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LONDON: European stock markets stuttered
and the euro clawed back some ground against
the US dollar yesterday as investors had second
thoughts about sky-high expectations of
European Central Bank easing this week.

Britain’s FTSE 100 was one of only a couple
of the region’s bourses to show gains after the
release of promising bank stress tests, with
record low unemployment data from Germany
feeding fears that ECB stimulus hopes could be
overdone. US stocks were set to open up 0.3
percent, building on Asian gains after tentative
signs that a slowdown in China was stabilising.

Europe’s bond yields ticked higher and the
single currency bounced off a 7-1/2-month low
on concerns that the ECB may not deliver all
the stimulus on Thursday that investors have
come to expect.

Markets are already pricing in a deposit rate
cut and an increase in the size, scope and
length of the ECB’s trillion-euro bond buying
program. Analysts say it would be hard for ECB
President Mario Draghi to surprise markets.

“The big question is if Draghi can surprise
the markets, given that ECB by its own com-
ments has contributed to quite stretched mar-

ket expectations,” SEB head of fixed income
research, Jussi Hiljanen, said. The FTSEurofirst
300 was up slightly on the day, with the rally in
the FTSE offsetting falls in Germany’s DAX and
France’s CAC 40.

European stocks failed to gain much sus-
tained impetus from Chinese data which sent
MSCI’s broadest index of Asia-Pacific shares
outside Japan up 1.8 percent. China’s official
Purchasing Managers’ Index reached a three-
year low in November. But the private
Caixin/Markit China Manufacturing PMI
showed factory activity contracted at a slower

pace than in October, fuelling hopes the
economy may have been bolstered by
government support.

In Europe’s largest economy, Germany,
there were further signs of a turnaround
in fortunes, with unemployment dropping
to the lowest level since reunification in
1990.

CMC Markets’ Michael Hewson said
that these sorts of signs of life in the euro
zone economy could limit the aggressive-
ness of ECB stimulus. “Quite simply there
is a risk that market expectations of what
the ECB will do this week are based on the
premise of shock and awe, when in reality
they could get something more akin to
bubble and squeak,” he said in a note to
clients. This was certainly the feeling
among bond and currency investors, with
German yields up for the second straight
day, coming off a one-month low hit on
Friday, and the euro rising to $1.0593, after
dropping to a 7-1/2-month low of $1.0557
on Monday.

China’s yuan was flat in onshore trad-
ing, after the International Monetary Fund
on Monday admitted the yuan into its
Special Drawing Rights (SDR) basket
alongside the dollar, euro, pound sterling
and yen.

The widely expected move was a mile-

stone in China’s integration into global
finances and a nod of approval to the
country’s reforms. The dollar index, which
tracks the greenback against a basket of
six major rival currencies, edged down to
100.00.  That still left it within sight of the
100.39 the index hit in March, its highest
for more than 12 years, on expectations
Federal Reserve will raise US interest rates
later this month. By contrast, the Reserve
Bank of Australia held rates steady at 2
percent at its policy meeting. The
Australian dollar rose about 0.7 percent
after the decision, to $0.7277.

Australian shares rallied 1.9 percent,
extending gains, after trade data showed
Australia’s economy gained last quarter
from a rebound in resource exports. US
crude oil prices regained some ground
after volatile trading overnight, when they
first rallied and then erased gains after a
survey estimated higher OPEC output. US
crude added 0.5 percent to $41.88 a bar-
rel.

Brent crude futures were up 0.5 per-
cent to $44.82. Spot gold was up about
0.6 percent at $1,068.90 an ounce, getting
a reprieve as the recently robust dollar
weakened and helped it move away from
a nearly six-year low of $1,052.46
plumbed last week. — Reuters

Stocks stutter, euro firms as ECB bets waver

LONDON: Gold rose for a second day
yesterday, rebounding from last
week’s 5-1/2 year low, as a retreat in
the dollar prompted investors to cov-
er short positions ahead of a
European Central Bank meeting and
US payrolls data this week.

The dollar sl id from an 8-1/2-
month high as the euro bounced
back, with traders judging that a sig-
nificant amount of further monetary
easing had already been priced into
the single currency ahead of
Thursday’s ECB meeting. Spot gold
was up 0.5 percent at $1,069.00 an
ounce at 1023 GMT, while US gold
futures for February delivery were up
$2.90 an ounce at $1,068.20. The met-
al hit its lowest since February 2010
last week at $1,064.46.

