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By Gene Arensberg Esse quam videri — To be rather than to seem

Got Gold Report - COT Flash July 25
Bottom line: COT report  shows large commercial traders reducing
net short positions for gold at very strong pace. LCNS for gold falls
over 73,000 contracts past 3 weeks. Ord inarily  more bullish than
bearish.  Gold -1.7 % and the gold LCNS -13.2%. Silver -2.9 % and
the silver LCNS -6.4 %. Details just below.

ATLANTA — We are still waiting patiently like good Vultures for gold and silver to
make it into our expected support zones. The longer it takes the more confidence
we seem to garner for those support zones. We are eager to redeploy our short-
term gold and silver ammunition, but we sure haven't missed all that much by not
doing so since we were profitably stopped in May. Indeed, gold closed Friday, July
23 almost exactly where we were stopped May 20 and within about $25 above where
we will feel compelled to reenter.
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The net result is that we remain on the sidelines with our short-term gold-silver
ammunition, but, as always, we remain thankful we hold physical metal in our
longer-term arsenal.

We have some limited commentary on the just-passed Dodd-Frank Financial Reform
Bill at the end of this offering, as well as commentary for those who actually think
that tightening position limits will result in “i mp r o v e nirethe futures markets.

Position limits by themselves are not, repeat not, the problem. It is exemptions to
those limits which cause an unfair trading advantage for one side of the contest.
Tightening position limits is tackling the wrong issue and will likely do a lot more
harm than good.

First things first; let’'s make our usual probe into the COT report for this week. By
the way, very soon now visitors will need a paid subscription to view our COT Flash
reports, our full Got Gold Reports  , and our Vu lture Bargain Hunter offerings. To
subscribe please see the link above and to the right. And thank you for honoring us
with your support.

***page Break***

Gold COT
The Commodities Future s Trading Commission (CFTC) issued its weekly
commitments of traders (COT) report at 15:30 ET yesterday, Friday, July 23,

2010. The report is for the close of trading as of Tuesday, July 20. (Please note, this
report is being filed Saturday, July 24, but it may not be sent to subscribers until
Sunday.)

GotGoldReport.com is focused on the changes in positioning of the largest futures
traders in thatreport—-t he traders the CFTC c l, aischueirsg thees
bullion banks, large dealers and swap dealers combined. We refer to those
commerci al t LGsdfearrs “alsar‘ge Commerci al s.”

Gold fell $20.24 or 1.7% from $1,212.21 to $1,191.97 COT reporting Tues/Tues. As
it fell COMEX commercial traders decreased their combined collective net

shortp ositioning (LCNS) by a very large 32,684 contracts or 13.2% from
248,348 to 215,664 contracts net short. The COMEX gold futures open interest fell
by a much smaller 8,605 contracts (1.5%) from 568,078 to 559,473 contracts open.

Clearly the largest commercial traders are reducing their collective net short
positioning at an accelerated pace. Not so clear are the reasons why.

Here's the nominal LCNS graph for gold futures (COT Graphl):
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Source for data CFTC for COT, cash market for gold

Over the past three reporting weeks as gold corrected $48.53 or 3.9% from

$1,240.50t0 $1,191.97t he bi ggest “hedgers” and short sellers
their net short positioning by a remarkable 74,292 COMEX 100-ounce contracts.

That is a reduction in LCNS of 25.6% - a brisk pace.

Over that three-r eporti ng week period for each $1 | ower in s
Sell ers” have covered or offset 1,531 contracts of t
that pace, with no further acceleration factored in, the LCs would become net long

gold in $1,050 neighborhood.

Over the period the LCs have reduced their net short bets by contracts representing
7.4 million ounces — about 231 metric tonnes. As of June 29 (just under a month
ago) the LCNS (the combined commercial net short positioning) showed the
commercials had net paper commitments to deliver 28,995,600 ounces of gold. As
of this July 20 report, they had reduced that to net commitments to deliver
21,566,400 ounces.

We can point to only three periods of faster reduction in the LCNS over a three-week
period in the last 7 years of data.

1 August 5-19, 2008 (as the world fell into the 2008 crash) with gold then in
the $870s. The LCNS plunged from 219,671 to 130,154 contracts, a
reduction of 89,517 contracts or 40.8%.

1 July 5-19, 2005 with gold then in the $420s. The LCNS declined from
165,574 to 84,048 contracts, a drop of 81,526 contracts or 49.2%.



