
 

Commodities sold as liquidity rules 

 

The financial stress in global markets continues unchecked and the longer it takes before a 

resolution to the European debt crisis is found the higher the risk of a global recession re-

emerging. This has resulted in the near-term demand outlook for commodities being lowered and 

prices have suffered as a consequence.  

 

Many traders have begun to scale back early due to year-end considerations and investment 

funds have been deleveraging speculative positions, as a result of banks reducing credit lines. On 

this basis further headwinds cannot be ruled out during the coming weeks, also considering the 

continued dollar rally which erodes support for commodities traded in dollars. 

  

The global Purchasing Managers Index on manufacturing which is a good forward-looking 

gauge for economic activity is also pointing towards near-term weakness with softer data from 

China this week adding to the uncertainties about the outlook. 

 

The two major commodity funds, the S&P GSCI and DJ UBS are both trading into negative 

territory for the year, more so for the latter as it has a much bigger exposure to agriculture and 

metals (the two sectors which have suffered the most during the last few months). 

 

 
 

The Reuters Jeffries CRB index lost 2.7 percent over the week on a broad based sell-off which 

primarily hurt dollar sensitive commodities like corn and soybeans. US exporters are struggling 

to compete with cheaper products from other regions, especially South America where the 

Brazilian real has weakened by more than 15 percent over the last six months. Broad-based 

dollar buying continues with the dollar rising 1.9 percent versus a basket of major world 

currencies. 



 

 

 
 

Scramble for liquidity hits gold 

Gold continues to struggle heading for its second straight weekly drop. It has failed to make any 

progress despite an escalating crisis and central banks still being very active buyers in the 

physical market and investments through ETFs having reached a new record high of 2,350 

tonnes. ETF investors are generally considered to have a much longer investment horizon and it 

underpins the belief that gold will continue to perform well in the months ahead. As we 

mentioned last week the biggest danger to gold near term stems from the general state of risk 

reduction currently happening across most asset classes combined with ongoing dollar strength. 

 

The technical picture however remains weak as long as the price stays below 1,710 and the risk 

is currently pointing towards further weakness with a break below 1,665 pointing towards 1,600 

which represents previous lows and the 200-day moving average. The dollar is currently 

approaching overbought levels against most major currencies and an overdue correction would 

lend support to gold. 

 

Oil supported on call for Iran oil ban 

Crude oil headed for its second weekly loss on concerns that the worsening debt crisis in Europe 

will trigger a recession which, if materialised, could have a serious consequence for demand and 

future oil prices. Prices however held up relatively well as a significant geopolitical risk 

premium related to Iran continues to build. France has called for a European ban on Iranian oil 

over its still unknown intentions with its nuclear programme. This carries the risk of escalating 

the tension between Iran and the outside world. Iran effectively controls the Strait of Hormuz, 



 

through which roughly a third of seaborne oil cargo from the Middle East pass and further 

escalation of the tensions and subsequent impact on oil prices could not happen at a worse time 

for consumers given the economic crisis. 

 

Demand for oil and bi-products in particular, especially diesel going to China, continues at 

healthy levels despite all the macro-economic headwinds. This supports the backwardated shape 

of the Brent oil curve with the price of oil for prompt delivery trading higher than forward prices. 

Support is currently located towards 105 on Brent crude with a break below opening up for a 

move towards 100 dollars. 

 

 
 

Industrial metals suffering the most 

The price of everything from copper to nickel continues to suffer as the economic outlook 

worsens. The LME composite index is currently down nearly 24 percent on the year with all 

components having suffered heavy losses during 2011. The leading mining companies have 

performed even worse with the Bloomberg World Mining Index being down almost by one third 

in the year to date. 

 

Copper, the most traded of the metals, headed for a fourth weekly drop as the deteriorating 

outlook and stronger dollar continued to erode support for the sector. Demand for copper, 

especially in Asia, remains strong with LME copper inventories having fallen eight weeks in a 

row. Further price falls could therefore be met by additional buying from that region, thereby 

cushioning the fall. Support on high grade copper for March delivery will be looking for support 

towards 315 cents per pound ahead of even stronger support towards 300 cents. 

 

Soybeans close to multi-year support 

The sell-off in grain and soybean markets continues with speculative longs continuing to come 

under attack. US export sales of soybeans and corn are well behind previous projections as the 



 

stronger dollar has lead to a drop in demand from China which instead has been buying at more 

competitive prices from South America.    

 

The price of front month soybeans is getting close to multi-year support at 1095 and a close 

below this level could signal further losses ahead. Hedge funds and other large investors have 

turned outright bearish on the soybean complex for the first time in more than three years. On 

that basis further dollar strength may be required to trigger additional selling.  

 

 
 

 
NON-INDEPENDENT INVESTMENT RESEARCH 

This investment research has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research. Further it is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. Saxo Bank, its affiliates or staff, may perform services for, solicit business 
from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any 
issuer mentioned herein. 
 
