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GOLD OUTLOOK: GOLD TO
FLATLINE OUT TO JUNE 2019
IN THE ABSENCE OF SHOCKS
By Nitesh Shah
Despite high levels of geopolitical tension in 2018, gold is currently trading close to where it was trading at in early
January. And looking ahead, we believe gold’s price is likely to flatline until mid-2019, unless unexpected shock
events result in a sudden drive towards safe-haven assets.
Recently, we updated our forecasts for gold, assuming that the US Federal Reserve (Fed) is on track to raise to
interest rates at least four times by the end of June 2019. In our base-case scenario for gold, inflation is likely
to remain above-target, providing some support for the precious metal, yet rising interest rates and US dollar
appreciation will weigh on performance. Our base case also assumes that we see no unexpected shock events
between now and mid-2019.
Below, we explain the rationale behind our gold price forecasts, and also look at how gold could perform if events
were to unfold in a different manner.
THE MODEL
Our outlook on gold is shaped by the framework first described in the report “Policy mistakes provide upside
potential for gold”, published in January 2016. We have recalibrated the model using data to April 2018 in order to
incorporate key turning points in gold’s price since the original framework was published. One notable development
was that in 2016, speculative positioning in the gold futures market hit a new high of close to 350,000 contracts net
long, and we have incorporated this into our model. The variables used in the original model are still valid and the
overall ability of the model to explain the variation in actual gold prices remains very high (an adjusted R-squared
of 0.58).
To recap, the variables in our gold model are (direction in parenthesis):

+ Changes in the trade-weighted value of the US Dollar (-)
+ Changes in nominal yields on 10-year US Treasuries (-)
+ CPI inflation (+)
+ Investor sentiment measured by speculative positioning in the futures market (+)
We chose to use both inflation and nominal yields in the model as a proxy for real yields, rather than real yields
directly, so that we could use a longer data set (Treasury Inflation-Protected Securities have only been around since
1997). We calibrate a model that goes back to 1995, when the Commodity Futures Trading Commission (CFTC) first
began publishing data on speculative futures market positioning.
The model performs well in out-of-sample tests. In a test in which we calibrated the model using data up to May
2017 and then let the model predict prices to April 2018, the model performed reasonably well, with all forecasts
sitting comfortably within the 95% confidence interval.
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FIGURE 1: GOLD PRICE MODEL IN OUT OF SAMPLE TEST
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018
Model calibration: April 1996 to April 2017. Out of sample period: May 2017 to April 2018

Historical performance is not an indication of future performance and any investments may go down in
value.

The aim of our exercise is not to accurately forecast gold prices. Instead, it’s to develop a framework that identifies
the key drivers of gold prices, and to eliminate variables that are not statistically relevant (see Policy mistakes
provide upside potential for gold for further discussion of this exercise). To generate a fair value for the gold price,
the model requires our views on the development of key variables, such as exchange rates, Treasury yields, and
inflation. The accuracy of our model, therefore, depends on the accuracy of such views.
In addition to our base-case view we present some scenarios that illustrate how gold prices could evolve under
alternative developments.
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BASE CASE
In our base-case scenario, gold is likely to flatline out to the end of June 2019, ending the period at a price of $1,307/
oz, close to gold’s price of $1294/oz gold, at the time of writing. Here is a closer look at the inputs in our model.

FIGURE 2: GOLD PRICE FORECAST
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.

US Federal Reserve policy decisions: We expect the Fed to increase interest rates four times between now
and the end of June 2019. Additionally, the Fed will continue with its balance sheet runoff programme, subject to
the caps it announced last year. This policy normalisation is driven by rising inflation pressure but we believe that
the Fed is comfortable in allowing inflation to rise above its 2% target, rather than risk putting the breaks on the
economy too forcefully.
US Treasury yields: We believe that higher Fed fund rates will drive US Treasury yields to 3.6%, up from 2.9% today,
factoring in some degree of curve flattening. We believe that at this point in the economic cycle, a bear-flattening
is more likely than a bull-steepening.
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FIGURE 3: NOMINAL US 10YR BOND YIELDS FORECAST
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.

US Dollar: Despite interest rate differentials between US and G10 currency countries widening, the US Dollar has
depreciated over the past year. However, over the past month we have seen the US Dollar appreciate in line with
rising Treasury yields and signs of economic weakness across Europe and Japan. We expect the US dollar to continue
to appreciate through the forecast horizon as the US economy continues to perform well. We acknowledge that our
view is not in line with the consensus view, but we believe that the era of US dollar underperformance in the face of
US economic outperformance is over. In our base-case scenario, we expect the US Dollar basket to appreciate to
98, up from 94 at the time of writing.
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FIGURE 4: US DOLLAR EXCHANGE RATE FORECAST
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.

