
 

 
Sharp	
  correction	
  hits	
  gold,	
  oil	
  soldiers	
  on	
  
Ole	
  S.	
  Hansen,	
  Head	
  of	
  Commodity	
  Strategy	
  
	
  
A	
  mixed	
  week	
  for	
  commodities	
  where	
  the	
  markets	
  were	
  driven	
  by	
  another	
  injection	
  of	
  cheap	
  money	
  
from	
  the	
  European	
  Central	
  Bank,	
  upbeat	
  economic	
  outlook	
  comments	
  from	
  the	
  Federal	
  Reserve	
  
Chairman	
  and	
  continued	
  geopolitical	
  tensions.	
  Stock	
  markets	
  rose	
  again	
  with	
  the	
  S&P	
  500	
  reaching	
  the	
  
highest	
  level	
  since	
  2008	
  and	
  the	
  Nasdaq	
  100,	
  heavy	
  on	
  technology	
  stocks,	
  reaching	
  the	
  highest	
  level	
  
since	
  2000.	
  	
  
	
  
Next	
  week	
  elections	
  in	
  Russia	
  and	
  Iran,	
  Chinas	
  national	
  congress	
  meeting	
  to	
  prepare	
  for	
  new	
  leadership,	
  
seven	
  central	
  bank	
  meetings	
  and	
  US	
  employment	
  data	
  will	
  be	
  watched	
  closely	
  by	
  commodity	
  traders.	
  
Furthermore,	
  should	
  the	
  recent	
  spike	
  in	
  US	
  retail	
  gasoline	
  prices	
  continue	
  an	
  announcement	
  soon	
  
concerning	
  the	
  release	
  of	
  strategic	
  reserves	
  cannot	
  be	
  ruled	
  out.	
  
	
  
The	
  DJ-­‐UBS	
  index	
  lost	
  one	
  percent	
  on	
  the	
  week	
  as	
  gains	
  in	
  many	
  agricultural	
  commodities	
  and	
  the	
  above	
  
mentioned	
  gasoline	
  price	
  developments	
  were	
  off-­‐set	
  by	
  corrections	
  among	
  some	
  of	
  the	
  index	
  heavy	
  
constituents,	
  such	
  as	
  crude	
  oil	
  and	
  gold.	
  The	
  dollar	
  ended	
  higher	
  following	
  the	
  allocation	
  of	
  EUR	
  530	
  
billion	
  by	
  the	
  ECB	
  on	
  the	
  assumption	
  this	
  would	
  be	
  the	
  last	
  central	
  bank	
  induced	
  sugar	
  rush	
  for	
  a	
  while.	
  
	
  

	
  
	
  
	
  



 

	
  
Silver	
  rollercoaster	
  tests	
  investors’	
  resolve	
  
The	
  silver	
  bull	
  carriage	
  almost	
  left	
  the	
  station	
  on	
  Wednesday	
  when	
  multiple	
  technical	
  bullish	
  signals	
  
triggered	
  a	
  strong	
  rally	
  once	
  35.70	
  was	
  broken.	
  The	
  break	
  had	
  investors	
  piling	
  in	
  and	
  before	
  long	
  a	
  near-­‐
term	
  target	
  of	
  37.30	
  was	
  reached	
  and	
  breached.	
  What	
  followed	
  Thursday	
  after	
  Fed	
  Chairman	
  Bernanke	
  
failed	
  to	
  signal	
  further	
  quantitative	
  easing	
  sent	
  the	
  market	
  into	
  a	
  flux	
  as	
  it	
  dropped	
  by	
  9	
  percent	
  in	
  just	
  
two	
  hours.	
  The	
  sell-­‐off	
  was	
  exacerbated	
  as	
  many	
  new	
  short-­‐term	
  tactical	
  long	
  positions	
  had	
  been	
  
initiated	
  within	
  the	
  previous	
  24	
  hours	
  and	
  it	
  now	
  leaves	
  many	
  scratching	
  their	
  heads	
  wondering	
  what	
  
kind	
  of	
  foundation	
  the	
  rally	
  had	
  been	
  built	
  upon,	
  apart	
  from	
  technical.	
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  Source:	
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However	
  on	
  a	
  relative	
  basis	
  to	
  gold	
  silver	
  continues	
  to	
  do	
  well	
  with	
  the	
  price	
  of	
  one	
  ounce	
  of	
  gold	
  
