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Gold staged a recovery late in 2018. The yellow metal has recovered most of its losses since June 2018. A collapse 
in speculative positioning in gold futures drove prices down in the second half of the year, sentiment toward gold 
is clearly recovering in recent weeks. We expect the recovery to continue as many risks that were being ignored 
by the market start to get priced-in to gold. Our base case scenario is for gold to reach close to US$1370/oz by 
year end.

 FIGURE 1: GOLD PRICE FORECAST

 

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 

GOLD OUTLOOK 2019:  
RECOVERY EXPECTED TO 
CONTINUE
January 2019



2

WisdomTree.com    +44 (0) 207 448 4330

For Professional Clients Only

WisdomTree MARKET INSIGHTS

Approach

Using the framework we outlined in our paper Gold outlook: gold to flatline out to June 2019 in the absence of 
shocks, we apply our views on inflation, exchange rates, interest rates and investor sentiment to try to project 
where gold will be by the end of the year.

Speculative positioning drives recovery

In 2018 speculative positioning fell to the lowest level since 2001 briefly before recovering very late in the 
year. Judging by flows into gold Exchange Traded Products, sentiment toward the metal is clearly recovering. 
Asset market volatility in the final weeks of the year was one of the main catalysts behind the recovery in gold 
positioning. The S&P 500 lost 14% and Brent oil fell  by 35% in the final quarter of 2018. Moreover, the volatility of 
both benchmarks has risen substantially. 1

A government shutdown in the US acted as a jolt to investors to remind them that the world’s engine of growth (at 
least in recent times) is not invincible. Meanwhile concerns around China’s slowing growth rate also led investors 
to become less optimistic about cyclical assets.

Fed to continue to tighten policy

We expect the Federal Reserve (Fed) to raise rates twice in 2019 (50 basis points), in line with the dot-plots in the 
central bank’s recent economic forecasts 2.That’s also in line with consensus forecasts by economists, however, 
Fed fund futures are not pricing in any rate increases for 2019. We side with the Fed’s guidance as we believe that 
economic data from the country is strong enough and labour markets are tight enough for the central bank to 
continue to raise rates. However, we acknowledge the risk to rates is on the downside – which in general should 
play to the upside for gold prices.

US Treasury bond yield curve to invert

Although we expect a total of 50 basis points increase in policy rates by Q4 2019, we think that 10-year bond 
yields will only increase around 25 basis points to 3.0% in that time horizon. 2-year bond yields are likely to 
capture more of the gains in policy rates, but further out in the curve, we are likely to see less yield increases. 
That’s because the Fed’s holding of a large stock of bonds is likely to hold yields back from rising too aggressively. 
Also, recent tax cuts are likely to have the most impact in the very short term. As the growth impact peters out 
over longer horizons, the uplift to yields at the longer end of the curve will be less than at the short end. Although 
many people see yield curve inversion as a financial signal of impending economic downturn, we believe that 
an inversion can occur for the less benign reasons outlined above and so it is not necessarily a precursor to an 
economic recession. If anything, we believe the Fed will err on the side of dovishness, as it will be reluctant to 
drive policy too far from other central banks. In fact, Fed fund futures indicate that the market thinks that the Fed 
will stop raising rates altogether this year. That could prove to be supportive for gold prices over the course of 
2019.

1      For example the VIX (implied volatility of the S&P 500) rose to over 36 on 24 December 2018 before falling slightly to 25 on 31 December 2018 
from a 10-year average of around 18; the implied volatility of 3 month crude oil rose to 51 on 27 December 2018 before falling slightly to 48 on 31 
December 2018 from a 10-year average of 32.
2      https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20181219.pdf
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FIGURE 2: NOMINAL US 10 YEAR BOND YIELDS FORECAST 

 

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 

US Dollar appreciation to be short-lived

While the Fed remains the only major central bank raising interest rates over in the first half of the year, we expect 
the US Dollar to continue to appreciate, especially as judging by Fed fund futures, the market is currently not 
expecting further tightening. However, as other major central banks - the European Central Bank, Bank of Japan, 
Bank of England for example start to think about policy normalisation, we could see interest rate differentials 
narrow and the US Dollar weaken. Additionally, with growing indebtedness in the US - exacerbated by recent tax 
cuts - we expect a depreciation in the US Dollar.

FIGURE 3: US DOLLAR EXCHANGE RATE FORECAST

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 
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Inflationary pressures to persist, but remain contained by Fed’s policy

US consumer price index (CPI) inflation peaked at 2.9% in July 2018 and declined to 2.2% in November 2018. 
Volatile energy prices were responsible for a large part of the rise and decline. We expect the Fed’s policy 
tightening to continue to keep demand-driven inflation in check, but a recovery in oil prices will likely place 
upward pressure on inflation at the headline level. We expect a small increase in inflation to 2.3% by year-end.

