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Gold prices fell 3% on 12th March in what looks like selling to meet liquidity needs

while nominal US Treasury yields also rose from intra-day low of 0.64% to an intraday

high of 0.91%, most likely due to the same phenomenon. Gold and Treasury Inflation

Protected Securities (TIPS) are moving in a similar fashion, as shown in Figure 1. Sharp

declines in equity and other cyclical markets on 12th March (e.g. S&P 500 down 10% and

oil down 7%) were setting off circuit breakers and triggering the selling of high

quality, liquid assets very likely in order to meet margin calls. We saw a similar

decline in gold prices at the end of February (although that did not come with a

Treasury sell-off). We believe that gold and Treasuries are doing their job, acting as

liquid assets in times of stress. Further violent moves in equities could trigger more

gold selling on a temporary basis. However, we also believe that if gold proves its

worth, by being a source of liquidity when markets are under duress, we are likely to

see demand rise.

 

Figure 1: Gold (yellow, left) price vs. US 10-year TIPS Yields (white, right,

inverted axis)

 Source: Bloomberg, data from 00:00 10th March 2020 to 08:00 13th March 2020.

Historical performance is not an indication of future performance and any

investments may go down in value.
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Looking back at the global financial crisis, gold prices initially fell in October 2008

alongside equities. By November 2008, the gold price started an upward rally, that

ultimately saw it rise 170% by August 2011 (Figure 2).

 

In 2008, the initial price declines were widely attributed to margin calls and liquidity

needs. If history is any guide to the future, the price declines on 12th March may have

opened up good entry points for investors seeking access to a safe-haven asset.

 

 

Figure 2: Gold (green ,left) vs equities (white, right) in Q4 2008

 Source: Bloomberg, data from 01 September 2008 to 31 December 2008.

Historical performance is not an indication of future performance and any

investments may go down in value.

 

 

 

Related blogs

+ Gold: how we value the precious metal

+ Is a previous gold bull scenario repeating itself?

 

 

Related products

+ WisdomTree Physical Swiss Gold

+ WisdomTree Physical Gold

+ Gold Bullion Securities

View the online version of this article here.
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For professional clients only. The information contained in this document is for
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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
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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,
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