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Commodities: Bloodbath on Trump’s new tariff threat

Monday, May 06, 2019
Highlights

e Commodities enduring heavy losses this morning as President Trump
issues new tariff threat to China.

e Threat comes on the heels of North Korea’s weapons test over the weekend.

e Soybeans, crude oil among heavier-hit commodities enduring losses.

e Prices of commodities likely to be swung by trade talk headlines, market
sentiment more than fundamentals in the short-term.

Executive Summary

Commodities are in a bloodbath this morning after US President Donald Trump
threatened to unleash a new set of tariffs on China. The abrupt switch from Trump caught
markets by surprise and China is reportedly mulling over its attendance of this week’s
high level trade talks in Washington. It remains debatable whether this tweet may have
been used as a diversion tactic against North Korea’'s weapons test over the weekend —
US-China talks have, after all, been advancing well and are now approaching the home
stretch. The unpredictability of Trump, however, may have longer lasting impacts on the
likes of agri-commodities as Chinese buyers are, once again, reminded of the importance
of import stability.
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Agricultural

This morning so far: Major commodities such as corn, soybeans and cotton are all in the
red this morning, as Trump’s continued unpredictability weighs heavily on Chinese
purchasers. Prices on the July contract for corn, soybeans and cotton are down 2-3%
while those on the new crop have sunk 1.5-2.5%. Soybean prices, in particular, have sunk
below the low of last year (during the peak of trade tensions) and are now at its lowest
since Dec 2008.

Analysis: The impact of the year-long trade tension may already have resulted in major
structural shifts in Chinese agricultural buying patterns, and this latest episode may only
reinforce any import-aversion towards the US that China may currently be carrying.
Chinese imports of US soybeans have evidently not picked up in 1Q despite the
opportunity for front-loading. Businesses in China crave stability among most other factors
— they typically seek for certainty in raw input prices and RMB rates. Going forward, it is
likely that Chinese crushers may source for most of its soybean requirements from Latin
America. The risk premia attached to US soybeans may erode eventually but for now it
appears exceedingly high for Chinese businesses.

Likely price action: Aversion to imports of US agricultural commodities appears
reinforced, with the slump in soybeans dragging most other complexes down. Downside
bias on US prices may likely persist, especially on soybeans and cotton. Spreads
between US agricultural prices and other origins are expected to widen further. Trump’s
tweet could not have arrived at a more volatile period, with USDA releasing its first
estimate of new crop productions this Friday in a typical high-volatile event — expect huge
swing in prices for the rest of the week.

China Soybean Import Origins
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Energy

This morning so far: WTI is down -2.3% and is about 50 points from breaking below
$60/bbl at time of writing. Brent has fallen below the crucial $70/bbl level after taking a hit
of -2%. Prices rose slightly on Friday after the better-than-expected US jobs data but took
a heavy tumble on Trump’s threatening tweet.

Analysis: Although US crude ail is not included on Beijing’s import tariff list, energy prices
have been hit in a secondary channel via slower growth repercussions globally. Part of
the heavy losses sustained by crude this morning has been partly due to profit-taking from
speculators. Net non-commercial futures position on NYMEX have increased steadily
from 288k in mid-Feb to 547k by mid-Apr, with Brent prices closing in on $75/bbl in that
period. Profit-taking and long liquidation were likely on the cards and Trump’s tweets
provided the catalyst for that.

Fundamentally, the market still remains tight. It is still an unknown if Saudi will produce
enough to fill the voids left by Iran and Venezuela, while Libya is likely to face supply
outages on the current militia insurgency. Talks of US shale replacing the production gaps
by OPEC is premature at this stage — in the first 4 months of 2019, shale production
increased only by 252k bpd, less half of last year's 515k bpd in the same period. The
market is likely to focus on the trade-talk story for now, but once the dust has settled, the
tight fundamentals may once again prove to be the prevailing force in price movements.

Likely price action: Long liquidation is likely the order of the week as speculators take
some money off the table until they get some clarity on trade talks. OPEC report next
week may also add to some cautiousness among market participants. If talks prevail — as
they should, before Trump’s surprise tweet — prices are likely to rebound, with Brent
potentially testing the $72/bbl and $75/bbl in the near-term. If the new threats are followed
through — not withstanding that the 150-day truce is due to expire before the end of May —
then prices may likely sink in a major fashion not unlike what was observed in 4Q last

year.
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Iron Ore

This morning so far: Prices on SGX are down across the curve, but losses have been
capped. Further-dated futures on the Aug/Sep contracts have taken a larger hit than the
May/Jun contracts. Dalian futures are up, with the Sep contract up a marginal +0.3%.

Analysis: Like crude oil, prices of iron ore are affected in a secondary channel via
reduced demand for construction materials and vehicles, given that most of China’s iron
ore imports are of Australian and Brazilian origins. There has been a recent buoyancy
over China’s property segment, with investments recording a sharp increase in Feb and
growth of floor space under construction rising steadily for 13 months. Iron ore inventories
in China have also fallen to its lowest since Oct 2017. The Vale SA incident and
unfavourable weather in Australia continue to dominate headlines and have cushioned
any price fallout from Trump’s tweet.

Likely price action: The market continues to be in tight supply, with inventories dipping
to a 17-month low and Vale’s production still an overhanging question. Further declines in
inventories and a positive turnaround in US-China trade talks may send prices on the May
SGX contract above the elusive $100/mt level.
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Iron ore inventories in China

are ata 17-month low.
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Precious metals

This morning so far: Gold prices have risen this morning as demand for portfolio
hedging grows. The other more industrial-use precious metals — silver, platinum and
palladium — have fallen.

Analysis: Gold has benefited from the growing trade talk uncertainty, although gains
have been subdued at 0.3%. Silver — widely used in electronics — have seen a dip.
Platinum and palladium, which are valued for its usages as catalytic converters in
vehicles, have also endured heavy losses as concerns over vehicle sales growth climb
over a potential global slowdown.

Likely price action: Despite the increase in gold prices, technical analysis suggests that
downward pressure on the yellow metal continue to manifest, with a series of lower highs
since February. It is likely this morning’s price increase is a result of short covering and
hedging demand — the medium term still suggests a large range-bound consolidation of
$1,270/0z to $1,300/0z.

Gold Spot Price
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Conclusion

Trump’s unexpected renewed tariff threat towards China has resulted in a bloodbath for
most commodities, with agri-commodities like soybeans and cotton feeling the most direct
impact via higher import costs. Crude prices have tumbled also, partially on long
liquidation as the rally runs out of short-term steam. Beyond the apparent drag on prices
in the near term, the prolonged trade tensions may have resulted in behavioural changes
from Chinese buyers, who may now look at other non-US origins for import stability.
Expect a widening gulf between price spreads of US and non-US sources — the Brazilian-
US bean spread and Brent-WTI spread are two major pairs that may see a growing
divergence.
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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 Bank, its related companies, their respective directors and/or employees (collectively
“Related Persons”) may or might have in the future interests in the investment products or the issuers mentioned herein.
Such interests include effecting transactions in such investment products, and providing broking, investment banking and
other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and receive fees
from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information
contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity (including,
without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such person or
entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share,
communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments
Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any part thereof, as implemented in any
jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any Relevant
Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as implemented in any
jurisdiction).
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