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Deleveraging and long liquidation pushed Gold prices down to 

$1,520/oz, breaching the September 2011 low in the process ï but 

the breach of support looks like it may have been an overshoot.  

 

¶ Prices have rebounded robustly and have recovered to the 

$1,630/oz level ï this is despite a stronger dollar. 

  

¶ Concerns over the EU debt situation and an escalation in 

geopolitical tensions in the Gulf have attracted safe-haven buying. 

 

¶ Fund interest has been in retreat, while the ETFs have only seen 

small redemptions. If a rally unfolds there is considerable potential 

for fund buying to return. 

 

¶ Given the enormity of the debt crisis we feel there is still plenty of 

room for investors and sovereign wealth funds to diversify into 

Gold. 

 

  

Silver followed Gold prices lower, but managed to avoid 

breaching the September 2011 low. With the Gold / Silver ratio at 

1:55 there is potential for Silver to outperform Gold again. 

 

¶ Fund and ETF investorsô interest were cut further in December. 

The net fund long position dropped to 6,855 contracts as more 

short positions were opened.   

  

The PGMs are under pressure as the demand outlook has 

deteriorated - however, the impact on Palladium has been 

cushioned by concerns that sales from Russian stockpiles might 

slow.  

 

¶ We expect industrial metals to remain under pressure, but lower 

prices should provide good long term buying opportunities. 



Metal Matters         January 2012 
 

  2      

Gold prices broke lower ahead of year-

end, but was it a false move? 

In late September, Gold prices reached a low 

of $1,532/oz, they recovered to $1,803/oz in 

early November, but then started to weaken 

again. On 29
th
 December, prices spiked 

down to a low around $1,522/oz, breaching 

the September low in the process - although 

by the close prices had rebounded to 

$1,550/oz. The weakness in Gold has come 

about as institutional and private investors 

have reduced exposure, either in the belief 

the bull market was over, or because they 

needed to raise cash reserves given the 

tightening up of credit markets in Europe. 

Considering the EU debt debacle and the 

limited progress to find a solution, it is not 

surprising that investors have been selling 

assets in favour of cash, but we do not think 

that means the bull market for Gold is over.  

 

 

A correction within the bull market  
Although prices have rebounded smartly off 

the long term up trend line, it is too early to 

feel comfortable that the full extent of the 

correction has been seen. The EU debt crisis 

has potential to become a bigger problem 

than the 2008/2009 financial crisis, but 

whether that is bearish, or bullish for Gold 

remains a moot point. In 2008, Gold prices 

retreated 34% to $682/oz from the earlier 

high at $1,032/oz. So far, from the highs of 

$1,921/oz in September 2011, to the 

December low at $1,522/oz, prices have 

dropped 21%. A 34% correction would take 

Gold prices down to $1,268/oz. However, 

you could argue that the scale of the EU 

problem, the potential for contagion and the 

fact that policymakers have fewer weapons 

in their armoury this time around, may 

mean that non-fiat safe-havens, such as 

Gold, become more sought after.  

 

Gold climbed 180% after 2008 sell-off 
In 2008, Gold prices took seven months 

to correct, so far this correction has only 

lasted 3 months. As such, in terms of 

time and distance, Gold could still have 

further to fall. But, if Gold prices went 

on to rally 180 percent as they did after 

the 2008 sell-off, then prices could reach 

some surprisingly high levels. A 180% 

rally off a $1,522/oz base would equal 

$4,262/oz, or $2,282/oz from a base of 

$1,268/oz. The purpose of this number 

crunching is not to forecast where we 

think prices are likely to go, but to 

remind us to keep an open mind as to 

what could unfold in the months ahead. 

 

The pull back is natural  
In many ways the sharp pull back in 

prices shows Gold is fulfilling its role as 

a safe-haven, or as an insurance against 

a órainy dayô. Banks and institutional 

investors, especially in Europe, are 

having such a órain dayô as on the one 

hand they have to raise cash reserves, 

while on the other hand dollar funding 

has dried up as banks fret about lending 

to each other. As such, some of those 

holding Gold have reduced their 

exposure by selling, while others have 

lent Gold to the market in exchange for 

dollars. The latter has had the effect of 

lowering Gold lease rates that have 

turned negative. At least the negative 

lease rates do suggest that producer 

hedge selling is not prevalent. However, 

we would argue that the selling is more 

to do with distressed selling, rather than 

as a result of the outlook for Gold 

turning bearish. As more investors sell 

assets to reduce risk we wonder whether 

they will elect to keep the proceeds in 

paper-money and treasuries backed by 

fiat money, or move it into in safe-

havens such as Gold. If central banks 

take further steps down the road of 
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quantitative easing then we would expect 

more investment money to move into safe-

havens.  

