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Disinflation in bearish bond markets. More sell signals for gold?
Summary
•
•
•

Disinflation in the US may reflect restored competitiveness of US jobs and longer-term
structural advantages for the economy
The downward price pressure building in US TIPS suggests benign inflation risks,
undermining the case for gold
Investors may consider buying Boost Gold 3x Short Daily ETP (3GOS)

Are US TIPS pricing in more gloom for gold?
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Disinflation in the US may not signal economic
weakness. Based on the current risk sentiment in
financial markets, the low inflationary environment
is being interpreted as positive for equities and
negative for bonds. This outlook may mean further
gloom lies ahead for safe haven asset classes,
including gold. As a result, investors may consider
a short leveraged gold position using the Boost
Gold 3x Short Daily ETP (3GOS).

The disinflationary environment is having a significant
impact on bond markets of late. US Treasury InflationProtected Securities (US TIPS), bonds that help
investors protect themselves against (unexpected)
inflation, have sold off sharply (see chart). The Credit
Suisse US TIPS index has fallen by 4% YTD (to 6 June),
a significant reversal given that the index returned 7%
in 2012 and 13% in 2011. The last time such a similar
correction occurred was during Q4

The extent by which inflation in the US and the
Eurozone is undershooting its desired 2% target is
growing. With the latest Y-o-Y CPI figures for May,
showing growth of only 1.1% and 1.2% respectively, the
deceleration of consumer prices is gaining momentum.

2010. Then, as now, US inflation was as low as 1.1%.
A sell-off in inflation protected bonds also occurred in
late 2008, when Brent crude oil prices collapsed from
their 3 July peak of 146 USD/bbl to below 37 USD/bbl
at 24 December.
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What is different to the sell-off in US TIPS now however,
is that deflation worries in the US have not been
accompanied by economic weakness or slumping oil
prices. In fact, US GDP grew 2.4% in Q1 2013, mainly
on the back of buoyant consumer spending, even
amidst ongoing public spending cuts and relatively high
oil prices1.

As we enter the summer season, equity markets may
continue to lose some of their momentum. Yet, against
the larger macro backdrop, the greatest downside risk
may continue to be within safe haven asset classes,
particularly gold.

If suppressed wages have helped the US in reducing
unemployment by creating a more competitive labour
force, then the low rates of inflation may simply reflect
this trend. Furthermore, this could imply that the US
recovery continues to be structural rather than cyclical
led: the internal devaluation in the labour market is
creating the foundations for the US to further sustain the
economic recovery.
Another indication for why the disinflationary
environment may not undermine US growth is the poor
performance of US government bonds of late. The rise
in government bond yields have accompanied the
falling returns of US TIPS. However, if investors were
truly concerned about inflation lurking just around the
corner, the returns of US TIPS would be rising and not
falling. Instead, equity indices are rising, and in spite of
benign inflation, bond prices are falling. Risk sentiment
is anything but downbeat.

1

WTI crude oil has hovered around 95 USD/bbl since the
start of this year.
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Disclaimer
This communication has been provided by Boost ETP LLP which is an appointed representative of Mirabella Financial Services LLP which is authorised and
regulated by the Financial Conduct Authority.
The products discussed in this document are issued by Boost Issuer PLC (the “Issuer”) under a Prospectus approved by the Central Bank of Ireland as having
been drawn up in accordance with the Directive 2003/71/EC. The Prospectus has been passported from Ireland into the United Kingdom and is available on the
websites of the Central Bank of Ireland and the Issuer. Please read the Prospectus before you invest in any Exchange Traded Products (“ETPs”). Neither the
Issuer nor Boost ETP LLP is acting for you in any way in relation to the investment to which this communication relates, or providing investment advice to you. The
information is not an offer to buy or sell or solicitation of an offer to buy or sell any security or investment. You are advised to seek your own independent legal,
investment and tax or other advice as you see fit.
The value of an investment in ETPs may go down as well as up and past performance is not a reliable indicator of future performance. An investment in ETPs is
dependent on the performance of the underlying index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including
among others, general market risks relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the ETP, exchange rate risks,
interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.
ETPs offering daily leveraged or daily short exposures (“Leveraged ETPs”) are products which feature specific risks that prospective investors should understand
before investing in them. Higher volatility of the underlying indices and holding periods longer than a day may have an adverse impact on the performance of
Leveraged ETPs. As such, Leveraged ETPs are intended for financially sophisticated investors who wish to take a short term view on the underlying indices. As
a consequence, Boost ETP LLP is not promoting or marketing Boost ETPs to Retail Clients. Investors should refer to the section entitled "Risk Factors" and
“Economic Overview of the ETP Securities” in the Prospectus for further details of these and other risks associated with an investment in Leveraged ETPs and
consult their financial advisors as needed.
This marketing information is derived from information generally available to the public from sources believed to be reliable although Boost ETP LLP does not
warrant the accuracy or completeness of such information. All registered trademarks referred to herein have been licensed for use. None of the products discussed
above are sponsored, endorsed, sold or promoted by any registered trademark owner and such owners make no representation or warranty regarding the
advisability on dealing in any of the ETPs.
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