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October 2013 Overview: Global Commodity Outlook



 

For 2013, we see a sluggish US economy, a recession in Europe and slowing EM growth, 
coupled with some geopolitical risk and large-scale monetary easing from the Fed.



 

Commodities are the tug of war in a two-tiered global economy: DMs struggle with high 
debt and disinflation, as EMs experience faster economic growth and some inflation. With 
DMs outperforming EMs, commodity markets have underperformed.



 

We expect Brent to average $105/bbl in 2013. We believe that oil prices will also fail to 
push much higher next year, and expect Brent to average $105/bbl in 2014.



 

We estimate the global economy is able to sustain a maximum average Brent crude oil 
price of $140/bbl in 2013, up from $115/bbl in 2011, before relapsing into recession. 



 

We now see a growing chance that Brent will move down structurally to a $90-100/bbl 
band after 2014, on less of a structural oil market deficit, due to softer EM activity and 
the rise in non-conventional oil supplies.



 

We see US nat gas prices averaging $3.90 in 2013 and $4.20/MMBtu 2014. Despite reduced 
need for coal displacement, we see prices trading within a tight range through next year. 



 

Copper prices should push higher in 2H13 if global economic activity improves, although a 
deterioration in Chinese economic growth is a key risk to metals markets.



 

We see a lack of technical and fundamental support for gold in coming months and are 
concerned about additional near-term downside risks to the price as rates rise. 
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Source: IMF, IEA, BP, BofA Merrill Lynch Global Commodities Research

Oil prices as a % of GDP are already very 
high, suggesting upside is somewhat capped
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Oil supply growth will remain 1% p.a. over 
the medium term, lending support to prices

Source: BP, IMF, BofA Merrill Lynch Global Commodities Research

Global productive resource growth across sectors
(10-year average annual growth)
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We see global GDP growth averaging 2.9% in 
2013, supporting energy demand

Source: BP, IMF, BofA Merrill Lynch Global Commodities Research
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Diesel demand in developed markets 
undoubtedly has momentum

Source: EIA, BofA Merrill Lynch Global Commodities Research 

US oil product demand growth
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FX deterioration in some EMs has sent oil 
prices in local currencies soaring

Source: Bloomberg, BofA Merrill Lynch Global Commodities Research
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Emerging Markets are the weakest link in a 
spike in oil

Source: IEA, BofA Merrill Lynch Global Commodities Research
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Source: IMF, IEA, BP, BofA Merrill Lynch Global Commodities Research

The improvement in America’s energy 
balances explains several % points of GDP

Petroleum & gas trade balance as a share of GDP
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

A lack nuclear power in Asia…
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

…is boosting demand for additional LNG
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

LNG imports into Asia Pacific are up 5% or 
3.1 million mt YoY

 Asian LNG imports
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Source: BofA

 

Merrill Lynch Global Commodities Research

Expect a very slow return of nuclear 
capacity in Japan…
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

...but Japan’s LNG demand will continue to 
increase in 2014
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Source: IEA, BofA Merrill Lynch Global Commodities Research

That leaves limited LNG supplies for Europe
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

LNG supplies continue to be diverted to Asia 

 

0

20

40

60

80

100

120

140

160

180

2002 2004 2006 2008 2010 2012

Europe Asia

Qatar LNG exports to Europe and Asia

mcm/d YTD



17

October 2013

Source: IEA, BofA Merrill Lynch Global Commodities Research

Pipeline imports from the North have fallen 
sharply
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Source: IEA, NPD, BofA

 

Merrill Lynch Global Commodities Research

Norway’s gas production is declining 
considerably this year
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Source: BofA Merrill Lynch Global Research

Russia has come to Europe’s rescue…

 Russian natural gas production, total
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Source: BofA Merrill Lynch Global Research

Russian gas exports to Western Europe are 
up almost 30% this summer!

 Russian (Gazprom) natural gas exports to Western Europe
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Source: IEA, BofA Merrill Lynch Global Commodities Research

EU gas demand has rebounded this year but 
not on a weather-adjusted basis

 Gas consumption growth in major European countries

-300
-250
-200
-150
-100

-50
0

50
100
150
200

Jan-11 Jul-11 Jan-12 Jul-12 Jan-13 Jul-13
Benelux France
Germany Italy
Spain United Kingdom
total

MCM/d, 3-month MA, YoY



22

October 2013

Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

Spark spreads are negative in Germany 
through 2015

 German clean generation margin forward curves
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Source: IEA, BofA Merrill Lynch Global Commodities Research

Little structural upside to EU gas demand

 Natural gas consumption in major European countries
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Source: IEA, BofA Merrill Lynch Global Commodities Research

Indigenous supply is falling even faster than 
demand
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Source: IEA, BofA Merrill Lynch Global Commodities Research

Europe has grown more dependent on 
Norway and Russia
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Source: GSE, BofA Merrill Lynch Global Commodities Research

Inventories rebuilt swiftly this year…

 European* natural gas hub storage level
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Source: GSE, BofA Merrill Lynch Global Commodities Research

…but remain well below levels typical for 
this time of the year

 German natural gas storage
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

Downside to Winter NBP gas prices is 
capped, in our view
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

A higher dependence on Russia means 
higher prices

 NPB front month prices
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Source: Bloomberg, BofA Merrill Lynch Global Commodities Research

Don’t discard the link to oil

 Ratio of TTF gas to oil linked contract formula gas prices
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BofA Merrill Lynch Commodity Price Forecasts (period averages)
units 3Q13F 4Q13F 2013F 1Q14F 2Q14F 3Q14F 4Q14F 2014F

