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Dollar weakness sparks Commodity Rally 
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Outlook on Currencies 

4 



Greenback is getting walloped 
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 The US Dollar Index (DXY) is coming off its worst year since 2003 having declined 
9.9% in 2017. The bearish trend actually accelerated in January with the DXY losing 
3.25%, its worst monthly decline in 22 months. A weakening dollar is actually 
common in a tightening cycle, however the downtrend could already be stabilizing. 
The above monthly period chart shows long term support at the 88.46 – 89.62 range 
which represents cyclical highs made back in 2008 – 2009.  



Bonds selloff and Yields Rise as Dollar Falls 
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 With a cascading dollar, and such low interest rates, many market 
participants see very little incentive to hold bonds for 5, 10, or 30 years. 
Also, numerous market participants have expressed concern about the 
recent bond market selloff. And, it is likely to get worse since the FED has 
begun to unwind its massive balance sheet. To compound the problem 
China essentially stated that it is no longer interested in buying U.S. debt.  



Ballooning US Trade deficit cascades Dollar 
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 Another factor behind the cascading dollar is the U.S.’s continuous and 
widening trade deficit. The latest trade deficit figures show that the U.S. 
imported over $50 billion worth of goods more than it exported, that’s just in 
the last month. 



World Central Bank Rates 
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Outlook on Precious Metals 
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Precious-Metals Review of January 

 Gold has had a stellar few weeks. In fact, the yellow metal has 
surged by roughly 10% since hitting a significant short term bottom 
a few weeks ago. However, since hitting a new 52-week high gold 
seems to have stalled, and now appears intent on reversing. 

 Since gold is priced in dollars, a weakening dollar is beneficial to 
gold prices. Market participants using international currencies to 
buy gold get more bang for their buck. Also, banks, institutions, 
countries and other organizations hold reserves in dollars as well as 
in gold. The dollar is down by nearly 15% since the highs last March.  

 In addition, the dollar is likely to decline further going forward. 
Thus, gold is not only cheaper to buy, it is also much more attractive 
to hold as a reserve, due to the dollar’s perpetual depreciation.  
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COMEX Gold trading Volume hit All-time High 
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 With no fanfare, the amount of gold contracts traded on the COMEX soared 
to a new record. Higher than 2011 when the gold price was on fire, and 
higher than when traders dumped their holdings in 2013. More than triple 
the levels of 2006. 

 To be clear, this data measures “trading” activity, so it includes both buys and 
sells. But the jump in volume over the past two years is bullish because prices 
were rising. Gold was up around 8% in 2016, and 12% in 2017.  



Gold ETF Holdings surge to 4 Year High 
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 Global holdings in gold exchange-traded funds soared to the highest level 
since 2013 as investors got behind a rally in the metal. Most of the inflows 
were into SPDR Gold Shares, favored by money managers with a short-term 
view for its relatively high liquidity and narrow bid-offer spread. 



Russia ramping up Gold purchases at record pace 
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 The Russian government has purchased two-thirds of all the gold mined in 
country, buying it from local banks to add to reserves as the Kremlin sees the 
precious metal as a safe haven at a time of geopolitical turbulence 

 According to the World Gold Council, the Russian Central Bank increased 
gold reserves by 215 tons in 2017 to 1828 tons. Russia has almost caught up 
with China, which holds the fifth biggest gold reserves of 1,842 tons.  



Large Speculators continue buying up Gold 
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 According to CFTC data, Large speculators' increase their net-long by 40,020 
contracts, a near-record amount, following an increase of 27,320 the week 
prior. The total position is 203k conctracts, a relatively large amount and 
registers in the top 20% in terms of size over the past year. 



Precious Metals Pre-review for February 

 Precious Metal will be keeping January’s gains throughout the first 
half of 2018, but will face downward pressure in the second part of 
the year as the Federal Reserve proceeds with normalization of 
monetary policy. 

 Rising inflation expectations and a weak dollar, as long as they last, 
provide the support for gold’s current trading levels. 

 Precious Metal prices have been benefitting from a weaker U.S. 
dollar despite three rate increases in 2017 and firm expectations of 
more rate hikes in 2018. The Fed will continue to plot a steady 
course in normalizing rate policy in 2018. On the back of the latest 
FOMC significantly upgrading language around economic outlook, 
we now see four rate hikes in 2018 and one more in 2019 

 With upward revisions to the economic and inflation outlooks in the 
US and the eurozone, investor interest in bullion will likely remain in 
place. 
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Outlook on Base Metals 
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Base-Metals Review of January 

 In 2017 China has been a major driver of tighter metals supply. 
During 2017, China which produces nearly half of the world’s 
refined Metal, has seen its output constrained by environmental 
inspections, closures of illegal mines and the delayed start-up of 
new capacity. As well the overall rally supported by weaker dollar 
and a renewed demand in domestic as well as global markets. 

