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Nickel Is Canceled
Also oil production, Russian oil JVs, war bonds, Elon Musk tweets
and RealPyramidScheme DAO.

By Matt Levine
8. März 2022, 19:53 MEZ

Nickel
In the stock market, short sellers are often people who are betting against the price of a stock. They
hope the stock will go down. If it goes up, they are wrong, and they lose money. If it goes up a lot,
they will get margin calls; they will have to put up more money with their brokers to collateralize
their risk. If it goes up a whole lot, they will have to cut their losses by buying back the stock, which
will cause the stock to go up more, which will lead more short sellers to capitulate and buy back
stock, etc. This is often called a “short squeeze.”   When it happens, people who bet against the
stock — short sellers — are sad and lose money, and people who bet on the stock — long owners
— are happy and make money. 

In commodities markets, short sellers are often people who produce the commodity. If you are an
oil company, your future income will depend on the future price of oil. In order to make sensible
budgeting decisions about how much to spend on drilling oil, you might want to lock in that future
price. So you might sell oil futures today to guarantee you a price in a few months. Or you might
not; you might be bullish on oil and want full unhedged exposure. Or you might hedge part of your
production; if you plan to produce 1 million barrels you might only sell 500,000 barrels of futures.
Or, since you are trading oil futures anyway and have some expertise in oil markets, you might end
up net short, selling more oil than you plan to produce as a bet that prices will go down. But most
likely you are in the oil business because you are hoping to make money drilling oil, and you are in
some broad economic sense “long oil.” (You might hedge 50% or 100% or 150% of this year’s
production, but you won’t hedge 100% of all of your future production.) If oil prices go down you
will be sad; you will make money on your futures contracts, but that will only partly mitigate your
sadness.

Conversely, if oil prices go up, you will be happy, because you produce oil and your oil is worth
more. But you will also have a mark-to-market loss on the futures you sold to partially hedge your
oil price risk.
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Or that is the general idea. There is an important difference in the cash flows of these things,
though. If you are an oil company and the price of oil goes up, you will expect to make a bit more
money each day that you sell oil. This money will not all come in at once: If you sell 10,000 barrels
of oil a day and oil prices go up by $10 a barrel today, then you can expect to make an extra $36.5
million this year, but you’ll only get $100,000 of it today. The expected value of your future cash
flows has gone up, and there are ways to turn that into money,   but it’s hard to do it fast.

On the other hand if you sold 3.65 million barrels of oil futures and oil prices go up by $10 a barrel
today, you will get a call from your broker asking for $36.5 million of margin today. Futures are
mark-to-market financial products, and when the futures price goes up, the short side of the
futures contract has to put up money today.   The result is that when prices rise, your business
outlook gets better, but you also need a lot of cash now. The bad possibility is that you might run out
of cash now and be unable to enjoy all that future business. 

Russia’s invasion of Ukraine, and subsequent sanctions and threats of future sanctions, has been
bad for expected nickel supplies, which means that nickel prices have gone up a lot, which is in
expectation very good for nickel producers, except when it is very bad for them right now:

Traders, miners and processors often take short positions on the exchange as a hedge for their
physical stocks of metal. In theory, any price moves in the physical stocks and the exchange
position should cancel each other out. But when prices rise sharply, anyone holding a short
position on the exchange needs to find ever-greater sums of collateral to pay margin calls.

Traders and brokers must deposit cash and securities, known as “margin,” on a regular basis to
cover potential losses on their positions. If the market moves against those positions, they
receive a “margin call” requesting further funds -- and if they fail to pay, they can be forced to
close their position.

