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Gold prices are currently trading at very important technical levels. The fact that gold

surpassed and stayed above US$1400/oz is an important milestone, after breaching

US$1350/oz on Thursday 20 June. US$1350/oz acted as key resistance point, as gold failed

to breach those levels 6 times before in September 2017, January 2018, February 2018,

March 2018, April 2018 and February 2019. Having risen above another ‘round number’ is

symbolically important. Gold is currently trading at highest levels since March 2013.

 

The last time gold traded above US$1350/oz was shortly after the UK’s referendum on EU

membership in mid-2016, when speculative positioning in gold futures hit an all-time

high.

 

Clearly something changed.

 

We previously expected the US Federal Reserve (Fed) to remain on hold for the year

(although its ‘dot-plots’ were guiding the market for a hike in 2020). But the market

forced the Fed’s hands, then the central bank indicated at its June meeting that it

could cut rates in 2020 and the market is pricing in a cut at the July meeting. 

 

US 10-year Treasury yields fell significantly below 2.0% (from 2.4% at the end of March

2019 and over 3% in October 2018). The recent surge in gold prices reflect the dovish

stance of the Fed and this precipitous drop in yields. 

 

The question is: is there still further upside? Based on our revised assumptions, we

believe so.

 

Figure 1: WisdomTree’s gold price forecast
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Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of 20 June 2019 

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

subject to risks and uncertainties.

 

Using WisdomTree’s quantitative framework outlined in “Gold: How we value the precious

metal”, we project gold prices could rise to US$1480/oz by end of Q2 2020. This is based

on a relatively conservative set of assumptions:
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US Treasury yields to remain at current levels. The market has largely priced-

in more cuts that the Fed itself is guiding. Fed Fund futures are indicating the

market is looking for two to three rate cuts in 2019. Our forecast for gold—at 1480—

just uses current levels for long-term interest rates. A further drop in rates would

support even higher prices. 

US dollar basket remaining around 97.      Although cutting interest rates would

normally be associated with currency weakness, we believe that the Fed will not be

alone in expressing a dovish bias. That is likely to avoid large appreciation or

depreciation of the US dollar. Indeed, with accusations of ‘currency wars’ re-

emerging, gold could be seen as the haven currency during the course of the year

(especially among emerging market central banks, who appear to want to diversify

their foreign currency reserves), as it has been in the past.

Inflation to reach 2%. Although weak inflation is the driver for the Fed’s change

in policy course (with CPI inflation currently at 1.8%), we believe at the headline

level, inflation could rise as a result of higher oil prices. We believe weakness in

demand for oil - that could result from prolonged trade tensions for example – would

be countered by the Organization of the Petroleum Exporting Countries (OPEC) policy

decisions. OPEC’s policy meeting has been rescheduled for 1st July, after the G20

meeting takes place on 28th/29th June, which highlights how the cartel wants to

understand demand projections (which can only happen when we know where the world’s

largest consumers—US and China—are heading). 

Investor sentiment for gold may not remain as elevated as today, but with so

many geopolitical concerns, there are upside risks. Speculative positioning in

gold futures has risen substantially in recent weeks and surpassed our expectations.

Speculative length is over 205k contracts net long—a substantial rise from 55k net

short in October 2018. We don’t think it will remain this elevated on a base case

basis (and we assume positioning at 120k contracts). However, we note that many

risks could crystallise in the near future. Within the next week are several keys

risks:

At the G20 meeting on 28th/29th June, China and US may not see eye-to-eye and

disappoint the market with further escalation in their trade war

On June 27th, Iran is likely to announce it has breached the nuclear accord and

thus risks military intervention with the US  

Figure 2: Net speculative positioning in gold futures

 

Source: Bloomberg, WisdomTree, data as of 20 June 2019

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

may go down in value
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In conclusion, based on our quantitative model and a relatively conservative set of

assumptions, we believe gold still has room to go materially higher.  

 

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

subject to risks and uncertainties.

 

Related blogs

+ Gold: WisdomTree's price forecasts to Q1 2020

+ Gold: how we value the precious metal

+ Why the gold price rally may continue

 

 

Related products

+ ETFS Physical Swiss Gold (SGBS)

+ Gold Bullion Securities (GBS)

+ ETFS Physical Gold (PHAU)

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=87A9E032274240C0BCA2BE9D36761BB2&_z=z
https://wisdomtree.eu/~/link.aspx?_id=F331014C5D7F4181AEC0EEAE030B2A59&_z=z
https://wisdomtree.eu/~/link.aspx?_id=19A14977BA6C471EB566B5CA1580248D&_z=z
https://wisdomtree.eu/~/link.aspx?_id=03FEADC56052442BA6D132235901E8A1&_z=z
https://wisdomtree.eu/~/link.aspx?_id=40B43B7FC8454311B45075A12ACA82F0&_z=z
https://wisdomtree.eu/~/link.aspx?_id=2A5ED3D8352C46D1B4FB36CF1B6E2180&_z=z
https://www.wisdomtree.eu/en-gb/blog/2019-06-26/gold-above-us-1400-where-next


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 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 for

your general information only and is 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 laws 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 legal 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 in the          

appropriate prospectus and after seeking independent investment, tax and legal        

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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