 

Will China add to its Gold reserves?  
A senior PBoC Official has again spoken 

out in favour of increasing the countryôs 

official holdings of Gold saying ñno asset is 

safe now, the only choice to hedge risks is to 

hold hard currency- Gold.ò Given the 

potential for dollar debasement and Chinaôs 

exposure to the dollar and euro, it may well 

feel the need to diversify its reserves more. 

 

ETF holdings remain robust 

Despite the sharp price pull back 

redemptions across the ETFs have been 

limited. Holdings are now only some 45 

tonnes below the peak of 2,252 tonnes seen 

in mid-December 2011. The fact there has 

not been widespread liquidation does 

suggest longer term investors remain 

broadly bullish, or at least want to continue 

to hold Gold to diversify their portfolios. 

 

 
 

Funds continue to cut exposure 

The net long fund position (NLFP) has 

continued to drop. Since the end of 

November, it has fallen four weeks out of 

five. The NLFP now stands at 130,788 

contracts, this is still above the low from 

October, which was 126,978 contracts and 

the low from October 2008, when the NLFP 

reached 63,959 contracts. However, the 

position is down 47% from the 2011 high of 

247,175 contracts. So although there is 

considerable room for the fund position to 

climb again, there is equally room for the 

NLFP to fall.  

  

 
 

Technical ï Prices fell sharply in 

December, initially they found support 

ahead of the September low at 

$1,532/oz, but the rebound from the 

$1,560/oz low then faltered at $1,642/oz 

and prices slumped to $1,522/oz. That 

extended the downward trend off the 

September high, but as prices only 

overshot the low by $10/oz and did not 

close below that level, the move may 

have been a false break lower. After 

reaching $1,522/oz prices bounced to 

leave a hammer-shaped bar on the chart, 

which combined with the cross higher in 

the stochastics suggests a base may be in 

place. Price have since rebounded to 

$1,631/oz, clearing resistance between 

$1,615/oz and $1,620/oz in the process, 

but prices really need to get back above 

the 200 day moving average at 

$1,634/oz and the former rebound high 

at $1,642/oz to confirm that this is more 

than just a dead cat bounce. The former 

up trend line and the down trend line 

now lie around $1,685/oz - a move 

above there would look constructive.  

  

Conclusion ï The selling in Gold seems 

to have been primarily driven by the 

need to raise cash, which does not 

necessarily mean sentiment has turned 

bearish for Gold. The chart weakness 

would have also triggered long 

liquidation, but only while prices were 

falling. If the selling of Gold to raise 

cash reserves has stopped, at least for 

now, then we feel the reasons for being 

bullish for Gold may have resurfaced.  
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Gold Statistics 2008 2009 2010 2011 3Q 2011 4Q 2011 Nov-11 Dec-11

London Prices (US$/oz)

AM fix 872.54 970.19 1225.46 1573.16 1702.89 1685.53 1735.98 1652.73

Pm fix 871.71 970.14 1224.76 1571.52 1700.16 1685.50 1738.98 1652.31

Average 872.12 970.17 1225.11 1572.34 1701.53 1685.52 1737.48 1652.52

Parity prices

Australian - A$/oz 1,033 1,225 1,332 1,526 1,620 1,672        1,718 1,650

South Africa Rand/kg 222,354 250,148 278,299 284,314 375,343 145,896    14,095 13,508

