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Price Outlook 
The market faced two key issues in yesterday’s trade which had the potential to be game-changers and dominate 

direction over the next several months. The results of Tuesday’s election added pressure to gold while the FOMC’s 

QE2 plan was supportive of prices. We analyze the election’s impact on commodities in the Analysis section below. 

But considering that gold traded -$19.30 at the settlement before the FOMC meeting and -$10.00 about two hours 

after the meeting, we deduce that the election played a greater role in yesterday’s trade and infer that it may do so 

further in the next several months. As a result, we maintain our expectation that gold prices trade in a sideways-to-

lower direction in the short-term and favor maintaining our short recommendation entered on Oct 29th at $1,350. 

 

 
 

The gold market opened the NY session +$5.20/oz on news that Indian demand for yesterday’s Dhanteras festival 

was strong. The pullback in gold prices in the past couple weeks as well as the stronger Indian rupee were factors in 

boosting demand. The U.S. stock market traded a couple points higher at the open in a lackluster overnight session 

as well. The ISM non-manufacturing survey was above the 50.0 breakeven point and 0.8 points ahead of 

expectations but did little to create any enthusiasm in the morning’s trade. But around mid-morning, however, the 

gold market began liquidating in a significant manner, hitting -$29.80/oz at its mid-morning low. There wasn’t any 

fresh news to push trade lower, but we believe that it was a delayed reaction to Tuesday evening’s election results. 

Despite a surge in physical demand from India, the festival season is nearly over, and investment demand has been 

nonexistent. Flows in ETFs have mainly been through the exit door in gold recently, and the investment surge in 

silver in Sep-Oct ended with the Oct 14th peak in prices. The wins by Republicans and the suggestion by John 

Boehner that jobs and spending cuts would be foremost goals implied that the dollar may strengthen and that there 

was less need for a move to hard assets. 
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For the Fed’s part, the FOMC announced a QE2 package that was either in-line or slightly above expectations, 

depending on the estimates used. A Bloomberg survey this week revealed consensus at about $500B in total QE2, 

so the Fed’s planned $600B appeared to be above expectations. Some on TV discussed eight months at a $600B 

rate being equivalent to $1.0T over a full year, which met their perceived expectations. Either way, the Fed 

announcement created a whipsaw in the market’s reaction…first up, then new lows, followed by a recovery to the 

middle of the day’s range. The dollar had a similar up-down-up reaction, except it eventually fell back to the lows. Our 

take is that the move was similar to the government’s $787B stimulus plan in that it is likely to be the last such effort 

by the Fed. Growing dissent within the Fed for QE showed that this was not a popular move within the organization. 

Just because Fed President Hoenig will not have a vote next year also doesn’t mean that he won’t be replaced by 

others who share similar opinions. In that regard, its positive impact for gold could last weeks and not months, and 

eventually signal an end to Fed pressure on the dollar and support for gold. 

 

TRADE: Short GCZ0 at $1,350, target $1,270, risk $1,375 (entered on 10/29) 

 

Upcoming Metals/Dollar Events 

Thu - Eurozone Services PMI 

Fri - U.S. Non-Farm Payrolls 

Nov 5th - India’s Diwali/Deepavali 

Nov 26th - India’s Pushya Nakshatra 

Dec 14th - FOMC Meeting 

 

Global Economic & Dollar News 

The dollar index traded -0.03 at the metals’ open and +0.03 at their close. The dollar had a much more active day 

than the six tick spread between open and close would suggest. It seemed unaffected by the election results by 

trading range-bound in the overnight hours. It later gained support from the ADP and ISM reports, but swung wildly 

after the FOMC meeting. The dollar fell another 0.45 after the metals’ close due to the higher-than-expected QE2 

implemented by the Fed. 

» House Republicans are expected to gain about 65 seats when all votes are counted. The Senate’s count is 52-

46, with two more races still being counted. 

» UK CIPS Services PMI was 53.2 vs. 52.5 expected and vs. 52.8 previously. 

» ADP Payrolls were +43K in Oct vs. +20K expected. Last month was revised up to -2K from -39K originally. 

» Challenger Layoffs were 37,986 in Oct vs. 37,151 previously. 

» The ISM Non-MFG PMI was 54.3 vs. 53.5 expected and vs. 53.2 previously. The employment index was 50.9 vs. 

50.2 previously, while prices were 68.3 vs. 60.1. 

» The FOMC announced a QE2 package of $600B to be done on a monthly basis over the next eight months until 

the end of Q2 ’11. The FOMC will also roll over $250B-$350B in MBS, creating total purchases of $850B-$900B 

(but only $600B of it new). The FOMC will regularly review the pace of purchases and the overall size of the 

program, and adjust as necessary. The purchases will average $110B per month, with $75B being new purchases 

and $35B being reinvestment. The average duration will be 5-6 years. 