WTI Crude Oil ($/bbl) 101.00 99.00 97.00 90.00 90.00 94.00 94.00 92.00
Brent Crude Oil ($/bbl) 104.00 102.00 105.00 101.00 103.00 107.00 109.00 105.00
US NY Harbor ULSD (HO) Cracks to Brent Crude Oil ($/bbl) 17.82 19.00 17.64 16.00 14.00 17.00 18.00 16.25
US RBOB Cracks to Brent Crude Oil ($/bbl) 11.32 1.00 10.51 5.00 9.00 8.00 2.00 6.00
USGC 1% Residual Cracks to Brent Crude Oil ($/bbl) (17.28) (14.00) (14.45) (11.00) (9.00) (8.00) (7.00) (8.75)
NWE 0.2% Gasoil Cracks to Brent Crude Oil ($/bbl) 14.52 17.00 14.97 18.00 13.00 12.00 14.00 14.25
NWE Eurobob Cracks to Brent Crude Oil ($/bbl) 10.09 0.50 7.92 3.00 5.00 7.00 1.00 4.00
NWE 1% Residual Cracks to Brent Crude Oil ($/bbl) (15.66) (16.00) (13.84) (14.00) (12.00) (12.00) (10.00) (12.00)
US Natural Gas ($/MMBtu) 3.80 4.30 3.90 4.30 4.10 4.00 4.40 4.20
Thermal coal, Newcastle FOB ($/t) 76 74 83 77 79 85 87 82

units 3Q13F 4Q13F 2013F 1Q14F 2Q14F 3Q14F 4Q14F 2014F
Aluminium $/t 1,850 1,750 1,863 1,650 1,750 1,800 1,900 1,775
Copper $/t 7,350 7,250 7,446 7,250 6,750 7,000 7,250 7,063
Lead $/t 2,100 2,250 2,178 2,500 2,300 2,500 2,750 2,513
Nickel $/t 14,750 16,500 15,883 16,500 16,500 16,500 16,500 16,500
Zinc $/t 1,900 2,000 1,944 2,000 2,500 2,000 2,500 2,250
Gold $/oz 1,400 1,495 1,478 1,500 1,500 1,600 1,650 1,563
Silver $/oz 20.00 25.00 24.35 25.00 27.50 30.00 28.00 27.63
Platinum $/oz 1,500 1,700 1,575 1,850 1,850 1,850 1,850 1,850
Palladium $/oz 750 800 751 800 800 800 800 800
Iron ore, spot fines ($/t, CIF) 125 125 131 120 115 105 100 110
Source: BofA Merrill Lynch Global Commodity Research estimates
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Copyright 2013 Merrill Lynch, Pierce, Fenner

 

& Smith Incorporated. All rights reserved. This research report

 

is prepared for the use of BofA

 

Merrill Lynch clients 
and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA

 

Merrill Lynch. 
BofA

 

Merrill Lynch research reports are distributed simultaneously to internal and client websites and other portals by BofA

 

Merrill Lynch and are not publicly-

 

available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, 
retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment recommendations, estimates 
or price targets) without first obtaining expressed permission from an authorized officer of BofA

 

Merrill Lynch.

Materials prepared by BofA

 

Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been 
reviewed by, and may not reflect information known to, professionals in other business areas of BofA

 

Merrill Lynch, including investment banking personnel. BofA

 

Merrill Lynch has established information barriers between BofA

 

Merrill Lynch Global Research and certain business groups. As a

 

result, BofA

 

Merrill Lynch does 
not disclose certain client relationships with, or compensation received from, such companies in research reports. To the extent

 

this report discusses any legal 
proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal 
advisers as to issues of law relating to the subject matter of this report. BofA

 

Merrill Lynch Global Research personnel’s knowledge of legal proceedings in which 
any BofA

 

Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies 
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed 
by, discussed with, and may not reflect information known to, professionals in other business areas of BofA

 

Merrill Lynch in connection with the legal proceedings 
or matters relevant to such proceedings.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed

 

offering of securities or as 
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or 
warranty on behalf of the issuer(s). BofA

 

Merrill Lynch Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, 
or investment thesis for review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to

 

be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.
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The information herein (other than disclosure information relating to BofA

 

Merrill Lynch and its affiliates) was obtained from various sources and we do not 
guarantee its accuracy. This report may contain links to third-party websites. BofA

 

Merrill Lynch is not responsible for the content of any third-party website or any 
linked content contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into 
this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with BofA

 

Merrill Lynch. Access to any third-party website is 
at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA

 

Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are 
subject to change without notice. BofA

 

Merrill Lynch is under no obligation to update this report and BofA

 

Merrill Lynch's ability to publish research on the subject 
company(ies) in the future is subject to applicable quiet periods. You should therefore assume that BofA

 

Merrill Lynch will not update any fact, circumstance or 
opinion contained in this report.

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer 
current. Always refer to the most recent research report relating to a company or issuer prior to making an investment decision.

In some cases, a company or issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any 
investment opinion relating to such company or issuer (or its security and/or financial instruments) to be suspended or withdrawn and should not rely on the 
analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial instruments) nor should the analyses or opinion(s) be considered a 
solicitation of any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not solicit purchases of securities or financial 
instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA

 

Merrill Lynch nor any officer or employee of BofA

 

Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or 
losses arising from any use of this report or its contents.
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