 Nickel has undoubtedly outperformed its peers in the past few 
months. As optimism regarding increased demand due to electric 
vehicles pushed prices higher. 

 Aluminium continued to drop as traders offload long positions. 
However aluminium prices gets supports from lower levels  due to 
its output constrained by Chinese environmental inspections, 
closures of illegal mines and the delayed start-up of new capacity. 
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Base-Metals Review of January 

 LME Zinc hit another 10-year high, while the fears over potential 
supply shortages and another drop in on-warrant inventories 
available to the market are helping support the price of zinc, used 
primarily to galvanize steel. A weaker US dollar also helped the 
sector by making raw materials cheaper for buyers holding other 
currencies. 

 Copper prices was attributed to increased demand from consuming 
industries in the physical market by market participants. But a 
recent surge in LME inventory of copper that creates some 
resistance to prices for shorter time period.  

 Overall the Whole base metal pack have enjoyed a strong 
December and have started positive opening to the New Year, 
which was mainly boosted by the Positive outlook for global 
economic growth & which is stronger than any time since the 
financial crisis. 
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Base metals supported by rising Global PMI 
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 You don’t have to bet on a recession to be bullish on commodities. The dollar 
appears to have peaked, making materials less expensive for overseas 
markets, and the Global Manufacturing Purchasing Manager’s Index (PMI) 
ended 2017 at 54.5, close to a seven-year high. The sector has been in 
expansion mode now for the past 22 months, with the Eurozone signaling 
its fastest growth in the series’ two-decade history. 



Basemetals supported by strong recovery in Eurozone 
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 The European Commission’s headline economic sentiment indicator 
jumped more than economists had anticipated in December, ending 
the year at a 17-year high. Construction confidence in the eurozone 
also looks as if it’s fully recovered and is trending in positive territory 
for the first time since the financial crisis. 



Strong Manufacturing and Construction Expansion in US 
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 December’s ISM Manufacturing PMI clocked in at a historically high 59.7. 
New orders grew 5.4 percent from the precious month to 59.4, its highest 
reading since January 2004. What’s more, U.S. construction spending in 
November rose to an all-time high of $1.257 trillion, according to this 
month’s report from the Census Bureau. 



Copper tumbles as Inventory rise to 10 month high 

22 

 LME Copper inventories jumped by the most in 10 months, continuing a 
pattern of spikes and drawdowns  as seen throughout 2017.  The delivery 
comes as manufacturers in China prepare to dial back output during the 
week-long Lunar New Year holiday in Ferbruary, and adds to evidence that 
copper demand is hitting a soft patch often seen at this time of year. 

 



The bull run of Basemetals in 2017 

 Aluminium & Zinc has been the biggest surprise this 
year on Chinese capacity cuts. While Dr. Copper also 
surprised on the upside, reflecting overall better-than-
expected Chinese and global economic conditions.  

 Specifically Zinc and lead performed largely as 
expected, with the former continuing to be supported 
by a lack of mined supply and further price rises 
expected in 2018. 
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Commodity 
% (1Yr) 
Approx 

Zinc 21% 

Nickel 24% 

Aluminium 15% 

Lead 8% 

Copper 16% 

ZINC 

LEAD 

LEAD 

COPPER 

NICKEL 



Supply gluts adds shinning to Zinc 

 Zinc has been the best performer 
within the base metals complex.  
We expect the market may 
remains in deficit for the first Qtr 
of 2018, as neither expected new 
China mined supply nor restarts 
by Glencore came to the rescue. 
Looking at the mining issues 
Overall, the global zinc market is 
likely to remain in deficit in the 
years to come, as new mined 
supply and restarts are unable to 
offset previous capacity closures. 

 As a result, the tight zinc market 
conditions will continue to 
support prices, we suggest to Buy 
on dipsa around LME $3350-
$3400. 
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Outlook on ‘Dr. Copper’ 

 Copper prices gained its 
momentum sharply but upside 
kept limited for shorter term 
due to higher LME inventory 
stockpiles. While Earlier this 
year, two of the biggest copper 
mines, Escondida in Chile and 
Grasberg in Indonesia both 
experienced prolonged 
disruptions, while other 
producers also suffered cutbacks 
due to declining ore grades and 
weather factors. 

