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Price Outlook 
The environment for precious metals trade should remain favorable this week, with a fresh focus on the Fed likely to 

offer strong support. Gold prices should advance toward $1,540/oz over the next couple weeks, while silver could 

easily rise toward $50/oz. Support will come from accommodative monetary policy, tensions in the Middle East, a 

weaker dollar, and signs of investment inflows. First-notice in silver is on Friday and any potential squeezes could 

keep it buoyed. Thursday’s news regarding Scotia Mocatta’s registered silver inventories could do the same. We take 

a look at silver in the Analysis section below. Moderate pressure will come from overbought conditions and strength 

in the stock market, but we think these will be fairly minor. We favor trading gold and silver as positive trading affairs, 

and maintaining our long position in July platinum from $1,740. We’ve been unable on our long gold recommendation 

for the last week. 

 

 
 

The focus this week will be on the FOMC meeting on Tuesday and Wednesday, with a policy decision to be 

communicated on Wednesday. This will be the first Fed meeting with a press conference afterward, which could 

create additional volatility for markets as every statement is read into. The meeting has been expected to lay the 

groundwork for an exit from quantitative ease, as the next meeting comes only about one week before the June 30th 

finale of QE2. The issue to watch will be whether QE3 is signaled, or conversely how fast the Fed’s balance sheet 

will be unwound. The WSJ reported on Thursday that Fed Chairman Bernanke appears intent on leaving ultra-low 

rate policy in place for now. That would suggest that there will not be a QE3, but that previous quantitative ease will 

not be unwound quickly. Such a condition should be supportive for precious metals because it would signal that the 

Fed still has an uncertain view on the economy and is holding the potential for new rounds of QE close at hand. 
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Support will also come from ongoing tensions in the Middle East. The main opposition group in Bahrain warned the 

government that angry Shiite youths could “explode” if the Sunnite led government did not end its efforts to purge 

Shiites from state jobs. Violence is still prevalent in Libya, where the war between Gaddafi and rebels has been in a 

stalemate. Concerns for precious metals center on safe-haven inflows as well as on oil price inflation sparked by 

shortages of Libya’s supply of light sweet crude oil. The loss of Libyan oil has increased competition between buyers 

of other sweet grades from Algeria and Nigeria. Supplies in Nigeria aren’t certain because of renewed violence there 

in the wake of the Apr 16th elections. 

 

TRADE: Maintain long PLN1 at $1,740, target $2,000, risk $1,700 (entered on Mar 28th) 

Buy GCM1 at $1,460, target $1,550, risk $1,435 

 

Upcoming Metals/Dollar Events 

Fri - Good Friday Holiday 

Mon - Easter Monday Holiday in Europe, UK 

Mon - U.S. New Home Sales 

Tue - Case Shiller, Consumer Confidence 

Tue-Wed - FOMC Meeting 

Apr 29 - May Silver First Notice 

May 5th - VP Biden Meets w/Congress on Budget 

Jun 21-22 - FOMC Meeting 

 

Global Economic & Dollar News 

The dollar fell again on Thursday yesterday after as risk-appetite grew again after Wednesday’s favorable earnings 

at Apple and Qualcomm. The euro moved slightly higher after the German IFO was close to estimates, while the 

sterling rallied after retail sales were better-than-expected. 

» The main opposition group in Bahrain warned that angry Shiite youths could “explode” if the Sunnite led 

government did not end its crackdown on purging Shiites from state jobs. 

» German IFO Business Climate was 110.4 vs. 110.5 expected and vs. 111.1 previously. 

» UK Retail Sales were +0.2% m/m vs. -0.5% expected and vs. -1.0% previously. 

» The WSJ reported that Fed Chairman Bernanke appears intent on leaving ultra-low rate policy in place for now. 

» Initial Jobless Claims were 403K vs. 392K expected and 416K previously. Continuing claims were 3.695M vs. 

3.702M previously. 

» The Philadelphia Fed Index was 18.5 vs. 37.0 expected and 43.4 previously. Prices paid were 57.1 compared to 

63.8 last month, while employment was 12.3 vs.18.2 previously. 

 

Precious Metals News Stories 

» Nymex Silver Warehouse Data showed that 25% of Scotia Mocatta’s stored silver reclassified to eligible from 

registered status. That is about 5,287,142 ounces that is no longer deliverable against the contract. 