Chinese entrepreneur Xiang Guangda -- known as “Big Shot” -- has for months held a large
short position on the LME through his company, Tsingshan Holding Group Co., the world’s
largest nickel and stainless steel producer, according to people familiar with the matter. In

2

3

https://www.bloomberg.com/opinion?re_source=postr_index
https://www.bloomberg.com/opinion/articles/2022-03-16/too-big-to-fail-risk-looms-over-commodities?re_source=postr_story_0
https://www.bloomberg.com/opinion/articles/2022-03-16/europe-s-approach-to-ukraine-might-be-rational-but-is-it-moral?re_source=postr_story_1
https://www.bloomberg.com/opinion/articles/2022-03-16/stock-market-volatility-and-tax-season-capital-losses-come-with-a-silver-lining?re_source=postr_story_2
https://www.bloomberg.com/opinion/articles/2022-03-16/russia-sanctions-what-if-no-one-owned-chelsea-football-club-after-abramovich?re_source=postr_story_3
https://www.bloomberg.com/news/articles/2022-03-08/lme-suspends-nickel-trading-after-unprecedented-price-spike?srnd=premium&sref=1kJVNqnU


16.3.2022 Nickel Is Canceled - Bloomberg

https://www.bloomberg.com/opinion/articles/2022-03-08/nickel-is-canceled 3/11

recent days, Tsingshan has been under growing pressure from its brokers to meet margin calls
on that position -- a market dynamic which has helped to drive prices ever higher, the people
said.

There is a sense in which this is all a bit unnatural. Yes, nickel prices should go up for geopolitical
reasons, but arguably they should not go up that much; arguably the extent of these moves is driven
by technical factors (margin calls on short sellers who are “really” long) that, in some sense,
shouldn’t count. I mean. You could think that. You don’t have to; you could instead think “no,
market structure is part of the real world, and if prices go up because of a short squeeze then
prices go up, that’s life.” But some people certainly think that these price moves shouldn’t count,
either because they are generically unnatural and unfair, or more specifically because they might
blow up some traders and destabilize the market.

One way to reduce this sort of pressure is to suspend some of the margin calls, which happened:

A unit of China Construction Bank Corp. was given additional time by the London Metal
Exchange to pay hundreds of millions of dollars of margin calls it missed Monday amid an
unprecedented spike in nickel prices, according to people familiar with the matter.

The reprieve from the LME means that the unit, called CCBI Global Markets, is not formally in
default, the people said, asking not to be identified as the matter isn’t public.

Another, more drastic way to reduce this sort of pressure is to suspend nickel trading, which also
happened:

The London Metal Exchange suspended trading in its nickel market after an unprecedented
price spike left brokers struggling to pay margin calls against unprofitable short positions, in a
massive squeeze that has embroiled the largest nickel producer as well as a major Chinese bank. 

Nickel, used in stainless steel and electric-vehicle batteries, surged as much as 250% in two days
to trade briefly above $100,000 a ton early Tuesday. The frenzied move -- the largest-ever on the
LME -- came as investors and industrial users who had sold the metal scrambled to buy the
contracts back after prices initially rallied on concerns about supplies from Russia.

A third, even more drastic way to reduce this sort of pressure is to retroactively suspend nickel
trading, by canceling trades that already happened. That happened too; from the LME today:

The LME have been monitoring the impact on the LME market of the situation in Russia and the
Ukraine, as well as the recent low-stock environment observed in various LME base metals. With
immediate effect, and following the suspension of the LME Nickel market announced in Notice
22/052, the LME (acting where required through the Special Committee) has determined that it is
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appropriate in the circumstances to take the following actions in respect of physically settled
Nickel Contracts: (i) cancel all trades executed on or after 00:00 UK time on 8 March 2022 in the
inter-office market and on LMEselect until further notice (Affected Contracts); and (ii) defer
delivery of all physically settled Nickel Contracts due for delivery on 9 March 2022 and any
subsequent Prompt Date in relation to which delivery is not practicable (as determined by the
LME and notified to the market) owing to a trading suspension in line with the process in this
Notice.

Obviously that’s bad! You don’t want to break trades! The whole point of an exchange is that it is a
transparent and predictable place to agree to trades. On the other hand if price moves are too wild,
and if they are driven too much by margin calls, you’re going to blow up enough exchange
participants to undermine predictability anyway. (If a lot of traders go bankrupt, it is hard to avoid
breaking trades. If some of those traders are nickel producers, bankrupting them due to soaring
nickel prices is an especially bad idea: You need them to make some more nickel!)

