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GOLD UP-DATE 





September 28. 09
Despite the recent correction in gold, the upward trend remains intact

By David Levenstein
Despite a series of news statements that are typically bearish for gold, the price of the yellow metal has shown relative strength. The first bit of bearish news which came out on Friday, September 21 was the announcement made by the International Monetary Fund (IMF) to sell 403 tons of gold.  The IMF said in a statement the sales would be in a volume strictly limited to 403.3 tons, with these sales to be conducted under modalities that safeguard against disruption of the gold market. Reacting to the IMF decision, gold fell below $1000 an ounce for the first time in days. 

Then, almost immediately after the IMF decision to sell gold hit the wires, there were reports stating that China might be interested to buy the gold being offered for sale by the International Monetary Fund, and the price of the precious metal that had just dipped below $1,000 an ounce, rebounded to $1,003.45.  

The dollar weakened immediately after the US Federal Reserve announced its rate decision following the latest FMOC meeting. As expected, the Federal Reserve held interest rates in the 0.00 – 0.25% range. The value of the greenback weakened to 1.4850, but later reversed its trend and gained more than 100 pips to 1.4730. Gold had some wild swings in line with USD following the FOMC announcement and after initially spiking towards 1018 the market pulled back to 1007.  

The next bit of bearish news came out on Wednesday when the US Energy Information Administration (EIA) reported that crude inventories grew by 2.8 million barrels and gasoline by 5.4 million barrels last week. The price of crude fell by more than 4% or around $3 a barrel and the price of gold dropped below the $1000 level once again. 

On Thursday, gold recovered slightly when the U.S: Labor department reported U.S. Initial jobless claims fell 21,000 to 530,000 in the week ended Sept. 19, better than the 5,000 rise expected by economists. The EUR pushed towards 1.4800 against the USD, but gold was sold off on profit taking. Later in the day, the U.S. National Association of Realtors reported U.S. existing-home sales dropped 2.7% to a 5.10 million annual rate in August, much worse than the 5.39 million sales expected by the market. Investors fled to the safety of the USD which firmed against the EUR, eventually dropping below 1.4700 against the greenback, and gold fell sharply. At one time it fell to a low of $993.00 offer, a fall of $20 in a very active market. 
Also, we must not ignore the large short position still held by the commercials. 

While all these events had a bearish effect on the price of gold there were some interesting geopolitical issues developing that should have a positive influence for the gold price, especially the news that Iran has been building a second uranium enrichment facility. Even though talks will continue in Geneva on Thursday this week regarding Iran, it is unlikely that the UN and the IMF will be able to do anything constructive to resolve this situation. 
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After gold broker through the $1000 level, investors were hoping that it would shoot upwards towards $1030. Even though it did not hit this objective, the current sell-off looks to be nothing more than a short-term correction. While it is possible to see gold trade towards the green upward trend line, the price is likely to find support at around $975 - $980. If the price does trade as low as $975, I would recommend buying GCZ9 at $975.00, target $1,100.00.with a stop loss at $955. 

As per my previous statements, do not sell any of your core-holdings of gold. Bear in mind that your core holdings of gold should comprise of either gold bullion or gold bullion coins or both. But, stay away from so called ‘rare coins’ that are nothing more than limited edition medallions that are sold at exorbitant premiums. And, if you do not own any gold use this dip to accumulate some physical gold. And, for the short-term trader who is willing to take risk, use this opportunity to buy gold futures. There also seems to be value in some of the South African gold shares. 
About the author
David Levenstein is an investment advisor who brings over 29 years experience of futures,equities, forex and bullion. He has traded equities, futures (commodities, equity indices and forex), precious metals (bullion and coins), for his personal interests as well as for clients. He has worked and lived in Los Angeles, Bangkok, Hong Kong, London and Johannesburg. He used to write his own column Commodity Corner, in MoneyWeek, and The Prudent Investor in ClassicFeel. He has also made appearances on CNBC, Summit TV, and Classic Business. 

Contact me if you are interested in going over strategies to capitalize on these or other markets.  Email me your contact information and best time to reach you at  commodity@wol.co.za or call me at (011) 467 0681 or (083) 427 4584 

Information contained herein has been obtained from sources believed to be reliable, but there is no guarantee as to completeness or accuracy. Any opinions expressed herein are statements of our judgment as of this date and are subject to change without notice.







