
Commodity weekly: Geo-political worries and strong economic data drive commodities 

The winning streak of global stock markets continues with especially companies in energy and 

materials outperforming on the back of strong rallies in cyclical commodities. 

The strength of the global economic recovery is driving commodities like base metals and 

energy higher and these two sectors have been the best performers during the past week, 

according to the DJ-UBS indices.  

On the last trading day of January the Reuters/Jeffries CRB index cleared the 50 percent 

retracement level of the entire credit-crisis sell off. The move above 337 on the index was 

driven by a broad based rally with most commodities showing positive returns on the week.  

 

 



Record high food prices 

The main headlines however continue to centre on food price inflation and the role it is has 

played in provoking unrest in North Africa. Global food prices hit a new record high in 

January, according to figures released by The United Nations Food and Agriculture 

Organization (UN FAO). The main index rose to 230.8, some eight percent above the previous 

record from June 2008, and it looks set to climb further in the months ahead on the back of 

hoarding to curb inflation and scarce supplies following the weather shocks in 2010. 

 

Not as bad as 2008 

There are however some indications that the situation this time round is not as bad as in 2008 

when a genuine shortage caused the spike in prices. The cereal component of the index is still 

some 11 percent lower than the peak in 2008 as wheat stocks are still in abundance, with 

farmers holding back stock in anticipation of higher prices. The prices of wheat and rice, 

despite the recent rally, are still some 33 percent lower than the levels seen in 2008.  

Oil above holding above USD 100 

North Sea Brent crude has remained above 100 dollars this week on the back of geopolitical 

risk and increased economic activity. Meanwhile WTI Crude in New York continues to 

dislocate from the other global oil benchmarks having traded sideways some ten dollars below 

Brent crude. WTI stored at Cushing rose to a new record above 38 million barrels. Increased 

supplies from Canada is adding to the supply glut as they are going nowhere because U.S. 

refineries are enter the spring maintenance period, with lower demand being the 

consequence. 

Historically Brent crude has been trading at a discount to WTI and once that discount rose too 

much the North Atlantic arbitrage kicked in with Brent crude being shipped across to the US 

and sold at a higher price. Now the opposite situation has developed but the arbitrage does 

not work the other way. Pipelines from the Mexican Gulf are currently configured to handle 



imports and run crude oil inland towards Cushing. Current export regulations also prohibit the 

export of domestically produced crude oil. 

 

Industrial metals rising on strong macro data 

Industrial metals, which have showed the strongest gains over the last week, continue to 

react to the continued run of positive economic data. Copper, widely used in construction and 

autos, reached the physiological and all-time high of 10,000 dollars per metric ton before 

succumbing to some profit taking. Concerns over tight global supplies combined with some 

loss of production from the cyclone affected area of Australia also helped support prices. 

Gold recovers lost ground 

After spending the past week consolidating, Gold broke back above 1,350 as geopolitical risk 

continues to attract attention. The Federal Reserve chairman Bernanke in a comment stated 

that the US economy was still too fragile to contemplate ceasing quantitative easing. As a 

result the market concluded that the current environment of low interest rates will continue 

for longer and thereby help gold to recover lost ground. 

Investment flows out of gold ETPs has stabilised and could indicate that the recent selling 

pressure has eased. Near term the trading range looks like 1,325 to 1,360, while longer term 

the important technical support level at the 200 day moving average, currently at 1,290, 

holds the key just like it did during the last major correction in July 2010. 

Volatility continues in agricultural sector 

Turning to the agricultural sector elevated levels of volatility continue. Sugar reached 36 

dollars, a thirty year high, over the feared impact of cyclone Yasi on Australian production. 

Once the market realised that the damage was less than feared the price tumbled. 

Computerised stop loss orders caused a cascade of selling which drove the price down by 12 

percent. 



 

Panic cotton buying on dwindling supplies 

Cotton’s horizontal rise continues to cause panic buying by mills. Floods in major cotton 

producing areas in Australia, Pakistan and China have hurt production at a time where 

demand has been rising. On Thursday the price of spot month cotton reached a new record of 

181.22 on what can best be described as panic buying before sellers finally emerged driving it 

lower to 170.  

The American cotton council removed some of the panic when it released a report indicating 

that farmers are now responding to higher prices by planning to increase their acreage 

dedicated to cotton in the current growing season. Once demand from mills has been met the 

market could be in serious danger of falling hard, also considering the elevated level of 

speculative interest of more than 3 million bales of cotton. 

Acreage planning hurts rice short-term 

One of the crops that could be losing out in the fight for acreage could be rice. Farmers in the 

U.S., the world’s third-largest exporters, may reduce their rice acreage by as much as 25 

percent once planting begins in April. The relatively higher price of corn, soybeans and cotton 

is the main reason for this switch.  A strong rally in rice like the 8 percent seen during the 

past week could actually turn out to be helpful in the medium term as it could persuade 

farmers to stay with rice instead of switching. 

 

 

 

 

 

 

 



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 unfavorably 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. 
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