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HIGHLIGHTS

The fourth quarter saw mixed fortunes for
the prices of the major commodity groups.
The energy price index grew by a solid
13.6%, while the non-energy index dipped
by -0.3%.

The majority of commodity prices are
expected to remain steady or increase
modestly in the coming quarter and year,
supported by stronger global economic
growth. Downside risks include geopolitical
tensions centred on the Korean peninsula
and in the Middle East, as well as possibly
tighter monetary conditions and uncertain
trade policies.

Brent crude oil rose to $64/b in December
as geopolitical tensions in the Middle East
raised the risk premium. Also, OPEC and 10
other oil exporters agreed in November to
extend their production cuts to the end of
2018. In the absence of shocks, Brent is
expected to trade at around $60/b in 2018.
The prices of all three precious metals fell
in the 4™ quarter, reversing previous
quarterly gains. Geopolitical risks could
continue to support the gold price in 2018,
although  anticipated US monetary
tightening and ensuing dollar strength
could put a damper on the yellow metal.

Q4 delivered a mixed bag of results for
non-precious metals, with modest gains
for some metals and losses for others.
Stronger global growth should continue to
support base metal prices in 2018,
although iron ore could be an exception.
In 2018 agricultural commodity prices are
not expected to increase much, as modest
demand growth will likely be offset by
productivity gains. As usual, however,
extreme weather events pose a downside
risk to supply for cereals and other crops.
The prices of grains showed varied results
in Q4, with modest increases for rice and
maize but a decline for wheat. Bumper
cereal harvests and record inventories are
expected in 2018.

The major meat prices hardly changed in
the last quarter. Mutton prices edged up
slightly, while beef dipped marginally.

The 4™ quarter saw price declines for all
four major beverage commodities, on the
back of solid production volumes.

Timber prices changed only marginally in
Q4, with plywood slipping by 2%. Pulp
remained constant.
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Price Indices

The fourth quarter saw mixed fortunes for
various commodity groups. The World Bank’s
energy price index grew 13.6% in 2017Q4, and
was up 13.8% year-on-year. The energy index
has soared by an impressive 92% since the low
point reached in January 2016, but it is still
down about 45% from the pre-collapse level of
mid-2014. The non-energy price index
contracted marginally by 0.3% in Q4, but by
December it was 1.9% higher than a year
earlier. Non-energy prices have risen 14.4%
since the beginning of 2016, but remain
substantially below their pre-July 2014 levels.
The precious metals price index edged down by
4.4% in Q4, erasing the gain seen in the
previous quarter. Nevertheless, the precious
metals index has risen 7.2% over the past year
and almost 15% since January 2016.

The beverage price index slumped by 6.1% in
2017Q4, taking the 12-month decline to minus
11.4%. The food price index was almost flat (-
0.1%), as a slight increase (1.5%) in grain prices
was offset by declines in oils and meals (-1%)
and other food (-0.4%). The food price index
fell by 2.2% last year, but is 6.9% higher than
the trough reached in January 2016. Timber
prices barely increased (0.1%) in Q4, and ended
the year 6.3% higher than the previous
December. Metals and minerals edged up by
1.7% in Q4, taking the annual increase to a solid
14.4%. The metals and minerals index has
climbed by 52.3% since the January 2016 low
point. Metals and minerals is the only
commodity group whose price index has
largely recovered to the level seen in early
2014, before the broad-based commodity price
collapse.
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Global Demand

In the January edition of its Global Economic
Prospects, the World Bank estimates that the
global economy grew by 3% in 2017, up from
2.4% the previous year. The recovery was led
by increased investment in advanced
economies and an acceleration in EMDEs,
especially amongst commodity exporters.

The Bank expects the momentum to continue,
with the world economy growing by 3.1% this
year and 3.0% in 2019. The United States
economy is forecast to expand by a brisk 2.5%
in 2017, boosted by the Trump administration’s
success in getting its tax cut bill through
Congress in December. On the other hand,
growth is projected to slow down in the Euro
zone and Japan. Following unexpectedly rapid
growth of 6.8% in 2017, China’s growth is
projected at 6.4% this year, with slight declines
the following two years. India is set to be the
best performing major economy, with growth
picking up to 7.3% in 2018 and 7.5% next year.
Emerging and developing economies (EMDEs)
are expected to expand by 4.5% this year,
quickening to 4.7% in 2019.

Table 1: Economic growth forecasts

Region 2018 2019 2020
World 3.1 3.0 2.9
USA 2.5 2.2 2.0
Euro zone 2.1 1.7 1.5
Japan 1.3 0.8 0.5
EMDEs 4.5 4.7 4.7
China 6.4 6.3 6.2
India 7.3 7.5 7.5
Sub-Sah. Africa 3.2 3.5 3.6

Source: World Bank, Global Economic
Prospects, January 2018. EMDEs = Emerging
Market and Developing Economies.