Japan Y/g 2,802 2,810 3,327 3,868 4,101 4,036        4,174 3,976

India Rupee/oz 38,052 47,272 56,264 73,266 78,069 84,241      88,261 88,598

Lease Rates

1 Month * 0.41 -0.04 -0.08 -0.14 -0.10 -0.33 -0.53 -0.25

3 Month * 0.65 0.15 -0.06 -0.06 -0.90 -0.13 -0.28 -0.02

6 Month * 0.81 0.47 0.04 0.11 0.16 0.07           -0.06 0.16

12 Month * 0.80 0.80 0.32 0.35 0.35 0.36           0.24 0.43

COMEX - futures contracts

Stocks ('000oz) 8,068 8,983 10,748 10,938 10,046 11,335      11,299 11,494

Vol (million contracts) 39.54 32.55 43.91 47.75 16.0        10.37        4.44 2.90

OI ('000 contracts) 393 401 554 482 488         430            430 419

CFTC (futures only data)

Net Spec position Long (Short) 149,279 185,095 213,602 169,667 180,122 138,434    154,793 130,788

TOCOM

Stocks ('000oz) 244         171 141 120 117         121            126 119

Volume  ('000 contracts) 15,164    11,913   11,003   16,073 5,779      3,618        1,149      1,221      

OI ('000 contracts) 140         93 109 123 126         126            132 122

Other Indicators

FT Au Mines Index 2,658 2,647 3,340 3,716 3,773 3,655        3,898 3,298

Dow Jones Index 11,221 8,934 10,635 12,085 11,556 12,072      12,045 12,217

US$ Index 77.1 80.5 81.3 76.3 75.8        77.9           78.4 80.2

Gold Bullion Imports, tonnes (exports)

Dubai 229 173 250

Hong Kong /China** 222 45 228

India 760 715 960

Italy 136 103 109

Japan 50 20 18.9

Singapore 38 27 60

South Korea 32 23 27

Taiwan 13 10 14

Turkey 166 38 42

Data: Financial Times; Bombay Bullion Association; LBMA; TOCOM; COMEX; CFTC, REUTERS

Figures are period averages unless marked by *, indicating the period end. OI= Open Interest on the exchange

~ = data not available yet, italics  = estimates, ** China only 2009 & 2010  
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Silver tested support around $26/oz, it 

held and prices are trying to rebound  

Silver prices continued to decline in 

December with prices undergoing two 

steep sell-offs, the first on 14
th
 December 

when prices fell from $31/oz to $28.50/oz 

and then on 28
th
-29

th
 December, when 

prices dropped from $28.80/oz to 

$26.17/oz. The low was just $0.11/oz 

above the September low. Prices have since 

recovered to just shy of the $30/oz level 

and are now consolidating. Whether the 

$26/oz area continues to offer support 

remains to be seen, it may well do though 

as $26/oz is close to a 50% drop from the 

April high of $49.52/oz.  

 

Gold / Silver ratio reaches 1:58  

Given the extent of the price fall in Silver 

compared with that of Gold, it is not 

surprising that the Gold / Silver ratio 

reached 1:58 in late December, compared 

to the low reading of 1:31 in late April. 

However, this does suggest that if a bull 

market gets underway again in bullion then 

Silver could well have considerable 

catching up to do. Looking forward we feel 

the next bull run will take place as bullion 

is further monetarised as confidence in 

paper money and the monetary/financial 

system falls. At present it seems the market 

sees the solution to the EU debt problem 

going hand in hand with the ECB being 

allowed to print as much money as is 

required to shore up the EU debt. This may 

alleviate the immediate problem, but would 

once again create further problems down 

the road ï it would also run the risk of 

debasing the value of the Euro. 

 

Investment interest wanes as prices fall 

ETF investors reduced their holdings in 

Silver by 182 tonnes in December, 

equivalent to 1.3%, which on its own is not 

that meaningful and suggests interest is on 

hold, more than in decline. However the 

same can not be said of the funds, where 

the net long fund position (NLFP) has 

fallen to 6,855 contracts, down from 12,094 

contracts at the end of November and a 

recent high of 27,207 contracts in mid-

September last year. However, what is 

noticeable is that the long position has held 

relatively steady since October ï it has 

averaged 24,070 contracts, while the short 

position has increased from 9,728 contracts 

at the end of September, to 17,171 contract 

in late December. This also suggests there 

is potential for a short-covering rally should 

a rebound get going.  

