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Wednesday, Sep 19 2018 

MARKET NEWS 

Coal News 

The API2 Cal19 contract was stable this morning, as it started the session at $95.60/t, flat to Tuesday's close in 

comparison to the initial weakness shown in the German Power market, which opened 10cents lower at €52.60. 

However, the two markets moved in correlation through the rest of the session with the German Power market 

closing $1.30 higher on the day at €54.10/MWh, in line with the API2 Cal19 market, which fluctuated in a $2.70 

range, again reaching its new yearly highs of $97.75/t, closing $1.95 higher on the day at $97.55. 

In China the Zhengzhou Commodity Exchange rose Yn5.00 over the session to close at Yn636.00/t  marking its 

highest level since June. Supporting reports from China indicated that some miners in Shaanxi and Inner Mongolia 

have raised coal prices amid higher fuel costs and government inspections. 

The Q418 API2 v NEWC spread closed $2.00 higher at -$11.15 with the Cal19 API2 v NEWC spread closing 70cents 

higher at -$10.05. Backwardation across the API2 increased with the API2 Q418 v Cal19 closing 15cents lower at 

$3.20 with the Q418 v Cal19 NEWC spread decreasing to close 80cents lower at $4.30. 

 

 

 

 

 

 

 

 



 

 
Pg. 2 

 

 

 

Oil Market News 

Equity: Global investors have slashed their exposure to equities in September as the U.S. and China step up import 

tariffs against one another. China retaliated to Trump's latest tariffs with $60bn of its own tariffs on U.S. imports on 

Tuesday with taxes ranging from between 5-10% on a list of 5,207 U.S. products. The Bank of America Merrill Lynch’s 

(BAML) September survey indicated that investors perception on economic growth has deteriorated significantly 

with the net percentage of participants that expect global growth to decelerate in the following 12-months rising 

from 7% in the August survey to 24%, levels last seen in 2011. Moreover, the latest BAML survey indicated that there 

has been a notable rotation out of equities into cash holding as the risk appetite amongst global investors continues 

to sour. Participants cited Sino-U.S. trade tensions as the biggest tail risk for the fourth consecutive month. 

According to the survey, the total allocation of stocks slumped by 11 percentage points to 22% overweight stocks, 

which is near to the 18-month low recorded in July. Moreover, the average cash balance notched up 0.1 percentage 

point to levels last seen more than a year ago of 5.1%. Looking at the session ahead, Asian counters have opened 

firmly in the green which suggests there is some buoyancy in the global equity space today. This follows on from a 

robust end to the U.S. session with markets taking a muted response to yesterday’s trade developments. 

Bonds: On the fiscal front, the Senate on Tuesday passed a $675bn spending package for the US Defence 

Department as well as a measure which ensures that the government avoids a shutdown on Sept. 30th. The Federal 

government will now remain open until Dec. 7th. Combined with the spending bill for Labor, Health and Human 

Services and Education, the senate voted 93 to 7 for the total $855bn spending package. Trump, meanwhile, has 

threatened to shut down the government unless he secures the funding required to build a wall on the Mexican 

border and developments on this front will be monitored. The rising spending pressures on the fiscus triggered some 

selling pressure on USTs on Tuesday, potentially compounded by robust issuance in the corporate credit market. The 

10yr yield rallied notably on the day to end the session just shy of 3.06%, a fresh cycle high. In Europe Italy-Germany 

yield spreads remain in focus with the narrowing in the 10y spread continuing in earnest yesterday, settling just 

north of 231bp for the first time since the start of August. 212bp was the low back in July and will be closely watched 

in coming sessions. A below 200bp target will remain in place in the event that the Italian budget turns out to be 

more conservative than was originally believed. Pre-election spreads closer to 117bp seem unlikely to be achieved 

with more populist rhetoric still likely to keep fiscal risk premiums elevated. Note that supply factors could also help 

the spread narrow in the very short term with Germany auctioning off 10y Bunds today. 

Currency: The dollar has retained some resilience despite recent losses and the market has failed to meaningfully 

sustain a break below the 100-day SMA which is now hovering at 94.53. This despite the bearish bias on the daily 

chart’s stochastic. The dollar bulls are clearly still outnumbering the bears as the DXY is underpinned by lingering 

haven demand amidst rising trade tensions. EM sentiment meanwhile remains relatively subdued as investors still 

favour a more cautious stance and the dollar could remain in limbo in the near term. It will likely be difficult for the 

dollar to rally meaningfully off current levels and the risk is that the market sees a further correction to the downside 

in the short to medium term. 

Credit: The Refinitiv deal hit the HY market on Tuesday, as the company raised $4.25bn in the primary market. The 

company slashed yields on junk bonds and this triggered a rally in the secondary market. Diamondback Energy also 

tapped the market, raising $750bn to take total HY issuance for the day to $5bn. The IG market also saw robust 

activity with eight issuers raising $12.25bn on the day. Weekly issuance has risen to $24.15bn, whilst the IG market 

has seen placements of $114.525bn this month to mark it the fifth busiest September on record, according to IFR. 

Energy: Brent crude front month oil prices have been trading within a relatively consolidative range of $77.4-$80.1 

per barrel for the last seven sessions, when including overnight trade. The market appears to be awaiting a catalyst 
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either take prices north of $80/bbl. – which at this point would most likely need to be a greater evidence that global 

supply is unlikely to rise; or evidence that a lower price is in order – fundamentally driven by a recovery in supply or 

softer growth dynamics with the Chinese business cycle a key area to watch here. Enter some speculation that Saudi 

Arabia  is no longer going to increase its own output to offset the loss of Iranian oil production, of around 1 million 

barrels a day, and there was a bull run in the futures markets yesterday. Brent failed to break out of the 

abovementioned trading range, but did at one point in the session look set to clock gains of more than 2% on the 

session. By the close, these gains had been moderated by some supply factors with data from the American 

Petroleum Institute showing that oil stockpiles rose last week. It does seem as though speculation is rising that OPEC 

will attempt to keep its output as low as possible despite the supply disruption from a key member in a bid to 

maximise revenue. The $70-80/bbl. is seen as a sweet spot for many, although very different breakeven rates exist 

for the members.  The geopolitical environment remains highly fluid, however, and in these higher prices we are at 

the very least likely to see US shale output continuing to be supported. The market is however erring on the side of 

higher Brent prices helping WTI higher at this stage, at seen in the narrowing in the Brent-WTI premium, which has 

softened down to $9.1/bbl. from recent peaks in the region of $9.8/bbl. Given that WTI is actually a cleaner oil, this 

does point to the structural case for US oil sector dominance. 