The positive momentum in the global economy
should be broadly supportive of commodity
prices. Nevertheless, there are several major
risks to the outlook this year. Likely further
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monetary policy tightening (at least in the US,
but possibly in the Eurozone as well) could raise
long-term interest rates and put a brake on the
cyclical recovery in advanced economies. China
still faces the risk of a sharper correction as a
result of slower economic rebalancing and high
debt levels. Increased trade protectionism
remains a threat, as does financial market
instability.  Non-economic risks include
extreme weather events, geopolitical tensions
(especially on the Korean peninsula and in the
Middle East), and persistent international
security and terrorism threats.

The World Bank warns of weaker potential
growth in the longer term, as productivity
improvements slow down and demographic
trends put pressure on several major
economies.

The manufacturing Purchasing Managers Index
(PMI) for the US rose strongly from 53.1 in
September to 55.1 in December, evidence of
robust economic activity. By contrast, China’s
PMI edged up just half a point to 51.5 over the
4™ quarter. India’s PMI leapt up 3.5 points to
54.7, indicating the fastest expansion of
manufacturing activity in five years. India’s
economy seems to have recovered from the
effects of demonetisation in late 2016 and the
imposition of a Goods and Services Tax last
year. These developments are good news for
commodity prices.

Purchasing Managers Index
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Demand

The International Energy Agency (IEA)
estimates that world oil demand grew by 1.5
mb/d in 2017, a 1.6% increase over 2016 —
despite a 20% average increase in oil prices. In
December the agency maintained its demand
growth forecast for 2018 at 1.3 mb/d (1.3%).

The US Energy Information Administration
(EIA) projects that global oil demand will grow
by 1.6 mb/d in 2018, up from the 1.4 mb/d rise
in 2017. This is despite higher prices, and
reflects stronger global economic growth.

OPEC is anticipating world oil demand growth
of 1.51 mb/d in 2018, which is 90 kb/d higher
than its September forecast. This is on the back
of its higher forecast of global economic
growth of 3.7% for 2018, which recognises
recent economic strength in North America,
Europe and China. Demand in developing
countries is expected to rise by 1.23 mb/d in
2018, led by China with a 0.41 mb/d increase
and other Asia, including India, with a 0.36
mb/d rise. OECD demand is seen expanding by
a modest 0.28 mb/d.

OPEC anticipates demand for its collective
output will average 33.2 mb/d in 2018, up 0.3

OIL

mb/d over the estimated average of 32.8 mb/d
in 2017.

China is still the most important marginal oil
consumer, as its imports reached a near-record
of more than 9 million b/d in November —
nearly as much as total US production. The
Asian giant is facing declining domestic
production of oil, which may have passed its
all-time peak, as well as rising demand.

Meanwhile, the electric transport revolution is
continuing. Ford Motor Company announced
plans to introduce 15 battery-powered electric
or plug-in petrol-electric hybrid car models in
China by 2025. Chinese companies are
investing heavily in lithium supplies. Beijing’s
2025 vehicle plan stipulates that internal
combustion vehicle sales should flatten while
all growth in vehicle sales over the coming
seven years should be EVs.

China has also recently launched its first all-
electric cargo ship on the Pearl River. The ship
can travel 80 kilometres at a top speed of 13
kilometres per hour on a single charge that
requires 2 hours — roughly the time it takes to
unload the vessel. Thus far, two ports have
been fitted with charging points. ?

Table 2: World oil demand forecasts (million barrels per day)

Agency 2017 2017 2018 2018
average growth average growth
International Energy Agency? 97.70 1.50 99.10 1.30
U.S. Energy Information Administration? 98.34 1.40 99.96 1.62
OPEC? 96.94 1.53 98.45 1.51
Sources:

1. IEA Oil Market Report, December 2017.
2. EIA Short-Term Energy Outlook, December 2017.
3. OPEC Monthly Oil Market Report, December 2017.

lhttps://futurism.com/china-launched-worlds-first-

all-electric-cargo-ship/
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Supply

According to the IEA, global oil supplies rose
0.2 mb/d in November to 97.8 mb/d, the
highest in a year, largely thanks to higher US
output. However, production was still 1.1 mb/d
lower than a year earlier, when Russia and
Middle East OPEC nations were producing at
record rates. The IEA sees non-OPEC output
rising by a robust 1.6 mb/d this year.

OPEC cut production by 133 kb/d in November
— the fourth monthly fall in a row — to an
average of 32.36 mb/d. OPEC output is now
about 1.3 mb/d lower than a year ago.
Production declined in Saudi Arabia, Angola
and Venezuela. Compliance with agreed cuts
rose to 115%, the highest this year, and lifted
the 2017 average compliance rate to 91%.

