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We continue to think that 
gold and silver have forged 
very signifi cant bottoms, but 
the recoveries of the last 2 ½ 
months are susceptible to cor-
rective setbacks. Certainly the 
prospect of safe-haven buying 
from worsening trade relations 
remains on the market’s radar, 
but bearish forces like another 
wave higher in the US dollar 
and a rising chorus of global 
slowing forecasts are likely 
to throw prices back toward 
the consolidation lows below 
$1200 in December Gold and 
to the $14.10 level in December 
Silver. Th e dollar appears to be 
widely accepted as the safest 
harbor against trade-generated 
headwinds, but it also appears 
to be catching notable buying 
as emerging market currencies 
lose favor. Renewed strength in the dollar relative to the Indian and 
Chinese currencies has rekindled fears of reduced demand from 
two largest global consumers of gold as their purchasing power 
erodes.

Total Known Gold Derivative Holdings
(Million oz)

On a positive long-term note, total gold derivative holdings in Oc-
tober recovered to their highest levels since August, with an infl ow 
of slightly less than 1 million ounces from the October low to the 
October high. By the end of October, holdings had reached 53.6 
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million ounces, but this was 
still well below the 2018 high of 
58 million. Th e modest infl ow 
of investment capital toward 
gold confi rms our suspicion 
that prices have found a level 
of value at the same time that 
the allure of equities has been 
tarnished. 

In contrast, silver derivative 
holdings have continued to fall 
from their 2018 high of 640 
million ounces, slipping to 631 
million ounces by the end of 
October.  Th is action highlights 
silver’s lack of sensitivity to the 
bottoming forces in gold. How-
ever there has been a long up-
ward trend in silver holdings; 
they have eff ectively doubled in 
the last eight years. And while 
they currently sit some 20 million ounces below their record highs 
from last year, they have increased 10 million ounces since the end 
of September. Th is suggests that a recovery in silver futures could 
quickly prompt a new record for silver investment holdings.

Another issue that should continue to underpin prices is central 
bank gold holdings, as there are indications that these banks are 
stepping up their purchases. Th e IMF recently noted a resumption 
of purchases by banks that have either not historically held gold or 
have been out of the buying mode for some time. Poland’s central 
bank recently made its biggest gold purchase since 1998. Russia 
has purchased 383.3 tonnes of gold since the beginning of 2017. 
Kazakhstan’s bank was the third-largest buyer, adding 68.4 tons 
since early 2017. Th e troubles in Turkey have inspired the central 
bank there to step up its gold purchases. Turkish gold holdings as 
a percentage of total reserves have risen from 13.1% in the fourth 
quarter of 2016 to 23.1% in the second quarter of 2018 (the most 
recent data).  

Central Bank Gold Holdings Top 10

Source: World Gold Council 33,876.8 tonnes as of 10/2018

Th e World Gold Council and the International Monetary Fund 
report that as of July, central banks had added 193.3 tons of gold 
to their reserves since the beginning of 2017. We suspect that the 
fear of global slowing, of a potential fi nancial crisis off  unrelenting 
trade battles and the rapid deterioration in their own currencies 
against the dollar will result in a continuation of central bank buy-
ing into the end the year.  

With another sharp escalation in US tariff s on Chinese imports 
being threatened, diversifi cation among central bank holdings is 
likely to include gold. Russia has been by far the largest buyer of 
gold, as they are diversifying away from American investments. 
Apparently Russia has sold American bonds to purchase gold, and 
estimates now put Russia’s gold holdings above 1,908 tonnes. 
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Technical Balancing 
to Offer a Fresh Long 
Opportunity

While the 2 ½ month, $79 rally 
in December Gold sent a signal 
that the 2018 downtrend had 
ended, that rally saw the spec 
and fund position go from a 
net short of 42,000 contracts 
to a net long of almost 50,000, 
indicating that the market had 
reached short-term overbought 
levels at the $1250 high. Th e 
October washout in the equity 
market did provide some safe 
haven buying, but the net result 
appeared to leave the gold mar-
ket fearful of declining physical 
demand. 
 
December Gold managed to 
climb above the 100-day mov-
ing average for the fi rst time 
since April 25th, but then it vio-
lated that line with a return to 
the 14-day consolidation low. 
We doubt gold will fall back 
$1200, and we also doubt that 
the spec and fund position-
ing will go back to being net 
short, but a healthy correction 
could take it back to $1212.30. 
A similar target in December 
Silver is seen down at $14.255, 
but we think the decline could 
be less signifi cant given its min-
imal net spec and fund long of 
only 12,000 contracts in the last 
week of October.

 

Russia Central Bank Office Gold Holdings
Quarterly (Tonnes)

Gold COT Futures & Options
Non Commerical & Nonreportable Combined Net Position

Number Of Contracts
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Disclaimer

Short Term Strategy:

SELL December Gold on a 
bounce to $1,237. Use an objec-
tive of $1,212 on the trade, and 
risk it to a tight stop at $1,246.
 
Long-Term Trade 
Strategies: 

1) BUY February Gold at 
$1,215. Use an objective of 
$1,250, and risk the trade to 
$1,194.60. 

2) BUY 3 March Silver $15.50 
calls for $0.20 and then SELL 
a March Silver futures at the 
market. Use an objective of 
$14.19 on the short futures, but 
plan to exit them and hold only the calls by mid-November. We see 
an ultimate objective of $0.50 for the $15.50 calls. Risk the combi-
nation to a net adversity of $0.24. Th e plan is to use break back near 
the 3rd quarter lows to fi nance a portion of the cost of the calls. As 
of this writing, the March calls had 118 days until expiration and 
the delta on the three calls was 0.84 of a futures contract.

Th is report includes information from sources believed to be reliable and accurate as of the date of this publication, but no indepen-
dent verifi cation has been made and we do not guarantee its accuracy or completeness.  Opinions expressed are subject to change 
without notice.  Th is report should not be construed as a request to engage in any transaction involving the purchase or sale of a 
futures contract and/or commodity option thereon.  Th e risk of loss in trading futures contracts or commodity options can be sub-
stantial, and investors should carefully consider the inherent risks of such an investment in light of their fi nancial condition.  Any 
reproduction or retransmission of this report without the express written consent of Th e Hightower Report is strictly prohibited. 
Violators are subject to a $15,000 fi ne per violation.


