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Market Commentary
Precious metals staged a smart recovery last week after a
string of losses as the Fed indicated that it might go slow
with future hikes. Janet Yellen expressed concern over
inflation in her semi-annual testimony and the actual inflation
data later suggested that inflation failed to pick up for a fifth
straight month. The probability of a December rate hike has
declined while the dollar index continues to fall this month
after witnessing its worst quarterly decline in seven years
during Q2. ETF’s saw an outflow last week with SPDR gold
holdings down by 6.5 tonnes. Silver ETF holdings were
however up by a massive 266 tonnes last week on bargain
hunting. We mentioned last week that it was a very crucial
period for precious metals with gold trading near important
psychological levels and it seems $1200 still holds as a very
strong floor for prices. We do not have major economic
triggers this week which means the bounce in gold and silver
could extend further. The ECB meeting could provide trading
cues. The ECB meeting could provide trading cues.
Context
After a spate of weekly losses, precious metals found a much
needed respite from the Janet Yellen testimony last week.
She indicated that rates may not have to go much higher
from here to reach the neutral rate implying that future hikes
will be slow and gradual. Secondly, while the last FOMC
statement did not express concern over low inflation, Yellen
in her speech acknowledged that inflation remains a concern.
The CPI print for June released later in the week showed that
inflation was unchanged m/m and that core CPI was stuck at
1.7% y/y. This was the fifth consecutive miss on the inflation
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data and shows that getting inflation towards its 2% target
remains a challenge for the Fed. This is also likely to apply
brakes on the selloff in gold and silver as the market focus
will now squarely be on inflation.
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Over the past few weeks, Gold has failed to rally despite the
dollar being on a downtrend as hawkishness from major
central banks like the ECB, BOE and the Bank of Canada
have lifted their respective currencies and weighed on the
dollar. The euro is at its highest in six-months after Draghi’s
positive assessment of the economy and inflation which was
seen as a sign of hawkishness. The probability of a reducing
divergence in policies between Fed and other banks like
ECB and BOE is likely to keep the dollar lower in the coming
weeks as well but that may not help precious metals much
as bond yields have started to jump higher. In this context,
the ECB meet this week will be crucial to see whether we
see signs of hawkishness.
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The July FOMC meeting is unlikely to provide any surprise
but hints on the timing of balance-sheet trimming will be
awaited. When the unwinding starts, the Fed will reduce
reinvestments in Treasuries (TSY) at a rate of $6Bn/month
and mortgage backed securities (MBS) at $4Bn/month,
totalling $10bn/month initially. It will increase the
reinvestment caps in steps of $10bn ($6TSY+$4MBS) at 3
month intervals over 12 months until it reaches a total 50bn
per month.
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US economic data has also been generally benign but has
failed to lift gold. The core PCE remains at 1.4%, far from
Fed’s 2% target while wage growth remains at 2.5% y/y.
Inflation expectations also remain lower suggesting that
hawkishness by the Fed is unwarranted. Retail sales fell
0.2% last month, the second straight decline. Consumer
sentiment fell to 93.1 from 95.1.
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Labor market data, while good on the whole, still has room
to improve. Jobs data that came out earlier in the month
was a mixed bag. Employers added 222k jobs in June vs.
expectations of 179k while unemployment rate ticked
slightly higher to 4.4%. Wage growth however remains
disappointing with earnings up 0.2% m/m and 2.5% y/y.
The Non-farm payrolls increased by just 138k in May and
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the payrolls for March and April were revised lower by 66k.
The unemployment rate fell to a 16 year low of 4.3% but
that was largely due to the drop in participation rate from
62.9% to 62.7%. Wage growth at 2.5% is still a good 100
bps lower compared to pre-recession levels suggesting that
the labor market isn’t tight. Q2 GDP forecasts continued to
be revised lower and the Atlanta Fed model suggests
growth of 2.5%, down from 4.0% last month.
On the demand side, Gold in India is quoting at a discount
of $2-3 an ounce as buying slowed after GST
implementation and imports are starting to trend lower.
