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WCU: More pain for oil, slight gain for industrial metals 
By Ole Hansen 
 
Commodities remain under pressure with the Bloomberg Commodity Index hitting a new 16-year low 
during the past week. While industrial metals stabilised on signs of further production cutbacks the 
opposite – increased supply – has pummelled oil lower, with Brent crude oil falling below $40 to a new 7-
year low.  
Opec's current pump and dump strategy was left unchanged at its latest meeting. The absence of a clear 
strategy on how to deal with the extra supply coming from Iran during the coming quarters left oil reeling 
and it was weakened further by the news that the cartel's November production had risen to a 3-year 
high.  
Industrial metals led by copper and lead continued to stabilise on further news about planned production 
cutbacks. The mining industry has been left reeling following months of price falls coming after years of 
an exuberant expansion drive.  

 
  
Precious metals went into lockdown ahead of next week's long-awaited rate hike from the US. 
Speculative investors holding a record short futures position took some chips off the table in response to 
the weaker dollar, but it was generally a quiet week.  
Another big mover was sugar which finally succumbed to profit taking after having become the most 
popular commodity among investors in recent months. As a result, bullish bets had been driven to a 
historically unsustainable level from where further gains had become increasingly hard to achieve.  
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Weather woes on both sides of Atlantic 

The biggest loser was US natural gas which dropped below $2, to the lowest since 2012 and the lowest 
for the this time of year since 1998. Just like Northern Europe, the US winter has proven to be milder than 
usual and this has suppressed demand for heating and kept underground stocks elevated.  
 
Adding to the market woes, US production, especially from fracking, remains on track to hit a record for a 
fifth straight year. The January futures contract which normally represents peak prices and peak demand 
is trading some 45% below last year's level. The silver lining at this stage could come from the fact that 
US gas is trading more than 3.5 times cheaper than East Asian LNG and this could support increased 
export demand. 
The US is on track to become a net exporter of natural gas. Once several large-scale US liquefaction 
facilities, currently under construction, are up to speed towards 2020 they would have the capacity to 
export more than 10% of the country's natural gas output.  
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A black low 
Brent crude oil hit the lowest level since December 2008 when oil collapsed in response to the global 
financial crisis back then. A new financial crisis in the oil sector is moving ever closer as the ongoing price 
weakness continues to push weaker producing countries and oil companies closer to the edge.  
With a US rate hike next week a near certainty, the cost of funding debt (which for many minor producers 
has long reached the level of junk status) will only continue to rise and eventually force shutdowns and 
consolidation.  
Until we reached that stage, which eventually will help stabilise oil markets through the reduction of 
supply, the next few months could get even worse. Opec is producing the most oil in  three years and the 
IEA has warned that the global supply glut is set to worsen in the months to come as additional supplies 
from Iran will push more oil into storage.  
The good news from IEA's perspective is that worries about the world running out of storage is unlikely 
with new facilities still being build, not least in China where strategic reserves continue to grow. The 
record pace of global stock building will begin to slow into 2016 as non-Opec production falls and demand 
remains strong. But the IEA does not see the market finding a balance between supply and demand at 
least until late 2016.  
As a result, we are likely to see 2016 oil forecasts being reduced even further with the chance of Brent 
crude climbing back above $60 looking increasingly unlikely before 2017.  
The darkest hour is just before the dawn but whether we are close to see the sun rise over the 
beleaguered oil market depends on many moving parts. US data will be closely watched for signs of 
slowing production following weeks of rig count reduction. Hedge funds' behaviour has also become an 
important gauge after they accumulated a record short exposure to Brent and WTI crude oil.  
Weak fundamentals and strong negative momentum have Brent and WTI crude oil both taking aim at the 
2008 lows which could indicate another 5-10% downside.   
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Pre-FOMC positioning drives precious metals 
The year-long wait for a liftoff in US interest rates is coming to an end. On December 16 the Federal 
Open Market Committee members sit down for the final time this year and the market is 76% convinced 
that it will yield the first official rate hike in over nine years.  
The market activity this past week has been fairly subdued and with traders fixated on next week the 
weakening dollar failed to trigger much support apart from a limited amount of (short) position squaring. 
The multi-month build up to this event have seen investors increasingly fleeing precious metals, not least 
gold. Since the beginning of the year they have pulled 135 tons from exchange-traded products backed 
by gold while hedge funds are now holding a record short on COMEX futures traded in New York. 
Total gold exposure through futures and exchange-traded products have fallen by one-quarter this year 
and halved over two years.  
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How will gold perform in the aftermath of this rate hike much depends on the dollar reaction. The market 
is currently pricing in a 25 basis points rate hike followed by a gradual rise towards 1.7% by the end of 
2018. Most of the gold impact will therefore be derived from the behavior of the dollar. The disappointing 
lack of significant action from the European Central Bank recently triggered a major round of dollar selling 
as elevated euro short positions were reduced.  
Many traders have begun closing their books for the year which could mean that renewed dollar buying 
may not be seen until January. This, combined with the classic "sell the rumour, buy the fact", could see 
the downside for gold limited with traders instead opting to book profit on the above mentioned short 
positions.  
The early part of 2016 will remain challenging especially if the the general consensus of a stronger dollar 
is realised. However, the above mentioned stress in the energy sector carries the risk of a rising number 
of corporate defaults. Depending on the level of market stress emerging from the credit market, gold and 
the dollar could both see their expected trajectories being reversed.   
Spot gold has found support at $1045, the 2010 low while resistance at $1100 needs to be broken before 
additional consolidation can be seen.  
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Ole Sloth Hansen is a specialist in all traded Futures, with over 20 years’ experience both on the buy and 

sell side. Hansen joined Saxo Bank in 2008 and is today Head of Commodity Strategy focusing on a 

diversified range of products from fixed income to commodities. He previously worked for 15 years in 

London, most recently for a multi-asset Futures and Forex Hedge fund, where he was in charge of the 

trade execution team. He is available for comments on most commodities, especially energies and 

precious metals. 


