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Silver has followed gold’s coattails higher, surpassing our forecasts and snapping out

of a pessimistic period that had besieged the metal in the first five months of 2019.

Following the upward revision to our gold forecast, we are also revising our Q2 2020

silver price forecast higher to US$17.05/oz from US$16.5/oz previously. However, silver

could peak much higher at US$19.90/oz at the end of Q3 2019. So, we view a strong

tactical opportunity in silver in the near term.

 

Using the approach we described in Silver outlook: Searching for a silver lining, we

translate our new base case gold forecasts to a base case silver forecast. This

incorporates silver’s strong correlation to gold. We maintain the same assumptions for

other aspects of the model as we published in the Q2 2020 Silver Outlook. Namely that

industrial demand for silver could suffer if trade wars continue to linger, rising

capital investment in mining is likely to boost future mine supply of silver and futures

exchange inventory is likely to remain plentiful. So outside of silver’s shared traits

with gold, namely its role as a hard asset with defensive qualities, there are several

headwinds that silver is likely to face. That in part describes why silver could lose

some of the short-term gains by the end of the forecast period.

 

Figure 1: Silver price forecastFigure 1: Silver price forecast

 

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 27 August 2019

Forecasts are not an indicator of future performance and any investments areForecasts are not an indicator of future performance and any investments are

subject to risks and uncertainties.subject to risks and uncertainties.
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Silver has been recently playing catchup with gold. Gold had rallied earlier and

initially faster than silver. The growing demand for these “anti-fragile” or “defensive”

assets is rooted in the deterioration in the global economic outlook stemming from the

escalation of a trade war and the possible policy responses we could see as a result.

Gold was clearly seen as the first port of call for investors looking for shelter from

worst-case outcomes. Of the precious metals, gold is the least industrial and the most

defensive. But as speculative gold futures positioning has risen to an all-time high,

some investors are rotating to silver, where positioning is less stretched. 

 

The gold to silver ratio had hit the highest levels since 1993 in July 2019, indicating

that silver was very cheap relative to gold. The ratio has declined marginally in recent

weeks as silver has started to rally. While we don’t think that that the ratio will fall

back to its historic average, it is reasonable to assume that it could fall to within a

standard deviation of the average. That would be consistent with our Q3 2019 silver

forecast of US$19.90/oz and gold forecast of US$1525/oz. Toward the end of the forecast

horizon, the ratio is likely to rise as the headwinds on silver bite.

 

Figure 2: Gold to silver price ratioFigure 2: Gold to silver price ratio

 

Source: Bloomberg, WisdomTree, data available as of close 27 August 2019

Historical performance is not an indication of future performance and anyHistorical performance is not an indication of future performance and any

investments may go down in valueinvestments may go down in value

 

In Gold could rise to over US$1800/oz if geopolitical risks remain elevated, we

presented some reasons why sentiment towards gold (measured using speculative

positioning in gold futures) could remain as high as they are today. Under such

circumstances, gold prices could rise to over US$1800/oz in Q2 2020. The silver price

that would be consistent with that scenario (holding other assumptions in the model the

same) would be around US$21/oz. 
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Figure 3: Silver price forecast in bullish gold scenarioFigure 3: Silver price forecast in bullish gold scenario

 

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 27 August 2019

Forecasts are not an indicator of future performance and any investments areForecasts are not an indicator of future performance and any investments are

subject to risks and uncertainties.subject to risks and uncertainties.

 

 

In conclusion, our forecasts point to gold remaining the best hedge for longer-term

geopolitical concerns (and associated policy responses), but there is likely to be a

short-term tactical opportunity in silver. Silver has already begun to rally strongly,

and the momentum could continue in the near-term.

 

All data from WisdomTree models forecasts. Forecasts are not an indicator ofAll data from WisdomTree models forecasts. Forecasts are not an indicator of

future performance and any investments are subject to risks and uncertainties.future performance and any investments are subject to risks and uncertainties.

 

Related blogsRelated blogs

+ Silver outlook: Searching for a silver lining

+ Gold could rise to over US$1800/oz if geopolitical risks remain elevated

 

 

Related productsRelated products

+ ETFS Physical Silver

+ ETFS EUR Daily Hedged Silver

View the online version of this article here.
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advice.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 indirectly) 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 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 loss arising from any use of this document or its contents.
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