 Overall, we expect a small 
market deficit concerns for 
Copper at initial stage of 2018 & 
LME prices will expect to remain 
in price range between $6650 to 
$7440 for the Coming month. 
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Outlook on Nickel & Aluminium 

 Nickel had been the most exciting (and difficult) metal to forecast in 
2017 & had also experienced the biggest price volatilities. However, 
battery demand for nickel is still comparatively low and unlikely to 
change the fundamental picture. While several governments have 
issued ambitious policies to promote electric vehicles, the uptake 
and the eventual phasing out of traditional fossil fuel vehicles is likely 
to be a gradual process. Another major nickel producing country 
Indonesia has also relaxed its restrictions on nickel ores exports, 
adding further to supply. As a result we expect for Feb-2018 LME 
Nickel prices will may see shorter decline first towards $13000 & 
than a rally may continue towards $14500 level till the end of first 
Qtr 2018. 

 For Short term Aluminium prices will continue to receive support 
from the winter production cuts currently under way in China, until 
March at least when the country finishes its winter heating season 
and economic activity resumes post the Chinese New Year. 
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Outlook on Crude Oil 
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Crude Oil Review of January 

28 

 Crude oil prices remained on track for the biggest January 
increase in five years, posting a gain for the fifth consecutive 
month. 

 The rally in prices was supported by strong compliance of 
output cuts by OPEC and other oil producing nations, 
including Russia. 

 The crude oil inventories in the United States, published by 
the EIA, rose for 10 consecutive weeks before showing a build 
in the last week of January. 

 The pressure put due to a build in crude oil inventories was 
completely offset by increase in demand for gasoline which 
was also evident by a drop in gasoline inventories.  

 

 

 



Crude Oil Inventory shows a uptick 
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 US Crude Oil Inventory has been continuously falling  since March 2017. 
But in last week of January, we saw a huge inflows of +6.78 mmb to 418.36 
mmb as stock increased in 3 out of 5 PADDs.  



Large Oil Speculators add to record Extremes 

30 

 The massive net-long held by large specs in the oil market continues to 
become even more massive. The most recent report showed an increase 
of 33,377 contracts, bringing the net-long to a new record total of 
657,590 contracts. While the speculative build-up has been viewed as a 
sign of over bullishness, price action hasn’t backed up the notion that the 
market has gotten ahead of itself.  

 



Crude Oil Preview of February 
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 Crude oil is expected to stay positive in February too, buoyed by 
higher demand as growth forecasts remain upbeat. 

 Gasoline inventories, which had been putting pressure on crude oil 
prices for the past few weeks, have also shown decline in the last 
week of January. This is a positive sign for crude oil. 

 However, a change in direction of crude oil inventories is causing 
concern among traders and investos, as a rise in the crude oil 
inventories, signals more production by the United States. 

 Also, increasing rig counts as published by the energy data firm, 
Baker Hughes, shows that U.S. drillers are creating more rigs 
regularly. 

 Even though the outlook remains positive for crude oil, traders 
should tread with caution as any negative trigger, even though 
unlikely, can lead to a sharp correction in prices. 



Outlook on Agri Commodities 
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Fundamental Outlook and View on Soybean 

33 

 Soybean futures witnessed strong upside in the month of January supported by strong 
domestic fundamentals. 

  As per its monthly price movement history, it is noticed that prices witnessed strong upside 
in first quarter of a calendar year which is reflecting in January month price movement this 
year as well. 

 Christmas demand from European countries and Chinese demand before Lunar festival 
usually support the prices. 

 The prices have been supported due to downward revision in Soybean production form the 
top two producing states is mainly due to uneven rains during the monsoon season.  

 Madhya Pradesh has lowered its estimate for Soybean production in 2017-18 (Jul-Jun) by 
23% to 53 lakh tonnes from 69 lt projected in the first advanced estimate. 

 Maharashtra also cut its Soybean production by almost 16% to 38.6 lakh tonnes (Vs 46.23 lt 
last year) this year. 

 SOPA released its first advance estimates for Soybean production for year 2017-18 and 
pegged at 91.46 lakh tonnes compare to 109.92 lakh tonnes of last year. 

 As per Ministry of Agriculture, Soybean production in India for 2017-18 seasons is estimated 
to be around 12.22 million MT down by 11% Y/Y. 

 We expect Soybean futures to continue with its northward journey in near term as well and 
near term contract is expected to cross Rs.4000/quintal mark very comfortable in short 
term. 

 

 

 

 

 



Technical Outlook on Soybean 
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 Above mentioned, Soybean NCDEX (Feb) weekly chart, Indicates strong upside in the prices and 
currently it is trading in it’s third swing as per swing momentum. 

 It is likely to extend its gains and test the resistance of downward sloping trend channel on strong 
buying momentum. 

