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LONDON: The price of gold eased
yesterday as a firmer dollar halted the
previous day’s rally while silver held
near an 11-month peak, boosted by
technical momentum and perceptions
it is undervalued versus gold. The
price of silver has climbed nearly 10
percent so far this month, helped by a
break through key chart resistance at
its late October high on Tuesday, and
is on track for its biggest monthly rise
since January last year.

The spot gold price was down 0.1
percent at $1,248.53 an ounce at 0928
GMT, off a one-week high of $1,258.00
touched overnight, while US gold
futures for April delivery were down
$3.60 an ounce at $1,250.70. “We are
seeing a little bit of a drop today, but
it shouldn’t be too excessive,” Capital
Economics analyst Simona Gambarini
said. “Sentiment towards precious
metals, particularly towards gold and
silver, has been quite good both in the
futures market and the ETF market,
and that should help build a floor
underneath prices,” Gambarini said.

“Fears about China sustained gold
prices at the beginning of the year,
but now that those have subsided,
we’re seeing other factors having a
major impact: rising inflation expecta-
tions in the US and possibly negative

rates in Japan and the euro zone. That
should stimulate demand for gold.”
The dollar rose 0.1 percent against a
currency basket yesterday, weighing
on gold, while a 2 percent drop in oil
prices fed into a softer tone across
commodities. Silver bucked the trend
to rise 0.1 percent to $16.95 an ounce,
having earlier hit its highest since May
at $17.23.  The metal posted its
biggest weekly gain in nearly a year
last week and rose by another 4.4 per-
cent on Tuesday.

The gold/silver ratio, which meas-
ures the number of si lver ounces
needed to buy an ounce of gold, hit
its lowest in nearly six months at 73.7.
Silver exchange-traded funds tracked
by Reuters, which have seen inflows of
more than 1,200 tons since early
March, rose another 38 tons on
Tuesday. “The ETFs help explain the
rally,” HSBC said in a note. “The silver
ETFs are up nearly 30 million ounces
this year so far, a very strong increase,
which more than wipes away losses
incurred in 2015.” Platinum reached a
six-month peak of $1,019.90 in earlier
trade and was down 0.4 percent at
$1,007.61 later, while palladium was at
$580.25 an ounce, down 0.1 percent,
after hitting a one-month high of
$588.05 earlier. — Reuters

Gold retreats; silver 
hits 11-month high

SYDNEY: All the air was sucked out of Asian
shares yesterday as oil prices took a fresh spill
on news Kuwaiti oil workers ended a three-day
strike, leaving markets suddenly directionless.
Oil again led the way by reversing much of
Tuesday’s sharp gains. Brent crude shed $1.12
to $42.91 a barrel, while US crude oil sank $1.09
to $39.99.

“In the near term we are going to see more
downward pressure than upward,” said IHS ana-
lyst Victor Shum. China concerns also resur-
faced as Shanghai stocks slid 3.8 percent, with
every sector from financials to telecoms in the

red. Some cited comments from an influential
central bank economist that future monetary
policy would avoid encouraging companies to
take on more debt and consider the impact of
leverage on asset prices.

The deflating mood was reflected in a 0.3
percent drop in S&P 500 EMINI futures and
gains for safe -haven US bonds. European
futures pointed to losses of between 0.4 to 0.6
percent for the FTSE 100, DAX and CAC 40. The
retreat dulled risk appetites and dragged
MSCI’s broadest index of Asia-Pacific shares
outside Japan down 0.7 percent. It had started

at its highest level since early November.
Japan’s Nikkei clung to a 0.2 percent gain
thanks to the recent pullback in the yen, but
was running into profit  tak ing above the
17,000 barrier.

Looking ahead to ECB
On Wall Street the Dow Jones Industrial

Index had ended Tuesday with gains of 0.27
percent, while the S&P 500 rose 0.31 percent to
close above 2100 for the first time in 2016. But
the Nasdaq eased 0.4 percent and Intel shed 3
percent after hours as its results disappointed.

