
 
 
 

 

 
 
GOLD: Look Similar?                                                                   July 3, 2018  
 
 
Gold prices have been in a rapid decline since the middle of June when the market 
came very “close” to exiting an established down trend channel. “Close” however was 
not good enough as on the very next day, prices gapped lower and thereafter lost $29.8 
from the preceding day’s settlement. This gap down opening (boxed) had appeared 
twice before within the channel at B1 and B2 where the daily loss was $10.5 and $28.1, 
respectively. The current gap (B3) we are speculating may have started a climactic sell-
off which often ends with an important low.   
  
 
                                                August Gold: Daily Chart (1)  

 
   
 
 
 
 
In our June 29 Daily Financial Guidelines comment, we felt the need to consider from a 
wave perspective, what this weakness could conceivably represent.  On the following  
 



 
weekly chart we noted two reasonable possibilities. Both considered that gold prices 
were in a “flat” A-B-C corrective pattern. The weakness implied that nearby prices were 
in the C-wave down and were going to either to the $1238.5 low to complete the smaller 
pattern or eventually to $1123 to complete the larger one. It was one pattern or the 
other, a small correction or a very big correction, but not both. We closed that daily 
comment relating that we thought the more relevant and deciding evidence would be in 
the weekly CFTC Commitment of Traders reports as opposed to canned technical 
indicators.  
 
 
                                                    Gold: Weekly Chart (2) 

 
 
The nearby futures today traded down to $1238.8, a few cents from the first of the 
patterns noted above. It’s time to take a look at the market’s composition and specifically 
the CFTC data. We pulled all of our previous historical observations together and 
updated the more recent movements in the following Table.  
 



       
 
We should probably start by relating that the liquidations noted in the net commercial 
short position that have tended to correlate with periods where price lows materialized.   
Secondly, we like to see as much similarity as possible between variables before 
concluding that the move is over. From the most important to least important, those 
variables would be the percentage decline in the position (column 6), the absolute 
position level at which the liquidation ended (column 5) and to a far lesser extent, the 
duration of time required in weeks.   
 
Today we can also point out that previous to the current observation, liquidations which 
began from above net short 300,000 futures and delta weighted options number only 
3. For those 3 observations, the percentage decline in position averaged 73.9%. The 
absolute ending position level averaged net short 89,248. And the time duration 
averaged 36 weeks (one of 26 and 2 of 40 and 43 weeks).  
 
Let’s understand that we cannot be conclusive. We can only look at the parameters and 
make a reasonable judgement call. The current decline started from a commercial net 
short position of 315,365 in January 2018 and using last week’s data shows a decline of 
72.6%, to a possible tentative ending position of net short  86,431, in 22 weeks.  
  
We would have to say the decline statistics are very similar to other completed 
liquidations that started above 300,000 net short, and given today’s low price at $1238.8, 
we should now be awaiting confirmation that the smaller A-B-C pattern has bottomed. 
The key now will be price confirmation.

   
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                      
  
Disclaimer: 
This information is not to be construed as an offer to sell or a solicitation of an offer to buy the futures or futures options 
named herein. The information in this report has been obtained from sources believed to be reliable but is not necessarily all 
inclusive and is not guaranteed as to the accuracy, and is not to be construed as representation by us. The market 
recommendations contained herein represent the opinions of the author. Such opinions are subject to change without notice. 
Reliance upon information in this market report is at the sole risk of the reader. Trading in futures and options on futures 
involves substantial risk of loss and should not be considered appropriate for everyone. Past performance is no guarantee of 
future performance and it should not be assumed that future profits will match or exceed past profits.         

 
 
 
 
 
 
 
 
 