At its regular meeting in November, OPEC
members agreed to extend their output cut
until the end of 2018. Russia and the group of
other non-OPEC countries that had previously
joined the effort also said they would extend
their supply cuts.

The EIA expects world liquids supply to
increase by about 2 mb/d in 2018. Non-OPEC
production is anticipated to expand by 1.7
mb/d in 2018, nearly half of which will be from
US producers, who are expected to respond to
higher prices. The other major increases will
likely come from Canada, Brazil, Norway, the

United Kingdom, and Kazakhstan. OPEC output
is expected to rise by 0.3 mb/d, despite the
production cap agreement, as Nigerian and
Libyan output recovers.

OPEC forecasts that non-member producers
will expand supply by a net 0.99 mb/d in 2018.
The largest increases in production are
projected for the US (1.05), Brazil (0.17),
Canada (0.22) and Kazakhstan (0.08). These will
be partially offset by reduced output from
countries such as Mexico, Russia, China,
Azerbaijan and Colombia.

While supply looks let to continue growing in
2018 and probably 2019, thereafter the picture
looks much less sanguine. Upstream
investment spending on exploration and
production (E&P) dropped precipitously from
around $700 billion in 2014 to $350bn in 2016
and $380bn in 2017, according to oil services
company Schlumberger. After a lag of several
years, this is sure to lead to sharply tightening
supply. Each year the oil industry must bring on
stream about 4-5 mb/d of new capacity just to
offset depletion from older oil fields. This
suggests that from about 2020, we could see
another spike in oil prices, with knock-on
gyrations in demand and indeed in the world
economy.

Table 3: Forecasts of non-OPEC oil supply (million barrels per day)

Agency 2017 2017 2018 2018
average growth average growth
International Energy Agency! 58.0 0.60 59.6 1.60
U.S. Energy Information Administration? 58.7 0.85 60.3 1.70
OPEC3 57.8 0.81 58.8 0.99

Sources:

1. IEA Oil Market Report, December 2017.
2. EIA Short-Term Energy Outlook, December 2017.
3. OPEC Monthly Oil Market Report, December 2017.
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The EIA estimates that US crude oil output
averaged 9.7 mb/d in November, rising by
about 360 kb/d from October’s level as
platforms in the Gulf of Mexico came back on
stream following Hurricane Nate. The EIA
estimates that US oil output will average 9.2
mb/d in 2017 and 10.0 mb/d in 2018, which
would be a historical record level, surpassing
the previous peak of 9.6 mb/d recorded in
1970. Most of the increase is anticipated to
come from unconventional oil and natural gas
plant liquids, with tight oil drillers responding
to higher prices.

The active US oil rig count dipped from 750 at
the end of September to 729 in early
November, before recovering to 751 in early

December. The start of 2018 saw a slight
decline to 742 rigs.

The slow response of shale drillers to
substantial oil price increases in the past few
months casts some doubt on a recent highly
bullish IEA report on the US shale oil and gas
industry’s prospects over the coming years.
Researchers at MIT have pointed out that the
EIA, for its part, is attributing recent increases
in average shale well productivity to
technological advances, which it projects into
the future. However, in reality producers have
been focusing on higher-yielding ‘sweet spots’,
which are increasingly being exhausted. This
suggests that the official agency estimates of
future tight oil supply growth could be
overoptimistic.
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Market balance and inventories

According to the EIA, OECD commercial oil
inventories fell by 137 million barrels to 2.95
billion barrels at the end of November 2017
from their record high of nearly 3.09 billion
barrelsin July 2016. The surplus over the 5-year
inventory average has shrunk by 210 mb,
falling to 174 mb in November.

The EIA anticipates that global oil supply will
outstrip demand by about 0.4 mb/d in 2018,
resulting in an increase in global inventories.
This could put some downward pressure on oil

prices. However, compared to 2015 and 2016
the gap between supply and demand will be
much narrower, so prices should not fall too
far. The IEA also foresees supply growing faster
than demand, with a surplus of about 200 kb/d
in H1 followed by a deficit of 200 kb/d in H2.

OPEC spare production capacity is projected to
decline slightly from 2.1 mb/d in 2017 to 1.82
mb/d in 2018. This slightly diminishes the
buffer against oil supply shocks, which could
result from geopolitical or weather events.
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Prices

The price of Brent crude oil has continued its
upward trajectory over the past few months,
breaching $60/b in November and climbing to
$64/b in December following the closure of the
Forties pipeline in the North Sea. The rally
continued into the New Year, with Brent
registering $68/b by 9*" January on the back of
political tensions in Iran. WTI crude rose to
$62/b as US the pace of shale drilling slowed.
These are the highest oil prices seen in more
than two and a half years.

