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Barring a major political escalation, oil is expected to trade range bound in 2020. Upward price
pressure could build up owing to the extension of OPEC’s production cuts by an extra 500,000 bpd
in the first quarter of 2020 and by a reversal in US shale oil production. However, the subdued global
economic growth in 2020 will likely limit the upside. Brent crude oil prices are expected to trade in
a tight range of $60 to $70/bbl in 2020. We prefer gold as a safe-haven asset to act as a hedge for
uncertain economic development. Among base metals, we expect a rebound in copper prices due
to supply deficits and lower inventories, alongside a stable global economic outlook.

OIL:
GEOPOLITICS
AND
SUPPLY
DISRUPTIONS DOMINATE 2019
After a lacklustre performance in 2018, crude oil
prices gained significantly in 2019 with both Brent
and WTI prices rising 25% and 30% to settle at
$66.5 and $61 per barrel, respectively. A significant
part of the gains was locked in early 2019 (by midMay 2019), supported by OPEC’s supply cuts. Global
supply further retreated following US sanctions on
Iran and Venezuela. Geopolitical tensions also
played a role in soaring up oil prices. In 2H 2019, oil
became more volatile, as the US–China trade tension
escalated and the growth outlook turned dim,
stoking concerns on oil demand. Additionally, US
crude oil inventories kept building up, putting
downside pressure on oil prices. Notably, the spread
between Brent and WTI prices remained relatively
unchanged from the start of the year at $7.23/bbl,
albeit widening as much as $11/bbl in July.
Exhibit 38: Brent and WTI Price Movement
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The cheer over the phase one deal helped lift oil
prices. But, trade fears are not expected to abate,
with the second phase bringing in more issues to be
negotiated. This along with uncertainty ahead of the
US presidential elections could stir volatility in oil
prices in the latter part of 2020.

OIL: A REVERSAL IN US SHALE TO LIMIT
DOWNSIDE
The US shale oil boom that propelled the economy
into being the world’s largest oil producer is likely to
witness a reversal from its upward momentum.
There are growing signs of disappointing US shale
growth estimates for 2020. Weakening demand,
bankruptcies and a fall in drilling activity (amidst
lower well productivity and completions) point
towards a slowdown in the US shale oil output that
accounts for nearly two-thirds of the US oil
production. It remained flat in the first half of 2019,
after growing more than 20% last year. Producers
have reduced the number of oil rigs operating for a
record 12th consecutive month and cut staff aiming
to meet investor demands for higher returns and
debt reduction.
Exhibit 39: US Rig Counts
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OIL: FURTHER PRODUCTION CUTS IN
2020
At the meeting held on 5-6 Dec, OPEC+ agreed to cut
the production by an additional 500,000, bringing
the total cut to 1.7 MMbpd. Saudi Arabia, further
agreed for additional 400,000 bpd of voluntary cuts
amidst smaller contributions from the rest of the
group members (the UAE, Kuwait, Iraq and Russia).
The 11 OPEC members with quotas under the current
agreement posted a 152% compliance rate in
November, with Saudi Arabia’s average compliance
being the highest. However, Iraq and Nigeria
remained laggards amongst the larger producers.
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The US rig count for Dec 2019 was 685, down 200
from a year ago. The latest well completion data
indicates that the well completion activity in 2020 is
likely to be 10-15% lower than 2019. IEA estimates
total US oil production growth to slow down from
1.6 MMbpd this year to 1.1 MMbpd in 2020, while
OPEC estimates it at 1.5MMbpd. Nevertheless,
supply increases in the Permian basin are likely to be
supported by expansion of crude oil pipeline
infrastructure that has eliminated transportation
Page | 25

Annual Outlook | 2020

=66=&S&N

NATURAL GAS: MARKETS REMAIN WELL
SUPPLIED
Natural gas prices plummeted over 30% in 2019 on
higher production levels and mild weather
conditions. The US EIA projected the annual US dry
natural gas production to average around 92.1 bn
cubic feet per day (Bcf/d) in 2019, 10% higher than
in 2018. Going forward, there seems to be little
confidence in a trend reversal as production in 2020
is expected to increase further, albeit at a slower
pace than in 2019. On the demand side, weather is
going to be the biggest driver. Concerns over a
warmer winter have been a drag on natural gas
futures. Should mild temperatures persist, the US
natural gas prices could fall to as low as $2/MMBtu.
Indeed, futures prices for gas delivered to the Henry
Hub in March 2020 have slumped to around
$2.20/MMBtu. Nevertheless, even with declining
prices, producers continue drilling as they have
spare capacity on pipelines to fill. Additionally, the
stockpiles in mid-December stood at 3,411 Bcf vs.
2,793 Bcf a year ago and the five-year average of
3,420 Bcf, portraying sizable inventories. The supply
Mashreq Private Banking