Gold posted its biggest monthly
drop in 2-1/2 years in November,
falling 7 percent as investors posi-
tioned for a US rate hike this month.
Rising rates are expected to increase
the opportunity cost of holding non-
yielding bullion, while boosting the
dollar. Data from the US Commodity
Futures Trading Commission showed
on Monday that hedge funds and
money managers added to their net
short position in COMEX gold con-
tracts in the week to Nov. 24. That has
led some to judge that shorts have
become over-extended.

“I can give you the first 14,655 rea-
sons for the bounce- that’s the record
short position that was reached last
Tuesday,” Saxo Bank’s head of com-
modities research Ole Hansen said. “A
rate hike is fully priced in and... the
failure to extend the sell-off after
reaching a five-year low has triggered
this reaction,” he said.

In the physical markets, there were
signs of robust demand. The US Mint’s
sales of American Eagle coins
rebounded in November from the
previous month’s slump. Premiums on
the Shanghai Gold Exchange, an indi-
cator of buying strength at top con-
sumer China, were at a healthy $5-$6
an ounce.

“Gold has the potential for further
short covering to take prices higher,
especially if emerging market physical
demand stays strong,” HSBC said in a
note. “But investors will look to two
events this week that may influence
bullion.” “The ECB rate announcement
on Thursday 3 December could
impact the EUR if the bank further
loosens policy ... (while) gold could
weaken if the jobs figure is significant-
ly above mean expectations.”

Silver was up 0.6 percent at $14.17
an ounce, while platinum was up 0.6
percent at $835.74 an ounce and pal-
ladium was up 0.3 percent at $546.50
an ounce. — Reuters

Gold rises 1% as dollar 
retreats prior to ECB

FRANKFURT: German power giant
RWE, hit hard by government plans
to phase out nuclear power and fossil
fuels, announced plans yesterday to
spin off its renewables, grids and
retail operations and take the unit
public. Bigger rival E.ON is similarly
splitting its conventional and renew-
able energies operations into sepa-
rate entities.

The aim was to “create a platform
for growth with its own access to the
capital market. This will strengthen
the viability of the group as a whole.
The new subsidiary will be listed on
the stock market probably in late
2016,” RWE said in a statement. 

The move was “in response to the
transformation of the European ener-
gy landscape,” said chief executive
Peter Terium. Germany’s power sup-
pliers have been hit in recent years by
government plans to eliminate
nuclear power by the next decade
and champion a so-called “energy
transition” away from fossil fuels such
as coal towards renewable energy
sources such as the wind and the sun.

Power utilities have complained
that the cost of having to close down
their nuclear power plants and the
heavy subsidies afforded to renew-
able energy have pushed them
deeply into the red. 

“We are creating two viable com-
panies under one roof. The new sub-
sidiary will have its own access to the
capital market and improve our
growth prospects,” RWE’s CEO
explained. “At the same time, we are
convinced that conventional power
generation will remain an irreplace-
able partner for renewable energy for
decades to come. Our conventional
power stations are the backup for
renewables.”

Investors appeared to like the idea
and RWE shares were the biggest

gainers on the Frankfurt stock
exchange, soaring by around 9.5 per-
cent in mid-afternoon trading.

RWE retains majority stake 
RWE said it planned to offer some

10 percent of the new unit’s share
capital to the public.  “At the same or
later point in time additional stakes
may be disposed. The proceeds will
be used to finance further growth in
markets with good future prospects,”
the statement said.  “RWE will remain
the new company’s majority share-
holder over the long term and con-
solidate it fully. The parent company
will focus on conventional power
generation and energy trading,” it
added.

RWE said that based on the pro-
forma figures for 2015, the new com-
pany would achieve external revenue
of more than 40 billion euros ($42 bil-
lion) and underlying profit of over
four bill ion euros. The company,
which like RWE would continue to be
based in Essen, would employ
approximately 40,000 of the RWE
group’s nearly 60,000-strong work-
force, it said. 

RWE said that the decision to
focus on conventional power genera-
tion and trading at the parent com-
pany would make “a substantial con-
tribution to the security and flexibility
of the entire energy market.”  

“ The new company will  be an
attractive dividend stock and also
reinforce RWE AG’s financial strength,”
said CEO Terium. “The capital increase
will boost our investment capacity. I
am extremely confident that our clear
focus on our future-oriented business
fields and the additional investment
capital will enable us to create added
value for the group as a whole. The
IPO is therefore in the interest of all
our stakeholders,” Terium said. — AFP
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