
Cobalt risk management  
and futures

Forecasts for growth in electric vehicle use set the 
scene for increased cobalt demand but have become 
the backdrop for increased volatility in prices. 
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Cobalt market summary
Cobalt prices have shown persistent volatility over 
the past four years, driven by the mismatched 
timing of increased supply for, and demand from, 
the growing electric vehicle (EV) sector, and 
further rattled by the Covid-19 pandemic that hit 
the industrial users of cobalt metal hard. 

After the bubble of anticipated mainstream EV 
adoption burst in 2018, cobalt prices fell into 
a persistent downward trajectory, with cobalt 
supplies already ramping up quickly, spurred by 
premature fund and investor interest in battery 
raw materials. Indeed, the market was taken 
by surprise: the producer response to run-away 
cobalt prices was impressive and supply rose 
to 135,000 tonnes in 2019, from around 90,000 
tonnes in 2015 – a 50% increase in four years. 

Cobalt prices responded accordingly. Fastmarkets’ 
price assessment for cobalt standard grade, in-
whs Rotterdam - the industry benchmark - fell to 
near three-year lows of $12.30-12.65 per lb on July 
22, 2019, posting a rapid downturn of 71.69% from 
close to 10-year highs of $43.70-44.45 per lb on 
April 23, 2018.

Cobalt metal prices then started to recover 
quickly in early August 2019 when Glencore, 
which contributes over 30% of global cobalt 
supply, announced it would close its Mutanda 
copper-cobalt asset in the Democratic Republic 
of Congo (DRC) by the end of the year. In doing 
so, it took approximately 25,000 tonnes per year, 
some 18%, of global cobalt supply (contained 

in hydroxide) out of the market, narrowing the 
global supply surplus in the process. 

The global cobalt market is estimated to be 
oversupplied by 6,000 and 5,000 tonnes in 2020 
and 2021 respectively, compared with 12,000 
tonnes in 2019, according to Fastmarkets’ battery 
raw materials research team. Given the sharp 
supply response between 2016 and 2019, and then 
the supply restraint in 2020, the cobalt market 
is being proactive in trying to keep the market 
balanced. 

Benchmark metal prices traded in a range of 
$15.50-18 per lb between September 2019 and 
March 2020. The initial reaction to the outbreak 
of Covid-19 in China was for prices to rise, as 
China is the processing centre of the cobalt 
world. But when the coronavirus spread outside 
China, triggering extensive regional lockdowns 
and suspension of industrial activity, the cobalt 
price switched from being concerned about supply 
disruption to demand destruction.  As a result, 
the Covid-19 pandemic started to weigh on the 
cobalt market. The price for cobalt standard grade 
slumped to $13.75-14.05 per lb on July 15, 2020, 
undoing most of the gains made a year earlier. 

The cobalt market’s concern yo-yos between 
supply disruption to demand destruction, back to 
supply disruption. 

After the pandemic spread to mining regions, 
cobalt raw material payables - expressed as 
a percentage of the metal price - set at least 
two-year highs in the second half of 2020, due 
to global supply being dramatically disrupted 
following a 36-day lockdown in March and April in 
South Africa, disrupting a key shipping route for 
cobalt hydroxide mined in the DRC.

This disruption happened just when China’s 
demand for EVs started to recover, which was 
followed by the launch of European incentives to 
buy EVs as part of governments’ plans to support 
industry and green initiatives. The combination 
of increased demand, disrupted shipping and 
tightness due to the Mutanda closure, has led to 
a tighter market for the type of cobalt needed by 
the lithium-ion battery market.   

EV growth outlook spurs  
cobalt price volatility 
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China PEV sales 2017-2020
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Fastmarkets’ cobalt hydroxide payable 
indicator, min 30% Co, cif China hit highs of 
80-81% of the price for cobalt standard grade 
on November 13, 2020, up from lows of 59-60% 
on July 15, 2019.

Cobalt market outlook
The lithium-ion battery industry is starting to 
see rapid growth, driven by EVs and energy 
storage systems, which is set to last for 
decades, and demand for cobalt is set to grow 
at a pace that producers may well struggle 
to keep up with. The rapid increase in supply 
in 2016-2019 came about from ramp-ups at 
three giant cobalt mines in the DRC, each with 
annual capacity of 20,000-30,000 tonnes, while 
most mines producing cobalt have an annual 
capacity of less than 5,000 tonnes.
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EV penetration 2017-2025

EV penetration rates slowed in 2019 amid Chinese subsidy 
cuts but raced higher after the first quarter this year after 
governments pushed forward their green deals to help 
economic recovery.

In 2017, some 10,000 tonnes of cobalt were used 
in EV batteries, accounting for around 10% of 
demand; by 2025, Fastmarkets analysts expect 
demand from the EV sector to rise to 65,000 
tonnes and for that to account for around 35% 
of the cobalt market. 

SEPTEMBER 

Fastmarkets achieves type 
1 IOSCO assurance for its 

low-grade cobalt price 
assessment. 

