
 
 Prepared on the basis of the information available as at 28.04.2016 

Please read carefully the important disclosures at the end of this publication 

Commodities: vulnerable to China and US dollar 

We expect that, over the course of the year, the prices of the main commodities will be 
characterised by high volatility and will remain very vulnerable to dynamics linked to China and 
the US dollar. Oil remains worthy of special observation, since crude prices’ stabilization is a 
necessary condition to allow the entire sector to be once again driven by the fundamentals of 
supply and demand, which determine the physical market balance.  

Oil: no agreement  

Talks about an agreement between some OPEC and non-OPEC producers to freeze production 
failed, and the markets’ attention has moved to the fundamentals of supply and demand, which 
are improving, and global stocks, which are forecast to rise at an increasingly lower rate. 

Metals: downward pressure on gold, upward pressure 
on industrial metals 

After the marked rise recorded since the start of the year, we anticipate that the downward 
pressure on gold will return, considering the expectations of a more restrictive US monetary 
policy and the lack of significant inflationary pressure. Conversely, we expect that the 
fundamentals of supply and demand for industrial metals will become tighter overall over the 
coming quarters. Consequently, once the fears of an excessive slowdown in the Chinese 
economy have abated and concerns of a new collapse in oil prices have eased, we forecast an 
overall stabilisation in the sector, with a sideways trading phase during the summer months and 
moderate upward pressure on prices before the end of the year. 

Agricultural commodities: volatility linked to 
meteorological risks, but wide stocks 

The fundamentals of supply and demand for the main cereals remain extremely weak, as shown 
by the ample ending stocks, but an improvement is forecast. In the short term, the volatility in 
the sector will be heightened by the uncertainty regarding the meteorological conditions in 
South America and United States. 
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WTI oil prices and Shanghai Composite index (right-hand scale) 

Source: Intesa Sanpaolo chart from Bloomberg data 

In our view, future trends in commodities prices over the next few months will also remain 
strictly linked to China, the world’s largest consumer. Consequently, all the macroeconomic 
variables used to monitor the health of the Asian giant and to assess the progress of the reforms 
undertaken by the government will also be considered relevant for obtaining indications about 
the commodities markets. In particular, the most important subjects to consider remain: 
economic growth, the liberalisation of the financial markets and the performance of the 
domestic stock market.  

Moreover, commodity trading in China rose dramatically in April, causing concern to the main 
exchanges: the Shanghai Futures Exchange increased transaction fees; the Dalian Commodity 
Exchange raised iron margin requirements and tightened rules on what it calls “abnormal 
trading” and the Zhengzhou Commodity Exchange urged greater prudence on cotton 
transactions amid “relatively large price fluctuations”. The interest for commodities has been 
driven both by the significant rise in liquidity on the domestic market, amid worsening prospects 
for investment in equities and bonds, and by the recovery in demand for commodities. In 
addition, Chinese investors have been attracted by the possibility of leveraged purchases on 
these exchanges and by the good performances recorded since the start of the year by some 
specific products. 

In our view, Chinese financial market trends on commodity trading will need to be carefully 
monitored, since the pressures on domestic prices are easily transferred to international prices. 
Indeed, speculative flows could quickly change direction and high levels of leverage could 
amplify any sell-off, as happened on the equity market crash in 2015. 

Our forecasts for the commodities universe 

Overall, we expect high volatility in the global commodities sector, heightened by the attention 
(and nervousness) with which the markets are monitoring:  

 the publication of the main macroeconomic indicators (especially in China, United States and 
Eurozone); 

 changes in the relative strength of the US dollar, linked to changes in the monetary policy of 
the Federal Reserve and developments in the US presidential campaign; 

 the publication of data and estimates concerning the physical markets of individual 
commodities;  
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 declarations and comments from policy makers and international agencies concerning 
commercial policies or future market scenarios. 