The fundamental driver of higher prices has
been a draw-down of global oil stocks. In
addition, a significant geopolitical premium
seems to have returned to oil prices, with
various tensions in the Middle East. US
President Trump’s recognition of Jerusalem as
the capital of Israel sparked protests in
Palestine and condemnation from the broader
Arab sphere, raising tensions in the region. The
rivalry between Sunnis, led by Saudi Arabia,
and Shiites, led by Iran, has also intensified of
late.

Further support for oil prices came on 30%
November, when OPEC members agreed to
extend their production cuts until the end of
2018. The non-OPEC members that joined the
cuts originally in 2017 have also agreed to the
extended supply constraints. A monitoring

committee led by Saudi Arabia and Russia will
assess compliance with production targets in
June.

In its January Short Term Energy Outlook, the
US EIA forecast that Brent crude will average
$60/b in 2018, up notably from its forecast of
S54/b last October. Although the OPEC supply
cuts have been making inroads into OECD oil
stocks, increased non-OPEC production is
anticipated to offset this. The EIA forecasts
$61/b for Brent in 2019.

The spread between Brent and West Texas
Intermediate (WTI) spot prices averaged $6/b
between September and November, as US
refinery demand slacked in the wake of the
Gulf Coast hurricanes. This increased the
incentive for US producers to boost exports of
light sweet crude. WTI is expected to average
about $4/b lower than Brent in 2018 as
bottlenecks at the Cushing, Oklahoma hub are
eased but transport cost margins to Asian
markets persist.

The US Federal Reserve’s December rate hike,
and signals of a likely three further hikes in
2018, could result in some dollar
strengthening. This which would put some
downward pressure on dollar-denominated oil
prices.
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Oil developments in Africa

OPEC reports that top African producer
Nigeria's crude oil output averaged 1.79 mb/d
in November 2017, a slight increase from the
third quarter average of 1.76 mb/d. Lately the
Niger Delta area has been relatively quiet.
Chinese state-owned oil company Sinopec has
enlisted French bank BNP Paribas to dispose of
its oil interests in Nigeria and Gabon. In a bid to
boost their oil reserves, Sinopec, along with
other Chinese firms such as CNOOC and China
National Petroleum Corporation, invested
heavily in Africa between 2009 and 2013,
assisted by soft loans from Chinese state-
owned banks. However, the collapse of oil
prices from 2014 rendered some of these
investments unprofitable.

On the other hand, the Nigerian government’s
efforts to attract investment into the
downstream oil refining industry has borne
fruit, with Petrolex Oil & Gas Ltd announcing its
intention to construct a 250,000 bpd oil
refinery at a cost of US$3.6bn. Work has begun
on the front-end engineering design (FEED),
and the plan is to finish the project in 2021.2

Angola’s crude oil production fell by 109 kb/d
to 1.58 mb/d in November. This is considerably
below the average level of 1.725 mb/d that
Africa’s second-ranked oil producer pumped in
2016. A few vyears ago, Angola attracted
massive investments from oil majors including
BP, ENI, Exxon-Mobil and Total. But the actual
and projected capital spending budgets by oil
majors in Angola for the period 2015 to 2020
have been slashed by an estimated $67 billion.
This is bad news for the country, as without
substantial new oil discoveries in the next few
years, oil production could peak and decline by
the early 2020s.

In a positive sign, Angola’s state oil company
Sonangol and French oil major Total have

2http://www.oilreviewafrica.com/exploration/expl
oration/petrolex-to-develop-us-3-6bn-oil-refinery-
in-nigeria
3http://www.oilreviewafrica.com/exploration/expl
oration/total-partners-with-sonangol-for-new-
projects-in-angola
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signed agreements to develop the Zinia Phase
2 project, which is expected to produce 40
kb/d. The pair will also conduct deep offshore
exploration in block 48, and jointly develop a
retail network in Angola.3

Algeria’s crude output was 1.01 mb/d in
November, down slightly from 1.05 in 2017Q3.

Libya’s oil production averaged 973 kb/d in
November, a strong recovery from the average
of 390 kb/d in 2016.

ExxonMobil, through a subsidiary, has inked
production sharing contracts with the
Mauritanian government and will begin
exploration in three deepwater offshore
blocks.*

Australian-based company FAR Ltd has
announced that two offshore blocks in The
Gambia hold a combined potential of 1.1bn
barrels of oil. Such a quantity of oil could totally
transform the tiny West African nation’s
economy.®

Table 4 shows the oil production levels of
Africa’s OPEC members.

