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LONDON: Oil prices fell yesterday on concerns about
the pace of economic growth in China and a
stronger US dollar, handing back some of the gains
triggered by an escalation of tensions in the Middle
East. Global benchmark Brent crude prices were
down 17 cents at $37.05 a barrel at 1314 GMT. US
West Texas Intermediate (WTI) crude slipped 7 cents
to $36.69 a barrel.

“It is the Chinese stock market sell-off and the
strong dollar that are pressuring oil,” said Tamas
Varga, oil analyst at London brokerage PVM Oil
Associates. Chinese stock markets fell again yester-
day after a 7 percent dive on Monday, rattling mar-
kets worldwide and prompting action from the cen-
tral bank and stock market regulator. Concerns about
the economy in China, the world’s second-largest oil

consumer, were worsened by news that national rail
freight volumes logged their biggest ever annual
decline in 2015.

“Last year we talked about supply and demand
even surprised on the upside. But with this news
flow from China, demand fears have come back,” said
Frank Klumpp, oil analyst at Stuttgart-based
Landesbank Baden-Wuerttemberg. The US dollar hit
a one-month high against a basket of other curren-
cies, weighing on oil prices as it made holding dollar-
denominated commodities more expensive.

The oil market largely shrugged off rising political
tensions in the Middle East. Yesterday, Kuwait
recalled its ambassador to Iran following attacks on
Saudi missions by Iranian protesters, state news
agency KUNA reported.

Analysts said as long as the conflict did not
impact oil production in the region it would not have
a consequence for oil prices. ANZ bank said the ten-
sions between Saudi Arabia and Iran will “reduce the
likelihood of any collaboration between the two oil
majors regarding oil output as Iran re-enters the
international market once sanctions are lifted”.

In Libya, Islamic State militants resumed attacks
on oil infrastructure, hitting an oil storage tank in the
port of Es Sider. This followed clashes on Monday
during which an oil storage tank holding around
400,000 barrels of crude exploded.

The ports are not currently operating, but ana-
lysts said Islamic State’s growing presence in oil-rich
Libya means the country will unlikely regain pre-cri-
sis production levels any time soon.

In Algeria, an explosion and fire at its Skikda
oil refinery injured 18 people, but production
was unaffected as the incident occurred in a
unit used to fill butane bottles.

Data from US industry group American
Petroleum Institute expected at 4:30 p.m. ET
(2130 GMT) will give an indication of US crude
inventory levels. Genscape data published on
Monday said crude inventories at Cushing,
Oklahoma, had reached an all-time high in the
week ending Jan 1.

Gold jumps
Meanwhile,  gold rose yesterday as a wave

of risk aversion due to growth worries in China
and rising tensions in the Middle East triggered
demand for the metal.

Spot gold was up 0.6 percent at $1,080.43
an ounce by 1234 GMT. On Monday, the metal
jumped as much as 2.2 percent to a four-week
high of $1,083.30 after data showed Chinese
factory activity contracted for a 10th straight
month in December.

“More weakness in China ... would be more
positive for gold but investors would need to
see more evidence of systemic issues there,
which is still unlikely,” Julius Baer analyst
Carsten Menke said.

“That could be the only longer lasting
upside for gold in an otherwise bearish outlook
due to sound growth in the US and lack of
inflation risks.” A 7 percent slide in Chinese
shares on Monday sparked by weak economic
data rekindled worries over global growth on
the first day of trading in 2016, and sent
European and US stocks diving.

China stocks closed mixed yesterday in
volatile trade, with indexes swinging into and
out of negative territory, while European
indices were mixed.

“The first important resistance zone (for
gold) lies between $1,083 and $1,087, with the
next major level at $1,100,” said MKS Group in
a note. Bullion, often seen as a alternative
investment in times of political and financial
uncertainty, is also benefiting from a shift away
from risk along with the Japanese yen and US
bonds.

Saudi Arabia’s execution of a Shi’ite Muslim
cleric over the weekend provoked protests
among Shi’ites across the region.  Saudi Arabia
also said it would end air traffic and trade links
with Tehran.

Safe-haven rallies tend to be short-lived and
gold could see the focus shift back to US mon-
etary policy soon. Gold slid 10 percent last year
on fears that higher US rates would lower
demand for the non-interest-paying asset,
while boosting the dollar. A stronger green-
back makes dollar-denominated gold costlier
for holders of other currencies. San Francisco
Federal Reserve President John Williams said
on Monday he is unfazed by the weak eco-
nomic data out of China that has spooked Wall
Street, and sees three to five US interest rate
hikes this year as reasonable given the strength
of the US economy.

Investor sentiment remains bearish. Hedge
funds and money managers boosted their net
short position in COMEX gold to a fresh record
in the week to Dec. 29, US government data
showed on Monday. — Reuters
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