Moreover, based on our macroeconomic scenario and the analysis of supply and demand 
fundamentals, we expect that commodities prices will remain low for a long period. Indeed, 
supply remains abundant overall, while demand missed expectations over the last few quarters, 
amid a persistently fragile economic growth characterizing the main emerging markets. 

At the moment, we believe that especially crude oil will remain extremely vulnerable to 
downside risks, since global demand estimates could be cut once again if economic growth 
remains weak in China and Latin America and if the removal of part of the generous subsidies 
which Middle Eastern consumers have enjoyed for several years leads to lower domestic 
consumption. Our baseline scenario confirms an ongoing oversupply, despite the significant 
drop in non-OPEC production estimated for 2016. It is only in 2017 that we expect the markets 
to become balanced once again. Over the next few months, various external factors could 
increase short-term volatility, such as speculation regarding changes in the geopolitical 
equilibrium and the implementation of agreements between producers about the future level of 
production.  

As regards precious metals, the good performances recorded since the start of the year can be 
explained through risk aversion, demand for safe-haven assets, uncertainty about the evolution 
of US interest rates and about the resulting weakening of the US dollar. In view of our forecast 
pointing toward an improvement in the flow of US macroeconomic data and a gradual raise of 
rates by the Fed, we feel that the space for further rallies in gold and silver prices is limited and 
we expect a moderate retracement by the end of the year. 

The industrial metals markets will be guided, above all, by China. As a result, it will be necessary 
to monitor both the trend in macroeconomic data regarding domestic market and foreign trade 
conditions, and announcements of new stimulus measures from Central Bank and government. 
The main source of uncertainty which affects our scenario is represented by speculation on the 
Chinese exchanges, which, if not adequately controlled, could cause a new bubble and a 
subsequent sell-off.  

As regards the fundamentals for many metals, the heavy contraction in investments by mining 
companies over the last few years could finally lead to tighter markets and a noticeable 
improvement in supply and demand fundamentals. However, prices will only reflect this positive 
trend if fears of a Chinese slowdown abate and if there is a stabilisation in the oil price, the 
collapse of which increases the risk aversion, penalising the main energy and industrial 
commodities. In our baseline scenario, we forecast an overall stabilisation in the industrial metals 
sector, with the start of a sideways trading phase. On one hand, significant reductions will be 
limited by the improving fundamentals. On the other hand, upward pressure will be kept in 
check by the overall fragility of global growth and by recurring fears concerning the Chinese 
economy.  

The supply and demand fundamentals for the main cereals remain extremely weak, as shown by 
the ample ending stocks, but an improvement is forecast. We expect that the volatility in the 
sector will be heightened by the uncertainty regarding the meteorological conditions, since the 
El Niño phenomenon should come to an end over the next few months and it may be replaced 
by the La Niña phenomenon, which often alters climate patterns across vast areas. 
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Non-OPEC supply is expected to fall from 2016 onwards, the first drop since 2008. Production is 
estimated at an average of 56.9 mb/d for 2016, a fall of 0.6 mb/d compared with 2015, and 
should decline by a further 0.5 mb/d in 2017, according to the EIA. In both years, the greatest 
contraction should be in the supply of US crude, since the production of shale oil is characterised 
by greater flexibility in the development of extraction projects and rapidly decreasing yields. 

In view of the expectations of rising global demand and falling non-OPEC supply, in 2016 and 
2017 the call on OPEC crude, i.e. the quantity of oil which the members of the group must 
supply to balance the markets, is forecast at an average of 31.4 mb/d in 2016, a rise of 1.6 mb/d 
compared with 2015, and should reach 32.3 mb/d in 2017, according to the EIA, a further 
increase of 1.5 mb/d.  