Table 4: Oil production by Africa’s top
exporters (kb/d)

Average | November
Country 2016 2017
Nigeria 1,556 1,790
Angola 1,725 1,581
Algeria 1,090 1,013
Libya 390 973
Gabon 221 197
Equatorial Guinea 160 129

Source: OPEC

*http://www.oilreviewafrica.com/exploration/expl
oration/exxonmobil-acquires-deepwater-acreage-
offshore-mauritania
Shttp://www.oilreviewafrica.com/exploration/far-
announces-massive-oil-potential-for-offshore-

gambia
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NATURAL GAS

Supply

French oil & gas major Total reported that the
first shipment of LNG has left the new $27
billion gas liquefaction facility on Russia’s
Yamal peninsula, situated within the Arctic
Circle. The Yamal plant relied partly on Chinese
financing to circumvent the US sanctions on
Russia. The facility will send LNG shipments on
ice-breaking ships along the northern coast of
Siberia during the summer months, opening up
a new frontier in the global LNG supply chain.
The inaugural shipment was sent to top off
Britain’s gas supplies following a North Sea
pipeline disruption. US LNG exports have
increased steadily in recent years and averaged
1.9 Bcf/d from January to November 2017. Five
new LNG facilities are currently being built,
which should raise total LNG export capacity to
9.6 Bcf/d by 2019.

Demand

The Chinese government is pursuing a major
campaign to replace coal with natural gas in the
country’s north-eastern regions, in an effort to
reduce crippling air pollution. Under a policy
directive that banned the use of coal for
heating this winter, many buildings have been
converted from coal-fired to gas-fired heating.
But millions of homes are now without heating,
having failed to make the change-over in time.

Global LNG Demand, 2016

Southeast
Latin | Taiwan Asia Emerging markets
America | 5-8% 2.2% 1.2%

In addition, Beijing’s policy has led to a gas
shortage, which has the industry scrambling.
The state-owned Chinese National Offshore Oil
Corporation (CNOOC), which is China’s biggest
LNG importer, has leased two tankers to store
emergency LNG supplies offshore, at a cost of
USS10 million. Furthermore, China’s state
planning commission has directed eight of the
largest gas producing and consuming regions to
“regulate” spiralling gas prices. These gyrations
show the impact of massive policy shifts that
do not give markets sufficient time to respond.

Over time, the Chinese drive for cleaner
heating fuels is likely to lift regional gas and
even global LNG prices. As with so many other
commodities, China may become the world’s
‘swing consumer’ for LNG.

Japan currently accounts for nearly a third of
global LNG demand, but the government
expects the country’s imports to decline in the
next few years as renewable energy supplies
grow and some of the nuclear power plants
shut down after the Fukushima disaster are
brought back online. China and other Asian
emerging markets such as Pakistan and
Bangladesh are expected to be key drivers of
global LNG demand in the years ahead.

Prices

In Q4, gas prices dipped in the US and Japan but
rose in Europe following supply disruptions.
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Natural gas developments in Africa

Natural gas reserves and production in Africa
have traditionally been concentrated in the
North African states of Algeria, Egypt and Libya,
plus Nigeria. These are still the continent’s
leading gas producers. However, in recent
years much of the growth in production has
taken place in West Africa, largely consisting of
gas associated with offshore oil developments.
While much of this gas used to be flared,
countries such as Nigeria, Ghana and Angola
are increasingly capturing the gas and piping it
onshore for power generation.

In terms of discoveries, the biggest gas fields
found in recent years have been in offshore
East Africa. Specifically, the Rovuma basin
offshore of Mozambique and Tanzania has
yielded in excess of 150 Tcf of recoverable gas
resources.

Despite its great promise, Mozambique’s gas
sector has been beset by delays due to political,
logistical and financial issues. An important
inhibiting factor has been the surge in LNG
supply globally in recent years, which has seen
the price decline. Global LNG capacity is set to
increase by 50 per cent between 2014 and
2021, with big projects coming on stream in
countries such as Australia, Indonesia and
Russia. This has delayed plans for two onshore
liguefaction plants in Mozambique. However,
an offshore floating LNG terminal is going
ahead. Italian firm ENI SpA has completed
financial deals worth $4.7bn for construction
on the Coral South floating liquefied natural
gas (FLNG) hub, located in Mozambique's Area
4 off-shore block. ENI will sell the anticipated
annual output of 3.4mn tonnes of LNG to BP
Plc.t

In Nigeria, Shell Petroleum Development
Company has said that six government-owned
gas-fired power plants are idle due to a lack of
gas feedstock. This is despite 800 million cubic

http://www.oilreviewafrica.com/gas/gas/eni-
achieves-financial-close-for-coral-south-flng
"http://thenationonlineng.net/six-power-plants-
idle-shell

(Q} quantum global

research lab

feet per day of gas being flared from oil fields.
The main reason is a lack of pipeline capacity to
transport the gas to the power plants, but
delays in payments to gas suppliers are also a
problem.”