GOLD: TECHNICALS STAY STRONG
Another catalyst for gold prices lies in the
metal’s trade technical. Looking at the Dow/gold
ratio, it is evident that gold is trading at quite a
discount. The Dow/gold ratio is derived by dividing
the Dow Jones index by the price of gold per
ounce. The current ratio of 18.53 indicates that
the yellow metal is trading at a good discount.
Gold is projected to trade at a much higher premium
in the next couple of years as the demand for gold
is increasing in the Asian countries. So far, global
central banks have bought 589 tons of gold on a
net basis in 2019. The buying spree gathered pace
in 2019 with banks adding nearly 400 tons of
yellow metal to their reserves in the first six
months of 2019. The World Gold Council showed
that central banks have been adding even more
since then. Against this backdrop, we hold a
Neutral view with a Positive Tilt on gold.
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Oil prices are likely to remain range bound in 2020
as weak fundamentals and geopolitical tensions
limit any sharp volatility. On the supply side, OPEC+
members are likely to adhere to production cuts to
drive prices higher and help balance their budgets.
However, factors including the slow but consistent
growth in US shale oil and overall non-OPEC
production growth could limit Brent from rising
above our upside target of $70/bbl. Meanwhile, little
chances of a solid recovery in demand in 2020 and
tepid pickup in global manufacturing would keep
demand constrained. Geopolitical risks will persist
into 2020, and hence we forecast crude oil prices to
remain within a range of $60–$70/bbl.
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The political uncertainty amidst US Presidential
elections in November 2020 should stir volatility in
2H20. Even if the Democrats nominate a moderate
candidate, some of the progressive initiatives are
expected to become part of the opposition party’s
agenda. The ‘Green New Deal’ and other
programmes could impact or possibly change the US
energy policy. Through various regulatory reforms,
the Trump administration has supported energy
independence in the US and a change in the policy
may cause oil and gas production to decline from the
current record levels. Hence, the 2020 election will
be a referendum on future of the US energy output
and could add substantial volatility to oil and gas
futures markets as the election approaches. Against
this backdrop, we hold a bearish view on natural
gas.
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Exhibit 40: US Shale Oil Well Productivity

glut may further be aggravated by large volumes of
global liquefied natural gas (LNG) flooding the
market, mainly from the US.

$ / oz

bottlenecks. Despite the headwinds, the US may
once again lead the world in oil production.

Source: Bloomberg
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GOLD: POSITIVE TREND IN 2020
Gold prices experienced a near 15% rally in 2019,
reaching a high of $1,543/oz during the year, driven
by the US-China trade war rhetoric, Brexit-related
uncertainty, and falling global yields. This comes
despite the strong rally in US equities and stronger
US dollar. After garnering strong support in 2019,
gold prices are expected to stay elevated through
2020 as moderate growth, low interest rate regime
and geopolitical jitters may spur risk aversion,
making the yellow metal an attractive alternative.

SILVER: TO SHINE THROUGH 2020
Silver performance remained lacklustre during 1H19,
as prices lingered below the $16/oz mark. By the end
of 2019, prices rebounded by 14.8%, to reach
$18/oz levels. Both silver and gold had a stellar year,
despite falling off their respective highs in 2019. The
white metal surged to a three-year high of $19.57/oz
in September, mainly driven by rate cuts by the
Federal Reserve and escalating geopolitical woes
across the globe. The ongoing strife between the US
and China, and concerns in the Middle East helped
silver gain this year, despite its gains being smaller
than those of gold. In 2020, trade negotiations and
the ensuing effect on manufacturing and industrial
activity remain the key risk for silver.
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Exhibit 44: Platinum and Palladium
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Exhibit 43: Dow/ Gold Ratio