reaching	
  a	
  low	
  of	
  48.5	
  ounces	
  of	
  silver	
  after	
  having	
  been	
  trading	
  in	
  a	
  50	
  to	
  55	
  ounce	
  range	
  during	
  the	
  
last	
  five	
  months.	
  The	
  dramatic	
  sell-­‐off	
  once	
  again	
  shows	
  the	
  vulnerability	
  of	
  silver,	
  given	
  its	
  relative	
  low	
  
level	
  of	
  liquidity,	
  especially	
  during	
  times	
  of	
  adversity.	
  The	
  uptrend	
  from	
  the	
  December	
  low	
  is	
  still	
  intact	
  
and	
  a	
  close	
  back	
  above	
  35.70	
  will	
  remove	
  some	
  of	
  the	
  nervousness	
  that	
  has	
  resurfaced.	
  
	
  
Gold	
  correcting	
  following	
  failure	
  to	
  break	
  1,800	
  
Just	
  like	
  silver	
  investors,	
  gold	
  investors	
  also	
  got	
  caught	
  out	
  by	
  the	
  relative	
  upbeat	
  comments	
  from	
  
Bernanke	
  which	
  caused	
  some	
  revisions	
  to	
  previous	
  expectations	
  about	
  low	
  interest	
  rates	
  until	
  2014.	
  It	
  
was	
  the	
  introduction	
  of	
  this	
  forecast	
  by	
  the	
  Federal	
  Reserve	
  on	
  January	
  25	
  that	
  triggered	
  an	
  upward	
  
shift	
  in	
  gold	
  back	
  above	
  1,700	
  and	
  which	
  saw	
  money	
  managers	
  slowly	
  beginning	
  to	
  engage.	
  
	
  



 

	
  
Spot	
  Gold	
  –	
  Source:	
  Bloomberg	
  

The	
  100+	
  dollar	
  drop,	
  the	
  largest	
  daily	
  percentage	
  loss	
  since	
  2008,	
  has	
  just	
  like	
  silver	
  dented	
  investor	
  
belief	
  in	
  another	
  strong	
  year	
  for	
  precious	
  metals	
  and	
  some	
  consolidation	
  can	
  now	
  be	
  expected	
  with	
  the	
  
near-­‐term	
  risk	
  pointing	
  towards	
  a	
  recheck	
  of	
  the	
  200-­‐day	
  moving	
  average,	
  currently	
  at	
  1,676	
  on	
  spot	
  
gold.	
  All	
  new	
  positions	
  that	
  were	
  initiated	
  during	
  the	
  last	
  month	
  are	
  currently	
  under	
  water	
  and	
  this	
  
represents	
  the	
  biggest	
  risk	
  to	
  prices	
  near	
  term	
  as	
  further	
  weakness	
  could	
  trigger	
  additional	
  long	
  
liquidation.	
  	
  

On	
  a	
  positive	
  note,	
  investments	
  in	
  exchange-­‐traded	
  products	
  have	
  risen	
  to	
  a	
  new	
  record	
  of	
  2,404	
  metric	
  
tonnes	
  according	
  to	
  Bloomberg,	
  indicating	
  that	
  long-­‐term	
  and	
  retail	
  investors	
  still	
  have	
  not	
  
dropped	
  their	
  love	
  affairs	
  with	
  gold.	
  Whether	
  hedge	
  funds	
  and	
  other	
  large	
  tactical	
  investors	
  have	
  been	
  
put	
  off	
  by	
  this	
  move	
  remains	
  to	
  be	
  seen.	
  You	
  can	
  follow	
  these	
  investors’	
  speculative	
  positioning	
  across	
  
all	
  major	
  US	
  traded	
  commodities	
  in	
  my	
  weekly	
  CFTC	
  update,	
  published	
  every	
  Monday	
  with	
  data	
  from	
  
the	
  previous	
  Tuesday	
  on	
  www.tradingfloor.com/blogs/cftcs.	
  Another	
  factor	
  that	
  could	
  help	
  support	
  
prices	
  would	
  be	
  the	
  re-­‐emergence	
  of	
  physical	
  demand	
  which	
  has	
  helped	
  cushion	
  previous	
  sell-­‐offs	
  and	
  
which	
  has	
  been	
  mostly	
  absent	
  during	
  the	
  recent	
  rally.	
  