Supply and demand as estimated by OPEC, the IEA and the EIA for the year 2016 
Estimates published in April 2016,  
in million barrels per day 

Total 
Demand 

Non-OPEC
Supply

OPEC
LNG Supply

Call on 
OPEC crude 

OPEC 94.2 56.4 6.3 31.5
vs. 2015 1.2 -0.7 0.2 1.8
IEA 95.6 57.0 6.8 31.8
vs. 2015 1.2 -0.7 0.2 1.6
EIA 94.9 57.2 6.9 30.8
vs. 2015 1.2 -0.4 0.3 1.3
 

Source: Intesa Sanpaolo chart from data published by OPEC, the US EIA and the IEA 

 
Supply and demand as estimated by the EIA for the year 2017 

Estimates published in April 2016,  
in million barrels per day 

Total 
Demand 

Non-OPEC 
Supply

OPEC
LNG Supply 

Call on 
OPEC crude 

EIA 96.2 56.7 7.2 32.3
vs. 2016 1.3 -0.5 0.3 1.5
 

Source: Intesa Sanpaolo chart from data published by OPEC, the US EIA and the IEA 

 
OPEC data: Call on OPEC crude, OPEC production and target, in millions of barrels per day 

 Source: Intesa Sanpaolo chart from OPEC data 

In view of these estimates of demand, supply and global stocks, we can exclude the hypotheses 
of a coordinated cut in production by OPEC members and an agreement with other producers 
outside the Group to reduce global supply. Indeed, the chief beneficiaries of such measures 
would be producers outside the Group, who would quickly regain market share. In addition, 
evaluating the current environment from a purely political perspective, coordination within OPEC 
remains extremely difficult, given the Iranian desire to increase export volumes and recover 
market shares after years of harsh sanctions and the widespread deterioration of public finances 
triggered by the collapse in crude prices, which affected all OPEC producers. 
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Consequently, crude prices will remain low for a long time yet; this is a painful condition for the 
producers, but necessary for rebalancing the market. The low prices should boost growth in 
global demand, slow down the ongoing energy saving and replacement processes, and will 
reduce supply from producers with the greatest marginal production costs, resulting in a slow, 
yet steady erosion of the supply surplus. 

Forecasts 

We expect that the next few months will be characterised by high volatility. The overall fragility 
of the fundamentals still justifies the forecast of persistently weak prices, which will continue for 
some time due to the slowness of the ongoing process to reduce non-OPEC supply.  

In our opinion, the market’s reading of data indicating the start of the current rebalancing 
process was overly optimistic and we thus expect a price correction over the next few months. 
We expect that Brent and WTI will trade below the level of USD 40 between the end of Q2 and 
the start of Q3 before recovering slightly to an average of around USD 40.0 for Brent and USD 
38.7 for WTI in the final quarter of 2016.  

Over the next two years, the supply and demand fundamentals should become tighter, thus 
generating a slight recovery in prices, but we believe that balanced markets will not be reached 
until the second half of 2017. In general, our current expectations are that prices will not 
stabilise above USD 50 until the market is once again balanced. Indeed, this level would 
encourage investments, especially in shale oil, justifying an upward revision of non-OPEC supply 
estimates. In the absence of a particularly brilliant growth in demand, this would indicate a 
further slowdown in the lengthy process of rebalancing the markets.  

Brent and WTI oil: historic prices (solid line) and estimates (dotted line) in USD/barrel 

Source: Intesa Sanpaolo estimates. Compiled by Intesa Sanpaolo from Bloomberg data 

 
Price estimates for Brent 

As of 25.04.2016 2Q16 3Q16 4Q16 1Q17 2016 2017 2018
Estimates 39.9 37.5 40.0 42.6 38.2 44.3 49.2
Bloomberg Median  39.0 43.5 46.5 47.2 41.0 55.0 63.0
Forward Contracts 44.5 46.2 46.7 47.4 43.6 48.3 50.6
 

Source: Intesa Sanpaolo chart from Bloomberg data 

 
Price estimates for WTI oil 

As of 25.04.2016 2Q16 3Q16 4Q16 1Q17 2016 2017 2018
Estimates 38.5 35.9 38.7 41.2 36.7 43.4 48.7
Bloomberg Median  38.0 42.5 46.0 46.2 40.0 53.0 60.0
Forward Contracts 42.0 45.3 45.7 46.3 41.8 47.0 48.6
 

