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GOLD UP-DATE 




    December 07, 2009
Dollar rebound puts pressure on gold prices.

By David Levenstein

The non-farm payroll report from the US which was released on Friday 04, was much better than expected showing only a reduction of 11,000 for the month of November comparing to expectation of 114,000. The unemployment rate also dropped from 10.2% to 10.0%. The strong job report raised speculations that Fed will start to normalize the federal funds rate from historical low of 0-0.25% in the mid of next year. 

Almost immediately after the non-farm payroll report was released, the dollar staged a strong rebound and as a consequence gold was sold off. The strong rebound in the dollar sent the dollar index back above the 75 level and closed at 75.78, and gold dropped some US$50.

While this action was good for the gold bears in particular the New York bullion banks which still hold a large short position, and as the levels between $1200 and $1300 present formidable resistance, it is possible to see some more pressure on the gold price. However, as far as I am concerned this reaction will be short-lived and any correction should be looked at as another buying opportunity. 

On Tuesday, November 01, Barrick Gold Corp issued a statement that it had completely eliminated its fixed-price hedge book, allowing the company to take full advantage of rising gold prices. The share price shot up nearly 8%. "As of today, we are a fully unhedged gold producer," Barrick Chief Executive Aaron Regent said at an investment conference in New York.

If we consider the recent developments in the gold market, we will then get a clearer perspective about this upward trend in the price of the yellow metal. We have seen a change of attitude from many of the central banks who have now become net buyers of gold instead of net sellers, for the first time in 22 years. The major gold mining houses are no longer that keen to hedge their production. And, of course with US government escalating to unprecedented levels, and a reluctance of countries such as India, Russia, China, Japan and Korea to purchase additional US Treasuries, it seems that the only way for the US to finance this debt is going to be print more and more money. And, this is going to devalue the currency further. So, while we may see some short-term rebounds in the US dollar, the trend still remains downwards and the upward trend in gold is still very much intact.
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Since July this year we have seen the price of gold move up more than 30%.  Although my price objective for this particular leg remains at $1300, I have often mentioned that there might be some resistance at $1200. If we have seen the highs of this leg at $1225 and not around the $1300 level, and if gold corrects from here it is possible for the price to drop back to the $1100 level. However, I believe that we will see good support come in around $1125 – $1150. 
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For more information go to: www.lakeshoretrading.co.za
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