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NEW YORK: The battered energy sector may
begin to brighten a little as companies
report second-quarter results, but barring a
big increase in the price of oil, the sector
won’t be able to sustain even current share
prices going forward, analysts and investors
say. Oil prices have fallen at a much steeper
clip than energy shares in the 13 months
since June 23, 2014 - when oil prices hit a
nine-month peak - keeping valuations high
even as share prices have plunged. The S&P
energy sector has fallen about 30 percent
since then while oil prices have fallen 50 per-
cent. With the energy sector’s second-quar-

ter earnings seen doing better than the pre-
vailing consensus forecast for a decline of
almost 59 percent from the year-ago quar-
ter, according to a Thomson Reuters analy-
sis, shares could get a benefit. The S&P ener-
gy sector’s price to earnings ratio is around
23 compared with 17 for the S&P 500.

But the S&P energy subsector of explo-
ration and production companies is at its
most expensive on a price-earnings basis
since Reuters started tracking the data in
1995. Consensus estimates for oil producer
earnings this year imply an average crude oil
price of $65.19 a barrel in 2016, says Fadel

Gheit, an analyst with Oppenheimer & Co.
Oil recently has been selling for around $48
a barrel, and oil futures trading is pointing at
a 2016 average price of around $54. Gheit
says roughly half of US oil producers could
run into financial trouble unless oil surpasses
$70 a barrel. “The outlook for energy shares
looks somewhat challenging for now as the
oil price implied in the shares is higher than
current spot prices,” said Stephen Clark, sen-
ior vice president, portfolio manager,
Standard Life Investments, in Boston, a long
investor which is mostly on the sidelines for
oil. “There is already some degree of oil price

recovery baked in.”
The energy sector overall is expected to

report earnings 3.5 percent better than
consensus estimates, according to
Thomson Reuters data, which puts more
weight on forecasts from analysts with the
most accurate track record. But there may
be some negative surprises as well. In next
week’s reports Chevron Corp, Exxon Mobil
and Murphy Oil are seen beating consensus
estimates while ConocoPhillips, Range
Resources and Occidental Petroleum could
miss consensus, according to Thomson
Reuters data.— Reuters 

Energy sector may prove expensive 
Wall St Week Ahead

LONDON/NEW YORK: The global economy
started the second half of the year on shaky
ground with China’s factory sector activity con-
tracting in July at the fastest pace in 15 months
and euro zone manufacturing weaker than
expected, although US activity picked up. The
purchasing managers indices (PMI)for the man-
ufacturing sector from private data vendor
Markit come after Beijing said it would allow its
yuan currency to fluctuate more widely within
its trading band as a way to support trade and
despite the European Central Bank’s 60 billion
euro a month bond-buying program.

China PMI Lowest Since April 2014
The preliminary Caixin/Markit China PMI for

July dropped to 48.2, the lowest reading since
April last year. It was the fifth straight month
under the 50 level separating expansion from
contraction. The fall confounded forecasts for a
rise to 49.7 from June’s final reading of 49.4 and
pushed the Australian dollar to a six-year low.
China is Australia’s biggest export market. Fears
of faltering demand in China, the world’s largest
commodity buyer, put pressure on other com-

modity prices, with copper falling to its lowest
level since 2009. The survey of executives in
over 420 Chinese manufacturing firms found
output, new orders and export orders all
decreased. “Today, it’s big, bad news with this
number well below consensus,” said analyst
Helen Lau of Argonaut Securities in Hong Kong.
“It shows there’s no signs of recovery in small
and mid-sized business in China, but I think it’s
also related to the summer weak season for
demand.” The China survey overshadowed bet-
ter news from Japan, where the flash
Markit/Nikkei PMI rose to a seasonally adjusted
51.4 in July from a final 50.1 in June, a welcome
hint of economic acceleration after a surprise
slowdown last quarter. The ongoing factory
output contraction reflected in yesterday’s
China survey is likely to fuel speculation that
Beijing will accelerate the pace of loosening
monetary policy to try to stoke activity in the
wake of the recent China stock market slump.

Economists polled by Reuters this month
said they expect China to reduce interest rates
by 25 basis points before year-end. The amount
of cash that Chinese banks must hold as

reserves was also expected to be reduced to
keep the Chinese economy growing at 7.0 per-
cent this year, the slowest pace in a quarter of a
century. “The central bank will maintain its
loose monetary policy in the second half this
year, and it will continue to apply different
methods to control liquidity,” Zhu Haibin, econ-
omist at JP Morgan in Beijing, said on
Wednesday.

