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Long Gold - A Trade for All Seasons?
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Signs of a key bottom in both
gold and silver continue to sur-
face, and prices are building
impressive consolidation lows. 400,000
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both markets. The gold mar-
ket was pressured to the tune
of $130 by the escalation of the tariff war in June. The trade dis-
pute is thought to slowing the global economy, which will probably
slow physical gold and silver demand. If there is a trade solution,
we would look for February Gold to recover back to $1300 rather
quickly, with March Silver seeing a flash return toward $15.75. But
if the threat of 25% tariffs on an even wider range of items comes
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true, it could result in gold and silver falling to their lowest levels
since September.

While we can'’t rule out a sudden return to a safe haven focus in
gold, in the event that trade issues are not settled and the prospects
of an escalation of US tariffs in January become prominent, many
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markets are likely to fall back
under a fear of a return to de-
flationary conditions. We think
that gold would garner a more

Silver - COT - Futures & Options

Non-Commerical & Nonreportable Combined Net Position

Number Of Contracts
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ish stance. We would also sug-

gest that the gold has exhibited

a classic demand focus with its

generally positive correlation with global equity markets. Still, we
think the single most important leading indicator for gold prices in
December will be the direction of the US dollar, which could also
be the most credible indicator of the trade situation.

The IMF is projecting central bank gold purchases to increase. The
gold trade is also being presented with capital inflows toward de-
rivative instruments and bullish forecasts from large trading firms
for 2019. As of October, the IMF showed capital inflows into gold
from Europe and North America to be the strongest since May.

The Peoples Bank of China, China’s central bank, may have already
started to build its gold reserves as a cushion against the trade con-
flict with the US, but we also think they will continue to mask their
efforts. Their ability to hide a buildup of gold reserves recently in-
creased by the expansion in the number of ports capable of import-
ing gold and by their purchases from non-typical sources. Several

years ago the Peoples Bank of China announced their desire to be-
come a global money center bank with the yuan becoming a “re-
serve” currency like the US dollar. As a way of accomplishing that
goal, China seems to have embarked on a program to increase their
Central Bank holdings from what was approximately 1,000 tonnes
towards the 8,000-plus tonnes the US holds.

Asia showed significant inflows of gold ahead of the tarifts in May.
If the trade situation starts to look like it is blowing up, there might
be a temporary influx of flight to quality buying. The developing
pattern of declining Chinese investment in US Treasuries could
mean that Chinese “cash” would be funneled away from US in-
struments and toward gold, as an escalation in tariffs could be the
straw that breaks the back of the global economy. In other words,
we think that investors and traders inside China will flee equities
and their own currency in the event “no deal” is found by the sec-
ond week of December.
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Gold and silver could contin-
ue to see capital inflows from
small investors. As of the end
of November, a single category
of gold derivative holdings was
showing a year- to-date in- 70.00 __I m 2017 ®2018 l
flux of 419,793 ounces. Silver

holdings showed a year to date 60.00
inflow of 7.4 million ounces.

Another measure of silver de- 50.00
rivative holdings showed a gain
of 131 million ounces since
2015. Gold derivative holdings
have seen an influx of 14 mil-
lion ounces since 2015. Janu- 20.00
ary-October 2018 trading vol-
ume in CME Gold futures was 10.00
69 million contracts above the
same period in 2017, a gain of 0.00
18%. Volume in CME Silver fu-
tures was 20.3 million contracts
over the same period in 2017, a
7% gain.
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Technical Positioning Signals a
Mostly “Sold-Out” Condition
We mentioned above that a
return to $1,200 in February
Gold and $14.00 in March Sil-
ver could put the non-commer-
cial and non-reportable spec
positioning back to neutral or 15.00
even into net short, and for that
reason we might not see any
aggressive liquidation from a 10.00
“no-deal” outcome to the US/
China trade dispute. Both gold
and silver have built significant 5.00
support on their charts with five
months of range-trading. We
continue to view breaks to con- 0.00
solidation low support as a long
term buying opportunities.
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Short-Term Trade Strategies

1) BUY March Silver at $13.99. Use an objective of $15.01 on the
trade, and risk it to a close below $13.80.

2) BUY December Gold at $1,211. Use an objective of $1,250 on
the trade, and risk it to a close below $1,191.

Disclaimer

This report includes information from sources believed to be reliable and accurate as of the date of this publication, but no in-
dependent verification has been made and we do not guarantee its accuracy or completeness. Opinions expressed are subject to
change without notice. This 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. The risk of loss in trading futures contracts or commodity options
can be substantial, and investors should carefully consider the inherent risks of such an investment in light of their financial
condition. Any reproduction or retransmission of this report without the express written consent of The Hightower Report is

strictly prohibited. Violators are subject to a $15,000 fine per violation.
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