None of the information contained herein constitutes an offer (or solicitation of an offer) to buy or sell any 
currency, product or financial instrument, to make any investment, or to participate in any particular trading 
strategy. This material is produced for marketing and/or informational purposes only and Saxo Bank A/S and its 
owners, subsidiaries and affiliates whether acting directly or through branch offices (“Saxo Bank”) make no 
representation or warranty, and assume no liability, for the accuracy or completeness of the information provided 
herein. In providing this material Saxo Bank has not taken into account any particular recipient’s investment 
objectives, special investment goals, financial situation, and specific needs and demands and nothing herein is 
intended as a recommendation for any recipient to invest or divest in a particular manner and Saxo Bank assumes 
no liability for any recipient sustaining a loss from trading in accordance with a perceived recommendation. All 
investments entail a risk and may result in both profits and losses. In particular investments in leveraged products, 
such as but not limited to foreign exchange, derivates and commodities can be very speculative and profits and 
losses may fluctuate both violently and rapidly. Speculative trading is not suitable for all investors and all recipients 

should carefully consider their financial situation and consult financial advisor(s) in order to understand the risks 
involved and ensure the suitability of their situation prior to making any investment, divestment or entering into 
any transaction. Any mentioning herein, if any, of any risk may not be, and should not be considered to be, neither 
a comprehensive disclosure or risks nor a comprehensive description such risks. Any expression of opinion may be 
personal to the author and may not reflect the opinion of Saxo Bank and all expressions of opinion are subject to 
change without notice (neither prior nor subsequent). 



 

 
Futures contracts are traded on margin enabling you to leverage a small margin deposit for a much greater 
market effect. You will be required to deposit initial margin to initiate a position. You must also maintain the 
Maintenance Margins listed per contract in your account at all times. If the funds in an account fall below this 
margin, clients will be subject to a margin call to either deposit more funds to cover positions or close positions. 
You will usually be notified of this through our trading platform and via e-mail. If you fail to do so as required, your 
position may be closed or liquidated. 
 
Saxo Bank does not support physical delivery of the underlying security on expiry of a futures contract. You should 
ensure that you are aware of the expiry and first notice dates (FND) of any futures contracts and that you close 
these at the appropriate time. If the FND is before the expiry date, positions need to be closed the day before the 
FND. If the expiry date is before the FND positions need to be closed no later than on the expiry date. If futures 
positions are not closed before the relevant date, Saxo Bank will close the position on your behalf at the first 
available opportunity at the prevailing market rate. You will bear any resulting costs, gains or losses. Our Futures 
do not provide any right to the underlying instruments.  
In certain cases, our, Futures are over-the-counter (OTC) instrument. Each Future trade that you enter into on our 
trading service results in you entering a contract with us; these contracts can only be closed with us and are not 
transferable to any other person. 
 
This means that you may be exposed to the risk of our default. In this unlikely event, we are members of the 
Danish Financial Services Compensation Scheme. 
 
The following risks relevant to any investment in this product: 
• There may be significant fluctuations in the market or index underlying this investment that may give rise 
to losses; 
• Investment will involve exposure to foreign currency exchanges rates which may move unfavourably and 
give rise to losses;  
• This investment is based on an underlying [instrument / index / market / etc.] that is potentially 
unpredictable and volatile.  
• There may be a sudden shift in the price of an underlying from one level to another and substantial losses 
may result from such movements in the underlying.  
• In setting prices and contract terms, we take into consideration the market or the markets for the relevant 
underlying instruments. Market conditions can change rapidly over a short period of time, so if you want to close 
out a contract we might not be able to do so on the same terms. 

• In considering the potential profit associated with any investment you should be aware of the costs and 
charges applicable to that product that will reduce such profitability. 
 
 
This communication refers to past performance. Past performance is not a reliable indicator of future performance. 
Indications of past performance displayed on this communication will not necessarily be repeated in the future. No 
representation is being made that any investment will or is likely to achieve profits or losses similar to those 
achieved in the past or that significant losses will be avoided. 
 
Statements contained on this communication that are not historical facts and which may be simulated past 
performance or future performance data are based on current expectations, estimates, projections, opinions and 
beliefs of the Saxo Bank Group. Such statements involve known and unknown risks, uncertainties and other 
factors, and undue reliance should not be placed thereon. Additionally, this communication may contain 'forward-
looking statements'. Actual events or results or actual performance may differ materially from those reflected or 
contemplated in such forward-looking statements. 
 
This material is confidential and should not be copied, distributed, published or reproduced in whole or in part or 
disclosed by recipients to any other person. 
 
Any information or opinions in this material are not intended for distribution to, or use by, any person in any 
jurisdiction or country where such distribution or use would be unlawful. The information in this document is not 
directed at or intended for “US Persons” within the meaning of the United States Securities Act of 1993, as 
amended and the United States Securities Exchange Act of 1934, as amended. 
 
This disclaimer is subject to Saxo Bank's Full Disclaimer available at www.saxobank.com/disclaimer. 
 

 

 

 


