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War in Ukraine has Broad Implications for Commodities Markets
The full-scale Russian invasion of Ukraine has broad and protracted implications for the
global commodity markets. Russia is a top global supplier of agriculture, energy, and
base/precious metals. The swift and punitive financial sanctions along with corporate
“self-sanctioning” against Russian exports will create acute global short-, medium-, and
longer-term supply implications and force the aggregate demand structure to recalibrate
as prices move higher.
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Absent from the broad commodity narrative is how Russian sanctions will impact or can
impact U.S. supplies of physical commodities. This includes agriculture, crude oil, natural
gas, and industrial metals. In a recent report, The Impacts of Russian Military Action on
Wheat and Corn, we explained some of the implications that the Russian invasion can
have on physical U.S. corn and milling wheat supplies.
While the broad narrative is focused on how Russian finance and banking sanctions will
compress global commodity supplies and push prices higher, we believe that the physical
supply impacts on the U.S. energy markets should be minimal and regional.
On March 8, 2022, President Biden announced a U.S. ban on Russian oil imports. Because
the U.S. is a marginal importer of Russian crude and heavy oils, that are primarily used in
PADD 1, the East Coast, and PADD 3, the Gulf Coast, refining activities, we believe these
import disruptions will be regional. Specifically, we believe the import ban on Russian
crude oil will reduce supplies in PADDs 1 and 3 which can force a redistribution of
domestic oil supplies or import flows.

Because the U.S. is a marginal
importer of Russian crude and heavy
oils, we believe that these import
disruptions will be regional.

U.S. Energy Information Administration data from 2017 to 2020 illustrates that Russian
crude imports were growing, but averaged just 1.1% of the total U.S. volume. During this
period, monthly Russian crude imports to PADD 1 was 5.8% of the total imports or 1.5
mmbl. Monthly PADD 3 imports of Russian crude were 1.6% of total imports, or 1.0 mmbl.
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While the U.S. is the world’s largest user of crude oil, since 2017 China has become
the largest importer of crude oil. Since 2016, Russian crude oil displaced Saudi
crude to become China’s largest supplier. This structural pivot is critical in helping
assess the potential impacts of the domestic crude oil import paradigm. If China
incrementally reduces Saudi crude imports at the expense of the less expensive yet
politically costly Russian Urals crude, this redistribution could help fill supply gaps
in PADDs 1 and 3.

If China incrementally reduces Saudi
crude imports at the expense of the less
expensive yet politically costly Russian
Urals crude, this redistribution could
help fill supply gaps in PADDs 1 and 3.

Despite the projected incremental loss of domestic physical crude supplies, the
domestic price responses have been anything but minimal and regional. While the
NYMEX WTI, gasoline and heating oil futures contracts are for domestic delivery,
they are inextricably linked to global supply and demand. It was fear of a Russian
driven global crude oil supply shock combined with the inability of OPEC+ to meet
demand, that reverberated throughout the U.S. energy complex and pushed both
physical and financial prices of crude oil, gasoline, and diesel to either record levels
or close to record levels.
Despite Russia being the fourth largest exporter of natural gas, the U.S. does not
have any direct physical import or export exposure to Russian gas. While the recent
EU energy security discourse mentions the U.S. providing material LNG exports, it
is important to note that: 1. The German led dialogue is focused on proposals to
build new LNG import terminals. These are not “shovel ready” projects, and there is
a multi-year timeline associated with the development. 2. Because U.S. LNG export
capacity is capped, we don’t believe that EU gas import demand can inflict shortor medium-term supply or price shocks to the U.S. gas complex.

Fear of a Russian driven global crude
oil supply shock combined with the
inability of OPEC+ to meet demand
pushed prices of crude oil, gasoline, and
diesel to either record levels or close to
record levels.