FIGURE 4: CONSUMER PRICE INDEX INFLATION FORECAST

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 

What will help sentiment toward gold improve?

Summarising the monetary/economic drivers of gold - small increases in interest rates, minor appreciation 
followed by depreciation of the US Dollar and inflation moving marginally higher – are not going to move the 
dial for gold in a big way. We believe that that gold prices will end the forecast period higher mainly as a result of 
sentiment towards gold continuing to move out of a depressed state. This process had started already in the final 
week of 2018 as most markets displayed excessive volatility. We have had multiple bouts of equity market volatility 
in 2018, but for most part developed world equities have snapped back. That does not guarantee resilience in the 
face of the next shock. We note that the last time speculative positioning in gold hit levels as low as they did in 
2018 was in 2001 – the year when an Argentine debt crisis was brewing, and an overvalued technology sector was 
imploding. Gold reacted to the stress scenario but with latency. Gold prices rose 25% in 2002 (compared to 2% in 
2001) 3.

There are other risks, that could be supportive for gold as historically a safe haven asset, which could drive 
positioning in gold futures higher:

 +  No deal Brexit– The UK’s prime minister appears to have insufficient support for the terms of withdrawal 
from the EU that she has been responsible for negotiating. Although she survived a vote of no 
confidence from her own party, it clear that the proposal is detested by leave and remain MPs alike. 
Renegotiating the terms of withdrawal appear impossible at this stage and so it is difficult to see how 
either side will be appeased by the current deal. We believe the most likely outcome will be for some 
form of extension beyond the March 30th deadline, however, there is a risk that doesn’t happen and 
there would be` no withdrawal deal in place. Leaving the EU in such an uncertain manner is likely to be 
very disruptive for both the UK and EU. Even if there is an extension to the deadline, uncertainty will 
linger, which will support demand for haven assets.
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 +  Trade-wars – Our working assumption is that rising protectionism in the US is not going to damage 
global economic demand. In fact, there are signs that the rift between the US and China is beginning 
to thaw. However, we have seen similar signs before which have been followed by a deterioration of 
the relationship. If tit-for-tat protectionist measures escalate, the market could be driven into a risk-off 
mindset.

 +  The US government is currently shut down as President Trump vies congress to fund his border wall with 
Mexico. The risk of the standoff becoming prolonged could support demand for haven assets. Indeed, 
even if the government reopens soon, the risk of the Trump administration continuously using the threat 
of shutdowns as a strategy to gain leverage over congress is likely to hurt investor confidence in cyclical 
assets.

In our forecast, we bring back speculative positioning in gold futures to levels consistent with what we have seen 
in the past five years.

FIGURE 5: GOLD FUTURES SPECULATIVE POSITIONING

 

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 

Combining the monetary, economic and sentiment driven factors affecting gold, we believe gold will reach close 
to US$1370/oz by the end of this year.

Alternative scenarios 

We have also developed alternative scenarios for gold as summarised below.  Most of the sensitivity comes 
from our measure of sentiment, speculative positioning. But even in our bear case, we increase positioning into 
positive territory. In our bull case scenario, we assume the Fed will allow the economy to run hot, only raising rates 
once, which will put less pressure on bond yields to rise, aid US Dollar depreciation and keep inflation elevated 
at 2.9%. In the bear case, conversely, we assume the Fed acts more hawkishly and has more impact on the longer 
bond yields. The US Dollar appreciates as the Fed surprises the market with its hawkishness.

3       Source: WisdomTree calculation using Bloomberg data. 
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Q3 2019 Base Bear Bull

Fed policy forecast 2 rate increases 3 rate increases 1 rate increase

Inflation forecast 2.3% 1.7% 2.5%

Nominal 10-year forecast 3.0% 3.5% 2.9%

US$ exchange rate forcast 

(DXY)
96 103 92

Speculative positioning 

forecast
100k 10k 200K

Gold price forecast US$1369/oz US$1141/oz US$1530/oz

Source: WisdomTree Model Forecasts, Bloomberg Historical Data, data available as of close 31 December 2018. Forecasts 
are not an indicator of future performance and any investments are subject to risks and uncertainties. 

CONCLUSION

In our base case scenario, we expect gold prices to rise close to US$1370/oz by Q4 2018, mainly as a result of 
speculative positioning in the futures market being restored. Some US Dollar depreciation and small gains in 
inflation will also aid gold’s rise.
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IMPORTANT INFORMATION 

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.

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. 

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. 

This document may contain independent market commentary prepared by WisdomTree based on publicly 
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, 
WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data providers used to 
source the information in this document make no warranties or representation of any kind relating to such data. 
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.

This document may contain forward looking statements including statements regarding current expectations or 
beliefs 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. WisdomTree strongly 
recommends that you do not place undue reliance on these forward-looking statements.

Any historical performance included in 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. However, back tested performance is purely hypothetical and is provided in 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. 


