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PRECIOUS METALS COMMENTARY  
02/18/11  

FLIGHT TO QUALITY SHOULD KEEP GOLD STRONGER THAN SILVER 
AND PLATINUM  
 
OVERNIGHT CHANGES THROUGH 6:05 AM (CT): 
GOLD +1.40, SILVER +32.50, PLATINUM -3.80  
 
London Gold Fix $1385.50 +$8.50 LME Copper Stocks 407,925 tons +725 tons 
Shanghai Deliverable stocks were 161,062 tons +16,865 
Gold Stocks 11.254 million ounces, +37,757 ounces Silver Stocks 102.553 
million ounces, +17,364 ounces  
 
OUTSIDE MARKET DEVELOPMENTS: While equity markets in Asia were mixed during overnight trading, stock 
indices in Europe are generally weaker this morning. Early indications are for the US stock market to open with 
moderate losses this morning. The Dollar is slightly stronger against most of the major currencies during overnight 
trading, although posting a small loss against the Pound. The Chinese central bank raised reserve requirements 
on banks in China by 0.50%, the second hike this year and the eighth since the beginning of last year. Euro zone 
emergency overnight borrowing was more than 16 billion Euro, the second day in a row that figure has been 
much higher than normal levels and the highest amount since the middle of 2009. German PPI during January 
was up 5.7% year-on-year, higher than expectations. UK Retail Sales during January were up 1.9%, much higher 
than forecasts. A French Business Confidence survey during February was at 106, weaker than expected. There 
are no major US economic numbers to be released this morning. However, Fed Chairman Bernanke will give a 
speech during the session.  
 
GOLD 
GOLD MARKET FUNDAMENTALS: With the April gold contract managing a fresh new high for the move and in 
turn reaching the highest level since January 13th, the gold bulls seem to have early control. Surprisingly the gold 
market is managing the gains in the face of a slightly stronger US Dollar and marginally weaker equities. Even 
more surprising is the fact that gold has maintained a slightly positive tilt in the face of the Chinese bank reserve 
requirement hike. In looking back on the week, it would seem like precious metals prices judged inflation to be on 
the rise, while the US Treasury market seemed to come to the opposite conclusion. Perhaps the gold market is 
garnering some lift from news that Gold Fields posted a slight quarter over quarter decline in gold production but 
that potentially supportive supply side news should have been more than offset by talk overnight of the prospects 
of a very significant long term rise in Russian gold production in the years ahead. In looking back, the gold market 
was also presented with private forecasts of a tripling of Chinese demand for gold and the market was also 
presented with views that Chinese gold production was set to rise. In fact, the gold market also saw evidence of a 
new Chinese gold find overnight, but apparently residual concern for tensions in the Middle East have the 
attention of the gold trade into the US Friday morning trade. With the Bahrain tensions seeing some religious 
undertones, it is possible that the crisis in the Middle East could foster even more anxiety heading into the 
weekend. Increased overnight borrowing within the Euro zone is also seen as a sign that more trouble might be 
set to resurface in the Euro zone, but in the recent past concern for the Euro zone debt crisis has weighed on gold 
prices. Comex Gold Stocks were 11.254 million ounces up 37,757. While the bull camp has the edge in the early 
action today and we suspect that Middle East tensions will leave a bullish bias in place for the day, one has to 
monitor the Euro zone debt crisis stories for signs that a slowing element might be thrown back into the equation. 
Seeing the Chinese raise reserve requirements again overnight is another issue that takes some of the bullish 



momentum out of the gold trade. In the end, we suspect that gold prices will fall back at some time during the 
session, but we also think that many traders might buy that dip and look to be long for the upcoming weekend, as 
Middle East tensions will be difficult to discount. Near term support in April gold is seen down at $1,382.70 and 
there might be little resistance until the $1,388.90 level.  
 
SILVER  
SILVER MARKET FUNDAMENTALS: The silver market did manage a fresh new high for the move overnight and 
in the process silver prices reached a fresh 31 year high. Apparently silver and gold continue to get residual flight 
to quality buying interest off Middle East concerns, inflation expectations and perhaps even from technically 
orientated buying off the overnight upside breakout move. As suggested in the gold coverage, there appears to be 
divergent views on the inflation threat this week as precious metals markets saw this week's news to be 
inflationary, while the US Treasury market didn't seem to come away with that same view. With the US economic 
report slate empty today, that probably leaves the Middle East tensions as the main focal point of the silver trade 
today. An issue that might serve to temper some of the upside action in silver, is talk that some silver miners 
appear to have begun to hedge forward production, as investors have generally favored mining companies that 
give them exposure to higher metals prices. Comex Silver Stocks were 102.553 million ounces up 17,364 ounces. 
Silver stocks have declined 12 of the last 20 days. While one has to concede to a bullish tilt in the early going 
today, seeing silver climb directly higher in the face of a Chinese reserve requirement hike, a slightly higher 
Dollar, in the face of an empty US report slate and in the face of weaker equities might be a tall order. However, 
as we suggested in the gold market, we would not be surprised to see a profit taking setback in silver prices early 
today but it is also possible that fresh buying might surface later in the day from those who want to be long silver 
for a weekend Middle East violence play. Initial support in the March silver contract is seen at $31.57 and then 
again down at $31.27 but with the massive range up move yesterday, one might see a larger than expected 
technically chop this morning.  

 
METALS TECHNICAL OUTLOOK: 
Note: Technical commentary is based solely on statistical indicators and does not necessarily correspond to any fundamental analysis that 
may appear elsewhere in this report. 
 
COMEX GOLD (FEB) 02/18/2011: Daily stochastics have risen into overbought territory which will tend to support 
reversal action if it occurs. A positive signal for trend short-term was given on a close over the 9-bar moving 
average. The market setup is supportive for early gains with the close over the 1st swing resistance. The near-
term upside target is at 1390.0. The next area of resistance is around 1387.6 and 1390.0, while 1st support hits 
today at 1380.0 and below there at 1374.7. 
 
COMEX SILVER (MAR) 02/18/2011: The rally brought the market to a new contract high. Studies are showing 
positive momentum but are now in overbought territory, so some caution is warranted. A positive signal for trend 
short-term was given on a close over the 9-bar moving average. The market's close above the 2nd swing 
resistance number is a bullish indication. The near-term upside objective is at 3269.8. The market is becoming 
somewhat overbought now that the RSI is over 70. The next area of resistance is around 3235.2 and 3269.8, 
while 1st support hits today at 3109.8 and below there at 3018.9. 
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