freeze now
behind us, and US producers starting to bring back crude oil production. It may take refiners a little
bit longer to get back up to speed, following the cold snap and power outages. As a result, product
cracks are likely to remain fairly well supported until we see refinery operations returning to
normal. There are suggestions that it could take some weeks for this to happen. Given the refinery
outages, crude input to refiners will likely suffer, and so in the weeks ahead, we could see some
fairly large crude oil stock builds.

Last week, President Biden said that the US would rejoin the Iranian nuclear deal if Iran returns to
full compliance with its terms. However, before that happens Iran has said it wants the US to lift
sanctions imposed under President Trump. While a quick lifting of sanctions and a return of Iranian
barrels would put some downward pressure on prices, current developments suggest that it will
take some time for an agreement to be made. In our balance sheet, we continue to assume that
we will start to see the return of Iranian supply over the second half of this year.
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Finally, next week will see OPEC+ meet in order to decide what they will do with production levels.
As usual, noise in the lead-up to the meeting has started to get louder, with media reports that
Saudi Arabia is keen for the group to take a cautious approach, and keep output steady.
Unsurprisingly, given the rally in the market, Russia is keen to relax production cuts further.
However, both Russia and Saudi Arabia will want to avoid a repeat of their meeting in March last
year, where they failed to come to an agreement, which saw the previous deal fall apart.

Metals

The recent rally in base metals has been primarily macro-driven; Copper led the rally last week,
thanks to growing inflation expectations. Developments in the LME market are only providing
additional optimism and reinforcing expectations that the market has tightened significantly and
is moving towards a squeeze. As of last Friday, the LME frontend spreads tightened further, with
the cash/3M spread surging to a backwardation of US$37/t (the highest since last September), and
the tom-next spread jumped to US$20, a level last seen in mid-2019.

Moving away from the LME market structure, there is not much in the way of fresh developments
on the fundamental side. The treatment charges squeeze has been weighing on smelters margins,
and there have been media reports that China Copper, the top copper smelter based on
aggregated capacity, is said to be considering production cuts. Such news only adds to the tighter
outlook spilling from the concentrate market to the refined market, should meaningful cuts go
ahead.

Lastly, the latest CFTC data shows that speculators decreased their net long position in COMEX
copper marginally, selling 359 lots over the last reporting week, and leaving them with a net long
of 87,312 lots as of last Tuesday. For precious metals, speculators reduced their net long in COMEX
gold by 22,270 lots, to leave them with a net long of 83,581 lots, while increasing their net long in
silver by 1,299 lots.

Agriculture

In its first estimates for 2021/22, the USDA expects that soybean ending stocks in the US could
increase by around 25m bushels next year, after falling by around 405m bushels this year on the
back of higher shipments to China. For next year, production could increase by around 400m
bushels as higher prices prompt farmers to plant more soybeans, while demand remains stable at
higher levels. Exports are expected to remain elevated at around 2.2b bushels, mainly on firm
demand from China. Similarly for corn, the USDA expects ending stocks to increase by around 50m
bushels to 1,552m bushels at the end of 2021/22, after the withdrawal of 417m bushels in
2020/21. The agency estimates that corn production in the US will increase by around 1b bushels
next year on a very strong yield of 179.5bu/acre (+4.4% YoY) along with a recovery in acreage to
92mn acres. Exports are also likely to remain firm next year at around 2.65b bushels.

Author

Warren Patterson
Head of Commodities Strategy
Warren.Patterson@ing.com

Snap | 22 February 2021 2


mailto:Warren.Patterson@ing.com

THINK economic and financial analysis

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 BR0O00341) 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.
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