1 May 3-17, 2005 with gold then in the $420s. The LCNS fell from 169,289 to
79,681 contracts, a 3-week drop of 89,608 contracts or 53%.

We compare the nominal gold LCNS to the total open interest. That gives us a better
idea of the relative positioning of the largest hedgers and short sellers — the
Producer/Merchants and the Swap Dealers combined into a single category - on the
COMEX.

When compared to all contracts open, the relative combined commercial net short
positioning (LCNS:TO - the most important graph we track) fell sharply from 43.7%
to 38.6% of all COMEX contracts open.

Here's the LCNS:TO graph for gold (COT Graph 2):
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Source for data CFTC for COT, cash market for gold

Notice, once again that the LCNS dropped a good deal more than the open interest.
(LCNS -32,684. O/I -8,605.) The LCNS fell faster than the open interest at a roughly

4:1 pace this reporting week. When we see that it suggests that the
gol d” sellers are aggressively c¢closing out their “he
As gold sold down from the $1,260s to the $1,1 70s, please note that the

LCNS:TO has fallen to its low of t he year and this is the first time the

LCNS:TO has fallen below 39% since December 9, 2008 during the 2008

panic .

The fact that the LCNS:TO has fallen so far on what is essentially only a modest,
roughly 7% pullback for gold suggests a major shift is underway in the gold futures



market. We view the current LCNS:TO of 38.6% as considerably more bullish than
bearish. The largest commercial traders, as a group, seem to be rushing to cover or
offset their net short positioning as gold consolidates in the $1,170s to $1,210s

range.

We are anxious to learn if some of the changes in positioning are in response to the
just-passed Financial Reform legislation, but we note that the effects of that
legislation will take quite some time to implement. We suspect that some of the

action can be attri
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contracts in the June 22 COT report. In the four reporting weeks since then as gold
fell roughly $50 from the $1,240s to the $1,190s the PMs have covered or offset
68,377 contracts or 30.7% of that position to show a still formidable but much lower

154,632 contracts net short.

Just below is the Producer/Merchant (PM) positioning graph as of Tuesday, from the

disaggregated COT data (COT Graph 3).
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COMEX Contracts

Remember that the blue line in the graph above is expressed as a negative number,
so when the commercial net short position falls, the blue line rises and vice versa.
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The PMs reduced their net short positions by 26,115 contracts this reporting week
alone. Two reporting weeks ago they reduced their net short positions by 27,974
contracts.

Swap Dealers Closing Out Shorts

The “other cgogmmeheiladrsge traders the CFT,Gvhel asses as
had strongly increased their net short gold positioning four weeks ago to cap gold in
the $1,260s, continued to decrease their collective net short positioning in this
we e k' s r Aspoblune.29 the Swap Dealers reported a net short position of a net
81,741 contracts net short. As of July 20 they had covered or offset 20,709 (25%)
of that net short positioning, showing 61,032 contracts net short. (All figures net of
spreading contracts.)
In other words, both classes of commercial traders have been reducing their net
short positioning at what we consider a very fast pace over the past month.
Just below is the Swap Dealer no-spread net position graph (COT Graph 4).
Swap Dealers No Spr. Net Position Gold
$1,300 0
$1.200 1 A 3 -20000
1
|
o F1100 7 i + 40000 &
5 ), o
O  $1,000 + \ =
- ! - -60000 &
3 $900 + ) | >
7 L+l b+ 80000 W
o $800 + Il %
o 'Y Y 1. O
0] $700 | ' 100000
$600 I + -120000
$500 +—+—+—+—F+—+—+—+—F+—+—+—+—+—+—+——+" -140000
S S N ISR IR I IS AN
%w%@%w%@@@@@@@@@@
‘b QLU L LB O
) ?» ) fo\qé\\%\ ) @'\ Py © QP H @
Source CFTC for disaggregated trader data, Cash Market for gold
Gold really haslhthat moahr i we use tthe $1,260s as the peak and
the $1,170s as the low so far, that is only a decline of roughly $90 or about 7% in
U.S. dollar terms. Yet, during that modest pullback for the yellow metal we are now
witness to very large reductions in the commercial net short positioning — at least on
the COMEX.
That doesn’'t necessarily mean that gold won’'t conti
and it might, but it certainly does mean that the |



of paper gold have closed out a substantial amount of their collective net short
positioning on what amounts to a net $50 drop in the gold price as measured on COT
reporting Tuesdays. ( We use the term “hedgers” | oosely because

SILVER COT

As silver declined a net $0.53 or 2.9% from $18.23 to $17.70 on the cash market
COT reporting Tues/Tues, COMEX commercial traders covered or offset 3,254
contracts (6.4%) of their collective net short positioning from 51,214 to 47,960
contracts net short. The COMEX silver futures open interest edged a tiny 428
contracts lower to just 117,531 contracts open.