Source: Intesa Sanpaolo chart from Bloomberg data 
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Metals: downward pressure on gold, upward pressure on industrial metals 

After the marked rise recorded since the start of the year, we anticipate that the downward 
pressure on gold will return, considering the expectations of a more restrictive US monetary 
policy and the lack of significant inflationary pressure. Conversely, we expect that the 
fundamentals of supply and demand for industrial metals will become tighter overall over the 
coming quarters. Consequently, once the fears of an excessive slowdown in the Chinese 
economy have abated and concerns of a new collapse in oil prices have eased, we forecast an 
overall stabilisation in the sector, with a sideways trading phase during the summer months and 
moderate upward pressure on prices before the end of the year. 

Precious metals 

From the start of the year until mid-April, gold recorded the best performance among the main 
precious metals, dragging the entire sector upwards thanks to various factors, including the 
frequent revisions of forecasts about the evolution in US rates and the resulting weakening of 
the US dollar, risk aversion episodes amid concerns about the strength of the global economic 
cycle and demand for safe-haven assets.  

However, this trend has been reversed since mid-April and the performance of gold has been 
comfortably exceeded by that of silver, platinum and palladium. We expect this trend to 
continue for a few more months. Indeed, our forecast of an improvement in the flow of US 
macroeconomic data and a gradual raise of Fed’s rates would be consistent with a moderate 
retracement of gold prices by the end of the year, whereas more optimistic assessments of the 
macroeconomic situation in the main Asian economies would enable the other precious metals 
to regain ground relative to gold, thanks to their wide range of usages in the industrial sector.  

However, we would encourage caution about the excessively rapid rallies recorded by certain 
metals, such as silver. Although the fundamentals have improved, rises as rapid as that recorded 
in April are mainly driven by momentum trading and could thus end abruptly and be followed 
by a rapid retracement to more sustainable levels. 

Gold, platinum, palladium and silver prices (right scale) 

 
Source: Intesa Sanpaolo chart from Bloomberg data 

Gold 

We expect an average gold price of USD 1,200 an ounce for 2Q16 and an average price of USD 
1,170 for all of 2016. In our view, the rally recorded by gold since the start of the year is not 
justified by either the fundamentals or the current macroeconomic scenario. Indeed, according 
to our analyses, is it not consistent with the moderate weakening of the dollar, nor with the 
trends expected for the US monetary base. 
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Gold and the US dollar weighted for trade (right-hand scale, inverted) 

 
Source: Intesa Sanpaolo chart from Bloomberg data 

 
Gold price (right-hand scale) and US monetary base 

Source: Intesa Sanpaolo chart from Bloomberg data 

We therefore expect that the precious metal will lose ground over the next few months, driven 
by the expectation of more restrictive US monetary policy. In fact, now that the first quarter’s 
uncertainties have been overcome, we should see confirmed our scenario of a rise in rates, albeit 
very slow and gradual, entailing a moderate strengthening of the dollar.  

Moreover, future upward pressures should be limited by expectations of very low inflation in 
developed countries, amid an energy scenario of prices close to current levels for some time yet.  

Demand for physical gold in the main emerging countries should not surprise upwards, given 
the current clampdown on corruption in China, which is discouraging purchases of luxury 
goods, the disappointing monsoon season in India and the collapse in oil revenues in Middle 
Eastern countries. 

Silver 

We estimate an average silver price of USD 15.8 an ounce for 2Q16 and an average price of 
USD 15.8 for all of 2016. Silver is the precious metal which has recorded the best performance 
since the start of the year, thanks to a favourable combination of risk aversion, and consequent 
demand for safe-haven assets, and increased optimism regarding the growth prospects for the 
main Asian economies.  
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