WisdomTree INSIGHT ARTICLE

WHY THE GOLD PRICE RALLY MAY
CONTINUE

Christopher Gannatti — Global Head of Research, WisdomTree.
04 Mar 2019

we often write about the different market developments that can impact the returns of
gold within investor portfolios. The primary factors that we consider are:

e Policy of the US Federal Reserve (Fed)

e Consumer Price Index (CPI) measures of inflation

e Behaviour of the uS Dollar

o Levels of interest rates—particularly the US 10-Year Treasury Note
e Gold futures speculative positioning

while we believe that these are among the most important factors that explain movements
in the gold price, we couldn’t say that they are the sole determinants as to why the
price moves. Technical factors, such as the ratios of gold to US equities, gold to US
government bonds, and gold to the US Dollar are also certainly worth considering. Below,
we Took at these ratios and explore the implications for the gold price.

Gold technicals: the gold price to US equities ratio

Since the end of 2009, there have been two dominant trends within the relationship
between the price of gold and US equities, as shown through the performance of the S&P
500.

e From 31 December 2009 to 22 August 2011, the price of gold appreciated by nearly 40%
annualised while the S&P 500 only gained about 1% per year
e From 22 August 2011 to 8 February 2019, the S&P 500 gained about 14% per year, while

the price of gold lost nearly 5% per yearl

At the risk of stating the obvious, US equities have been the star performers at the
expense of most other asset classes since 2011, gold included. But we’d note that in
Figure 1, which shows the ratio of the gold price to the S&P 500, we see a falling wedge
pattern. The performance of US equities was strong enough recently to push the Tine-
designed such that it declines when US equities are outperforming gold-outside the Tower
boundary of the falling wedge. This move was short-lived, and technicians have noted
that when moves Tike this fail to establish a trend, the reverse move may occur quite
quickly. This suggests that gold could potentially outperform US equities 1in the near
term.

Figure 1: The relationship between gold and US equities may be changing
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Source: Bloomberg, with period from 31 December 2009 to 8 February 2019. cConcept for chart from blog post by 3JC

Parets on 6 February 2019.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

Gold technicals: the gold price to long-maturity US government bonds ratio

one of the big debates among investors today is in relation to where US interest rates—
particularly long-term US interest rates—-may go to from current levels. From the early
1980s to the present, the trend has clearly been down, Tleading to massive price
appreciation for bond 1investors. Now, however, with interest rates near historic Tows,
many hypothesise that the next 10 or 20 years could look very different to the last 30
to 40 years.

In Figure 2, we show the ratio of Tlonger-dated US government bond cumulative returns
against the price of gold, using the ICE US Treasury 20+ Year Index as a measure of the
returns from US government bonds. The chart shows:

e From 2004 to 2011, the price of gold outperformed Tlonger-maturity US government
bonds, resulting in an upward trend in the ratio

e From 2011 to about 2014, Tonger-maturity US government bonds outperformed gold,
resulting in a downward trend in the ratio

e From 2014 onwards, we have observed a strong multi-year basing process, and it Tooks
Tike the price of gold is again starting to outperform long-maturity US government
bonds

while this ratio cannot guarantee that the price of gold will outperform Tonger-maturity
US government bonds going forward, we think that the ratio 1is an 1interesting way to
consider a longer-term historical context and relationship between the two assets.

Figure 2: Gold may be poised to outperform US government bonds
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Source: Bloomberg, with period from 31 December 2004 to 8 February 2019. cConcept for chart from blog post by 3JC
Parets on 6 February 2019.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

Gold technicals: major trends in the relationship between the US Dollar and the
gold price

Gold (and many other commodities) 1is priced in US Dollars, leading to a natural tendency
of the price of gold to rise as the value of the US Dollar falls. Figure 3 idindicates
that since the Tate 1960s, the US Dollar has had four regimes of significant
depreciation. It is clear that the price of gold responded during these periods by
moving significantly higher.

on the right-hand side of Figure 3, we indicate that a pattern has developed recently
that looks similar to patterns that we have seen in the past prior to a big US Dollar
move down and a subsequent upward move in the price of gold. While this pattern is by no
means a guarantee of future performance, we do believe that analysing the Tong-term
relationship between the US Dollar and gold is helpful in stepping outside the minute-
by-minute, hour-by-hour, and day-by-day short-term analysis that the world has become
accustomed to.

Figure 3: The US Dollar versus gold price relationship since the late 1960s
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6 February 2019.

Historical performance is not an indication of future performance and any
investments may go down in value. You cannot invest directly in an index.

conclusion: the price of gold may appreciate further

we have written recently that, based on our forecast and internal models as of 31
December 2018, gold’s price could reach $1,370 per troy ounce by 31 December 2019. This
forecast was based primarily on fundamental factors, rather than technical factors.
However, analysing the three charts above, we believe that gold’s further appreciation
could also be supported from a technical perspective.

Source

1 Bloomberg, wisdomTree.
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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 conflicts 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 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
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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