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Do We Really Need Cash-Settled 

Gold and Silver Contracts in 

Today’s Market?

The decision by CME Group to introduce 
dollar-settled silver contracts has reignited 
a fundamental debate at the heart of 
commodity markets:
should precious-metals futures continue to 
be physically deliverable, or is the market 
deliberately shifting toward cash settlement 
to manage stress in the system? 

At first glance, cash-settled contracts 
appear to be a benign product innovation—
another tool for traders to gain price 
exposure. But viewed in the context of recent 
developments in gold and silver markets, 
the timing raises more serious structural 
questions.

Why Cash Settlement Now?
The move comes at a moment when physical gold 

and silver markets are tightening simultaneously:

•	 Exchange inventories are declining

•	 Industrial demand for silver (solar, EVs, AI 

hardware, electronics) is accelerating

•	 Central-bank and investor demand for gold 

remains strong

•	 Delivery notices on futures exchanges are rising

•	 Physical premiums are widening across Asia and 

parts of the retail bullion market 

In such an environment, physically deliverable 

contracts place real pressure on exchange vaults. 

Every futures contract that stands for delivery requires 

metal to be sourced, stored, and transferred. When 

inventories are thin relative to open interest, delivery 

risk becomes systemic rather than theoretical.

Cash-settled contracts remove that 
pressure entirely.
No bars move. No vaults are drained. Positions are 

closed in dollars, not metal. 

From an exchange-stability perspective, this is 

logical risk management. From a market- structure 

perspective, it is transformative.

What Changes When Settlement Is in 
Dollars?
Futures markets are traditionally  

built on two pillars:

1.	 Price discovery

2.	 The ability to convert paper claims into physical 

supply

Cash settlement preserves the first pillar but effectively 

removes the second.

Once contracts no longer require delivery, gold and 

silver increasingly function as financial reference 

prices, rather than mechanisms tied to actual metal 

availability. Speculative demand can grow without 

corresponding physical backing, allowing paper 

markets to expand even as real supply tightens.

This shift benefits:

•	 Banks and market makers hedging price exposure

•	 Exchanges seeking to preserve liquidity and 

volume

•	 Speculators who never intended to take delivery 

It disadvantages:

•	 Industrial users seeking guaranteed supply

•	 Physical investors relying on futures for metal 

access

•	 Price discovery linked to real scarcity rather than 

financial flows
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Is This a Precedent?
Yes—and not a reassuring one. Across 

commodities, a consistent pattern has emerged:

•	 When physical supply tightens

•	 When delivery risk rises

•	 When volatility threatens market functioning 

Exchanges introduce paper substitutes—cash 

settlement, alternative benchmarks, or synthetic 

exposure—to absorb demand without stressing 

inventories.

Does This Mean Cash-Settled 
Contracts Are “Bad”?
Not necessarily—but they should not replace 

physically deliverable contracts. 

Cash-settled gold and silver instruments  

have a role:

•	 For short-term hedging

•	 For macro traders

•	 For price exposure without logistics 

The risk emerges when cash settlement becomes 

the dominant structure, especially during periods 

of physical tightness. At that point, futures market 

no longer signal availability—they signal financial 

consensus. And consensus cannot manufacture metal. 

The Paradox: Why This May Be Bullish  
for Physical Metal
Ironically, the expansion of cash-settled contracts 

often precedes stronger moves in physical prices. 

When futures lose credibility as delivery mechanisms:

•	 Spot premiums rise

•	 Physical supply becomes harder to source

•	 Local markets begin pricing independently

•	 Real metal trades at a premium to paper 

benchmarks 

This dynamic is already visible in parts of India, China, 

and retail bullion channels. 

You can settle a gold or silver shortage in cash—but 

you cannot run a solar plant, refinery, or vault on 

dollars alone.

The Bigger Question the Market Must 
Answer
So the real issue isn’t whether cash-settled gold and 

silver contracts are useful.

It’s this: 

Should they coexist with, or quietly replace, 

physically backed markets at a time when physical 

demand is structurally rising? 

If the trend continues, the market may end up with:

•	 Stable paper prices

•	 Increasingly volatile physical premiums

•	 And a widening gap between “quoted” metal and 

“available” metal 

That gap is not bearish.

It is a warning signal.

Bottom Line
The move toward cash-settled gold and silver 

contracts is less about innovation and more about 

stress management. It reflects growing awareness 

that physical markets are tightening—and that forcing 

delivery everywhere may expose uncomfortable 

constraints. 

History suggests that when exchanges lean more 

heavily on paper solutions, it often marks the early 

phase of a much larger repricing in real commodities. 

Physical metal doesn’t disappear. It simply becomes 

scarcer—and more valuable.