LONDON: Brent futures prices are signal-
ing the market expects a rapid tightening
of the supply-demand balance in the sec-
ond half of 2016. The spread between
futures prices for oil delivered in June and
July has moved into a backwardation of
17 cents per barrel from a contango of
almost 50 cents at the end of last month.
Contango tends to be associated with an
oversupplied market and high and rising
stocks, while backwardation is associated
with the opposite (“Brent contango is hard
to square with missing barrels”, Reuters,
March 10). The rapid tightening of the
June-July spread can be put down to a
series of short-term output disruptions,
tanker loading delays and now the oil
workers’ strike in Kuwait, which have com-
bined to cut near-term crude availability.

Beyond July, the futures price curve
remains in contango, but there too the
market shows signs of tightening, with the
contango narrowing sharply in recent
weeks and months. The spread between
July and August Brent has shrunk to just
23 cents contango, from 84 cents in early
February. The spread between August and
September has narrowed to less than 20
cents contango, from 75 cents in early
February. A similar narrowing of price
spreads is evident throughout the rest of
the year and in the futures strip for 2017.
The spread for the whole of calendar 2017
has shrunk from a recent low of $5.17 con-
tango to just $2.35 contango.

The shrinking contango has coincided
with a rush of commentaries from oil
analysts predicting the crude oil market
is now well on the way to rebalancing.
Non-OPEC oil production is declining
rapidly while consumption, especially
gasoline, continues to grow strongly, par-
ticularly in the United States, India and
China. At the same time, many hedge
funds have established “long” positions in
the spread in anticipation of market
rebalancing by buying a near-dated
futures contract and selling one further
forward. Long positions in the spread,
rather than a simple outright long posi-

tion in the spot price, are favored by
more sophisticated speculators.

Spread positions eliminate much of the
short-term noise and cross-market con-
tamination which influences spot prices,
at least in theory. Hedge fund long posi-
tions in the timespreads are not easy to
identify in the published data, though
they are likely to be substantial. But out-
right hedge fund positioning in Brent hit a
record net long position of 403 million
barrels on April 12, just before the Doha
summit. Hedge funds had amassed an
overall net long position in Brent and WTI
derivatives amounting to 608 million bar-
rels, the highest since July 2014, when the
oil slump began. 

Hedge funds are more bullish about
the outlook for oil prices than at any time
since the crash started almost two years
ago. Some of that bullishness is likely to
have spilled over into the timespreads.
Disentangling how much of the tighten-
ing in the spreads is down to an actual
changing of the supply-demand balance
as opposed to speculators’ expectations of
a changing balance is impossible. Many
influential oil analysts are convinced both
spot prices and the spreads have risen too
far too fast in recent months and are vul-
nerable to a correction.

The enormous concentration of hedge
fund positions in WTI and especially
Brent suggests the market could be ripe
for a pull back in the short term. Some
analysts predicted that the failure to
reach agreement on a production freeze
at the oil ministers’ meeting in Doha on
Sunday would provide the trigger for a
correction. Instead oil prices steadied
after an initial sharp selloff and are now
higher than before the meeting began,
suggesting that many market partici-
pants do not think the meeting’s failure
materially changed the outlook. For the
time being, the market is shrugging off
the debacle in Doha and is positioned for
an anticipated rebalancing of supply and
demand in the second half of the year
and accelerating in 2017. — Reuters

Hedge funds bet on tightening oil 
market despite the ‘Doha debacle’

The chipmaker lowered its revenue fore-
cast and said on Tuesday it would cut
12,000 jobs globally. Currencies were
mixed with the US dollar regaining some
ground against commodity currencies
such as the Australian dollar as oil fell
away. Against a basket of currencies, it
edged up 0.14 percent but was still not far
from recent lows.

The US dollar steadied on the yen at
108.87, while the euro idled at $1.1366.
Traders said much now depends on the
outcome of the European Central Bank

(ECB) policy meeting today. In March, ECB
chief Mario Draghi unleashed an aggres-
sive package but muted its impact by sug-
gesting there would be no further cuts,
giving the euro an unwelcome boost.
“Outside of some verbal discomfort at the
euro’s strength and reiteration that the
ECB stands ready to take further action if
necessary, it is difficult to see what he can
do,” analysts at ANZ wrote in a note to
clients. “The risks of a further squeeze
higher in EUR/USD are significant,” they
added. — Reuters

FUYANG: An investor sits in front of a screen showing stock market movements at a
securities firm in Fuyang, in eastern China’s Anhui province yesterday.  — AFP 

Mood sours as oil skids, China stocks slip
Shanghai shares down - almost 4 percent