 

 
 

Technical ï Silver prices dropped back to 

test the September low at $26.06/oz, but it 

held by a margin of $0.11/oz. Prices have 

since put in a ñVò-shaped rebound that is 

now challenging resistance around the 

$30/oz level. The stochastics have risen 

strongly and with the slow line of the 

stochastics around the 70 level there still 

looks to be further room for the rebound to 

travel. A move up above $30.21/oz would 

be constructive, but it would really take a 

move back above the 50 day moving 

average (DMA) to suggest the market has 

turned bullish again. The 50 DMA has done 

a good job in alternating between showing 

resistance and providing support. If the 

rebound turns into a rally, then given the 

amount of congestion on the chart up to 

$35.60/oz, the upside going may be quite 

laboured.  

 

Summary ï Now that Gold seems to be 

recovering, we feel Silver will follow. 

Given the amount of overhead resistance on 

the Silver chart, Silverôs progress may be 

slower than that of Gold, at least initially. 

The Gold / Silver ratio suggests Silver may 

have some catching up to do at some stage.
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Silver Statistics

2008 2009 2010 2011 3Q 2011 4Q 2011 Nov-11 Dec-11

London Prices (US$/oz)

Daily Fix 15.02 14.65 20.16 35.12 38.79 31.82 33.08 30.41

Parity (London) prices

Japan (Y/g)  48.47 42.36 54.53 86.78 93.56 76.20 79.47 73.17

India (Rupee/oz) 646.9 714.9 925.1 1641.7 1,777.6  1,631.5  1,680.4  1,630.4 

COMEX ï futures contracts

Stocks (Moz)*   134.1 117.6 108.6 96.4 97.6 112.1 108.4 121.1

Vol (million contracts) 8.3 7.8 12.5 19.4 4.5 2.9 1.3 0.8

OI (ó000 contracts)*124.1 105.1 129.6 117.1 110.8 104.2 98.0 105.7

CFTC (Futures Only Data) non-commercial

Net Positions * 33,672 30,407 36,412 21,783    22,060   9,990     12,094 6,855

TOCOM

Stocks (Moz)*   0.4 0.26 0.27 0.25 0.20 0.20 0.21 0.20

Futures Vol (ó000 contracts)301.2    111.8    235.4    375.6 63.6        34.9 10.2       10.5       

Futures OI (ó000 contracts)*7.9 2.6 5.6 8.1 7.0 5.92 5.8 5.9

Other Indicators

Gold/Silver ratio* 60.9 65.07 60.92 45.9        45.3 53.4 53.0 56.1

Silver Bullion Imports (tonnes)

USA 4676 3775 3888

Japan 1909 2994 4198

India 5048 1259 3483

Italy 926 701 1650

Hong Kong 3082 2671 192

China (exports) (4043) 900 3475

 * figures are period averages unless marked; ~ not available yet, italics  = estimate.
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Demand outlook weighs on Platinum, 

while supply issues underpin Palladium 

Concerns over the demand outlook have 

been weighing on industrial metals and that 

has been a feature of the Platinum market 

since the summer. However, although 

Palladium prices have also been under 

pressure for the same reasons, prices have 

been somewhat supported by expectations 

of lower sales from Russian stockpiles 

going forward. Palladium demand has also 

been aided by strong US auto sales, which 

were up 12% in the first 11 months of 

2011, and as the metal has gained market 

share from Platinum in diesel catalysts. 

However, despite the stronger fundamental 

outlook for Palladium over Platinum, 

investors have been reducing exposure to 

Palladium more than they have Platinum ï 

this remains a mystery, but may provide an 

opportunity. 

  

 
 

Investors shun Palladium over Platinum 

Investors cut exposure in both Platinum 

and Palladium ETFs by 4.5% in December. 

However, as the chart above shows, from 

the peak holdings investors have reduced 

exposure to Palladium by 33%, compared 

with 10% in Platinum. The net long fund 

position (NLFP) in Platinum dropped 

1,709 contracts in December, while 

Palladiumôs has climbed 232 contacts, but 

from the peaks over the summer, 

Platinumôs NLFP has dropped 34%, while 

interest in Palladium has dropped 65%. 