Inflation: US inflation is rising as a result of higher oil prices and tight labour markets. We acknowledge that labour
markets have been tight for some time without any significant impact on core inflation, but we do not believe this
situation can last forever. Wage growth has been subdued despite unemployment rates falling markedly behind
the so-called non-accelerating inflation rate of unemployment (NAIRU). Weak productivity gains in the face of low
investment may be one of the drivers behind this divergence.
Yet, as the economic recovery continues, we suspect that it will be difficult to maintain tight labour market conditions
without any inflationary impact. We expect US inflation to peak at 2.7% in Q3 2018, before declining as interest rate
rises reduce aggregate demand and provide some disinflationary pressure. We believe that US inflation will settle at
2.3% in June 2019, clearly above the level that the Fed has historically been comfortable with, but acceptable given
the Fed’s current stance of favouring price risks to the upside rather than those to the downside.

WisdomTree.com

+44 (0) 207 448 4330
07 June 2018

6

WisdomTree MARKET INSIGHTS

FIGURE 5: CPI INFLATION FORECAST

4%

Forecas t

% y-o-y

3%
2%
1%
0%
-1%
2014

2015

2016

2017

2018

2019

Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.

Investor sentiment: Forecasting sentiment towards gold is particularly difficult. Gold is seen as a safe-haven asset
and as a result, demand for gold often increases in times of uncertainty. We measure sentiment towards gold
by looking at the speculative positioning in gold futures. For example, net positioning in gold futures rose to an
all-time high after the UK voted to leave the European Union in 2016. Predicting shock events such as this is not
possible though, unfortunately.
Geopolitical risk remains elevated at present, but we believe the market is not currently pricing this risk in. This
is possibly due to fatigue, as there have been high levels of geopolitical risk over the past few years, without any
significant fall-out in cyclical assets. At the time of writing, speculative positioning in gold futures has fallen below
the series average of 92,000 contracts net long. In our base-case scenario, we anticipate that positioning will recover
slightly to 100,000 contracts net long.

WisdomTree.com

+44 (0) 207 448 4330
07 June 2018

7

WisdomTree MARKET INSIGHTS

FIGURE 6: GOLD FUTURES SPECULATIVE POSITIONING
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.

BULL CASE
In our bull-case scenario, gold could rise to $1,613/oz by the middle of 2019.
Our bull-case scenario assumes that the Fed is more relaxed about inflationary pressures, extrapolating this period
of tight market conditions without wage and inflationary repercussions. In this scenario, less rate tightening results
in inflation rising to 2.9% by June 2019 with Treasury yields falling to 2.8%. We also revert to the consensus view of
the US dollar depreciating, with the DXY basket declining to 86, from 94 currently.
We raise investor positioning in gold futures to 200,000 contracts net long for the entire forecast horizon in the bull
case. This, combined with a softening US dollar, is one of the main drivers of the higher gold forecast, compared to
the base case. There are numerous risks that could push demand for gold futures higher, including:

+ Continued tension between US/Japan/South Korea and North Korea
+ An

escalation of the proxy war between Saudi Arabia and Iran, with Iran withdrawing from the Joint
Comprehensive Plan of Action (JCPOC) and resuming its nuclear programme

+ A disorderly unwinding of credit in China
+ Italian policy paralysis as a result of the country’s inability to form a functional government
+ Market volatility, with the VIX (equity) or MOVE (bonds) indices spiking as yield trades unwind
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BEAR CASE
In our bear-case scenario, gold falls to $1,166/oz by June 2019.
Our bear case assumes that the Fed becomes more aggressive in tackling inflationary pressures. In this scenario, the
Fed tries to anchor inflation expectations amid rising headline figures that it fears could be mistaken as persistent.
10-year nominal Treasury yields rise to 4.1% by mid-2019, while the DXY appreciates to 99 and inflation falls back
to 1.6%.
In this scenario, we assume the absence of any geopolitical risk premia or adverse financial market shocks, with
speculative positioning in gold futures falling to 40,000 contracts net long.
ALTERNATIVE SCENARIOS
We acknowledge that our base case, bull case, and bear case for gold may not cover all scenarios. We also note
that our view on the US Dollar is not in line with the consensus view and that the gold price is particularly sensitive
to levels of speculative positioning in the futures market.
With that in mind, we provide the following scenario table, which takes our base-case scenario and adds a range of
inputs for the US Dollar exchange rate and for the amount of speculative positioning in the futures market.

Net spec positioning

FIGURE 7: GOLD PRICE FORECAST (US$/OZ), JUNE 2019
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Source: Bloomberg, WisdomTree, data available as of close 30 May 2018.