In December gas production began at Egypt’s
giant Zohr offshore natural gas field, which is
operated by Italian oil firm ENI SpA. Gas is
piped to a facility in Port Said, where it is fed
into the national gas grid. Production started at
350 million cubic feet per day (cf/d) and will be
ramped up to approximately 2.7 billion cf/d by
late 2019.2

Cameroon is expected to join the ranks of
Africa’s LNG exporters in February. The
country’s floating LNG vessel is the world’s
second such production facility to come on
line. Production will be 2.4 million tons a year.
Cameroon will be the sixth African LNG
exporter, joining Nigeria, Egypt, Algeria, Angola
and Equatorial Guinea, which together met
13% of global demand in 2016.°

Africa's Natural Gas
Reserves, 2017
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Source: Energy Information Administration
(2017)

8https://www.bloomberg.com/news/articles/2017-
12-16/egypt-says-eni-s-giant-zohr-gas-field-starts-
first-production
Shttps://www.bloomberg.com/news/articles/2017-
12-15/new-africa-gas-comes-at-right-time-for-
europe-amid-supply-woes
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MINERALS

Precious metals

The prices of all three precious metals fell in the
fourth quarter. Gold slipped by 3.8% between
September and December to reach
S$1264/ounce. This was partly attributable to
the increase in the US interest rate, while a
slight easing of tensions in the Middle East
lowered perceptions of geopolitical risk. In
annual terms, gold rose 9.3% in 2017, largely
reflecting the rebound in global growth as well
as heightened geopolitical uncertainties.

The price of platinum fell from $964/ounce in
September to $907/ounce in December, a 5.9%
drop. This ran counter to the trend in base
metals. Platinum lost 1.2% in 2017 as a whole.

Silver was the worst performing precious
metal, falling by 7.3% from $17.43/ounce in
September to $16.17/ounce in December. The
price of silver dropped by 1.6% over 12 months.

The US Federal Reserve raised interest rates by
25 basis points in December, and signalled that
a further three rate hikes are likely in 2018. This

could lead to some dollar strengthening, which
could lead to an easing of dollar-denominated
precious metal prices. Furthermore, inflation
remains below the target level in most
industrialised countries and many emerging
markets, suggesting that there will not be
much upward pressure on precious metal
prices resulting from inflation hedging
activities.

Upside potential for gold in particular could
emanate from a further escalation of tensions
surrounding North Korea’s nuclear weapons
programme. Furthermore, if the US equities
bull market runs out of steam, this could lead
investors to switch into gold. The most
important long-term driver of gold demand is,
however, income growth. The positive outlook
for world growth — and particularly growth in
China and India, the biggest gold jewellery
consumers —in 2018 suggests that the gold Bull
Run could continue.
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Non-precious metals

After strong across-the-board gains in base
metal prices in the 3™ quarter, Q4 delivered a
mixed bag of results, with modest gains for
some metals and losses for others. The best
performer was lead, which gained 5.7%
between September and December. Copper
rose by 3.9%, while nickel and zinc each edged
up by 2.5%. lron ore increased by 1% to
$72.3/tonne. Aluminium dipped by 0.8% in the
quarter, and tin recorded the heaviest loss,
shedding 6.3%.

On a year-on-year basis, there were strong
gains of around 20% for aluminium, copper and
zinc, a 14% rise for lead, and a 5% increase for
nickel. However, tin shed 8% and iron ore
declined by 10% as some major new mining
projects came on stream. Base metals have all
increased by between 35% and 110% since the
January 2016 lows. Aluminium, copper, lead
and tin have all recovered to the prices seen in
the first half of 2014, before the commodity
price collapse, while zinc has exceeded those
earlier levels by about 50%. By contrast, iron
ore, nickel and tin prices have not fully
recovered.

The outlook for base metal prices in 2018 will
as usual depend greatly on Chinese demand.
China’s rate of economic growth has surprised
on the upside in recent quarters. Should this
momentum be maintained, we could see
further gains for some base metals. The need
for infrastructure spending in both developing
and developed countries will also support
metals such as copper. Additional impetus for
metal prices is likely to come from supply
constraints (especially lead, nickel and zinc).
The major exception is iron ore, as new
projects are still coming on stream in Australia
and Brazil, which are likely to depress prices by
possibly  10-20%. Moreover, continued
pollution crackdowns by the Chinese
authorities could restrain iron ore demand.

Longer term trajectories of base metal prices
will  be influenced by fundamental
technological changes. Chief among these will
be the combination of the renewable energy
and electric vehicle revolutions, which will
boost demand for metals such as copper, tin,
aluminium, lithium and cobalt. On the other
hand, pollution concerns will likely see curbs on
the consumption of coal, iron ore and steel.
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Mineral developments in Africa

Zambia’s Minister of Mines said he expects the
country’s 2017 copper production to rise to
between 800,000 and 850,000 tonnes, from
774,290 tonnes in 2016, on the back of more
reliable power supplies and higher copper
prices. Output in 2018 could reach 1 million
tonnes, according to the minister.1°

In Namibia, the Ministry of Environment and
Tourism issued Environmental Clearance
Certificates to Namibia Rare Earth's Lofdal
Heavy Rare Earth Project, taking the company
a step closer to a mining licence. NRE plans to
develop an 840,000 tonnes per annum open pit
mining operation plus processing facilities,
waste rock dumps and tailings storage facility
to produce heavy rare earth concentrates.?

