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Weekly commodity update by Ole S. Hansen
Gold at a record high while crude is stuck in the middle.

Commodity markets had a good week as dollar weakness combined with stock market strength lured buyers into riskier assets.

During the week several events helped the Reuters Jefferies CRB index to record a two percent gain. The Basel III agreement was pretty benign and manageable for the banks while Bank of Japan finally had enough of Yen strength stepping in selling around 2 trillion yen in order break the trend and support its export industry. The euro turned out to be a winner of this exercise rising six percent versus the yen and also outperforming the dollar as riskier assets were sought.

The safe haven buying of government bonds has ceased for now with the yield on German ten year bonds rising to 2.48 percent from a recent low at 2.11 as investors gone looking for higher yields in government bonds perceived to pose a higher but manageable risk.
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The gains in commodities were broad based across the different sectors with only small losses recorded in crude oil and gasoline. Gold again took most of the headlines making a new record high above 1,280 dollars per ounce while silver reached a 30 month high at 21 as investors, commentators and analysts praised the metals and raising their forecasts in the process.
Talk of another round of quantitative easing by the U.S. Fed will ensure that official interest rates stays close to zero and thereby keeping the opportunity cost of holding gold next to nothing. In addition a ballooning global bond market and uncertainty about the potential returns on equity investments has investors piling into gold and silver. Central banks that used to be a source of supply are on course to become net buyers for the first time in two decades and even George Soros, who describes gold as the perfect bubble, is not prepared to bet against it. 
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Despite making a new record high we have not seen additional investments going into ETF’s with total holdings still below the recent record of 67 million ounces recorded a few weeks ago. Near-term we are looking for resistance in the low 1,280’s before trend line resistance at 1,315 as the risk of a correction is lurking. However for now any pull back will be regarded as a buying opportunity with the uptrend being healthy as long we stay above 1,218.
Crude oil has now been range trading for a whole year with no signs of a breakout either side emerging just yet. OPEC this week expressed satisfaction with the current 70 to 80 dollar range accepting that higher prices could add to worries about a double dip recession which would dampen demand. On that basis the price of near month crude is stuck in the middle around 75 dollars which is only three dollars lower than the average price of 2010 so far.
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Problems with a pipeline supplying crude oil to the US Midwest from Canada helped support prices earlier in the week before it was mended and allowed to open up again. The forward price is still pointing towards a continued pick up in global demand with the price for delivery one year out trading six dollars above current. The cost of shipping oil on large 2 million barrels VLCC’s increased this week as demand from the buy and hold crude strategy combined with owners removing ships from the market began to have an impact.
The steepness of the WTI crude oil curve looks set to continue for the foreseeable future with Cushing, the delivery hub for WTI crude, being close to capacity. This has been felt by the Canadians who despite the recent pipeline problems have to sell crude at a discount to the WTI benchmark. Upcoming seasonal maintenance at U.S. refineries could tip Cushing towards capacity with a downward pressure on spot prices being the consequence. 
The real action at the moment can be found in plays between the two major oil benchmarks with North Sea Brent trading at a premium to WTI crude. The spot month spread have reached an incredible 4.25 dollar with Brent trading near 80 dollars. The above mentioned Cushing bottleneck combined with seasonal maintenance to North Sea operations, regional supply issues and stronger global demand have been the main drivers behind this move. A similar situation occurred back in May where Brent briefly traded at a premium of 7 dollars before moving back to flat.
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Next week sees the expiry of the October contract with the new front month of November currently trading USD 1.4 higher. Support is well established in the low 70’s while resistance is equally strong at 78 before 81.

The price of near month corn reached and breached the psychological important level of USD 5 per bushel with money managers such as hedge funds and CTAs holding the biggest long position since 1996. The reasons behind the current strength are several, such as:
· U.S. stockpiles relative to domestic consumption at a 15 year low due to high export and reduce expectations about the current crop due to adverse weather conditions.

· Live stock farmers around the world turning to corn as a substitute for lost wheat production, especially from Russia.

· Global consumption may exceed production for the second year running.

· Ever increasing demand from producers of ethanol.

The recent rally has lead to corn outperforming wheat to such an extent that the ratio between the two grains are back to levels seen before the Russian drought situation kicked off the big summer rally in wheat. 
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Initial target now is 5.27 which is 50 percent retracement of the big sell off during the second half of 2008. Support is located in the 4.75 to 4.70 area on the December contract.