Historical performance is not an indication of future performance and any investments may go down in
value.
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CONCLUSION
Our model suggests that gold’s price is influenced by a number of key factors, including the value of the US dollar,
inflation rates, changes in nominal yields, and investor sentiment towards the precious metal. Looking ahead,
in our base-case scenario, we expect gold’s price to flatline out to June 2019, assuming an absence of sudden
unexpected events that shock global financial markets.
This material is prepared by WisdomTree and its affiliates and is not intended to be relied upon as a forecast,
research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or
to adopt any investment strategy. The opinions expressed are as of the date of production and may change as
subsequent conditions vary. The information and opinions contained in this material are derived from proprietary
and non-proprietary sources. As such, no warranty of accuracy or reliability is given and no responsibility arising in
any other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted
by WisdomTree, nor any affiliate, nor any of their officers, employees or agents. Reliance upon information in this
material is at the sole discretion of the reader. Past performance is not a reliable indicator of future performance.
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DISCLAIMER
The content on this document is issued by WisdomTree Europe Ltd (“WTE”) an appointed representative of
Mirabella Advisers LLP, which is authorised and regulated by the Financial Conduct Authority (“FCA”). View our
Conflicts of Interest Policy and Inventory at www.wisdomtree.eu/cofi.
For professional clients only. Past performance is not a reliable indicator of future performance. Any
historical performance included on this document may be based on back testing. Back testing is the process
of evaluating an investment strategy by applying it to historical data to simulate what the performance of
such strategy would have been. Back tested performance is purely hypothetical and is provided on this
document solely for informational purposes. Back tested data does not represent actual performance and
should not be interpreted as an indication of actual or future performance. The value of the Shares may be
affected by exchange rate movements. Any decision to invest should be based on the information contained
in the WT Prospectus or Boost Prospectus and after seeking independent investment, tax and legal advice.
These products may not be available in your market or suitable for you. The content on this document does
not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy Shares.
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.
The information contained on 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 in the United States or any province
or territory thereof, where none of the Issuer or the Shares are authorised or registered for distribution and where
no prospectus of the Issuer has been filed with any securities commission or regulatory authority. No document
or information on this document should be taken, transmitted or distributed (directly or indirectly) into the United
States. Neither the Issuer nor any securities issued by it have been or will be registered under the United States
Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state securities
statutes.
The products discussed on this document are issued by either WisdomTree Issuer PLC (“WT Issuer”) or Boost Issuer
(each of them separately, the “Issuer”).
This document may contain forward looking statements including statements regarding our belief or current
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be
accurate and actual results could differ materially from those anticipated in such statements. Therefore, readers are
cautioned not to place undue reliance on these forward-looking statements.
WisdomTree Issuer PLC
WisdomTree Issuer PLC is an umbrella investment company with variable capital having segregated liability between
its funds organised under the laws of Ireland as a public limited company and authorised by the Central Bank
of Ireland (“CBI”). WT Issuer is organised as an Undertaking for Collective Investment in Transferable Securities
(“UCITS”) under the laws of Ireland and shall issue a separate class of shares (“Shares”) representing each fund.
Investors should read the prospectus of WT Issuer (“WT Prospectus”) before investing and should refer to the
section of the WT Prospectus entitled ‘Risk Factors’ for further details of risks associated with an investment in the
Shares.
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Boost Issuer PLC
Boost Issuer on the other hand issues products under a Prospectus (“Boost Prospectus”) approved by the Central
Bank of Ireland, drawn up in accordance with the Directive 2003/71/EC. The Boost Prospectus has been passported
to various European jurisdictions including the UK, Italy and Germany and is available on this document.
Boost Exchange Traded Products (“ETPs”) are suitable for financially sophisticated investors who wish to take a
short term view on the underlying indices and can understand the risks of investing in products offering daily
leveraged or daily short exposures.
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 and understand such risks. As a consequence, WisdomTree Europe Ltd 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 Boost Prospectus for further details of these and other risks associated with
an investment in Leveraged ETPs and consult their financial advisors as needed. Neither WisdomTree Europe Ltd.
nor the Issuer has assessed the suitability of any Leveraged ETPs for investors other than the relevant Authorised
Participants.
Notice to Investors in Switzerland – Qualified Investors: The distribution of shares of WisdomTree Issuer Plc
sub-funds (the “Funds”) in Switzerland which have been registered with the Swiss Financial Market Supervisory
Authority (FINMA) will be made to, and directed at, qualified investors. The Funds which have not been registered
with the FINMA will be marketed exclusively to regulated qualified investors. The Representative and Paying Agent
in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The
prospectus, the key investor information documents (KIID), the Articles and the annual and semi-annual reports are
available free of charge from the office of the Swiss Representative and Paying Agent.
For Investors in France: The information in this document is intended exclusively for professional investors (as
defined under the MiFID) investing for their own account and this material may not in any way be distributed to the
public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may
be restricted by law. The Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory
as UCITS compliant with European regulations although may not have to comply with the same rules as those
applicable to a similar product approved in France. The Fund has been registered for marketing in France by
the Authority Financial Markets (Autorité des Marchés Financiers) and may be distributed to investors in France.
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda
thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available
in France, free of charge at the French centralizing agent, Societe Generale at 29, boulevard Haussmann – 75009
Paris, France. Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and
any supplements or addenda thereto.
For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior
authorisation of the Maltese Financial Services Authority.
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