From aluminum to zinc, Russia is a major producer of precious and industrial
metals. According to Bloomberg, the country produces 43% of the world’s
palladium, 14% of the platinum, 8% of the nickel and 4% of the copper. The world’s
largest producer of titanium is the Siberian based VSMPO-AVISMA and is controlled
by an ally of President Putin. Of the above metals, the U.S. has the greatest direct
economic exposure to palladium and platinum.
The largest use of palladium is in automobile catalytic converters and titanium is
used in commercial and military aerospace. If imports of Russian palladium and/or
titanium were to either slow or become weaponized the American automobile and
aerospace industries would be directly impacted which could threaten domestic
GDP. Historically, both the U.S. automobile and aerospace industries are material
contributors to the nation’s economy.
While it is difficult to fully capture the domestic macro-economic impacts of a
palladium or titanium supply shock, we believe that if supplies of were to fall
domestic non-EV vehicle and commercial aerospace production could decline
which could inflict negative economic reverberations throughout the domestic
economy.

If imports of Russian palladium and/or
titanium were to either slow or become
weaponized the American automobile
and aerospace industries would be
directly impacted which could threaten
domestic GDP.
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Futures Returns of Geopolitically Sensitive Commodities
Feb. 23, 2022 to Importance To
YTD 2022 March 10, 2022 US Economy

Commodity

2019

2020

2021

Gold

19%

24%

-4%

9%

3%

p

Palladium

59%

29%

-22%

53%

12%

pp

Copper

3%

26%

26%

153%

2%

ppp

Aluminum

-2%

11%

42%

22%

3%

ppp

Nickel

31%

19%

26%

131%

92%

pp

WTI Crude Oil

34%

-21%

55%

41%

18%

ppp

Natural Gas

-26%

16%

47%

24%

2%

pp

RBOB Gasoline

30%

-17%

58%

42%

14%

ppp

Heating Oil

20%

-27%

57%

42%

20%

ppp

Chicago Wheat

11%

15%

20%

41%

18%

pp

Kansas Wheat

-1%

24%

33%

33%

13%

pp

Corn

3%

25%

23%

27%

10%

pp

Soybeans

7%

39%

1%

27%

1%

pp

Source: Bloomberg and HilltopSecurities
-27%

153%

ppp = Large
pp = Medium
p = Moderate

Trading on regulated commodity exchanges inherently involves risk of loss and is not suitable for everyone. The leverage created by
trading on margin can work against you just as much as it can benefit you, and losses could exceed the entire investment as well
as additional cash deposits. You may be required to immediately provide capital upon notice to maintain any or all open positions,
and failure to do so in a timely manner could result in penalties, liquidating debit balances, unforeseen financial obligation and
the loss of opportunity sought by participating in the commodity futures and options marketplace. Only risk capital should be
considered for alternative investment or speculation. Before opening an account you should seek advice from related associations,
regulators, certified public accountants, industry professionals and other trusted advisors. Be certain that you understand the
risks and can withstand the potential losses associated with SWAPS, futures, options on futures or any other derivatives or cash
commodity transactions in which you intend to participate. HTSCommodities may not represent, guarantee or warrant that you
will profit from any trading activity nor that realized losses will be limited whatsoever.
The paper/commentary was prepared by HTSCommodities for informational purposes only. This paper represents historical
information only and is not an indication of future performance. Nor is it a recommendation or solicitation or any specific product.
This material has not been prepared in accordance with the guidelines or requirements to promote investment research, it is not
a research report and is not intended as such. SOURCES: Bloomberg, U.S. Department of Agriculture, Commodity Futures Trading
Commission, National Oceanic and Atmospheric Administration. Sources available upon request.
Principals, managers and some associates are registered with the National Futures Association (NFA) and all members participate
as part of an independent Introducing broker in good standing. Members operate under the governance and guidelines of the
Commodity Futures Trading Commission (CFTC) and are authorized to represent multiple futures clearing merchants or FCMs for
the benefit of clients’ selection and or suitability.
© 2022 Hilltop Securities Inc. | All rights reserved | MEMBER: NYSE/FINRA/SIPC/NFA
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