Here's the nominal LCNS graph for silver futures (COT Graph 5):
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Source for data CFTC for COT, cash market for silver

As we do with gold, we compare the nominal silver LCNS to the total open interest.
That gives us a better idea of the relative positioning of the largest hedgers and
short sellers — the Producer/Merchants and the Swap Dealers combined into a single
category - on the COMEX.

When compared to all contracts open, the relative commercial net short positioning
(LCNS:TO) for silver fell a little more this week from 43.4% to 40.8% of all COMEX
contracts open.

Here's the LCNS:TO graph for silver (COT Graph 6):
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On June 22 the open interest for silver on the COMEX was 139,019 contracts. As of
the July 20 report the open interest had fallen to 117,531 contracts, a reduction of
21,488 (15.5%) COMEX 5,000 ounce contracts.

On June 29 the silver LCNS peaked at 58,509 contracts net short. As of July 20 the
nominal LCNS has fallen to 47,960 contracts net short, a reduction of 10,549
contracts or 18%.

On June 29 the LCNS:TO for silver was 45.7%. As of July 20 it has fallen to 40.1%.

On June 22 silver closed at $18.83. On July 20 it closed at $17.70, a drop of $1.13
or 6%.

So, as silver has corrected about 6%, the largest of the largest sellers of
paper silver on the COMEX have reduced their net short bets by 18% as the
total #facttheCOMEXaerreased by 15.5%, while reducing their
relative net short positioning by 5.6%.

Notice, please, that the more mercenary of the two classes of commercial traders on
the COMEX, the Swap Dealers, have actually become net long silver in the process as
shown in the graph just below (COT Graph 7).
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Source CFTC for disaggregated trader data, Cash Market for silver

As of July 20 the COMEX Swap Dealers reported a net long position of 3,744
contracts, an increase of 2,361 net contracts from the prior week.

The Producer/ Merchant commercials for silver, the category we think

includes the | argest bullion banks, really didnot
positioning very much this week. They reported a net short position of

51,704 contracts, which is only 893 contracts less than the prior reporting

week.

Please see the graph below of the commercial silver traders the CFTC classes as
‘Producer, Mer chant, Processor and Users” Noti ce

short positioning somewhat over the past month, but not really all that much.
Indeed, their net short position of 51,704 contracts is actually higher than the
combined commercial net short position of 47,960 contracts, because the Swap
Dealers are showing a net long position.
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Source CFTC for disaggregated trader data, Cash Market for silver

One could say that the Producer/Merchant commercials are essentially all of the
commercial net short positioning on the COMEX division of the CME — for now.

We note fairly determined improvement in the gold/silver ratio this past week, and
with what has to be viewed as now very large, pent up bull side “horsepower”
apparently sitting on the sidelines (as we are) waiting to pounce, we strongly suspect
that significant dips for silver will be amazingly well bid in the near term. We have
already witnessed a little of that on Thursday and Friday of this week.

$GOLD:$SILVER IND:IND X ® StockChartscom
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Believe it or not, the GSR closed the week at 65.67 considerably better than the
67.70s where it opened the week, suggesting just a hint of more confidence in world
markets and higher relative demand for silver versus gold. That goes on the bullish
side of the indicator ledger.



Summation

1

We have beenon't he sideline s for gold and silver since being
profitably stopped in May. Both metals have been correcting now for
only five weeks, although it seems longer to many.

Momentum for both gold and silver is currently lower, but we believe

we are witnessing a dramatic reduction in the confidence of the

largest sellers of gold and silver that there is much more downside to
be harvested. How do we know? Because of the elevated pace of net
short positioning reductions on a relatively small pullback for the

metals.

W e may be entering a period where, with most likely less liquidi ty in
U.S. futures markets as a result regulatory interference, that some
markets, possibly including gold and silver futures in New York  may
become hyper  -volatile , an unintended consequence of well - meaning,
but terribly flawed and short - sighted regulation. More about that in a
moment.