	
  
Crude	
  oil	
  reaching	
  2008	
  levels	
  
Crude	
  oil	
  traders	
  began	
  the	
  week	
  booking	
  some	
  profits	
  following	
  the	
  strongest	
  monthly	
  performance	
  
since	
  February	
  2011.	
  The	
  fear	
  of	
  supply	
  disruption	
  and	
  continued	
  strong	
  demand	
  from	
  emerging	
  
economies	
  and	
  not	
  least	
  financial	
  speculation	
  has	
  kept	
  the	
  price	
  of	
  Brent	
  crude	
  elevated	
  above	
  120	
  
dollars	
  per	
  barrel	
  for	
  a	
  couple	
  of	
  weeks	
  now.	
  Just	
  how	
  big	
  the	
  fear	
  is	
  was	
  seen	
  Thursday	
  when	
  an	
  Iranian	
  
report	
  about	
  a	
  pipeline	
  explosion	
  in	
  Saudi	
  Arabia,	
  later	
  denied,	
  caused	
  a	
  five	
  percent	
  spike	
  to	
  128.40,	
  
the	
  highest	
  level	
  since	
  August	
  2008.	
  If	
  the	
  report	
  was	
  deliberately	
  planted	
  by	
  Iran	
  in	
  order	
  to	
  achieve	
  
even	
  higher	
  prices	
  to	
  compensate	
  for	
  lost	
  exports	
  they	
  initially	
  succeeded	
  in	
  taking	
  advantage	
  of	
  the	
  
heightened	
  nervousness.	
  
	
  



 

The	
  above	
  mentioned	
  profit	
  taking	
  prior	
  to	
  the	
  new	
  spike	
  was	
  also	
  driven	
  by	
  increased	
  attention	
  to	
  the	
  
potential	
  economic	
  impact	
  of	
  ever	
  higher	
  oil	
  prices.	
  In	
  the	
  US	
  politicians	
  are	
  becoming	
  increasingly	
  vocal	
  
in	
  calling	
  for	
  the	
  release	
  of	
  strategic	
  reserves	
  following	
  a	
  16.5	
  percent	
  spike	
  higher	
  in	
  retail	
  gasoline	
  
prices	
  since	
  mid-­‐December.	
  The	
  average	
  price	
  currently	
  stands	
  at	
  USD	
  3.74	
  per	
  gallon,	
  the	
  highest	
  price	
  
on	
  record	
  for	
  this	
  time	
  of	
  year	
  and	
  with	
  the	
  switch	
  towards	
  more	
  expensive	
  summer	
  blends	
  in	
  March	
  
and	
  April	
  US	
  motorists	
  could	
  be	
  facing	
  record	
  prices	
  this	
  summer	
  just	
  as	
  the	
  campaign	
  for	
  the	
  
Presidential	
  election	
  kicks	
  off.	
  	
  
	
  

	
  
Brent	
  Crude	
  front	
  month	
  continuation	
  –	
  Source:	
  Bloomberg	
  
	
  
A	
  golden	
  moment	
  in	
  crude	
  oil?	
  
Money	
  managers	
  have	
  further	
  increased	
  speculative	
  long	
  positions	
  during	
  the	
  week,	
  accordingly	
  to	
  our	
  
calculations.	
  The	
  combined	
  speculative	
  long	
  in	
  Brent	
  and	
  WTI	
  crude	
  is	
  now	
  approaching	
  450	
  million	
  
barrels	
  and	
  the	
  risk	
  of	
  a	
  sharp	
  correction,	
  just	
  like	
  the	
  one	
  that	
  hit	
  gold	
  and	
  silver	
  this	
  week,	
  has	
  thereby	
  
further	
  increased.	
  It	
  would	
  however	
  require	
  a	
  change	
  in	
  the	
  perception	
  of	
  the	
  risk	
  associated	
  with	
  the	
  
situation	
  surrounding	
  Iran	
  before	
  such	
  an	
  event	
  occurs.	
  Investors	
  will	
  probably	
  be	
  able	
  to	
  cope	
  with	
  a	
  
correction	
  to	
  119	
  without	
  reducing	
  exposure	
  while	
  a	
  deeper	
  correction	
  could	
  trigger	
  a	
  rout.	
  For	
  the	
  
week	
  ahead	
  we	
  expect	
  that	
  Brent	
  crude	
  will	
  stay	
  within	
  its	
  established	
  range	
  -­‐	
  a	
  band	
  between	
  119	
  and	
  
121	
  -­‐	
  providing	
  support	
  while	
  128	
  will	
  provide	
  resistance.	
  
	
  
	
  
	
  

	
  	
  	
  

 
 



 

 

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. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