Clearly other than the recent pick-up in 

fund interest in Palladium, investors have 

had second thoughts about holding the 

metal. We feel part of the reason investors 

have held on to Platinum more so than 

Palladium is they have seen the Platinum / 

Gold ratio drop to below 0.90 from 1.35 a 

year ago, which suggests Platinum offers 

good value. That said, on the fundamentals 

we would prefer Palladium as we feel there 

is a distinct possibility that Palladium 

supply from Russian stockpile sales will 

fall ï we expect investorsô interest to latch 

on this before too long. 

  

 

 
 

Technical & Summary ï The charts show 

that Platinum is relatively weak compared 

with Palladium, the former has all but 

reached the 50% Fibonacci retracement 

level while Palladium has managed to 

consolidate mainly above the 38.2% level. 

However, we fear that Palladium is 

forming a bear-flag on the chart and may 

end-up catching up with Platinumôs fall to 

the 50% retracement level. Outside the 

technicals, we feel the economic slowdown 

is likely to hit the auto and industrial 

applications for the PGMs hard and as 

prices are still a long way above the 2008 

lows, we feel there is still a danger of 

seeing prices head lower.  The 50% 

retracement levels are at $1,350/oz and 

$509/oz. 
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PGM Statistics

2008 2009 2010 2011 3Q  2011 4Q  2011 Nov-11 Dec-11

London Prices (US$/oz)

Platinum 1,583      1,210      1,616      1,725        1,777      1,536      1,600      1,468      

Palladium 355          265          529          737           757          631          629          646          

Rhodium 6,549      1,592      2,456      2,026        1,898      1,592      1,661      1,485      

Japanese Parity Prices (Y/g)

Platinum 5,123      3,501      4,398      4,268        4,286      3,677      3,843      3,533      

Palladium 1,147      767          1,432      1,824        1,827      1,511      1,511      1,553      

South African Parity Prices (Rand/kg)

Platinum 395,276  313,191  367,518  385,179   391,121  384,336  402,267  372,088  

NYMEX Stocks ('000oz)

Platinum 55.7         131.1      126.2      137.4        134.9      174.2      179.4      180.4      

Palladium 425          477          619          542           532          565          545          603          

CFTC Futures Only Data Long / (short) non-commercial

Platinum 6,797      12,685    20,270    23,041      22,996    19,513    20,268    18,559    

Palladium 7,062      9,173      13,532    10,950      11,828    6,075      5,675      5,907      

Tocom - Platinum

Stocks ('000oz) 14.1         16.6         20.1         26.6          23.5         32.3         36.3         35.7         

Vol (Million contracts) 6.9           3.6           3.87         3                0.8           0.9           0.27         0.26         

OI ( '000 contracts) 52.3         36.1         52.6         49.8          52.0         45.1         46.1         46.5         

Tocom - Palladium

Stocks ('000oz) 25.7         20.5         12.7         10.8          10.9         10.2         10.0         9.7           

Vol ('000 contracts) 684          108          137.2      110           27.6         24.0         5.3           7.1           

OI ( '000 contracts) 14.8         4.6           3.9           2.9             3.1           2.5           2.5           2.4           

Other Indicators (US$/oz)

Pt-Au spread 689          257          392          145           -7 -179 -210 -208

Pt-Pd spread 1,200      949          1,079      977           1,005      1,005      842          778          

Platinum Bullion imports (kg)

USA 112,000  151,830 151,830 105,411   (Jan-Oct)

Japan 59,634    53,663   53,663   57,082     (Jan-Nov)

PalladiumBullion imports (kg)

USA 112,600  120,810  50,000    70,710     87,280   (Jan-Oct)

Japan  82,108    75,363    64,723    70,241     59,974    (Jan-Nov)

~ = data not available yet, italics  = estimates  
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SCOTIAMOCATTA is a global leader in metals trading, brokerage and finance. As part of Scotia Capital and a member of 

the Scotiabank Group, clients can access a full range of financial products and services. 

 

To obtain additional information on ScotiaMocatta products and services, call one of the offices listed below.  

