
B u s i n e s s
FRIDAY, DECEMBER 2, 2016

Oil hits 6-week high after 
OPEC deal, sterling jumps

LONDON: Oil swept to a six-week high yesterday after
OPEC agreed to cut crude output to help clear a glut,
while sterling hit a three-month peak after traders inter-
preted comments from a senior UK official as a crack in the
government’s “hard Brexit” line.

Global bond yields rose on prospects that resulting
inflationary pressures from oil’s surge will lead to higher
interest rates, with the benchmark 10-year US Treasury
yield matching November’s 16-month high.

European stocks dived, shrugging off the bounce in
Asian shares and following the S&P 500’s fall the previous
day instead. US futures pointed to another slight decline
at the open on Wall Street. The Organization of the
Petroleum Exporting Countries on Wednesday agreed to
its first output cut since 2008, finally taking action after
global oil prices fell by more than half in the last two years.

Non-OPEC Russia will also join output reductions for
the first time in 15 years. US crude oil added to overnight
gains of 9 percent to reach $50.00 a barrel for the first time
since October. Brent crude, which soared $4 overnight,
touched a six-week peak of $52.73 a barrel.

The jump in oil prices added to inflation expectations
in the United States, which were already rising on
prospects that President-elect Donald Trump would adopt
reflationary policies using a large fiscal stimulus. “We’ve
had a spike in oil prices plus better data, so we’re seeing
the reflation trade come back,” said Martin van Vliet, sen-
ior rates strategist at ING. 

As a result the rout in US Treasuries resumed, with
yields pushing higher, especially on longer-dated bonds.
The yield on 10-year and 30-year bonds <US10YT=RR<,
which are most sensitive to inflation eroding their value,
rose 5 basis points to 2.417 percent and 3.077 percent,
respectively.

Sterling effort
The 30-year yield has climbed more than 40 basis

points since the Nov. 8 presidential election, heading back
towards a 14-month peak of 3.09 percent marked last
week. The 10-year yield had its biggest monthly rise in
November since 2009. Bonds across the world have lost
about $2 trillion in market value since the Nov 8 US elec-
tion, according to Bank of America Merrill Lynch data.

Sterling grabbed the limelight in currencies, jumping
to a three-month high against the euro and on a trade-
weighted basis after Britain’s Brexit minister David Davis
said London would consider paying into the EU budget
for market access.

The pound had slumped to historic lows following
June’s vote to leave the European Union on fears of a
“hard Brexit”, which would see Britain give up full access
to the single market and the EU customs union in favor of
retaining full control over its borders. “These headlines
suggesting Britain may be able to access the single market
are generating substantial sterling demand from traders
and investors looking to reduce their short positions and
unwind hedges,” said Neil Jones, head of FX hedge fund
sales at Mizuho.

The Bank of England’s trade-weighted broader meas-
ure of sterling rose to 78.8 and the pound was at its
strongest against the euro for three months at 83.96
pence per euro . It hit a three-week high of $1.2650
against the dollar after Davis’ comments.

The dollar advanced to a 9-1/2-month high of 114.83
yen before pulling back to 114.30 and the euro recovered
from the previous day’s slide to trade back above $1.06
after shedding 0.6 percent the previous day.

Europe’s index of leading 300 shares was down 0.8 per-
cent at 1,340 points, Germany’s DAX was down 1 percent
and sterling’s strength drove Britain’s FTSE 100 down 1.3
percent. Energy and resources stocks in Europe shares
outperformed the broader indices, which snapped a two-
day winning run. The STOXX Europe 600 Oil and Gas index
was up 1.5 percent, while the basic resources index was
up 2.1 percent.

MSCI’s index of Asian shares ex-Japan rose 0.4 per-
cent, lifted by stronger-than-expected Chinese manufac-
turing data, and Japan’s Nikkei 225 rose 1.1 percent after
the yen fell to its lowest since February close to 115 per
dollar. Spot gold touched a 10-month low of $1,163.45.
Bullion fell 8 percent in November, its worst month in
three years. —Reuters

LONDON/HONG KONG: Manufacturers
around the globe performed strongly in
November, but concerns about the pro-
tectionist leanings of US President-elect
Donald Trump and an OPEC-induced oil
price rally could curtail future growth.

Factories across Asia and Europe
ramped up activity and data due later on
Thursday from the United States are
expected to show manufacturers in the
world’s largest economy also pushed
harder on the accelerator. But some ana-
lysts cautioned November might be as
good as it gets as the effects of vast mone-
tary stimulus from central banks wear off.
“The strength in PMI numbers is unlikely
to be sustained as much of it can be
explained by previous stimulus measures,”
said Julian Evans-Pritchard at Capital
Economics.

Policymakers at the European Central
Bank are expected to announce an exten-
sion to their asset purchase program when
they meet next week even after euro zone
manufacturers enjoyed their best month
in November since the start of 2014 and
inflationary pressures, while still mild,
picked up. IHS Markit’s final manufactur-
ing Purchasing Managers’ Index for the
euro zone chalked up its highest reading
since January 2014 in November, register-
ing 53.7, in line with an earlier flash esti-
mate and ahead of October’s 53.5.
Anything above 50 indicates growth.