Palladium prices posted exceptional gains in 2019,
hitting an all-time high of $1,940/oz in December
and surging 50% since the start of the year and
outpacing gold. Physical demand and a global supply
shortage have been key catalysts. In December,
palladium rose past $1,900/oz for the first time ever.
This was due to a power crisis in major mines in
South Africa, comprising nearly 40% of the world’s
palladium production. In 2020, the demand for the
metal is likely to be buoyant following stringent
environmental regulations for vehicles in China and
a shift from diesel to gasoline cars in Europe. Given
the supply/demand imbalance, we remain bullish on
palladium.
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PALLADIUM: ON TRACK TO BE THE MOST
PRECIOUS METAL IN 2020
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From a technical perspective, gold outperformed
silver by a wide range in the first half of 2019,
pushing the gold/silver ratio to a 26-year high near
94 in July 2019. Looking ahead, we expect the
scenario to reverse and silver to outperform gold,
considering that it has become highly undervalued
relative to the yellow metal. Thus, we expect silver
prices to imitate gold prices and move upwards for
the most part of 2020, possibly rising to as high as
$18–19/oz. We thus hold a Positive view on silver.

$ / oz

Exhibit 42: Central Banks Gold Demand
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PLATINUM: RESTRICTED GAINS IN 2020
Platinum had a good run this year, rallying nearly
20% in 2019, beating gains seen in gold and silver.
For the year ahead, platinum is likely to appreciate
with an expected improvement in investment,
industrial and automotive demand. Yet, gains in the
metal seem restricted. In the auto industry, stricter
emission rules adopted by the EU require the use of
palladium instead of platinum. Also, a weaker South
African rand and high prices of by-products at
platinum mines are major drawbacks. Given the
above, we are Neutral view on platinum and expect
it to trade in the range of $900–950/oz in 2020.
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COPPER: EV AND FISCAL POLICY TO SPUR
DEMAND
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Exhibit 45:

Total Demand
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IRON ORE: SUBDUED DEMAND AND
SUPPLY DYNAMICS
Iron ore prices remained volatile in 2019 following
significant Brazilian mine closures post the collapse
of the dam at Vale SA's. As a result, around 90mtpa
of capacity was took off the market. This pushed
prices to as high as $124/Mt; nevertheless, the trend
reversed at the end of the year and prices fell to
$91.7/Mt as production levels recovered. On the
demand front, China’s infrastructure spending is
expected to fuel demand for steel over the coming
years. As per World Steel Association (WSA), steel
demand is expected to grow by 1.7% in 2020, albeit
lower than the 3.9% anticipated in 2019.
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Exhibit 46: Steel Demand
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Copper prices posted a lacklustre performance in
2019, rising a meagre 4%, as weak macroeconomic
fundamentals weighed on the metal. Going into
2020, a possible recovery in global demand, lower
copper inventories and supply shortfalls are poised
to help copper regain momentum. Fiscal measures in
major countries including China, Germany and the
US to stimulate growth should be supportive of
copper demand. In automotive sector, emphasis on
greater electric vehicle (EV) production could boost
copper prices, as the metal is an essential
component of EV production. In addition, copper
mine production is expected to grow at a slower
pace as protests in Peru and in China dampen supply.
Overall, we expect a rebound in copper prices
heading towards $6,500/tonne in 2020. US–China
trade negotiations remain a major drag, although we
expect a gradual de-escalation of trade tensions.

ALUMINIUM: MARGINAL OVERSUPPLY
TO KEEP PRICES IN CHECK
Aluminium prices fell by 4% in 2019 due to trade
tensions and waning global demand. The prices are
likely to stay weak in 2020 amidst tepid automotive
demand and subdued global growth. In addition,
industry margins remain threatened with low
product premiums. A weak automotive sector,
which accounts for 38% and 31% of the aluminium
demand in the US and in Europe, is likely to be a key
headwind. These markets along with Japan have
seen a contraction in auto sales over the past year.
The car industry in Europe continues to face threats
of 25% tariffs increase, further curbing demand. On
the supply side, we may see some recovery, as
Chinese smelting capacities, which were shut due to
floods, are operational again. Even environment
curbs have turned out to be less stringent than
anticipated. The moderation in demand coupled
with supply comeback from China could keep the
aluminium market moderately oversupplied.

On the supply side, Vale SA, the world’s largest iron
ore miner, lowered its production outlook for the
steelmaking raw material. Vale stated it would slash
output from its Brucutu mine in Brazil for up to two
months as it evaluates the stability of the nearby
Laranjeiras dam. The move is expected to leave
Brucutu, Vale’s biggest mine in Minas Gerais state,
operating at 40% of the normal capacity. We
maintain a Neutral view on iron ore prices for 2020.
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Exhibit 47: LME Copper Price Refined Copper Market Balance
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