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Gold has historically had a clear inverse relationship with US real yields (Figure 1).

Investors typically consider both gold and US treasuries defensive safe-haven

investments and turn to them when they perceive geopolitical and macroeconomic risks to

be elevated causing their prices to move with a high degree of correlation.

 

Source: WisdomTree, Bloomberg. Monthly data from 31/01/2010 to 31/01/2020.

Historical performance is not an indication of future performance and any

investments may go down in value. You cannot invest directly in an index.

 

Real yields are a function of nominal rates and inflation. If we isolate the two factors

historically and observe the behaviour of nominal US treasury yields relative to

consumer price index (CPI) inflation, we notice something interesting. Nominal yields

for US treasuries have fallen across the curve in recent months causing almost all

points on the curve to be close to or below the current rate of inflation (Figure 2).

Last time this happened was in 2011/2012 when the curve remained below inflation for a

protracted period. Concurrently, speculative positioning on gold futures exchanges

remained elevated keeping the price of gold high. A similar situation may be manifesting

today with low yields and speculative positioning for gold at record highs.
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 Source: WisdomTree, Bloomberg, Federal Reserve Bank of St. Louise. Data from 13/02/2010 to 13/02/2020. Generic

nominal treasury yields for (1,3 and 6) months and (1,2,3,5,7,10,20 and 30) years used. Calculation shows the

proportion of these contracts that are below US CPI YoY, e.g. 100% means that all 11 points on the yield curve

noted above are below CPI at the time.

Historical performance is not an indication of future performance and any

investments may go down in value. You cannot invest directly in an index.

 

Going forward, we project three scenarios for 2020 with inflation, nominal rates and

speculative positioning being key variables in our gold model. We outline this framework

in our 2020 gold outlook. In our base case, which we believe to be conservative, we

expect the US Federal Reserve to keep its monetary policy on hold, yields to rise

moderately from current levels and speculative positioning for gold to return to average

historic levels. Gold’s price forecast in this conservative scenario is US$1640 for the

end of the year,  which means that we view the downside risk to gold’s price to be

limited in the current environment. In a bear case, speculative positioning drops

considerably and the Fed tightens policy causing bond yields to rise and inflation to

pull back. In this scenario, gold ends the year at US$1470/oz. In a bull scenario,

yields fall further due to Fed easing and speculative positioning remains elevated. This

takes us to a gold price of US$2030/oz at year end.

 

Now, if speculative positioning remains elevated and the Fed keeps its monetary policy

on hold i.e. conditions remains broadly similar to how they are today, we could end up

somewhere between our base and bull scenarios. This would keep bond yields suppressed

and gold prices elevated as we witnessed in 2012, and potentially at even higher levels.

Is history repeating itself?

 

 

Related blogs

+ Gold outlook for Q4 2020: Trade turbulence and Middle East tensions still to dominate

+ Gold: how we value the precious metal

+ Gold could rise to over US$1800/oz if geopolitical risks remain elevated
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https://www.wisdomtree.eu/en-gb/-/media/eu-media-files/other-documents/research/market-insights/wisdomtree-gold-outlook-q4-2020.pdf
https://www.wisdomtree.eu/en-gb/blog/2020-01-17/gold-outlook-for-q4-2020-trade-turbulence-and-middle-east-tensions-still-to-dominate
https://www.wisdomtree.eu/en-gb/blog/2019-11-25/gold-how-we-value-the-precious-metal
https://www.wisdomtree.eu/en-gb/blog/2019-08-21/gold-could-rise-to-over-us-1800oz-if-geopolitical-risks-remain-elevated


+ WisdomTree Physical Swiss Gold

+ Gold Bullion Securities

+ WisdomTree Physical Gold

View the online version of this article here.
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https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-swiss-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/gold-bullion-securities
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold
https://www.wisdomtree.eu/en-gb/blog/2020-02-27/is-a-previous-gold-bull-scenario-repeating-itself


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.

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330


	IS A PREVIOUS GOLD BULL SCENARIO REPEATING ITSELF?