So you shut everything down for a while, including retroactively, and hope that everyone can get
their financing in order to make for an orderly reopening. In theory, if the people caught in the
short squeeze are in fact largely big nickel producers, this should work. If you’re a nickel producer
your nickel should be worth more now, and probably someone will give you some money for it.

On the other hand if you’re a retail investor who was three times short nickel, this was not your
week:

Investors in a niche leveraged product betting against nickel have been wiped out after the
metal’s historic surge this week.

Issuer WisdomTree Investments announced that the Nickel 3x Daily Short exchange-traded
commodity (ticker 3NIS), which aims to deliver three times the inverse performance of the
commodity, will be redeemed following “extreme and continual” movements in the metal’s
price. 

Elsewhere a nickel (the U.S. 5-cent coin) now contains 4.7 cents’ worth of nickel and 3.9 cents’
worth of copper so, you know, get melting.

Stakeholder capitalism 
A decent rough model for modern oil companies is that oil-company executives love to drill for oil,
but oil-company investors hate it. If you are a person who has spent your career in oil companies,
you probably think of your job as mostly being about exploring for oil, drilling oil wells, generally
doing stuff that produces oil. If you have some extra money, your bias is to spend it on drilling for
more oil. You want to win, to produce more oil, to become a bigger oil company, and that means
drilling for oil.
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Of course all your peers think that too and the result is that everyone increases production, prices
fall, and everyone’s profits go down. And then, when prices fall, it is no longer economical to
produce oil at the expensive difficult adventurous projects that you opened.

Meanwhile if you are an investor in oil companies in 2022 you have seen how that works out and
you are all about maximizing cash flows:

A decade of debt-fuelled drilling and supply growth prompted a backlash from Wall Street,
which in recent years has demanded oil companies cut spending on new crude production and
use cash to pay dividends and reduce debt.

The strate�y has improved operators’ balance sheets, but oil production growth has been tepid.
A jump in post-pandemic demand, which has set new records, had resulted in a surge in prices
even before the Ukraine crisis.

Well.   The way financial capitalism worked a decade ago, the executives would basically do
what the shareholders want and maximize the stock price.   The job of a public-company
executive then was to maximize the cash flows available to shareholders, and the way to do that, for
an oil company, is probably to be cautious about expanding production.

The way financial capitalism worked a month ago was slightly different. With the rise of
environmental, social and governance investing, the job of a public-company executive is not just to
maximize cash flows but also to satisfy shareholders’ ESG concerns, including in particular their
concerns about transitioning to a lower-carbon-emissions world. For oil companies, though, that
pushes in the same direction. Some shareholders want them to limit production for cash-flow
reasons; others want them to limit production for ESG reasons.

The way financial capitalism works in March 2022 is I guess that (1) oil-company executives want to
put the needs of society ahead of the needs of their shareholders, and (2) in the eyes of oil-
company executives, at least, society’s need for cheap oil is more urgent than its need to cut
emissions? I mean that is also a rough model but:

Oil industry chiefs have called on Wall Street to stop holding back investment in new crude
supply as “chaos” and “bedlam” threaten to overwhelm ener�y markets amid fears the west will
ban Russian oil exports following the invasion of Ukraine.

A surge in the international oil price to $139 a barrel on Monday has sparked fears that the rally
could damage the global economy. Speaking at the CERAWeek conference in Houston, oil
executives pinned some of the blame on their investors.

“Investors have been telling [oil companies] not to invest so much. Well, this is a crisis, we
should be investing more,” said John Hess, chief executive of Hess Corp, a big US shale oil
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producer. “We’ve had five years of under-investment and we’re paying for it now.” …

“It’s bedlam. It’s just chaos,” said Tengku Muhammad Taufik, chief executive of Malaysian state-
owned producer Petronas, at the CERAWeek event. “[We] need to ensure that ener�y security is
addressed immediately.”

“Speaking to financial institutions — and I’ll probably get beat up by bankers on the way out —
you need to shepherd us, not beat us into submission,” said Taufik.