In Ethiopia, Vancouver-based East Africa
Metals has submitted two mining licence
applications for the its Da Tambuk and Mato
Bula Gold deposits at its 100% owned Adyabo
Project, which is situated 600 kilometres north
of the capital Addis Ababa. Resources at Da
Tambuk are estimated at 112,000 ounces of
gold and 59,000 ounces of silver, while Mato
Bula is estimated to contain 278,000 ounces of
gold, 14 million pounds of copper and 70,000
ounces of silver.?

Glencore has restarted production at its
Katanga copper mine in the DRC. The miner
projects output of 150,000 tonnes of copper in
2018 and 300,000 tonnes in 2019. Production
was suspended in 2015 due to low prices.!?

Vedanta Resources announced in December
that its Zambian subsidiary KCM is planning to
develop a new copper smelter and cobalt
refinery as part of a S$1lbn investment
programme.!*

Luxury German vehicle manufacturer BMW
announced in December that its requirements

Ohttps://www.reuters.com/article/ozabs-us-
zambia-mining-idAFKBN1E818J-OZABS
Uhttp://www.mining.com/namibia-rare-earths-
one-step-closer-to-getting-mining-license/
Lhttp://www.mining.com/vancouver-based-
miner-expand-operations-ethiopia/
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for car-battery materials such as lithium and
cobalt will expand by a factor of ten by 2025.
By this date, the company plans to sell 25
electric vehicle models. Other German car-
makers are following suit, with huge
investments in EVs by VW and Daimler, owner
of the Mercedes brand. Bloomberg New
Energy Finance says that the EV boom could
lead to a more than four-fold rise in demand for
cobalt, from under 100,000 tonnes in 2016 to
more than 450,000 tonnes by 2030.%

Glencore, the world’s largest cobalt producer,
said in December it plans to double its cobalt
production to 63,000 tonnes by 2020. Global
output of cobalt is about 123,000 tonnes per
annum, about half of which is mined in the
Democratic Republic of the Congo, which
concentrates supply risks. Table 5 displays the
world’s major cobalt producers and reserve
holders. Other African producers include
Madagascar, South Africa and Zambia.

Table 5: Cobalt production and reserves, 2016

Output | Reserves
Australia 5100 | 1000 000
Canada 7 300 270 000
China 7 700 80 000
Congo, D.R. 66 000 | 3400000
Cuba 4200 500 000
Madagascar 3300 130 000
New Caledonia 3300 64 000
Philippines 3500 290 000
Russia 6 200 250 000
South Africa 3000 29 000
United States 690 21 000
Zambia 4 600 270 000
Other countries 8 300 690 000
World total 123 000 | 7 000 000

Source: US Geological Survey

Bhttp://www.mining.com/web/glencore-restarts-
katanga-copper-mine-sees-150000-t-2018/
Yhttps://af.reuters.com/article/commoditiesNews
/idAFJBNINUO1I
Bhttp://www.mining.com/bmw-throws-fuel-
cobalt-price-fire-well-need-10x-much/
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AGRICULTURAL COMMODITIES

Grains

The price of maize rose by 1.1% in Q4, but
earlier price declines meant the crop lost
2.3% over 12 months. Rice gained 1% in
the quarter, putting it 8.8% higher than
the previous December. The wheat price
declined by 2.5% in Q4, although the
year-on-year change was a positive 7%.

World grain supplies are expected to rise
to a record high of nearly 3 331 million
tonnes in the 2017/18 season.'® Cereal
stocks are anticipated to rise for the fifth
year in a row to an all-time high of 725
million tonnes as consumption growth
lags increased output. This implies further
weakness in grain prices in 2018. Russia,
one of the top wheat exporters, is
expected to produce a bumper crop in
2018.

Meat

The price of beef dipped by 0.7% in Q4,
adding to the loss of 8% in the previous
quarter. However, beef ended the year
6.6% higher over a 12-month period, and
has gained 18% since the low point
reached in January 2016. Mutton edged
up by 0.7% in Q4, pushing up the annual
gain to 12.6%. Mutton has now climbed
27% since the slump in early 2016.

