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European markets rise before Yellen speech
LONDON: European stocks rose and bond yields
fell yesterday, with investors optimistic that the
Greek parliament will approve a vital third bailout,
although the moves were limited before a speech
by Federal Reserve chief Janet Yellen. The dollar
was little changed against a basket of major currencies, trading at 96.64 before Yellen’s congressional testimony, which might offer more hints
about the timing of an interest rate hike after a
surprise fall in US retail sales on Tuesday.
Investors will be keen to see to what extent
the prolonged uncertainty over Greece’s debt crisis and the slump in Chinese stocks have affected
the Fed’s outlook. US stock futures indicated a

marginally higher open on Wall Street.
“The latest developments in Greece and China
have wider ramifications as they could affect the
Federal Reserve’s decision to normalize policy,”
JPMorgan Asset Management global strategist,
Thushka Maharajat, said.
“We maintain our view of a September rate
increase, but that view has become more balanced. It is predicated on Europe ... containing
risks from the Greek crisis.”
The Greek parliamentary vote is seen as the
major hurdle to a final agreement for the bailout,
which could end-at least temporarily-months of
intense uncertainty, volatility and frequent risk

aversion in financial markets. The pan-European
FTSEurofirst 300 index was up 0.2 percent to
1,583.77, having risen for five days in a row. The
euro, which has lost 1.5 percent this week, was up
0.1 percent at $1.1017.
Ten-year yields on Spanish, Italian and
Portuguese bonds, seen as vulnerable to Greek
contagion, fell 5-8 basis points to 1.99 percent,
2.03 percent and 2.72 percent respectively.
Bonds were the biggest movers among
European assets, the difference being made by
daily European Central Bank buying under its trillion euro stimulus program. Yields on German
Bunds fell 4 basis points to 0.80 percent.

“Investors are betting that despite all the
opposition from his own party, (Greek Prime
Minister Alexis) Tsipras will get sufficient
votes to pass the reforms today,” said Nick
Stamenkovic, a bond strategist at RIA
Capital Markets.
An International Monetary Fund study
published on Tuesday showed that Greece
needs far more debt relief than European
governments have been willing to consider.
CHINA GROWTH
China’s second quarter gross domestic
product grew an annual 7 percent, flat on
the previous quarter and slightly higher
than analyst forecasts. Fixed-asset investment and industrial output growth also beat
economists’ forecasts. But Shanghai’s
benchmark composite index fell 3 percent,
and the CSI300 index of the largest listed
companies in Shanghai and Shenzhen
dropped 3.5 percent.

Further stimulus is expected after the
quarter ended with a savage correction that
shaved about 30 percent off stock markets’
value since last month, before Beijing’s support stemmed the freefall for a while. “Stock
investors at present care more about what
the government policy towards the market
is, whereas the connection between the
economy and the market has somehow
loosened,” Haitong Securities’ senior stock
analyst, Zhang Qi, said.
Oil prices dipped as the market prepared
for a gradual increase in supply after Iran
signed a nuclear deal with six world powers
under which sanctions imposed by the
United States, the European Union and the
United Nations are to be lifted in exchange
for curbs on Tehran’s nuclear program.
Brent crude was down 41 cents from its
previous settlement, trading at $58.10 a barrel. US futures were down 35 cents at
$52.69. —Reuters

SHANGHAI: An investor leans against a pillar as a display shows stock information at a brokerage house in Beijing yesterday. Shanghai stocks lost ground
yesterday despite China’s better-than-expected economic growth in the second quarter, with investors still wary after a big slide in Chinese markets. —AP

Surge in Indian white sugar
sales eroding refining margins
LONDON/MUMBAI: A surge in Indian
white crystal sugar sales from huge
domestic stocks could drive down the
premium for refined white sugar over
raw sugar and squeeze refiners’ margins.
Large amounts of low-quality Indian
white sugar are being offered at a big
discount to ICE August sugar futures,
traders said, in deals that appeal notably
to African markets such as Sudan and
Somalia, and countries such as
Afghanistan.
“The substantial offers of Indian crystal sugar could drag on the whites premium because if Indian sugar is cheaper
than refined (higher quality white sugar),
you would be tempted to take it,” a
London-based trader said. “You are losing
a home for refined sugar.”
Dealers quoted trades of Indian crystal sugar at some $320-350 per ton, a
substantial discount to August whites
futures trading at $373.80 per ton yesterday. The premium of October white sugar futures over October raw sugar futures
traded this week at about $90 per ton,
believed to be a comfortable level of
profitability for large refineries such as Al
Khaleej in Dubai.
“Indian sugar is a different quality (to
refined) and so cannot go to all homes
(markets),” the London-based trader said.
India has high stocks of unsold sugar and
is expected to have another big crop in
2015/16 - possibly 28-28.5 million tons similar to 2014/15 and well above