I suppose I am being a bit tongue-in-cheek with the section header here (“Stakeholder capitalism”),
but not really? This is the idea of stakeholder capitalism: The oil companies’ executives say to
investors “look, at the end of the day it is your money, but you have entrusted it to us, and we are
going to spend it to do what we think is best for society, not necessarily what is best for your bottom
line.” The investors might have their own views about what is best for society! Some investors might
have different views from other investors, both about what is good and about what to prioritize. But
the point of stakeholder capitalism is that the executives get to decide.

Elsewhere in oil
We have talked a few times recently about the fact that big international oil companies have joint
ventures in Russia and decided pretty hastily to exit them. Here is a Wall Street Journal story about
“How Oil Giants’ Bets on Russia, Years in the Making, Crumbled in Days.” As we have discussed, it
is one thing to say “we are exiting our Russia ventures” and another thing to figure out how to
actually do that. You can’t exactly sell the shares of these joint ventures on the open market, and
abandoning them essentially means selling them to Russian companies for free. Conceptually the
right approach is something like:

Obviously that is a very schematic description. Each part is complicated but here let’s focus on Step
2, crossing them off one list and putting them on another list. That is a pretty metaphysical step;
here’s the Journal:

Lawyers, accountants and outside advisers are working to determine how the oil companies can
restructure their Russian holdings. They are exploring complex options for ring fencing them
from ongoing operations—transferring the assets to separate corporate entities—while winding
them down and trying to preserve as much value as possible, some of the people close to the

Promise to get rid of them.1.

Cross them off the list of “assets we own” and move them to a list of “assets we don’t want to
own,*” with a little footnote saying “*but still technically own.”

2.

Wait a while until things are more normal, or until you find an acceptable buyer.3.

Eventually sell them for some amount of money.4.

Do something with the money.5.
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companies said. Options include escrow accounts with shareholders named as beneficiaries and
special-purpose entities walled off from continuing businesses.

Asset sales would be challenging, some of the people close to the companies said. One primary
goal is to avoid ceding direct control to a Russian counterpart or otherwise inadvertently
benefiting Russia, they said.

“Escrow accounts with shareholders named as beneficiaries”? Like, before the restructuring, BP Plc
(say) would own the asset, and any value from the asset would belong to BP’s shareholders. After
the restructuring, some entity set up by BP would own the asset, and any value from the asset
would belong to BP’s shareholders. But in some legal or perhaps only metaphysical sense BP would
no longer own the asset, so it could say that it was getting out of Russian oil ventures, which is the
point here.

This is all a bit uncharted and you have some options on what you want to accomplish with this
structure. Like:

Still elsewhere in oil:

What does “shareholders” mean? Most simply, the escrow account would be for whoever owns
the company’s shares at any particular time; if the company sells the asset in 2023 and realizes
some proceeds, it will pay out those proceeds to its shareholders in 2023. But you could
imagine, as it were, distributing the claims to current shareholders, so that if you owned the
company’s stock in March 2022 and the asset pays out in 2023, you get a share of the proceeds
even if you have sold your stock. (The theory being that, since you owned the stock at the time
the company abandoned the asset at zero, you were the one hurt by that and you should get
the money.)

1.

If you’re doing that you could make the escrow claims … tradable? Like, issue a tracking stock
on your abandoned Russian JV assets? That seems distasteful and yet somehow correct. If you
want to get rid of your JV assets, can’t sell them, and don’t want to abandon them to your
Russian partners, one move is to effectively spin them off to your shareholders. Then you don’t
own them anymore, but you have maximized shareholder value. And then if your shareholders
don’t want to own Russian JV assets they can sell them, in indirect tradable-escrow-claim
form to someone who does. (Who is that?) 

2.

Why shareholders? When Shell Plc bought Russian oil after the invasion of Ukraine, it said that it
“will commit profits from the limited amount of Russian oil we have to purchase to a dedicated
fund” that will be used “to alleviate the terrible consequences that this war is having on the
people of Ukraine.” (It has since decided to stop buying Russian oil.) I suppose one could do the
same thing with Russian JVs: Put them in a special-purpose entity and escrow any proceeds to
help Ukraine? In some loose sense the JV assets belong to the shareholders now, so it’s weird for
the company to donate them, but that is loosely true of Shell’s oil trading profits too and that
didn’t stop it from donating them. 