Rising demand for meat products in major
emerging markets like China is in turn
increasing demand for feed, but the
ample grain harvests have helped to limit
the increases in the prices of animal feed
and meat products.
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Beverages

The 4™ quarter saw price declines for all
four major beverage commodities. Arabica
coffee fell by 6.4%, while Robusta coffee
plunged by 11.5%. Arabica ended the year
15% down from the previous December,
and Robusta was 14% lower. Coffee output
in the 2017/18 season is expected to edge
up 0.7% on higher Vietnamese output, but
demand could grow more rapidly. The
price of tea declined by 4.5% in Q4, but was
still 4.6% higher than in December 2016.

The price of cocoa beans fell by 4% in Q4 to
slightly below $2/kg. This compounded
earlier losses, leaving cocoa 16.5% lower
than 12 months earlier. This decline has
largely been driven by increased supply,
which the International Cocoa
Organisation estimated in November to
have expanded 18.5% in 2017 to 4.73m
tonnes. However, excess rainfall in
December in the key West African
producing countries could negatively affect
yields by spreading diseases such as brown
rot and black pod disease.

Timber

The price of Cameroonian logs slipped by
0.7% in the 4™ quarter, but on an annual
basis the price was up 12.2%. Sawnwood
prices inched up by 0.7% in Q4, and were
7.4% higher over 12 months. Prices were
supported by supply issues in some
countries, such as forest fires and
hurricanes in the US.

The price of plywood fell by 2% in the
quarter, but posted a 2.8% rise from a year
earlier. There has been no change in the
price of wood pulp, which remains at $875
per tonne.

No major price changes are foreseen in the
outlook, as both demand and supply tends
to shift slowly for timber products.
However, if the positive momentum in the
global economy continues, this could
support somewhat firmer timber prices.
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Agricultural developments in Africa

The severe drought in the Horn of Africa is
persisting, with high levels of food insecurity in
the region. In South Sudan and Somalia, the
effects of the drought are compounded by civil
strife and violence. According to the Famine
Early Warning System, “Severe drought over
the past year has resulted in very large
livestock losses in Ethiopia’s Somali Region,
which has sharply reduced household food and
income access. Following periods of heavy
deyr/hagaya rainfall in early November, rainfall
has been much lighter and sporadic between
mid-November  and early  December,
particularly in eastern Somali Region.”"’

In Kenya, a disappointing long rains season in
2017 means the majority of Kenya’s pastoral
and marginal agricultural areas have now
experienced two years of drought, curtailing
livestock productivity and crop production. In
late November, when the short rains season
normally peaks, there was below-average
rainfall in the southeast and northern regions
of Kenya.!®

In Angola, the national cereal harvest for 2017
is estimated at a well above-average level of
about 2.9 million tonnes, 19% higher than the
previous year. Weather forecasts suggest
favourable rains during the maize-growing
season (December 2017 and March 2018) in
most areas of the country, which augers well
for 2018 yields.?

In South Africa, maize output climbed to a
record high of approximately 17.5 million
tonnes in 2017, more than twice the level of
2016. This was on the back of a 35% increase in
the area planted and high yields following good
rains. So far in the 2017/18 season the eastern
half of the country where the main staple
maize is grown has experienced good rains.
Production is expected to be slightly down as
regional stocks are high and prices have eased,
resulting in a smaller area planted.’® The

7 http://www.fews.net/
18 |bid.
Bhttp://www.fao.org/giews/countrybrief/country.j

sp?code=AGO
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drought gripping the wine- and fruit-producing
Western Cape Province is persisting. Cape
Town’s major dams were at just 34% of
capacity in December.

The plague of fall armyworms that devastated
crops in Zimbabwe earlier in 2017 has migrated
to Malawi, where the insects have ravaged the
crops of nearly 140,000 farming families since
early November. President Mutharika declared
20 of the country’s 28 districts disaster areas.?

Table 6 shows Africa’s top 15 producers of
cattle meat in 2016. All 54 African nations
produced at least some cattle meat, although
the top 15 accounted for 80% of total output.
South Africa was the leading producer,
accounting for the lion’s share (18%) of the
continent’s beef. A number of other countries
are significant beef producers, including the
most populous nations (Nigeria, Ethiopia and
Egypt).

Table 6: Africa’s top 15 beef producers, 2016

% of

Country Tonnes total

1 | South Africa 1109 096 18
2 | Kenya 528 990 8
3 | Egypt 432 014 7
4 | Ethiopia 389 405 6
5 | Nigeria 370324 6
6 | Sudan 344 756 5
7 | Tanzania 322982 5
8 | Morocco 257 799 4
9 | South Sudan 208 135 3
10 | Uganda 204 268 3
11 | Zambia 202 762 3
12 | Mali 174 801 3
13 | Madagascar 167 412 3
14 | Niger 163 062 3
15 | Algeria 149 134 2

Source: FAOSTAT (2017)

20 https://reliefweb.int/report/south-africa/giews-
country-brief-south-africa-15-december-2017

21 http://allafrica.com/stories/201712190177.html
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