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

U.S. dollar remains strong. As a result, we have slightly reduced our gold forecasts.

But the risk of central banks overdoing it could send gold soaring, especially if inflat

ion remains high while economic growth is suffering. 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 relative to gold.

Revising gold forecasts

Using consensus economic forecasts for inflation, bond yields and the U.S. dollar basket

from Bloomberg surveys in March 2022, we had projected a consistent gold price of

US$2,315/oz by Q1 2023. Since then, consensus economic views have shifted, acknowledging

the bond sell-off and a stronger U.S. dollar. Consensus has also revised inflation

forecasts upward, acknowledging the stubbornness of prices despite the hawkish actions

of central banks. Higher bond yields and a stronger U.S. dollar are negative for gold,

while higher levels of inflation are gold price positive. 

Our model indicates that by Q1 2023, gold prices will still rise (US$2,060/oz, figure

1), but not as much as we had expected (US$2,315/oz) when the bond and U.S. dollar

headwinds were lower. We assume, in our revised forecast, that 10-year bond yields rise

to 3.2% (currently 2.80%1), the U.S. dollar basket appreciates to 105 (currently 1022) by

Q1 2023 and inflation only moderates to 4.3% (from 8.3% in April 20223).

Figure 1: Gold price forecast
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Gold 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 Secu

rities (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 hedge. We have seen 7.3 million ounces of inflows into global gold ex

change-traded commodities (ETCs) in the year, to May 24, 2022 (compared to a net outflow

of 9.2 million ounces in full year 2021).4 

Figure 2: Gold vs real rates (Treasury Inflation-Protected Securities yield)

 

Stagflation 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, U.S. GDP

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

10.3%.5 In the same period, gold prices had risen 73%.6 In the late 1970s, we also saw

economic deceleration7 combined with accelerating inflation, with gold prices more than

doubling in calendar year 1979.

Silver riding on gold’s coattail, 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/oz8) 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 Indexes) 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), which is

currently elevated,9 could moderate a little.

Figure 3: Gold-to-silver ratio
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A 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. 

Figure 4: Gold and silver correlations change through the cycle

Conclusions

Gold and silver are facing headwinds from higher bond yields and an appreciating U.S.

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. 

Accessing gold
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Adding gold exposure to a portfolio has become easier with the launch of WisdomTree’s

Capital Efficiency family of products. The WisdomTree Efficient Gold Plus Equity Strateg

y Fund (GDE) overlays gold futures on top of traditional large-cap equities. The WisdomT

ree Efficient Gold Plus Gold Miners Strategy Fund (GDMN) does the same for a portfolio

of gold mining equities. These strategies aim to deliver exposure to gold with

efficiency through the use of futures instead of tying up all capital in the physical

metal.

 

 

1 Source: Bloomberg, 05/24/22.

2 Source: Bloomberg, 05/24/22.

3 Source: Bloomberg, 05/24/22.

4 Source: Bloomberg, 05/24/22.

5 Source: Bloomberg.

6 Source: Bloomberg.

7 Although the economy was decelerating, the U.S. only fell into the technical definition

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

8 Source: Bloomberg, 05/24/22.

9 Is more than a standard deviation above the average since 1990.

 

Important Risks Related to this Article

Nitesh Shah is an employee of WisdomTree UK Limited, a European subsidiary of WisdomTree

Asset Management Inc.’s parent company, WisdomTree Investments, Inc.

G D M N :     There are risks associated with investing, including the possible loss of

principal. The Fund is actively managed and invests in U.S.-listed gold futures and

global equity securities issued by companies that derive at least 50% of their revenue

from the gold mining business (“Gold Miners”). The Fund’s use of U.S.-listed gold

futures contracts will give rise to leverage, magnifying gains and losses and causing

the Fund to be more volatile than if it had not been leveraged. Moreover, the price

movements in gold and gold futures contracts may fluctuate quickly and dramatically, and

have a historically low correlation with the returns of the stock and bond markets. By

investing in the equity securities of Gold Miners, the Fund may be susceptible to

financial, economic, political or market events that impact the gold mining sub-

industry, including commodity prices and the success of exploration projects. The Fund

may invest a significant portion of its assets in the securities of companies of a

single country or region, including emerging markets, and thus, the Fund is more likely

to be impacted by events and political, economic or regulatory conditions affecting that

country or region, or emerging markets generally. The Fund’s investment strategy will

also require it to redeem shares for cash or to otherwise include cash as part of its

redemption proceeds, which may cause the Fund to recognize capital gains. Please read

the Fund’s prospectus for specific details regarding the Fund’s risk profile.

GDE: There are risks associated with investing, including the possible loss of

principal. The Fund is actively managed and invests in U.S.-listed gold futures and U.S.

equity securities. The Fund’s use of U.S.-listed gold futures contracts will give rise

to leverage, magnifying gains and losses and causing the Fund to be more volatile than

if it had not been leveraged. Moreover, the price movements in gold and gold futures

contracts may fluctuate quickly and dramatically, and have a historically low

correlation with the returns of the stock and bond markets. U.S. equity securities, such

as common stocks, are subject to market, economic and business risks that may cause

their prices to fluctuate. The Fund’s investment strategy will also require it to redeem

shares for cash or to otherwise include cash as part of its redemption proceeds, which

may cause the Fund to recognize capital gains. Please read the Fund’s prospectus for
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specific details regarding the Fund’s risk profile.

 

For the top 10 holdings of GDE please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/capital-efficient/gde

For the top 10 holdings of GDMN please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/capital-efficient/gdmn

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Funds

+ WisdomTree Efficient Gold Plus Equity Strategy Fund

+ WisdomTree Efficient Gold Plus Gold Miners Strategy Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Hawkish  : Description used when worries about inflation are the primary concerns in

setting monetary policy decisions.

Bond yield   : Refers to the interest received from a bond and is usually expressed

annually as a percentage based on its current market value.

Inflation : Characterized by rising price levels.

Treasury Inflation-Protected Securities (TIPS)     : Bonds issued by the U.S.

government. TIPS provide protection against inflation. The principal of a TIPS increases

with inflation and decreases with deflation, as measured by the Consumer Price Index.

When a TIPS matures, you are paid the adjusted principal or original principal,

whichever is greater.

Exchange-traded commodity (ETC)    : An exchange-traded commodity (ETC) is a type of

security that can offer traders and investors without direct access to spot or

derivatives commodities markets exposure to commodities such as metals, energy, and

livestock.

Stagflation : a situation in which the inflation rate is high, the economic growth rate

slows.

Gold/Silver Ratio   : Measures the number of ounces of silver required to purchase one

ounce of gold.

Correlation : Statistical measure of how two sets of returns move in relation to each

other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two

subjects of analysis move in lockstep with each other. A correlation of -1 means the two

subjects of analysis have moved in exactly the opposite direction.
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