The LCs seem to be extraordinarily aggressive in the reduction of

their net short positioning for gold , perhaps not as aggressive for
silver, but believe it or not the silver LCNS today of 47,960 contracts

(with silver in the $17.70s) isonly 10, 160 contracts high er than the
February 9, 2010 silver LCNS low of 37,800 contracts T when silver
was then only in the $15.40s. For further comparison,

LCNS is only 14,759 contracts higher than the July 21, 2009 LCNS
nadir of 33,201 contract s as silver tickled the $13.50s.

One can well understand then why we believe that any further dips in

silver are likely to be surprisingly well bid as the LCs are very highly

likely to be motivated to further reduce their net short positioning. It

is only a question of time before the pent up long side seeks to

exploit that condition. If confidence in ov erall markets continues to

heal we expect that the summer doldrums for silver  will end early this
year.

Gol d real |l y h atedralbthat mrmuchr r ein U.S. dollar terms , only
about 7 %, but we believe the COT data  shows and shows clearly that
the |l argest of the | argest c¢ o nshoetsetlersark
much less confident of lower gold (and thus silver ) prices than they

were just  four weeks ago.

The COT data this week strongly increases our confidence to

Apounced should gold and silver enter
shown in the li nked cha rts in our full Got Gold Report, but if we do so
it will only be with tight, new -trade trailing stops for peace of mind

and protection. Our confidence is definitely increased, but not our
recklessness.

We continue to believe that silver is stron gly under valued relative to
gold .

todaybds

fhedger so ¢

ou

r

expect e



1 We still think that significant to strong dips can be bought, but not
without appropri ate new -trade trailing stops for protection and peace
of mind.

Dodd -Frank FinReg, Send in the Clowns

That takes us to the just passed Financial Reform Bill that President Obama signed
into law about as quick as he did the budget busting government-in-control
healthcare abortion. We hope both pieces of really bad legislation will be repealed
fairly soon after the elections clean house this coming November and the new
Congress gets going. We will personally not vote for or support anyone this
November unless they pledge to work toward total repeal of these idiotic intrusions
of government into the healthcare and financial marketplaces.

We have not yet had time to read all of the pertinen
very seriously doubt many people have, including most of the people we elected to

represent us. The bill is just to bloody long and complicated. But what we have read

thus far is scary. Congress has given extraordinary and frightening powers to

bureaucrats and has seen fit to give them the equivalent of police powers in some

areas. (A very dangerous and slippery slope. It will not stop here, if not stopped

right here by repeal and soon!)

Having said that, it is clear that the CFTC is planning to take a much more active role
in the futures markets they oversee, including the COMEX division of the CME. If
any doubt of that exists, then watch this chilling video of Commissioner Bart Chilton
in which he explains his ideas about the portion of FinReg that grants a bucketful of
new authority to the CFTC. The video is posted on the GATA website at this link.
http://www.gata.org/node/8854

The CFTC is already out with a discussion of 30 of the areas of rulemaking they will
tackle as a function of the new law — in the area of Swaps. Those interested can find
that discussion at this link. http://www.cftc.gov/PressRoom/PressReleases/pr5856-
10.html

We already know that gold and silver derivatives in the OTC markets were

specifically excluded from FinReg (some say to appease J P Morgan Chase) s o don ' t
expect much in that arena. The banks “bought” the right to keep on trading and

hedging gold and silver unfettered in the largest, unregulated bullion markets. The
COMEX is a sideshow compared to size of the OTC markets, by the way.

One item that Commissioner Chilton did mention, that could possibly be interesting

to all of us that trade options and futures, is that he said that the new regulation

gives the CFTC power to prevent or to prosecute disruptive trading practices.

Traders have long accused the largest hedgers and short sellers of using the power

of their own positioning in order to bully the markets. Chilton has apparently thrown
down a gauntlet there in the video .. or has he?

Well, guess what folks. That (disruptive trading or fomenting) is already against the
rules and was before Fi nRabie.toenforfce thédhrelesGafrdaly, was n’
why should anyone think they will be able to now? Instead of only about 20 laws

that say that manipulation of the market is a no-no, or that traders cannot bully the


http://www.gata.org/node/8854
http://www.gata.org/node/8854
http://www.cftc.gov/PressRoom/PressReleases/pr5856-10.html
http://www.cftc.gov/PressRoom/PressReleases/pr5856-10.html

markets, now we have some more rules. Yippee! Now the CFTC and the SEC
regulators can watch porn on their computers with more rules saying the same thing.

