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Last Week:
• Systemic risk appetite  showed no let up last week as investors and speculators swarmed into riskier,  better 

yielding asset classes, particularly equities and commodities. Many stock indices set new 2009 highs, including 
the Hang Seng, FTSE 100, Dow Jones Industrial Average and S&P 500.

• The CRB Index posted a weekly gain of 3.5% but while the precious complex enjoyed a strong week not all 
sectors were as buoyant as fundamentals overruled speculative buying.

• Gold filled many news headlines as the yellow metal built on the previous weeks breach of the February $1006 
high. The yellow metal hit an 18-month high of $1024.25 during Thursday’s European session. Silver hit a peak of 
$17.67 at the same as gold set its high, with the AU/AG ratio dipping to 57.86 as a result, it’s lowest since August 
15th last year.

• Gold maintained its close inverse relationship with the US Dollar last week as the Gold:EUR/USD correlation stood 
at +0.96. However at several points it did appear gold was leading the EUR/USD cross, as a result triggering 
weakness in other USD pairs. Numerous pairs hit multi-month highs including EUR/USD, USD/CAD, USD/SFR and 
USD/JPY.

• The IMF formally endorsed the sale of 403.3 tonnes of gold on Friday. Reports have already circulated that China 
may consider purchasing the IMF gold, while data from the Central Bank of Russia showed that they had added a 
further 9.3-tonnes of metal during August.

The Week Ahead:  
Two  key  events  take  place  this  week,  both  of  which  have  the 
potential  to  dent  risk  appetite  and  trigger  a  correction  across 
commodity and equity markets.  
Firstly the FOMC meets Wednesday and while the consensus is for 
the Fed to keep rates on hold there will  be close scrutiny for any 
dissident’s on the committee suggesting a rate increase.
The following day will  see the start  of the two-day G20 meeting. 
Given topics of debate such as forcing banks to augment their capital 
buffers to better account for risk,  and limitation on banks trading 
and investment abilities markets will be skittish to say the least.  
The build in long exposure in riskier assets is cause for concern and 
any sell-off in equities would no-doubt have a knock-on effect on the 
precious metals, however with the likelihood of divergence from the 
policy of market stimulus unlikely it may be more a case of buy-the-
rumour-sell-the-fact.
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Bullish

• Gold closes in on the $1,032.50 highs
• Risk sentiment supported by data
• Concerns mount over US deficits

Bearish
• Funds running large long exposure
• G20/FOMC could trigger USD rally
• Potential for profit-taking

Outlook
Short Term Consolidate gains $1000/974

Medium Term
Move up to tackle 

highs at $1032.50

Long Term Set new highs above $1,050

http://www.nyse.com/futuresoptions/nyseliffe/1244490159536.html
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Conclusion – Gold soared to its best level in 18-months last week, but as the dust settles it has become clear that 
once above $1015 the market gapped higher on option and technically driven buy stops rather than more genuine 
buying interest such as ETF investment demand (see above chart for monthly ETF flows). Given the scale of longs in 
the market and market sensitivity to Dollar and risk fluctuations we could be in for a turbulent week with both the 
FOMC and G20 meetings spurring long liquidation, as such we would urge caution.
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Trader Talk:
“If they can't unwind [Quantitative Easing] without inflation, gold investors will win." -  A Europe-based trader.

Focus – Inflation adjusted Gold 
With gold looking set to challenge its record high at $1,032.50/oz, now 
seems an opportune moment to see where prices might go next. To 
help in this matter we will look at other assets and compare these to 
gold. For example if we adjust previous annual average prices of gold 
for inflation, then we see the average in 1980 when prices peaked at 
$850  and  averaged  $614.50  that  year,  the  adjustment  for  inflation 
would be equivalent to an average of $1,362/oz and a peak of $1,884/
oz.  Likewise  if  we look at  gold  in  terms of  oil,  then the  long  term 
average of the gold:oil ration is 15. ie for 1oz of gold you can buy 15 
barrels of gold. Basis this ratio then with oil at $70/barrel,  gold should 
be around $1,050, which it is close to. If you compare gold to the Dow 
Jones Industrial Average in the early 1930’s and in the 1980’s when the 
financial markets were in turmoil, the ratio got down to below 5 - it is 
currently around 9.7. As such there does seem to be a good argument 
to say the ratio will fall further, which means either the Dow will fall or 
gold will rise. More likely we will get a mixture of both. With the Dow at 
9,800 a ratio of 5 would suggest gold at $1960. If the Dow double dips 
to  7500  that  would  suggest  gold  at  $1500.  So  looking  at  gold  in 
inflation adjusted terms or relative  to the Dow in  times or financial 
crisis, it does look as though there is more upside potential for gold.

