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With the Federal Reserve maintaining a hawkish tone, bond yields have risen, and the US

Dollar remains strong. As a result, we have edged down our gold forecasts, but the risk

of central banks overdoing it could send gold soaring, especially if inflation remains

high while economic growth is hurt. In a base case of inflation moderating without a

recession, silver should largely keep up with gold. However, an industrial downturn

could hurt silver disproportionately.

 

Revising gold forecastsRevising gold forecasts

 

In Gold outlook to Q1 2023: Is gold returning from the alternate universe? we presented

a projection for gold, based on consensus economic forecasts from March 2022. Since we

published that paper, consensus economic views have shifted, acknowledging the bond

sell-off and a stronger US Dollar. Consensus has also revised inflation forecasts

upwards, acknowledging the stubbornness of prices despite the hawkish actions of central

banks. Higher bond yields and a stronger US Dollar are gold price negative while higher

levels of inflation are gold price positive. Our model indicates that by Q1 2023, gold

prices will still rise (see Figure 1), but not as much as previously expected (circa

US$2300/oz1) when the bond and US Dollar headwinds were lower. We assume, in our revised

forecast, that 10-year bond yields rise to 3.2% (currently 2.80%2) and the US Dollar

basket appreciates to 105 (currently 1023) by Q1 2023 and inflation only moderates to

4.3% (from 8.3% in April 20224). The bear and bull cases are unaffected by these changes.
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Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 29 April 2022.

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.

 

Gold keeps on defying bond headwindsGold keeps on defying bond headwinds

 

We have observed that gold is holding up well relative to bond markets, breaking down

the traditionally strong relationship between gold and Treasury Inflation-Protected

Securities (Figure 2). Gold is an asset that generally performs well in adverse economic

and financial conditions. With fears of a recession rising, investors are increasingly

turning to gold as a hedge. We have seen 7.3 million ounces of inflows into global gold

exchange-traded commodities (ETCs) in the year so far to 24 May 2022 (compared to a net

outflow of 9.2 million ounces in full year 2021)5.

 

Source: Bloomberg, WisdomTree. 5 April 2017 to 24 May 2022.

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.

 

Stagflation could be good for goldStagflation could be good for gold

 

Traditionally, recessions tend to moderate price pressures. However, when price

increases are generated by external shocks, we may not see that come to effect. Market

pundits are increasingly talking about ‘stagflation’ – a recession combined with high

inflation. Today, we are facing energy price shocks and food shortages – consequences of

the Covid pandemic and the war in Ukraine. The impact of these events does not appear to

be fading as much as many had hoped. 

 

Episodes of stagflation are extremely rare and, therefore, making quantitative

conclusions from them is fraught with difficulty. Between Q3 1973 and Q1 1975, US GDP6

had been declining in real terms and, over that period, inflation rose from 7.4% to

10.3%7. Gold prices had risen 73% in that time frame8. In the late 1970s we also saw

economic deceleration9 combined with accelerating inflation, with gold prices more than

doubling in calendar year 1979.
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Silver riding on gold’s coat-tail, for nowSilver riding on gold’s coat-tail, for now

 

Using our revised base case gold forecast, our silver model indicates that silver prices

are likely to rise to US$25.89/oz (from US$21.93/oz10) by Q1 2023. Mining capital

expenditure has been rising in recent years and that could drive silver out of a supply

deficit in the coming year. We assume that manufacturing activity (proxied by

manufacturing Purchasing Manager Indices) will continue to moderate but won’t fall below

50 (that is, won’t contract in outright terms).

 

Our silver forecast indicates that the gold-to-silver ratio (Figure 3), that is

currently elevated11, could moderate a little.

 

Source: WisdomTree (forecasts: 30/06/2022 – 31/03/2023), Bloomberg (historic data: 01/06/1990 – 24/05/2022).

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.

 

A recession could treat silver differently to goldA recession could treat silver differently to gold

 

Our silver model assumes that the metal’s sensitivity to gold prices is broadly stable

through the economic cycle. However, in reality, the correlation between the two metals

fluctuates (Figure 4). We believe that if recession becomes the main driver of the gold

price, manufacturing activity could contract, placing negative pressure on silver, while

gold prices continue to rise. That could send the gold-to-silver ratio higher. 
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Source: Bloomberg, OECD, WisdomTree. OECD Composite Lead Indicator is a gauge of economic activity designed to

provide early signals of turning points in business cycles. Correlations based on monthly returns. January 2012 to

April 2022.

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.

 

ConclusionsConclusions

 

Gold and silver are facing headwinds from higher bond yields and an appreciating US

Dollar, but stubbornly high inflation should see their prices continue to rise.

 

To stress, a recession is not our base case scenario, but markets are increasingly

worried about the economy tipping over. Gold could outperform silver in such a

scenario. 

 

SourcesSources

1 Gold outlook to Q1 2023: Is gold returning from the alternate universe?

2 Source: Bloomberg, 24/05/2022

3 Source: Bloomberg, 24/05/2022

4 Source: Bloomberg, 24/05/2022

5 Source: Bloomberg, 24/05/2022

6 Gross Domestic Product

7 Source: Bloomberg

8 Source: Bloomberg

9 Although the economy was decelerating, the US only fell into the technical definition

of a recession in 1980 (that is, with two consecutive quarters of real GDP decline)

10 Source: Bloomberg, 24/05/2022

11 Is more than a standard deviation above the average since 1990
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Related blogsRelated blogs

+ What's Hot: Has war awoken gold?

+ The historical superiority of physically-backed investments in precious metals

+ Gold outlook to Q1 2023: Is gold returning from the alternate universe?

 

View the online version of this article here.
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Important InformationImportant Information

 

Marketing communications issued in the European Economic Area (“EEA”): 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 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

is not necessarily a guide to future performance. Any decision to invest shouldis not necessarily a guide to future performance. Any decision to invest should

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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