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Has the price of gold had an overreaction?

 

The US Federal Reserve (Fed) just completed its fourth Federal Open Market Committee

(FOMC) meeting of the year, an event that is beginning to garner increasing amounts of

attention from market participants. Following the meeting’s conclusion on Wednesday, 16

June, the central bank has now signalled that its first interest rate hike may come in

2023 instead of 2024.

 

So, has the Fed now adopted a hawkish stance? Should markets be spooked? At WisdomTree,

we don’t think so. What the central bank has done amounts to forward guidance, a

mechanism for managing market expectations. This was extremely important for the Fed to

do to maintain its focus on stabilising prices and maximizing employment without risking

becoming the cause for major market volatility. Monetary accommodation from the central

bank remains at crisis levels – something that is no longer required for an economy that

is starting to find its footing. 

 

Figure 1: Gold and real rates have both responded strongly to the Fed's latestFigure 1: Gold and real rates have both responded strongly to the Fed's latest

meetingmeeting
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Source: WisdomTree, Bloomberg. Data as of 17 June 2021.

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 value.investments may go down in value.

  

Now, it is hard to disentangle any discussion on inflation with what is happening in the

world of gold. Since the start of the second quarter, gold has been upwardly mobile,

responding favourably to rising levels of inflation (see Figure 1). Most recently,

annual inflation in the US came out at 5% for May, up from 4.2% in April, and well above

consensus estimates1. In Have we entered ‘The Great Inflation 2.0’?, we discussed how

some of the forces driving inflation are unlikely to be transitory.  If inflation is

here to stay, hedges against it are also likely to be strategic, rather than tactical,

in nature.

 

In the blog, we also argued that markets, on aggregate, endorse the view that inflation

is likely to be higher for longer. This is evident from the sustained increases in

breakeven rates in recent months. Despite this, gold prices have fallen sharply

following the Fed’s latest meeting. If we were to anthropomorphise markets, this seems

like cognitive dissonance. If long term inflation expectations have risen significantly,

the actions from the Fed should not come as a surprise. Markets should be prepared for

the Fed to at least start considering tapering unprecedented levels of monetary support

unless markets are counting on the central bank to make policy errors.

 

But short-term bouts of irrationality tend to get corrected. Such is the wisdom of the

‘invisible hand’. If inflation numbers continue to be high in the coming months, markets

may come to terms with the Fed doing what it must to fulfil its mandate. Gold’s price

decline following the central bank’s latest meeting may seem like an overreaction in

hindsight.

 

SourceSource

1 Trading Economics
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Related blogsRelated blogs

+  Have we entered The Great Inflation 2.0Have we entered The Great Inflation 2.0

 

 

Related productsRelated products

+ WisdomTree Physical Swiss Gold

+ WisdomTree Core Physical Gold

+ WisdomTree Physical Gold

View the online version of this article here.
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and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: Marketing communications issued in jurisdictions outside of the EEA: This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree 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 forFor professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor ayour general information only and is neither an offer for sale nor a

solicitation of an offer to buy securities or shares. This document should notsolicitation 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 downbe 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 performancein value and you may lose some or all of the amount invested. Past performance
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be based on the information contained in the appropriate prospectus and afterbe based on the information contained in the appropriate prospectus and after

seeking independent investment, tax and legal advice. seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number ofThe application of regulations and tax laws can often lead to a number of

different interpretations. Any views or opinions expressed in this communicationdifferent interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, taxrepresent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to theor legal advice. WisdomTree makes no warranty or representation as to the

accuracy of any of the views or opinions expressed in this communication. Anyaccuracy of any of the views or opinions expressed in this communication. Any

decision to invest should be based on the information contained in thedecision to invest should be based on the information contained in the

appropriate prospectus and after seeking independent investment, tax and legalappropriate prospectus and after seeking independent investment, tax and legal

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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