But British manufacturing growth
cooled unexpectedly as factories grappled
with soaring costs caused by the slump in
sterling after Britain voted to leave the
European Union. The weaker pound also
failed to boost export orders as much as in
previous months. The Markit/CIPS UK PMI
fell to 53.4 from 54.2, confounding expec-
tations for a rise to 54.5 in a Reuters poll of
economists. James Smith at ING noted the
British PMI figure was still higher than the
immediate post-Brexit dip, but forecast a
tougher environment ahead. “We expect
domestic demand to slow quite consider-
ably next year as consumer spending gets
hit by falling real wages and investment
slows in response to post-Brexit uncertain-
ty,” he said. Britain’s economy has per-
formed much better than expected since
the vote to quit the EU. But a bigger test
will come next year when inflation is pre-
dicted to rise sharply, eating into house-

holds’ spending power that had just start-
ed to recover. Also consuming cash will be
more expensive oil. Crude prices bubbled
to a six-week high on Thursday after the
Organization of Petroleum Exporting
Countries agreed on Wednesday to cut
output for the first time since 2008.

Asian tigers purring
There were stronger PMIs in China,

Taiwan and Vietnam, and while activity in
Japan’s factories was still  growing in
November, the pace was slower. However,
an uncertain outlook for global trade is
worrying for Asia’s export-driven
economies. “We are still waiting very
much to see what the Trump presidency
will mean for things like trade policies and
trade restrictions,” Louis Kuijs, head of Asia
economics at Oxford Economics, said.

Trump has declared his intention to
withdraw from an Asia-Pacific free trade
agreement once he is inaugurated on Jan.
20, and his protectionist comments while
campaigning for the presidency could her-
ald problems for Asia.

China’s official PMI rose to 51.7 in
November from 51.2. The index was
stronger than economists polled by
Reuters had expected and matched a level
last seen in July 2014. But analysts noted a
worrying lack of expansion in new export

orders for Chinese factories, suggesting
the stronger headline number was a con-
sequence of demand coming from its
frothy property sector, which authorities
are trying to cool.

The unofficial Caixin survey showed a
more modest increase in activity, perhaps
because it focuses on smaller firms which
benefit less from government support for
the economy. While growth in activity was
slower in Japan, a sub-index for new
orders, which measures both domestic and
external demand, rose to a 10-month high.
Elsewhere in Asia, the pace of growth in
India’s factory activity slowed, resulting in
the biggest month-on-month decline in its
PMI since March 2013. Analysts said the
slowdown was probably due to a slump in
demand after Prime Minister Narendra
Modi ordered 500 and 1,000 rupee ban-
knotes to be removed from circulation.

South Korean factories showed a fourth
consecutive month of slowdown underlying
a fragile recovery for Asia’s fourth-biggest
economy. In Malaysia, where the ringgit cur-
rency has fallen sharply due to capital out-
flows, the PMI fell to a five month low, hurt
by falls in production and new orders. And
in Australia, lower business investment has
opened the possibility that the economy
shrank last quarter for the first time in
almost six years. — Reuters

Global factories had bumper 
November but growth may have peaked

TOKYO: A monitor shows the current exchange rate between Japanese yen and US
dollar, rear left, and between yen and euro, rear right, at a foreign exchange bro-
kerage yesterday. — AP

LONDON: Gold fell to its lowest since
February yesterday, extending losses after
its biggest monthly decline in more than
three years, as a surge in oil prices boosted
bond yields, denting interest in non-yield-
ing gold as an alternative investment. The
precious metal fell more than 8 percent in
November, hurt by a jump in the dollar
and Treasury yields, and by expectations
that the Federal Reserve is gearing up to
lift interest rates for only the second time
in a decade this month.

That led to hefty outflows from gold-
backed exchange-traded funds, the
largest of which, New York-listed SPDR
Gold Shares , said its holdings fell nearly
60 tons in November, the most of any
month since May 2013. 

Spot gold was down 0.3 percent at

$1,169.77 an ounce at 1230 GMT, off an
earlier 10-month low of $1,163.45. US gold
futures for February delivery were down
$2.50 an ounce at $1,171.40. “The key sto-
ry for gold is still the combination of a
stronger dollar and rising Treasury yields,”
Julius Baer analyst Carsten Menke said.
“Either of the two is not really helping gold
at the moment.” 

“We’ve seen outflows of around 5 mil-
lion ounces (from ETFs) since the US elec-
tion, and these are mainly from the US-list-
ed products,” he said. “There is a real rota-
tion away from safe-haven investments,
and towards pro-growth assets.”

US bond yields have surged since
Republican candidate Donald Trump’s
shock win in US presidential elections on
Nov.  8, which led to speculation that his

commitment to infrastructure spending
would spur growth and inflation.

That pushed the dollar sharply higher,
with the US unit hitting its highest since
2003 last week. While it retreated on
Thursday, it remains at highly elevated lev-
els.  Germany led euro zone government
bond yields higher on Thursday as the first
output cut by major oil producers since
2008 triggered an 8 percent surge in oil
prices and boosted expectations of higher
inflation. 

Gold is highly sensitive to rising inter-
est rates, as these increase the opportunity
cost of holding non-yielding bullion. Silver
was 0.9 percent lower at $16.34 an ounce,
while platinum was down 0.9 percent at
$903.25 after hitting its lowest since Feb. 8
at $895 earlier in the session. — Reuters

Gold hits 10-month low after 
biggest monthly drop in 3 years