JANUARY

Fastmarkets renames its “low-
grade” cobalt price assessment, 
now “standard grade”, following 
a market consultation.

4TH QUARTER

Physical cobalt hydroxide 
market starts to sign 

long-term contracts with 
a floating payable, tied 
to Fastmarkets’ cobalt 

hydroxide payable indicator, 
and settled against the 

cobalt standard grade quote. 

DECEMBER

CME makes first foray into 
the battery raw materials 
space with a cobalt futures 
contract, cash-settled against 
Fastmarkets’ price assessment 
for cobalt standard grade. 

FEBRUARY

Fastmarkets launches 
two price assessments for 

cobalt hydroxide: the cobalt 
hydroxide payable indicator, 

min 30% Co, cif China and 
the cobalt hydroxide index, 

min 30% Co, cif China.

FEBRUARY

Fastmarkets launches 
daily price assessment for 
cobalt standard grade.

SEPTEMBER

Fastmarkets achieves type 2 
IOSCO assurance for cobalt 
standard grade, in-whs, and 
type 1 assurance for cobalt 
alloy grade, in-whs. 

SEPTEMBER 

Fastmarkets achieves type 
1 IOSCO assurance for its 
cobalt hydroxide payable 

indicator and reaffirms 
type 2 assurance for cobalt 

standard grade. 

Fastmarkets has been monitoring 
the cobalt market for over 100 
years. Some recent developments 
include:

2018

2019

2020



These forecasts account not only for the expected 
increase in EV demand, but also the likely 
reduction in cobalt per cell. In nickel-cobalt-
manganese (NCM) cathodes, cobalt provides 
stability and prevents thermal runaway, but 
increasing the amount of nickel reduces cost 
and increases driving ranges. Alternatives such 
as lithium-iron-phosphate are used in China but 
limited driving ranges make them less suited to 
the European and US markets. 

Automakers, battery manufacturers and mining 
companies are signing multi-year contracts and 
committing to responsible sourcing initiatives to 
ensure the sustainability of their cobalt supply. 
Ensuring the availability of enough cobalt to meet 
future demand will prove a challenge for the 
industry, but the challenge will be made easier if 
the industry has access to a sophisticated market 
that can help facilitate risk management.

While the cobalt industry already uses 
Fastmarkets’ benchmark prices in its physical 
contracts, access to a futures market will provide 
the industry with the means to price its physical 
metal transactions independently, to finance 
inventory and to hedge risk.

Physical cobalt contract structure 
Fastmarkets’ price assessments form the basis for 
physical contract negotiation and settlement in 
the cobalt market. They are also used extensively 
for inventory valuation and tracking market 
trends, and in the emerging over-the-counter 
(OTC) market.  

The daily assessment for cobalt standard grade 
typically forms the starting point and settlement 
basis for long-term contracts in the cobalt metal 
market, and buyers and sellers agree discounts 
and premiums to the cobalt standard grade 
price assessment to reflect contract terms and 
fundamentals of the day. 

The size of the cobalt market makes it best suited 
to price discovery via a price reporting agency; 
while its relatively high day-to-day liquidity and 
historic volatility make it a prime candidate for 
daily price publication. Price reporters in Europe 
and Asia speak to market participants across the 
globe to discover where the market has traded - 
or would likely have traded, during periods of low 
liquidity - over the past day. 

A typical pricing session will include a mix of 
different types of information: concluded spot 
business, bids, offers, deals heard second hand 
and market participants’ own indications of the 
tradeable market. During their conversations, 
price reporters will establish the significance of 
each data point in determining the spot market 
price of the day, with the range set by data points 
reflecting activity that has taken place in open 
and competitive market conditions. 

Fastmarkets’ daily price assessment for cobalt 
standard grade is used extensively across the 

cobalt supply chain, tied into contracts for 
products used by, among others, the steel, 
aerospace, medical and battery sectors. For 
the latter, the payable structure is significant, 
whereby buyers and sellers of cobalt hydroxide - 
the most common feedstock for cobalt sulfate 
and tetroxide used by the battery sector - agree 
to a percentage of the Fastmarkets metal price to 
derive the value of their raw material. 

Until 2019, payables were negotiated and set for 
a year at a time, but the huge growth in cobalt 
hydroxide supply in 2018 - when metal supply 
was stable and prices were high - saw the nexus 
between the two break down. Cobalt hydroxide 
was readily available and buyers turned to the 
spot market, where payables were considerably 
lower than had been written into their annual 
contracts. 

Fastmarkets started to assess spot cobalt 
hydroxide payables to reflect activity in 
this emerging spot market, using the same 
methodological approach as it does for cobalt 
metal.
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Cobalt hydroxide payables 2019-2020

Continued volatility in cobalt hydroxide payables 
over 2019, but a growing need for downstream 
users to lock in supply, saw buyers and sellers tie 
a floating payable into their long-term contracts, 
still maintaining a link to the metal price, but 
allowing them to account for the independent 
fundamentals of the intermediates market. n
CHARLOTTE RADFORD, WILL ADAMS, SUSAN ZOU
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Three use cases for CME Group’s Cobalt 
Metal (Fastmarkets) Futures contract

The launch of CME Group’s cobalt metal contract is the exchange’s first step into the world of battery 
raw materials. The contract, which will start trading on December 14, will be cash-settled against the 
Fastmarkets reference price for cobalt standard grade (in-whs Rotterdam). 

