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In the story of Goldilocks and the Three Bears, the hungry protagonist tries three bowls
of porridge after entering a seemingly vacant house in a forest. She prefers the bowl
that is neither too hot nor too cold but just right. The term Goldilocks has been
adopted from the fairytale to describe a situation in which something 1is or must be
precisely right. with silver being a hybrid metal, drawing defensive properties from
being precious and cyclical properties from being industrial, conditions that are ‘just
right’ can be achieved when there 1is an optimum balance between the two dimensions.
Could now be that moment?

The right amount of support from gold?

Silver’s historically high correlation with gold (70-80%)1 makes it a safe-haven
alternative to the yellow metal. But gold’s defensiveness 1is not Timited to economic
downturns Tike Tast year. It extends to economic upswings too, especially when inflation
is on the rise. For example, when the US consumer price index (CPI) inflation spiked

sharply in April to 4.2%%, well above consensus estimates, gold found support. The
correlation effect kicked in, and silver has rallied too since then. Given the prospect
of persistently high inflation, relatively steady US Treasury yields, for now, weakening
US dollar, and frequent bouts of market volatility, gold may remain relevant for
investors. Silver, sometimes seen as a leveraged play on gold, will draw support if that
happens.

The right amount of support from industries?

Manufacturing Purchasing Managers’ Indices (PMIs) provide a useful barometer to gauge
industrial activity. China’s Manufacturing PMI bounced back into expansionary territory
in April after contracting in the first quarter. The same indicator for the US is

showing continuously steady improvement this year3. Economic data, in recent months, has
generally helped boost industrial metals - the top-performing commodity sector over the

last 12 months*. Given that more than half of silver’s demand comes from industrial
applications such as photovoltaics, electronics, and automobiles (especially electric

vehicles)?®, improving economic conditions bode well for the metal.

Figure 1: Silver’s speculative positioning is rising but is not stretched
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Source: WisdomTree, Bloomberg. Data to 17 May 2021. Positioning in ‘000 contracts. CFTC refers to the Commodity

Futures Trading Commission. Stdv stands for standard deviation.

Historical performance is not an indication of future performance and
any investments may go down in value.

Sentiment improving but not stretched

Is silver striking the right balance in terms of drawing support from gold’s
defensive characteristics and the cyclical properties of industrial metals? One
clue 1lies in investor sentiment - as evident in net speculative positioning 1in
silver futures. While speculative positioning - which can be an important driver
of commodity prices - is on the rise, it is far from being stretched (see figure
1). This suggests that there is still further headroom for investors to take the
view that conditions are neither too hot nor too cold but just right.

Sources

1 wisdomTree, as of May 2021, observing price data over the last 30 year.
2 Trading Economics

3 Trading Economics

4 Bloomberg as of 17 May 2021 using Bloomberg Commodity Subsector Total Return
Indices.

5 silver Institute

Related Blogs

+ Silver outlook to Q1 2022: An industrial tailwind and the energy transition to
boost silver demand

+ The dynamic metal - How silver is unique and presents a compelling investment
opportunity
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Related products
+ WisdomTree Physical Silver (PHAG/PHSP)
+ WisdomTree Silver (SLVR)

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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