Perhaps the dumbest, most short-si ght ed “push” of some of the peopl
hard for FinReg is in the area of tightened position limits. Right! As if position limits
are or ever were the problem in gold or silver.

i mit

Let's be clear: Position (and accountability)
to prete

never were “the problem.” 't is ridicultverus
more ridiculous would be to reduce the already too small position and accountability
limits already enforced by the exchanges.

Why? Because the problem has nothing at all to do with position limits. The

problem is that the CFTC grants liberal exemptions to the existing position limits

without regard to the size of the position created by those exemptions relative to the

open interest. The very nature of exemptions being granted to huge bullion banks in
proportion to the risk exposure THEWfaraver-“show” | ead
concentration on one side of the trading battlefield and results in the opportunity —

legally — for abusive trading influence in the COMEX futures market.

The problem is quite simply that the exemptions for what the CFTC calls “bona fide
hedgers” are designed to favor several very large banks and allows the banks the
ability to amass positions all out of proportion to the market itself. The exemptions
are way too concerned with allowing J P Morgan Chase to “hedge” its gold and silver
positions or inventory and not concerned enough with the integrity or fairness of the
COMEX futures market itself.

I't is painful to see some popular “champions” of the
game now apoplectic in their glee that FinReg has been passed — because they
actually think that position limits will now be punitively tightened.

Tightening position limits on the COMEX is like putting shackles on firefighters
because the arsonist gets to use all the gasoline he wants. Tightening position limits
by itself goes after the wrong people.

Unless the CFTC focuses on the main problem — concentration caused by way too

large exemptions granted to too few entities, and unless the CFTC limits aggregate

positions as a percentage of the open interest no matter which side of the battlefield

and no matter if a “bona fide hedger” or not, we cannot expect very much

‘i mpr ovte'metno come from FinReg, or on the | argest fut
silver.

Oh, and any time we see a regulator waxing triumphant about a new thousand-page
plus piece of legislation, we freedom loving Americans need to worry — a lot. We
really do need to do a much better job at the polls this November, fellow Vultures.

k k%

Once we have worked through all the charts, ratios and data this weekend we do

intend to update our findings in the |Iinked charts n
full Got Gold Report . Readers will find a link to that report, provided gratis to all

this week, on the front page of the Got Gold Report web log at

www.gotgoldreport.com .



http://www.gotgoldreport.com/

Scorecard: Gold -1.7% and the gold LCNS -13.2%. Silver -2.9% and the
silver LCNS -6.4%.

This Week & Closing Table

July 23, 2010

w/w Chg
Got Gold Report Indicator Comparison This Week Prior Week Change %
Gold Weekly Close (USD) $1,189.32 $1,192.95 ($3.63) -0.3%
Silver Weekly Close (USD) $18.11 $17.86 $0.25 1.4%
GLD Metal Holdings (Tonnes) 1,302.05 1,314.21 (12.17) -0.9%
SLV Metal Holdings (Tonnes) 9,185.29 9,185.29 0.00 0.0%
Gold Close COT Date $1,191.97 $1,212.21 | ($20.24) -1.7%
Silver Close COT Date $17.70 $18.23 ($0.53) -2.9%
Gold LCNS (Contracts Net Short) 215,664 248,348 | (32,684) -13.2%
Silver LCNS (Contracts Net Short) 47,960 51,214 (3,254) -6.4%
HUI EOW Close 451.84 443.87 7.97 1.8%
US Dollar Index Weekly Close 82.48 82.55 (0.07) -0.1%
ICE Commercial Net $ Pos. (Contracts) (16,270) (15,754) (516) 3.3%
Gold:Silver Ratio Weekly Close 65.67 66.80 (1.13) -1.7%
Gold Intra-week High $1,203.90 $1,217.95 | ($14.05) -1.2%
Gold Intra-week Low $1,175.75 $1,186.20 | ($10.45) -0.9%
Silver Intra-week High $18.27 $18.52 ($0.25) -1.3%
Silver Intra-week Low $17.47 $17.76 ($0.29) -1.6%
Gold High/Low Spread $28.15 $31.75 ($3.60) -11.3%
Silver High/Low Spread $0.80 $0.76 $0.04 5.3%

Note that silver outperformed gold and the HUI outperformed both.

That is all for now. Thanks for your investment of time and your loyal support which
makes this service possible. Have a great rest of the weekend.

%k k%

Gene Arensberg