The contract terms for the product are as follows:

CONTRACT NAME COBALT METAL (FASTMARKETS) FUTURES

Product symbols CME Globex, CME ClearPort, and Clearing: COB

Venue & hours Sunday - Friday 6:00 p.m. - 5:00 p.m. Eastern Time/ET (5:00 p.m. - 4:00 p.m. Central Time/
CT) with a 60-minute break each day beginning at 5:00 p.m. ET (4:00 p.m. CT)

Contract unit 2,204.62 pounds (equivalent to 1 metric ton)

Price quotation US dollars per pound

Minimum fluctuation $0.01 per pound

Termination/expiration Terminate at the close of trading on the last UK business day of the contract month. If such 
day is not an exchange business day, trading in the contract terminates on the immediately 
prior Exchange business day.

Listed contracts Monthly contracts listed for 12 consecutive months.

Settlement type Financial

Floating price Equal to the arithmetic average of all available daily price assessments published for cobalt 
standard grade, in-whs Rotterdam, $/lb, (mid-price of daily range) by Fastmarkets during the 
contract month.

For any commodity market, the availability 
of an exchange-listed derivatives contract is 
a significant milestone. Futures contracts can 
empower customers along the cobalt supply chain 
to financially hedge physical commodity price 
risk. Companies can enter the futures markets 
anonymously: they can either trade directly on 
screen or via specialized interdealer brokers that 
may help find counterparties for cobalt futures 
trading.

Futures are centrally cleared instruments; the 
exchange’s clearing house, CME Clearing, 
administers a daily mark-to-market payment cycle 
to minimize bilateral credit risk between each 
customers’ clearing firms. The CME Group cobalt 
contract is cash-settled against a market reference 
price with no physical delivery option. That means 
that hedging transactions using the futures 
contract can be executed alongside physical cobalt 
trading and procurement. 

Below we look at three examples how CME Group’s 
cobalt metal contract can be used to hedge 
physical business:

Example one – Hedging forward  
sales of physical cobalt
In early October, a cobalt refiner agrees to sell 20 
tonnes of standard-grade cobalt metal to an OEM 
for December delivery at the prevalent Cobalt 
Metal (Fastmarkets) December average price. The 
refiner can now use Cobalt futures to hedge its 
risk on this forward sale: it can sell 20 December 
futures contracts at the price currently available in 
the futures markets.

At the end of December, when the average of the 
month has been established, the producer does not 
have to trade out of its futures positions because 
these are cash-settled against the monthly average 
upon contract expiry. Upon final settlement, a 
debit or credit will be made to the firm’s account, 
accounting for the difference between the initial 
selling price in the futures markets and the final 
average price for December (as assessed by 
Fastmarkets).
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Should the physical market have dropped from 
October to December, the lower selling price to the 
OEM will be offset by a gain in the futures market 
(since the refiner sold the futures contracts, its 
futures position shows a gain when the final price of 
the contract settles below the initial selling price).

On the other hand, should the cobalt market have 
rallied, any benefit from a higher physical selling 
price is offset by a loss in the futures markets. No 
matter the direction of the market, the refiner has 
certainty about the selling price after netting the 
physical sale on the one hand and financial gains/
losses on the futures contracts on the other.

Example two – Protecting profit 
margins from a potential input  
price increase
A battery manufacturer signs a long-term cobalt 
hydroxide term purchase agreement at a fixed 
payable (% discount) of the Fastmarkets average 
price for standard grade cobalt. At the same 
time, the battery manufacturer agrees to sell its 
batteries at a fixed price to an EV car company.

The battery manufacturer has agreed a fixed 
payable but it is exposed to an increase in the 
outright cobalt metal price. Because it also 
agreed a fixed price to the downstream customer, 
it cannot pass through any increase in the 
commodity price.

To protect its margin, the manufacturer can 
buy a strip of monthly Cobalt Metal futures 
with a tonnage equivalent to the term purchase 
agreement for hydroxide. Thanks to the financial 
hedge, the battery manufacturer has now locked 
in a margin between the selling price and the raw 
material input cost. The payable was contractually 
fixed with the physical supplier of hydroxide; the 
cobalt metal price risk is now hedged using cobalt 
metal futures.  

Example three – Protecting the value 
of inventory before it is sold
A merchant trader sits on cobalt inventory with 
no certainty of when it will be able to sell it. The 
trader worries that a decrease in cobalt prices will 
reduce the value of its inventory. By selling Cobalt 
Metal futures against its held tonnage, the trader 
can protect its stock against a decrease in prices. 
The futures contracts held short can be bought 
back progressively while the material is sold in the 
physical spot markets.


