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Weekly Commodities Outlook

Energy: Risk appetite continues to stay buoyant, as the Dow Jones
Industrial Average (DJIA) continued to gain above its 20,000 handle.
Likewise for the energy space, WTI and Brent surged further
especially with the latter comfortably sitting above its $56/bbl handle
overnight. Much of the optimism came from the repeated
announcements by members of the OPEC cartel, seemingly
reassuring the markets that 80% of the promised cuts are in place.
More recently is Algeria Energy Minister Boutarfa’s assertion that the
oil producers are slated to reach the 1.8 million barrels per day (bpd)
of cuts in the coming month. Moreover, market-watchers likely
cheered on the recent US EIA’s Short Term Energy Outlook (STEO)
report, which suggested that global crude consumption is expected
to outpace global production through 2018. Details are in the table
below.

EIA Global Oil Demand and Supply Estimates
(million bpd) 2016 2017 2018
Production 9%6.4 97.5 98.9
Consumption 95.6 97.2 98.7

Source: US Energy Information Administration

Other noteworthy happenings in the last week includes China’s
commercial crude oil inventories which surprisingly declined 1.9%
month-on-month in December, despite the sharp rise in imports
throughout the year, thus suggesting that oil consumption in the
China remains robust. Still, many questions lay unanswered at this
juncture, and much of the wildcards are undoubtedly Trump-related,
including Trump’s pulling out of the Trans-Pacific Partnership accord
and his indication to cut off Saudi Arabia’s supply of crude oil into the
US. Elsewhere, Trump also signed a number of executive orders to
advance construction of the controversial Dakota Access Pipeline
and the Keystone XL Pipeline, going against the multitude of
protestors who remained concerned over environmental and safety
issues. Moreover, he indicated a possibility of a levy on imports on
Mexican imports, including those in oil and related products (total oil-
related imports from Mexico clocked $14 billion in 2015). In a
nutshell, President Trump’s policy proposals does suggest his
continued efforts to reduce US oil reliance (likely to fulfill his promise
to make the US energy-independent).

Should history be of reference, trade barriers has the effect of
effectively raising commaodity prices overtime due to higher imported
inflation and benefiting high-cost / inefficient producers. All these
could point to lifting domestic WTI oil prices should these
policies come to pass.

Precious Metals: In a quick turn of events, gold illustrated how
volatile it can be in a mere three days. For one, the yellow metal
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lowest since November 1973), amid President Trump’s fiscal
plans, should drag gold prices lower on stronger risk appetite.
However, into the immediate months ahead, do keep an eye
on political events in Europe, especially March’s Netherland
elections and Britian’s triggering of Article 50, and April’s 1%
round of the French elections, that may drag risk appetite
momentarily.

Source: Bloomberg

Base Metals: New custom data from China this week once
again reminded market watchers that Chinese base metal
demand remains robust. Empirically, refined copper imports
accelerated to 359.8 thousand metric tons in December (up from
276.7 thousand in the previous month). Should we look at the
totality of things, China’s imports of unwrought copper & copper
products rose 2.7% yoy for the whole of 2016, while iron ore
imports surged 7.5% yoy over the same period of time. Elsewhere,
aluminium import demand fell for its fourth consecutive year (-7.0%
yoy) in 2016, down from a peak 28.4% growth seen back in 2012).

For the last week, market-watchers have attributed copper’s
resilience to a recent threat of a strike at the Escondida mine in
Chile, owned by BHP Billiton Ltd. Moreover, Freeport- McMoRan,
the world’s largest exchange-traded copper producer, reportedly
failed to achieve its planned production target in 2016 given
mining-related problems in Indonesia, and is anticipating a 12%
decline in production growth in 2017. Still, note that copper has
already risen by more than 7.0% since the start of the year, or a
25% appreciation in the last three months. Other base metals such
as aluminium, lead, and zinc had also seen huge gains since the
start of the year before correcting lower. Still, the industrial metal
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complex is very much influenced by China’s fundamentals,
and the upcoming Lunar New Year over the next week may
erase some volatility off the table.

Agriculturals: Palm oil futures were largely flattish over the last
two weeks. Over the week, palm oil is seen trying to test its
psychologically important MYR3,250/MT, before trading lower that
handle. In our view, the drivers for lower palm oil prices seen
in the last month were two-fold: (1) the relatively stronger
MYR seen since the start of this year, and (2) absence of
weather extremities previously seen in the last year. Moreover,
the breakdown of the Trans-Pacific Partnership (TPP) agreement
could be another factor limiting palm oil demand, especially as Asia
accounts for over 85% of global palm oil production. To mitigate
this risk, Malaysia is reportedly pivoting its sales to the Middle East
to sustain its export growth of palm oil. To that end, the Malaysian
Cabinet has approved the setting up of a regional palm oil office in
Tehran, Iran, by mid-2017.

Data-wise, since the start of this year, Malaysia’s palm oil export
print according to Intertek has grown for four-consecutive weeks.
Elsewhere, China’s Custom General Administration also released
Dec import data for corn, wheat and sugar. Delving into specifics,
China did see a strong 13.4% yoy growth in wheat imports for the
full-year 2016, but observed contractions in sugar (-36.7% yoy)
and corn (-24.2%) over the same period of time.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in
part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond
market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion
or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of
any investment product taking into account your specific investment objectives, financial situation or particular needs before you
make a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make
markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have
or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for
the corporations whose securities are mentioned in this publication as well as other parties generally.
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