Eurozone Sluggish
Euro zone business activity started the

second half on a less secure footing than
expected as euro weakness failed to boost
export demand. Markit’s Composite Flash
Purchasing Managers’ Index, based on sur-
veys of thousands of companies and seen as
a good guide to growth, fell to 53.7 in July
from June’s four-year high of 54.2. A Reuters
poll had predicted a more modest dip to 54.0.
The Markit PMI for the euro zone service
industry fell to 53.8 from June’s 54.4, well
short of the expected 54.2, while the factory
PMI also missed the median forecast for no
change, dipping to 52.2 from 52.5.— Reuters 

Second half of 2015 
begins on shaky note
Weak China demand pressures commodity prices

JAKARTA: A foreign exchange employee shows Indonesian rupiahs yesterday. — AFP 

Oil falls, heads for 
fourth weekly loss 

NEW YORK: Brent futures fell and US crude turned lower yesterday as
both contracts headed for their fourth straight weekly declines as weak
economic data from China added pressure on oil prices. U.S. crude losses
follow Thursday’s fall into bear market territory, with it $48.45 a barrel
settlement off 21 percent from the June 10 close at $61.43. A 20 percent
downturn is considered by many traders to constitute a bear market.
China’s factory sector contracted by the most in 15 months in July, a pre-
liminary private survey showed yesterday, a worse-than-expected result
that follows a stock market slide that began in June.

Euro zone business activity also started the second half on a less
secure footing than expected, with Markit’s flash PMI falling to 53.7 this
month from June’s four-year high of 54.2. Brent September crude was
down 85 cents at $54.42 a barrel at 11 am EDT (1500 GMT), near its
$54.40 intraday low, the lowest front-month price since early April. US
September crude was down 45 cents at $48, with the $47.96 session low
also the lowest price since April 1.

Oil traders awaited fresh oil rig data from Baker Hughes Inc yester-
day, to see if the price declines continue to curb drilling activity. “We feel
that US production could begin to show significant slippage while oil rig
counts post new lows,” Jim Ritterbusch, president at Ritterbusch &
Associates, said in a note yesterday. The dollar’s strength also applied
pressure, as a stronger US dollar makes greenback-denominated oil
more expensive for consumers using other currencies. — Reuters 

Gold hits new low
LONDON: Gold slid more than 1 percent yesterday to its lowest
since early 2010 as fresh strength in the dollar prompted another
wave of selling, putting the metal on course for its biggest weekly
loss in nine months. Prices have been under pressure since tum-
bling more than 3 percent in Asian trading hours on Monday, their
biggest one-day drop in nearly two years, in a selloff accompanied
by heavy trading volumes in New York and Shanghai. Spot gold hit
a low of $1,077.00 an ounce yesterday and was down 1.1 percent at
$1,079.20 at 1216 GMT. US gold futures for August delivery were
down $15.90 an ounce at $1,078.20. Gold has been hurt this year by
expectations that the Federal Reserve is on track to raise interest
rates for the first time in nearly a decade, boosting the opportunity
cost of holding non-yielding bullion while lifting the dollar. “It feels
as though the driver in this market, aside from the impetus we got
from China, is that if you get any kind of dollar strength, gold goes
down,” Natixis analyst Nic Brown said. “But the flip side of that sim-
ply doesn’t support prices.” “It’s been very painful this week,” he
said. “Sentiment remains negative, and the trend does very much
appear to be further down.”

The dollar rose yesterday after data the previous day showed US
weekly jobless claims dropping to their lowest since 1973, while the
euro fell on downbeat German and euro zone data. As gold prices
slump, holdings of the world’s biggest gold-backed exchange-trad-
ed fund, the SPDR Gold Trust, fell for a sixth day on Thursday to
684.6 tonnes, the lowest since Sept 2008. The fund is on track for its
biggest weekly outflow since early May. “Rising nominal rates and
disinflation have created the most bearish cocktail for gold in the
past 43 years,” Bank of America said in a note. “As such, we reiterate
our view that gold prices are unlikely to rally into a Fed tightening
cycle and now believe gold could dip below $1,000 an ounce by
2016.”  Physical demand in Asia remained lacklustre amid modest
premiums in top gold consumers India and China. — Reuters 