Jewellers have stocked heavily in the first six months and
this will likely impact imports in the coming months. ETF’s
also saw an outflow last week with SPDR gold holdings
down by 6.5 tonnes. Silver ETF holdings were up by 266
tonnes and are up by nearly 300 tonnes so far this month
as bargain hunting prevailed at lower prices.
Outlook
We mentioned last week that it was a very crucial period for
precious metals with gold trading near important
psychological levels and it seems $1200 still holds as a very
strong floor for prices. We do not have major economic
triggers this week which means the bounce in gold and
silver could extend further. The ECB meeting could provide
trading cues.
Gold
Gold is likely to test resistances near 28255/28450 from and
dips could be bought this week. On the downside,
27800/27600 are key support levels and they will need to
be taken out for a reversal to happen.
Silver
MCX silver also looks likely to test 37450/37700 on the
upside. On the lower end, 36680/36350 looks to be a strong
support region for now. Dip buying is advised for silver too.
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For any details contact:
Commodities Advisory Desk - +91 22 3958 3600
commoditiesresearch@motilaloswal.com
Disclaimer:
This e-mail /message may contain confidential, proprietary or legally privileged information. It should not be used by anyone who is
not the original intended recipient. If you have erroneously received this message, please delete it immediately and notify the
sender.The recipient acknowledges that MotilalOswal Securities Limited [MOSt] and or its affiliate companies, as the case may be,
are unable to exercise control or ensure or guarantee the integrity of/over the contents of the information contained in e-mail or its
attachment, and further acknowledges that any views expressed in this message are those of the individual sender and no binding
nature of the message shall be implied or assumed unless the sender does so expressly with due authority of MOSt and or its affiliate
companies, as applicable.Information mentioned in the email or in its attachment is for personal information of the intended recipient
and does not construe to be any investment advice, legal or taxation advice to you. The above information does not constitute an
offer, invitation or inducement to invest in securities or other investments and MOSt is not soliciting any action based upon it.
Information in the email or its attachment is not for public distribution and has been furnished to you solely for your purpose and
should not be reproduced or redistributed to any other person in any form.
Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person
accessing this information specifically agrees to exempt MOSt or any of its affiliates or employees from, any and all
responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any
such misuse and further agrees to hold MOSt or any of its affiliates or employees free and harmless from all losses, costs, damages,
expenses that may be suffered by the person accessing this information due to any errors and delays.
The information contained herein is based on publicly available data or other sources believed to be reliable. All efforts will be made
to update the information herein on reasonable basis, MOSt and/or its affiliates/ employees are under no obligation to update the
information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates / employees
from doing so. MOSt or any of its affiliates or employees shall not be in any way responsible and liable for any loss or damage that
may arise to any person from any inadvertent error in the information contained in this email. MOSt or any of its affiliates or
employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report,
including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.
The information above may be distributed to institutional investors or to recipients who are not institutional investors, MOSt does not
conduct a suitability analysis prior to dissemination of such information, Each recipient, should therefore seek advice of their
independent financial advisor prior to taking any investment decision based on information given above or for any necessary
explanation of its contents. MOSt and/or its affiliates and/or employees/ analyst may have interests/positions, financial or otherwise
in securities mentioned herein above
MOSt and its affiliates are a full-service, investment banking, investment management, brokerage and financing group. We and our
affiliates have investment banking and other business relationships and may deal in the securities mentioned herein as a broker or
for any other transaction as a Market Maker, Investment Advisor, etc. to the issuer company or its connected persons. In addition,
MOSt has other business units with independent research teams separated by 'Chinese walls' catering to different sets of customers
having varying objectives, risk profiles, investment horizon, etc and therefore, may at times have, different and contrary views on
stocks, sectors and markets.
MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts
and persons reporting to analysts from serving as an officer, director, or advisory board member of any companies that the analysts
cover. Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our
clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses
may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you
should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

Please refer to the disclaimer at the end of the report.
4