3.

https://twitter.com/Shell/status/1500179430605471747
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War bonds
I am not sure that this exactly qualifies as “everything is securities fraud” but it seems somehow
related:

On Feb. 28, just four days after Russian troops invaded Ukraine, the nation’s debt chief told
investors he’d found a way to support his country’s defense: He was set to use Ukraine’s weekly
debt auction the following day to raise funds for its military, denominated in retail investor-
friendly chunks of 1,000 hryvnia ($33). Outraged at the invasion and seeking a way to show
support, people around the world flooded social media asking how they might be able to buy
what everyone started calling “war bonds.”

They soon discovered that only institutional investors such as money managers and pension
funds could purchase them. Now, Ukraine is racing to make its debt available to a broader range
of buyers, a task that typically requires consultation with legions of lawyers and bankers over a
period of months, not the days or weeks that the government would prefer. ...

Despite the intense international interest, Ukraine would find it extremely difficult to prepare
the documentation required to offer securities aimed at retail investors abroad. These typically
require a prospectus that can run to hundreds of pages detailing the risks of the bonds,
conditions the borrower must adhere to, and the ground rules for repayment. “We just have to
recognize that this is an extreme situation,” says Timothy Ash, an emerging-markets strategist at
BlueBay Asset Management in London. “You have people from the Ministry of Finance living in
a war, and to put something together at short notice that ticks all the boxes is asking a lot.”

It seems to be the expressed policy of the U.S., the U.K. and several other major financial centers
that Ukraine should be able to get a lot of funding quickly for its war effort. But when foreign policy
conflicts with securities regulation, securities regulation tends to win.

Oh Elon
It is not exactly my job to read Elon Musk’s tweets and decide which of them constitute securities
fraud, but it is kind of my job. A thing that very much happens in my life is that Elon Musk writes a
tweet and like eight people send it to me asking “is this securities fraud?” I cannot complain too
much, there are definitely worse jobs and I have brought this upon myself, but it is not my
favorite part of the job. Elon Musk is very good at writing tweets that are debatably, a little bit,

“Biden Says U.S. Will Ban Russian Fuels to Pressure Putin.”

“China Considers Buying Stakes in Russian Ener�y, Commodity Firms.”

“The Future Turns Dark for Russia’s Oil Industry.”

“Russian tankers at sea despite ‘big unknown’ over who will buy oil.”

“Maduro hails ‘cordial’ talks with US as west seeks new oil supplies.”

https://www.bloomberg.com/news/articles/2022-03-08/ukraine-war-bonds-have-limited-reach-so-far?srnd=premium&sref=1kJVNqnU
https://www.bloomberg.com/opinion/articles/2019-02-27/who-can-say-what-california-means?sref=1kJVNqnU
https://www.bloomberg.com/news/articles/2022-03-08/biden-says-u-s-will-ban-russian-fuels-to-pressure-putin-on-war?srnd=premium&sref=1kJVNqnU
https://www.bloomberg.com/news/articles/2022-03-08/china-considers-buying-stakes-in-russian-energy-commodity-firms?srnd=premium&sref=1kJVNqnU
https://www.nytimes.com/2022/03/08/business/russian-oil-industry.html
https://www.ft.com/content/a5ce82db-8d15-4c78-a539-403a9cab9114
https://www.ft.com/content/276aac3e-25bd-45c2-b5f4-8459240c9462


16.3.2022 Nickel Is Canceled - Bloomberg

https://www.bloomberg.com/opinion/articles/2022-03-08/nickel-is-canceled 9/11

maybe securities fraud, and the right way to respond to that is not to carefully parse which tweets
fall on which side of the line but rather to say “this is Elon Musk’s Twitter we are talking about here,
it is all gonna be pretty weird and you have to live with it.”

Except for that one tweet about having funding secured to take Tesla Inc. private, that one was
pretty clearly securities fraud, that was fun.