» iShares Silver ETF Holdings were +2,146,716 ounces in Wednesday’s update. 

» SPDR Gold ETF Holdings were +10,744 ounces in Wednesday’s update. 

 

U.S. ETF Holdings 

 SPDR Gold Shares ETF 

Holdings 

iShares Gold ETF Trust 

Holdings 

iShares Silver ETF Trust 

Holdings 

As of 4/20/11 39,553,740 oz 4,308,862 359,563,836 oz 

As of 4/19/11 39,553,740 oz 4,298,118 357,417,120 oz 

Inception 11/18/04 - 260,000 oz 1/28/05 - 34,997 4/28/06 - 20,999,768 oz 
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Gold ETF Holdings (GLD & IAU) vs. Gold
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Silver ETF Holdings vs. Silver
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ANALYSIS 

 

Silver Finished Strong Again 

Most of us affiliated with precious metals and commodities will be in the same boat this weekend if we sit down to 

dinner with family and friends. The majority of us will resort to discussing commodity markets and face questions of 

whether or not to buy silver. Those asking may have the quality inherent in human nature that makes people feel 

anxious if they think that they are missing out from an opportunity to make “easy money.” The answer to the question 

can be both yes and no depending on an investor’s time horizon, trading ability, and appetite for risk. Sometimes, 

people have their minds made up and are just looking for a crutch to lean on in the event that their bias proves 

incorrect. 
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Silver has performed well recently and is +49% y-t-d and +173% in the last 16 months (chart above). It’s been 

buoyed by improvements in industrial demand and growth in new uses for the metal. GFMS predicted in its April 7th 

Silver Survey that industrial demand would increase 8% in 2011. The biggest component of that growth was use in 

the photo-voltaic sector, according to the report. There have also been recent reports of strong growth in the use of 

silver for hygienic purposes, medical devices, and RFID applications. GFMS said that most industrial demand hasn’t 

shown any sign of slowing in spite of high prices, and not surprisingly suggests that demand is inelastic. 

 

There are also factors at work in silver which are helping it outperform other metals. Gold for instance has rallied only 

5.5% y-t-d and 37% in the last 16 months. A background boost for silver has been a theory that the market is being 

manipulated by short sellers and that those traders who are long are participating in a great short-covering crusade. 

It’s interesting because the 1980 manipulation was done by longs attempting to corner the market. This short-seller 

theory has been in existence for decades but becomes more prominent during upward surges like the one occurring 

now. For this we go back to GFMS, which said the rise in investor interest equated to about $5.6B in 2010. It also 

cautioned that this speculative money could exit the market rapidly if conditions were to change, and that a falter in 

industrial demand could be the trigger for a correction in silver prices. 

 

We would thus suggest that the rally could certainly continue on to $50 or $60, but are hesitant to get too long or hold 

it for too long. Having witnessed several bubbles in the last 20 years including the internet bubble, housing bubble, 

and bond bubble, it certainly feels like this is a move that can’t be sustained. We’ve already heard the term “new 

paradigm” used in regards to new ways to value the market and have seen some argue that the market is “cheaper” 

now than it was at the lows. Opening calls of 50-100 cents higher on little or no fresh news are becoming common. 

While new valuation methods and increased volatility are positive in the short-run, they are also traditionally signs 

that a market is nearing a peak. 

 

Regardless of the choices made on whether to buy silver or not, this may be an opportunity to show the benefits of 

futures markets. In response to the question of buying silver recently, we took a quick look at two of the metal 

providing services frequently advertised on television. We were surprised to find that one offered 28-day delivery, no 

guaranteed buyback, bid/offer spreads of 5-20% and liquidation fees of 1%. We had difficulty finding terms 

information on the second provider. We don’t review these firms and don’t offer endorsements, but the numbers 

struck us as being a bit disadvantageous compared to futures. Obviously, it’s gratifying to hold the metal in your hand 

and know that it’s not just a piece of paper with a promise that the metal is held in a vault somewhere. But the ease 

with which metal can be traded in futures markets may offset. Delivery costs are around $100 per contract while 

storage and insurance at the warehouse are around $450/yr. In the end, the costs are around 0.3% of the contract 

value with much smaller bid/offer spreads. Similarly, buying shares in an ETF should be more favorable than taking 

delivery, with the SLV ETF charging 0.5% per year in management fees. Bid/offer spreads are much smaller and exit 

can be accomplished on any given business day. 
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