» The FOMC’s Statement dropped the phrase that bank lending continued to contract. Fed Pres Hoenig dissented 

again, saying that the risks of QE2 outweighed the benefits. 

» U.S. Auto Sales were 12.26M vs. 11.85M expected and vs. 11.71M previously. 

 

Precious Metals News Stories 

» Indian Jewelry Demand was reported to be strong for yesterday’s Dhanteras. A stronger rupee was also helpful 

for demand. 

» China Announced a 100 tonne gold deposit in Inner Mongolia worth $5.25B. 

» French and Spanish Car Sales fell in Oct as scrappage schemes ended. 

» Toyota’s Car Sales in China fell 6% y/y and marked the first decline in 18 months. 
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» Silver ETF Holdings were -128,650 ounces. 

» SPDR Gold ETF Holdings were -29,301 ounces, or 0.9 tonnes. 

 

U.S. ETF Holdings 

 SPDR Gold Shares ETF 

Holdings 

iShares Gold ETF Trust 

Holdings 

iShares Silver ETF Trust 

Holdings 

As of 11/2/10 41,545,185 oz 3,300,943 325,941,690 oz 

As of 11/1/10 41,574,486 oz 3,300,943 326,070,340 oz 

Inception 11/18/04 - 260,000 oz 1/28/05 - 34,997 4/28/06 - 20,999,768 oz 

 

ANALYSIS 

Implications of Election on Commodities 

Tuesday night’s election results revealed a pickup for Republicans of close to 65 seats in the House and six seats in 

the Senate. Pundits suggested that the results would derail President Obama’s initiatives and change the focus back 

to the years of lax regulation on banks and oil company handouts that were characteristic of the years when 

Republicans were in control of both houses. We don’t anticipate such changes, as the President still maintains 

control of 2 of 3 key institutions - the Presidency and the Senate. The result instead should be either legislation that 

is more favorable to both parties or gridlock, and we don’t see either as being bad for the economy or stocks. Pundits 

suggested that the 2012 election began yesterday, but from a markets perspective, the more important development 

will be speculation over whether Pres Obama will shift to the center in a manner similar to Pres Clinton. That shift 

helped assist five years of stock market strength and a recovery in the economy. 

 

A press conference yesterday provided some clues that the shift would be much smaller than that seen by President 

Clinton. President Obama suggested that the elections signaled that voters were frustrated by the economy and not 

by his policies, and that he may have not communicated enough with voters before the election. He was somber and 

reflective, and talked about the problems of living in the “bubble” of the White House. Voter dissatisfaction with 

spending was a misinterpretation of the emergency measures undertaken to avoid a depression, he suggested, 

rather than a signal that he was a big spender. He flat out rejected completely that his policies are taking the 

economy in reverse (the ditch reference) because the recession has ended and the economy is growing (albeit 

slowly). He refused to acknowledge discontent with healthcare reform because 50% liked it and 50% hated it. Our 

take is that the shift toward the center will be small compared to Bill Clinton. 

 

Interestingly, there were fears espoused yesterday that the Fed has now become the lone backstop for the economy. 

The belief is that President Obama will have a much tougher time passing any stimulus measures. Our perception 

however, is that the President lost the opportunity to pass any additional stimulus at least six months ago if not 

longer. The first package was not popular and didn’t produce the results that were hoped. Left-wing economists like 

Paul Krugman never had any pull in getting another package through Congress as even Democrats were shifting 

against stimulus. 

 

The other concern we heard yesterday was that oil companies were likely to receive big tax breaks and that there 

would be no check on corporations’ ability to pollute as Cap and Trade would fail. By the President’s own admission, 

Cap and Trade is dead, but it has been dead for nearly a year as the Senate was never able to pass it after Senators 

Lieberman and Graham abandoned Senator Kerry. Unabated pollution is unlikely, as the EPA will still be able to 

regulate carbon because the courts found it to be a dangerous pollutant. Also, things like drilling permits for oil 

companies are approved by the Interior Department and tax breaks would likely be vetoed by the President. The 

most likely result will be a reduction in the ethanol blending credit and a shrinking of the 30% rebate given to wind 

and solar companies for purchase of new equipment. 

 

For the markets, the President signaled that he would promote tax cuts for the middle class being passed by the end 

of the year, and added that he is willing to negotiate on tax cuts for the rich. He said he would look at the requirement 
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for small businesses to file 1099 forms for every transaction over $600. The effects on commodities of raising the 

deficit through tax cut extensions will be counterbalanced by potential increases economic growth. The question for 

markets like gold is how much of the tax cut extension has already been priced. We think the election will drag on 

gold prices next year and slightly boost energies, stocks, and the dollar. 
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