


The recovery in commodities prices during the last quarter of 2016 was partly driven by factors external 
to the rubber sector which include developments in crude oil market and currencies besides investment 
position taken by speculative funds. 

OPEC decision to cut oil output 
Recovery in rubber prices during the fourth quarter of 2016 was driven by a host of factors which include uptrend in crude oil prices, improved US economic outlook and supply concerns mainly caused by flood in South 
Thailand. Crude oil prices had improved from end of September 2016 in response to the initiative by the OPEC to curtail oil output and the consequent agreement it reached on November 30 to cut output by 1.2 million 
barrels per day (bpd). Synthetic rubbers being petroleum-derived products, the rise in oil prices led to speculation of a possible substitution of synthetic rubbers by natural rubber. Although it is a fact that substitution based 
on relative prices is insignificant, especially for the short-term, natural rubber prices gained strength as speculators by and large made bet on a possible substitution from synthetic rubbers to natural rubber. 

Forecast of faster economic recovery 
Recovery in rubber prices during last quarter of 2016 is partly attributed to an improvement in the commodity’s demand prospects in the context of post-election developments in the US and renewed expectations of a faster 
global economic recovery.  The US economy grew 3.2 per cent in third quarter of 2016, the strongest quarterly growth in two years. The US consumer confidence rebounded in November to its highest level in nine years.  
Adding to it, the IMF in its World Economic Outlook released in October 2016 had suggested a 3.4 per cent growth in global economy during 2017, higher than the preliminarily estimated 3.1 per cent in 2016. 

Speculations of short supply  
A reported shortfall in supply, and reactions of speculative investors to the same, have also contributed to the uptrend in rubber market. During the 3-year period from 2014 to 2016, global supply grew at the average annual 
rate of 0.2% only whereas the demand grew at 3.5 per cent average rate. According to preliminary estimates, global supply in 2016 was short of demand by 320,000 tonnes. Furthermore, floods in South Thailand during 
November and December 2016 brought added concerns over global supply in the short term. Supply from South Thailand has special significance because Thailand accounts for 37% of the global supply of natural rubber. 

Exodus of speculative hedge funds 
Natural rubber also gained from an exodus of speculative hedge funds, particularly in China where speculative investors by and large shifted from steel and copper to rubber. The last quarter of 2016 saw steel and copper 
losing attraction among hedge funds in anticipation of their robust supply and slowing demand from infrastructure and construction sectors in China. 

Depreciation of currencies in China & Japan 
Yet another major factor which supported natural rubber market during the last quarter of 2016 was the sharp depreciation of China’s yuan renminbi and Japan’s yen due to strengthening of the US dollar in anticipation of 
potential hike in the US policy interest rate.
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KEY GROWTH DRIVERS 



While demand-supply fundamental will continue influencing the commodities market, a set of non-
fundamental factors is expected to play an equally important role in setting the price trends during 2017. 
Based on the IMF’s outlook on global economy, global supply of natural rubber in 2017 will be short of 
demand by 220,000 tonnes. This is subject to downside and upside risks depending on emerging global 
economic conditions. Besides the demand-supply fundamental, natural rubber market during 2017 is expected 
to gain from anticipated trends in crude oil market and general improvement in commodity prices.  

Projected global supply 
Taking the various factors into account, global consumption of natural rubber is anticipated to grow at a rate ranging from 3.5 per cent to 3.9 per cent during 2017. Precisely, global supply of natural rubber in 2017 
is anticipated to be in short of demand by 220,000 tonnes. The shortfall will be more severely felt during the first half of 2017. 

Oil Prices 
In 2017, oil is anticipated to rule between US$ 50 and US$ 55. According to Short-Term Energy Outlook released by the US Energy Information Administration on December 6, Brent crude oil is anticipated to 
average at US$ 52 per barrel in 2017, up 20.9% from the average of US$ 43 per barrel in 2016. This implies possibility of synthetic rubbers becoming more expensive in 2017, compared to 2016, providing ample 
space for natural rubber prices to go up. 

Currencies 
Devalued currencies of China and Japan played a role in taking rubber futures up at Shanghai Exchange and TOCOM during the last quarter of 2016. The course of these currencies during 2017 largely depends on 
strength of the US dollar. The US Federal Reserve has raised policy interest rates by a quarter points in December 2016 and signalled a faster pace of rate increases during 2017. This suggests possibility of dollar 
gaining further strength in 2017 and thereby exerting downward pressure on China’s yuan renminbi and Japan’s yen vis-a-viz dollar. 

Hedge Funds 
Another important factor having potential influence on rubber market in 2017 is role of hedge funds. Due to dominant influence of hedge funds, commodities largely follow similar trends regardless of factors 
specific to each commodity sector.  As natural rubber also directionally tracks the general trends in commodities, its future course depends on the emerging trends in commodities. According to Commodity Outlook 
released by the IMF in December 2016, a significant  rise is anticipated in the general index of all commodities in 2017 compared to 2016.
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NATURAL RUBBER 
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SYNTHETIC RUBBER 
$/Ton
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CARBON BLACK 
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TYRE COMPOSITION 
Weight

SOURCE: sgx.com, icis.com, cnbc.com, and suppliers outlook
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