It occurs to me that the U.S. Securities and Exchange Commission is in the same position as I am,
vis-à-vis Musk’s Twitter?

Anyway: 

Tesla Inc. Chief Executive Officer Elon Musk asked a judge to end the U.S. Securities and
Exchange Commission’s oversight of his Twitter posts under a 2018 agreement because he
claims it is being used to “trample” his free speech rights.

Musk also asked the judge to block an SEC subpoena for documents relating to the review of his
tweets and his sale of stock and options, a court filing on Tuesday showed. An SEC
spokesperson didn’t immediately respond to a request for comment. 

The SEC is investigating whether Musk and his brother Kimbal violated securities laws when
selling shares in the company late last year, according to a person familiar with the matter.

It is not really the SEC’s job to decide which of Musk’s tweets are securities fraud.1.

Except for the obvious big ones, like the “funding secured” one, you gotta punish that, and the
SEC did.

2.

Through some combination of conscious enthusiasm and historical accident, the SEC has
brought upon itself an expectation that it will parse all of Musk’s tweets.

3.

Perhaps it enjoys doing that but boy I doubt it.4.
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Yeah look if I were the SEC lawyer in charge of parsing Musk’s tweets I would be absolutely
desperate to move on with my life. I concede that the question of “whether Musk and his brother
Kimbal violated securities laws when selling shares in the company late last year” is kind of an
interesting one — we discussed it last week — and if I worked at the SEC I would want to keep
digging on that one. But I’d probably let the consent decree go. 

Pyramid scheme

Oh sure, sure:

Since time immemorial, there has been something undeniably awesome about gigantic
pyramids. The E�yptians built them. The Aztecs built them. Even corporations have built them.
But a DAO has never built a single one.

It’s time to change that.

We (Terran Robotics) are developing a drone-based 3D printing system that deploys monolithic
adobe, the world’s lowest-cost building material.

By combining automation with low material costs, we can build an arbitrarily large structure at a
much lower cost than stone or concrete.

The RealPyramidScheme DAO will decide collectively on the design and location of the pyramid.
The more we raise, the bigger it will be.

We project that costs will not exceed $75/m³. For reference, this translates to an absolute bargain
of roughly $200 million USD to build the largest pyramid on Earth (1.5 meters taller than the
Great Pyramid of Giza).

Let’s build.

Is this a joke? I don’t know, and I don’t care much; many DAOs seem to be jokes without that
stopping them from being real. ConstitutionDAO never bought the Constitution but it’s still kicking
around. Sure, build a pyramid, or at least raise a lot of money to talk about it.
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Mayor Pleads with Goldman Bankers to Come Back to Work. “What I wasn’t trying to say was that
stocks were going to go up if there is a nuclear war. Obviously, they will go down.”
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Some people have a narrower view of what a short squeeze is: To sell a stock short,
you have to borrow it, and the person who lends you the stock can generally ask for
it back at any time. The narrower definition of a short squeeze is that it is when
borrow is recalled and short sellers are forced to buy back stock by their lending
arrangements, not just by price moves. This is not generally relevant in commodity
markets where you don’t have to borrow to short.

1

You could sell stock? Or commodities producers often have credit facilities that lend
to them against the value of their reserves, so if your reserves get more valuable
you can borrow more, though this “borrowing base redetermination” generally happens
at fixed intervals, not continuously.

2

We have talked about this basic dynamic —fundamentally long producers getting caught
out when prices go up because their mark-to-market hedges move against them —a few
times, including about mortgage lenders hedging with mortgage-backed securitiesand
U.K. insurers buying dollar bonds and hedging with swaps.

3

The Financial Times reports that “Part of Tsingshan’s problem is they produce the
wrong type of nickel. They can’t deliver against the LME contract.” Still, even the
wrong type of nickel is probably worth more now.

4

If you are an investor in multiple oil companies, and you urge them to cut production
to keep prices high, is that …you know …an antitrust concern?

5

To be clear, a decade ago a lot of oil drillers were in fact maximizing production
growth, but that’s what shareholders wanted then; now they know better.

6
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