 

CANADA  

Toronto 

Scotia Plaza 

40 King Street West 

Box 4085, Station óAô 

Scotia Plaza 

Toronto, Ontario 

M5W 2X6 

Andy Montano 

andy_montano@scotiacapital.com 

Tel: 1-416-866-7835 

Fax: 1-416-866-6897 

 

UNITED KINGDOM  

London 

201 Bishopsgate 

6
th
 Floor 

London 

EC2M 3NS 

David Wilkinson 

david_wilkinson@scotiacapital.com 

Tel: 44-20-7826-5931 

Fax: 44-20-7826-5948 

 

UNITED STATES 

New York 

One Liberty Plaza 

165 Broadway 

New York, N.Y.  10006 

 

Tim Dinneny 

tim_dinneny@scotiacapital.com 

Tel: 1-212-225-6200 

Fax: 1-212-225-6248 

 

MEXICO   
Mexico City  

Blvd. M. Avila Camacho #1, Piso 11 

Col. Chapultepec Polanco 

Colonia Polanco 11560 

Mexico  

 

Jose Maria Tapia  
jose_tapia@scotiacapital.com  

Tel: 52 55 9179 5142  

Fax: 52 55 5325 3527 

 

INDIA  

Mumbai 

91, 3
rd
 North Avenue 

Maker Maxity  

Bandra Kurla Complex 

Mumbai 400 051 

Rajan Venkatesh 

rajan_venkatesh@scotiacapital.com 

Tel: 91-22-6658-6901 (Direct) 

Fax: 91-22-6658-6911 

New Delhi 

Upper Ground Floor 

Dr. Gopal Das Bhavan 

28 Barakhamba Road 

New Delhi 110001 

 

Prem Nath 
prem_nath@scotiacapital.com 

Tel: 91-11-2335-8789 

Fax: 91-11-2335-9342 

Bangalore 

25/2 S.N. Towers 

M.G. Road 

Bangalore 560001 

 

Mahendran Krishnamurthy  
mahendran_krishnamurthy@scotiacapital.com 

Tel: 91-80-2532-5325 

Fax: 91-80-2558-1435 

Coimbatore 

Classic Towers 

1547 Trichy Road 

Coimbatore 641018 

 

Shankara Subramanian 

shankara_subramanian@scotiacapital.com 

Tel: 91-422-2304-489 

Fax: 91-422-2301-596 

 

HONG KONG SAR 
21st Floor, Central Tower 

28 Queenôs Road Central 

Central 

Hong Kong 

Alice Lam  

alice_lam@scotiacapital.com 

Tel: 852-2861-4778  

Fax: 852-2573-7869 

 

SINGAPORE 

1 Raffles Quay 

#20-01, North Tower 

One Raffles Quay 

Singapore, 048583 

 

Swee Kiang Teo 

sweekiang_teo@scotiacapital.com 

Tel: 65-6536-3683 

Fax: 65-6534-7825 

 

UNITED ARAB  

EMIRATES  

Dubai 

302, Precinct Building 03 

Dubai International Financial Centre 

Dubai 

UAE 

 

Pramod Mohan 

pramod_mohan@scotiacapital.com 

Tel: 971 4 371 1555 

Fax: 971 4 448 4640 



Metal Matters         January 2012 
 

  10      

 

This report has been prepared on behalf of ScotiaMocatta and is not for the use of private 

individuals. The ScotiaMocatta trademark represents the precious metals business of The Bank 

of Nova Scotia. The Bank of Nova Scotia, a Canadian chartered bank, is incorporated in 

Canada with limited liability. 

 

Opinions, estimates and projections contained herein are subject to change without notice. The 

information and opinions contained herein have been compiled or arrived at from sources 

believed reliable but no representation or warranty, express or implied, is made as to their 

accuracy or completeness. Neither the Bank of Nova Scotia, its affiliates, employees or agents 

accepts any liability whatsoever for any loss arising from the use of this report or its contents. 

The Bank of Nova Scotia, its affiliates, employees or agents may hold a position in the products 

contained herein. This report is not a direct offer financial promotion, and is not to be 

construed as, an offer to sell or solicitation of an offer to buy any products whatsoever.  

 
This market commentary is regarded as a marketing communication.  It has not been prepared in accordance 

with legal requirements designed to promote the independence of investment research and is not subject to any 

prohibition on dealing ahead of the dissemination of investment research. 

 

The Bank of Nova Scotia is authorised and regulated by The Financial Services Authority. 