domestic annual consumption of some
24.5 million tons.
Indian sugar mills have contracted to
export 200,000 tons of white sugar to
neighboring countries and the Middle
East, trade sources in India said. The deals
were signed in the last few weeks and
the cargoes were for July and August
shipment.
“Mills can sign more export deals if
demand remains there,” said Rahil Shaikh,
managing director of ED&F Man
Commodities India. The export deals
came after a sharp fall in local prices after
the government pushed mills to pay
farmers for their cane.
“Mills were aggressively selling to
generate liquidity. They badly need money to pay farmers,” said Ashok Jain, president of the Bombay Sugar Merchants
Association.
After years of surplus production,
India, the world’s top sugar consumer, is
swamped with sugar. As a result, prices
have crashed and many mills are struggling with big debts.
Sugar stocks are now expected to
touch 10.3 million tons on Oct. 1, when
the new 2015/16 season starts, up 37
percent from the previous year. One dealer said if raw sugar futures prices, which
hit a seven-week high of 12.80 cents a lb
on Tuesday, continue to rise, Indian mills
could offer crystal sugar in the raws market, potentially weighing on raw sugar
prices. —Reuters

Oil futures curve shows
caution on Iran return
LAUNCESTON: Have oil markets done
enough, or too much, to price in the expected return of millions of barrels of Iranian
crude? Global benchmark Brent crude gained
1.1 percent on Tuesday after news of the deal
between Iran and six major powers to monitor the Islamic republic’s nuclear program in
exchange for a relaxation of sanctions,
including those on oil exports and investment.
The rise in Brent was ascribed to the view
that even if the deal gets final approval from
all parties, it will still take several months to
start being implemented, meaning that
increased Iranian oil shipments are unlikely
to hit the market until sometime in 2016.
While movements in the front-month futures
contract tend to be the focus of market
reports, as far as Iran is concerned, the back
end of the curve is more relevant. The Brent
futures curve has flattened in recent months,
as the Iranian deal inched towards conclusion. The 12-month contract was at a 7.2-percent premium to the front-month in early
Asian trade on Wednesday, narrowing from a
premium of 21 percent six months ago.
However, a year ago the curve was mildly
backwardated, suggesting that there is still
sufficient scope for further flattening, especially if you subscribed to the view that fairly
substantial amounts of Iran crude will flow to
global markets next year.
The flattening of the curve has also happened in Oman futures, with the premium of
the 12-month contract over the front-month
standing at 2.3 percent early yesterday, down
from almost 25 percent six months ago.
While not as liquid as Brent futures, Oman
contracts traded on the Dubai Mercantile
Exchange are a good proxy for Iranian oil, giv-

en the similarities between Oman and Iranian
grades, which are heavier and more sour
than light crudes such as Brent.
What the futures curves are most likely
showing is that they have priced in the return
of Iranian oil from next year, but are treading
a middle path between the optimistic and
pessimistic scenarios.
BALANCE OF RISKS
The most optimistic scenario, put forward
by the Iranians themselves, sees a rapid
ramp-up in output to about 4 million barrels
per day (bpd), which in turn would lead to at
least an additional 1 million bpd being available for export. Most analysts see this as
unrealistic, at least in the short term, with a
figure of about 500,000 bpd in additional
exports being slated as more likely.
Even 500,000 bpd extra on the world market would most likely depress prices considerably, especially if other producers kept output at current levels.
There’s no reason to believe that Saudi
Arabia, the top producer in the Organization
of the Petroleum Exporting Countries (OPEC),
would be willing to cede market share to
Iran, especially in key Asian exports markets
China and India.
The cool relations between the two
Middle East powers will also make it hard for
OPEC to agree to, and effectively implement,
production cuts to accommodate extra
Iranian barrels in the market. But the balance
of risks appears more tilted toward the cautious view of the return of Iranian oil, given
that the agreement with the six powers contains numerous steps, and any time the complexity of implementation is high, the likelihood of delays increases. —Reuters

