
 

Gold Review  

Gold – Is the stage set for a move higher for Gold?  

Since our last Report on the metal we had suggested that 
Gold would find it heavy going through the high 325s. 
Since this the market has been content trading a 20USD 
range. Several times it has looked to spike higher on the 
back of US financial worries however any gains have 
been virtually eroded, before they had begun. At the mo-
ment we are trading near the 200-day moving average, 
which represents major support and expect the combina-
tion of a resurgence by the US on its war against terrorism 
and the commencement of the Indian wedding season to 
provide the catalyst for a move higher for gold over the 
coming weeks.  

As we approach the Anniversary of the Sept 11 terrorist 
attack on the US, commentary from US Officials is sug-
gesting that they are looking to continue its purge against 
terrorism by launching an all out attack on Iraq. The talk 
has been vocal and well publicised, with U.S. Vice-
President Dick Cheney endorsing pre-emptive action 
against Iraq, saying it was safer to act against Baghdad's 
weapons programme than to do nothing. In addition, 
Presidential spokesman Ari Fleischer said “White House 
lawyers had concluded President George W. Bush had 
authority to take military action against Iraq without spe-
cial congressional approval” 

What benefits would the US gain from such an attack? 

1 If Saddam is removed from office the US could set up 
a democratic government, which would potentially look to 
influence the region and also look to establish closer eco-
nomic ties with the west thus ensuring the stability of oil 
supplies to the US.  

2 It would send a powerful message to those surround-
ing states supporting terrorism or looking to develop 
weapons of mass destruction themselves.  

3 Another reason would be that it would transform the 
dynamics of the Israel/Palestinian conflict and thus cut 
through the Gordian knot of Middle Eastern politics.  

4 An invasion would look to divert attention from gloomy 
domestic economic issues onto flag waving support for 
the nation.  

 

If the US looked to continue its purge then initially, safe 
haven commodities would be sort. As Gold falls into this 
category we would see demand for the metal once again 
pick up. How well is the market positioned for such a con-
flict? The most recent Commitment Traders report from 
CFTC suggests a balanced if not complacent view, which 
adds to our strong feeling about the metal.  

The Commitment Traders report is a leading indicator for 
sentiment. The following chart indicates that traders have 
a neutral bias and any hint of concern will see investors 
back to the market. Any shift in demand would also shift 
positions resulting in higher prices. Currently, the market 
is sitting small long (14.3t) having reversed shorts early in 
the month. The chart below shows the correlation be-
tween the spot price of gold and the market bias. It can be 
seen that the current situation is clearly different to the 
previous breaks in the gold price. Breaks above 280 and 
268 saw the market well positioned, approximately long 
between 100 to 120 t at the time of the break. If we do get 
a fundamental move in Gold this could become quiet vola-
tile in particular as we head towards Sept 11. However 
further seasonal issues from the traditional Indian festival 
and wedding season could also aid this demand scenario. 

 

India is the world's largest gold consuming centre and 
imports all its requirements. Local demand for the pre-
cious metal is mostly generated by the wedding and festi-
val season, which starts in September and peaks on Di-
wali (December)- the Hindu festival of lights. During this 3 
month period the physical demand for Gold is high and if 
the previous years has been prosperous then the demand 
for the metal forces prices higher.   

India on average demands about 840 t of Gold year well 
ahead of the US which demands on average about 540 t 
a year.  
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The following chart shows the “whose who” of global gold 
demand, with India the clear leader. Taking this into con-
sideration any short sharp action to the topside could ex-
aggerate moves and force the price higher. In addition, 
when looking though the numbers it is important to notice 
Japan. Its traditional demand averages have been low; 
however recent concerns and economic turmoil have 
forced many investors to the market. So far in the first 
quarter of this year it has demanded more Gold than the 
first 2 quarters of last year. Japanese trade statistics show 
that imports of gold in July was 7.03 tonnes, a gain of 
105.5% on the same period last year. This takes cumula-
tive imports for the year to date to 60.53t against 18.52t 
for the first seven months of 2001. If economic conditions 
continue to deteriorate in Japan then expect higher prices. 

 

 

 

The fundamental picture for Gold looks good for the com-
ing month. Does the technical picture also look just as 
bullish? 

Gold is currently trading off the 200 day moving average, 
currently at 308, which also fits into a Fibbonacci retrench-
ment relationship. Simple trendline analysis sees support 
at the 307 level as well. A break through 313 sees 318 
then 323. In addition trading over the last two months has 
seen prices consolidate in an orderly fashion providing 
much needed time for momentum indicators to come in 
line. Weekly indicators are showing that dips would be 
well supported back to the 308 levels. The trade is off if 
300 gives way on a daily close. 

 

 

 

Suggested trade: 

Spot Deferred: 

We would look at buying the spot deferred at market or on 
a break 313. Stops on the trade can go in 304.  

Option watch: 

Current volatility is low and this suggests that buying long 
dated low delta options would represent good value. Have 
a look at the 350 calls out to December cheap at US1.20.  

 

 

 

 

 

 

 

Please do not hesitate to call concerning any of 
the above.  I can be reached on direct call       
1300 660 734. 

Jonathan Barratt 
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