Other observations
• Combined Gold ETF holding climbed 13.98 tonnes last week
• Combined Silver ETF holding climbed 6.1 tonnes last week
• Fund net long exposure in gold increased 5.5% to 952 tonnes
• Fund net longs in silver jumped 10%, exceeding 

10,000-tonnes 

Technical Analysis - Gold
Last week gold closed forming a long legged Doji and this is suggestive 
of indecision in the market. If the metal closes negatively this week, 
then we see the completion of an evening Doji star reversal and this 
will be bearish. Presently the stochastics look a little bearish, as the K% 
line has fallen below the D% line. If therefore, we do not see a cross 
back over this week, it could signal a sell off. Overall we are neutral on 
the metal at present, but a close under $989 would turn us bearish in 
the short term, whilst a close over $1003.7 would allow us to become 
neutral positive again.

 

Technical Analysis – Silver 
Last week, Silver closed positively, and in doing so created a spinning 
top,  which is  a less than bullish  pattern,  that  can be turned into a 
bearish evening star reversal if the metal closes negatively this week. 
Presently the stochastics look a little bearish, and if we do not see an 
upside cross soon, we could see the K% line fall lower and herald a sell 
off. Presently we are neutral on the metal but see a close under $16.51 
as a bearish turning point. If the metal can re-take $16.80 on the close 
we will become neutral positive.
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To learn more about trading gold and sliver on NYSE Liffe US
Please contact Jennifer Ropiak on +1 212 656 5145 or email jropiak@nyx.com

News From The Sponsor
http://www.thebulliondesk.  com  /content/html/adverts/MiniGold-MiniSilverFactSheets.pdf  

Want to try out our subscription service? Just send us your details to   trial@thebulliondesk.com   
or call UK +44 (0)1722 424 380 to confirm you free trial.

Terms & Conditions

The Terms and Conditions for this service are available below 
http://premium.basemetals.com/content/html/FMTermsandConditionsforonlineServices.html

Representations and Liability 

1. Fastmarkets represents that: 

(i) It will supply the Services in a professional way, using the care that can be reasonably expected for this type of 
business, and in accordance with the practices and policies which 

are commonly applicable in the information services industry: 

(ii) it is duly empowered to supply the Information and Service(s) to the Client for the purposes specified in this Agreement 
and that the Service(s) and its use by the Client as specified in this Agreement will not infringe any intellectual property 
rights of any third party. 

2. Although Fastmarkets will use all reasonable endeavours to ensure the accuracy and reliability of the Services, neither 
Fastmarkets, the Data Sources, or any third-party provider will be liable to the Client (or any third party) for direct, indirect 
or consequential loss or damage, including but not limited to loss of data, trading or other economic losses, arising out of 
any reliance on the accuracy of the Information (including but not limited to data, news and opinions) contained in the 
Service(s) or resulting in any way from the supply (or failure of supply) of the Services. However, Fastmarkets accepts 
liability for physical loss or damage to the Site caused by its negligence or wilful misconduct. 

3. Except as expressly stated in this agreement, all express or implied conditions, warranties or undertakings, whether 
oral or in writing, in law or in fact, including warranties as to satisfactory quality and fitness for a particular purpose, are 
excluded. 

4. The Client will indemnify Fastmarkets against any loss, damage or cost in connection with any claim or action that may 
be brought by any third party against Fastmarkets relating to any misuse of the Services by the Client. 

5. To the extent permitted by law, under no circumstances will Fastmarkets’ liability under this Agreement exceed the 
Service Fees paid to Fastmarkets by the Client, regardless of the cause or form of action. 

Privacy Policy 

The Fastmarkets Ltd Privacy Policy is available below.
(http://premium.basemetals.com/content/html/Privacy_Policy.html)
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