 As per the downward sloping trend channel resistance levels comes above Rs.4000/quintal levels. 

 Looking at the current Technical structure, we expect some profit booking in prices before it 
resume its northward journey once again. 

 We do not expect prices to fall below Rs.3500/quintal levels. 

 We advise long term traders to hold their bullish positions  and accumulate more on every profit 
booking for the ultimate price targets of Rs.4000/quintal and Rs.4200/quintal in near term. 
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Cotton Complex Prices Outlook 

 Cotton complex commodities likely to resume it’s northward journey and 
extend upside in the month of February. 

 Over all outlook of the Cotton complex commodities looks bullish on 
support of better Domestic as well as Global fundamentals. 

 Cotton exports expected to be up 15% in 2017-18: Cotton Advisory Board. 

 Prices witnessed some downside in second half of the January month 
mainly due to overdue profit booking and increase in supply at major 
mandies. 

 Maharashtra govt trimmed its Cotton output forecast 37% at 6 million 
bales (of 170 kg each) compared to Sept estimates on lower yield owing to 
pink bollworm pest infestation. It is also lower than production of 10.7 
million bales a year ago.  

 India's export demand is likely to rise on poor quality of US fiber. 
Moreover, US cotton is expensive owing to higher freight charges. 
Countries like Bangladesh, Vietnam, China will import significant amount 
of domestic fiber. 
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Technical Outlook on Cotton Complex 
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 Above mentioned, Kapas NCDEX (Apr) weekly chart, Indicates consolidation after bull run in the prices . 

 By Applying Fibonacci Retracement on the same, we can see that prices are hovering between 
retracement levels of 38.2% - 50%. 

 We expect Kapas NCDEX (Apr) futures to find strong support near 50% retracement i.e. Rs.955/20 K.g 
and bounce back from the said levels to test near term high of Rs.1065/ 20 K.g once again. 

 Above  mentioned , Cotton MCX (Feb) weekly chart, indicates strong recovery from 61.8% Fibonacci 
retracement levels.  

 We do not expect prices to sustain below 61.8% Fibonacci retracement levels which comes around 
Rs.19320/ bales levels. We expect prices to test resistance of downward sloping trend channel which 
comes around Rs.21000/ bales levels. Sustaining above the same buying momentum likely to accelerate.  
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Fundamental Outlook and View on Guar Seed 

37 

 Overall production and yield of Guar for year 2017-18 is likely to be lower due to uneven 
distribution of rains in western Rajasthan. 

 Guar seed production for year 2017-18 may fall more than 30% y/y and is likely to stand near 
about 55 to 60 lakh tones as per different estimates.  

 Crude oil prices are trading higher which likely to surge demand for guar gum as it is used as a 
fracking agent in shale gas extraction. However, profit booking in Crude Oil prices may pressurize 
the Guar prices for sometimes but it may find good support at lower levels due to strong 
fundamentals of Demand – Supply mismatch. 

 Gum export for year 2017-18 has been higher by 42% y/y till Nov as India exported about 321000 
tonnes of gum till Nov,2017 since April,2017 vs 226000 tons for the corresponding period of last 
year. 

 As per US Energy Information Administration, US is set to ramp up its Crude oil production may 
reach up to 10 mbpd in Feb and 11 mbpd in year 2019 which will support the demand of Gum in 
coming months while lower availability due to lower production at domestic market will 
strengthen the uptrend in prices. 

 Guar is an export sensitive commodity and currently USD/INR futures prices are trading near 
strong support areas. Appreciation of US Dollar against Indian Rupee will support the higher 
prices of Guar. 

 We do not expect any significant fall in the prices in near term and long term traders should 
accumulate their position on every downside. We advise not to go aggressively short on Guar 
complex. 

 

 

 

 

 

 



Technical Outlook on Guar 
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 Above mentioned, Guar Seed NCDEX (Feb) Weekly chart, Indicates strong breakout of rend 
channel and upside momentum in the commodity. 

 We expect prices to trade above the same channel and upper band of the channel to act as a 
strong support for the prices. 

 We expect Guar seed futures to cross Rs. 5000/qtl mark very comfortably in coming sessions, 
downside support seen at Rs.4350/qtl levels on closing basis. 

 Above mentioned, Guar gum NCDEX (Feb) Weekly chart, Indicates that it is on the verge of a 
Channel breakout. 

 We expect prices to settle above the same channel and continue its upward journey on better 
outlook of the commodity. 

 We expect Guar gum futures to cross Rs.10700/qtl mark very comfortably in coming sessions, 
downside support seen at Rs.9500/qtl levels on closing basis. 
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