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Driving the glittering gold trade
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Gold futures prices have shot through the roof
again. CME COMEX gold futures just hit a high
of 1742.60 today. The motivation for the gold
trade is compelling. The age old flight-to-
quality trade of hoarding gold during times of
crisis stands true again. However, 2 other
factors help to push this rally.

“The age old flight-t0- quality
trade of hoarding gold during
times of crisis stands true
again”
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“ probability of negative US
interest rates is no longer a
far-fetched idea
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The cutting of Fed Funds rate to zero makes
gold, a zero return asset, attractive from a
relative return perspective. This is especially
true when the probability of negative US
interest rates is no longer a far-fetched idea.
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Gold futures hit another high

Flight to quality, zero interest rates and
supply bottlenecks are main factors for this
rally

1742.60

“The pandemic related lock-
downs caused major
disruptions in gold mine and
refinery production activities”
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Another distinctive push factor for this rally is
the supply squeeze on the production and
transportation of physical gold bars for
delivery. The pandemic related lock-downs
caused major disruptions in gold mine and
refinery production activities. The shortage of
flights also prevented gold bars of the correct
specification from being transported to pre-
designated locations for physical settlement
of gold futures. This was the cause of the
huge widening of spread prices between CME
COMEX gold futures and spot gold on the 24™
Mar.
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d vs Gold Futures Price Dislocation

2020 Fut

Shortages in physical gold bars resultedin a
big short squeeze in the gold futures market

CME promptly introduced a new Enhanced
Delivery Gold Futures contract (4GC) which is
available for trading from the 6" of Apr. The
new contract allows for the delivery of 400

ounces, 100 ounces, and 1-Kilo bar sizes to
offer participants maximum flexibility for
managing their delivery in the current market
conditions.
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www.cmegroup.com/cn-s/press-
release/2020-03-30

Divergence
Spread between spot gold and futures widens
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Although the latest gold rally increased the
spread between spot gold and gold futures
again, the introduction of this new enhanced
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gold futures contract should help calm the
spread going forward.
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Gold futures to break all time high again?

Previousall-

time high 1923

“buy on dips as the overall
current market volatility does
not rule out big retracements”

Thomas@PZHconsultants.com

“B A B 5 KB

éiii)\”

Even with the potential for the spread to
narrow eventually, the rational for higher gold
prices per se will persist. This rally should
eventually break the previous high of 1923 set
on the 5" of Sep 2011. However, the
recommendation is to buy on dips as the
overall current market volatility does not
rule out big retracements.
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