
The rapid rise in interest rates during H2 2016 and the concomitant fall of Gold prices did bring back memories of the 
2012-2013 sell-off of the Golden metal. Yet, we believe that this time is different: while the 2012-2013 was driven 
by the prospects of tapering which led to a subsequent rise in real interest rates, the current environment is more 
reflationary with measured improvement in inflation and growth worldwide. These economic dynamics should be 
supportive for Gold  prices over the next 12 to 18 months.   

Gold is a reflationary 
asset as shown by its 

progression vs long term 
treasuries since early 2016. 
This is the opposite of what 
happened during the 2012-
2013 sell-off when real 
rates rose much faster than 
nominal ones (and bonds 
sold-off less than gold). The 
models we project for this 
ratio on both our oscilla-
tor series (lower and upper 
rectangles) start late 2015 
or earlier than other refla-
tion trades. Hence the ratio 
should extend up towards 
end 2017 or November 
2017 as confirmed by our 
automatic messaging (mid-
dle  rectangle).  

Gold is a reflationary 
asset, yet it is more 

defensive than other 
commodities. Indeed during 
2016, it underperformed 
against oil. The sequences 
on both our oscillator series 
(lower and upper rectangles) 
would suggest that Gold is 
currently correcting up vs 
Oil and should continue 
to do so into Q3 2017. 
Following that, Gold should 
underperform Oil again until 
year-end.

Gold Spot (USD/Oz) / Treasury Bonds 30 Years Future (Jun)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) vs Brent Oil (USD/barrel)
(Weekly graph or the perspective over the next 2 to 4 quarters)
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Similarly, Gold has under-
performed the more cy-

clical Silver in 2016 (in H1 
2016 especially). Since Q1 
2017 the models we project 
on both our oscillator series 
(lower and upper rectangle) 
show that the correction to 
the upside of Gold vs Silver 
could accelerate. Indeed, 
similarly to Gold vs Oil, we 
expect this correction to 
the upside to continue up 
into Q3 2017 before the ra-
tio resumes its downtrend 
towards early 2018. 

From H2 2017, Industrial 
metals and Copper 

especially have been strongly 
positively influenced by the 
reflation trade.  Gold indeed 
underperformed the red 
metal quite substantially 
during this period. That 
said, since December last 
year, Gold has made a base 
vs Copper. As shown by the 
models we project on both 
our oscillator series (lower 
ad upper rectangle), this 
correction to the upside 
could last into mid-year, 
possibly into the Summer. 
Following that we would 
expect Gold to underperfom 
vs Copper until end 2017. 

Gold Spot (USD/Oz) vs Silver Spot (Dollar/Oz)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) / Copper Spot (USD/t)
(Weekly graph or the perspective over the next 2 to 4 quarters)
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The models we project on 
this Daily chart of Gold 

vs Brent (lower and upper 
rectangles) both point to 
a continuation of the cur-
rent uptrend towards mid 
to end June. Indeed, Gold 
may retrace some until ear-
ly May, but should then ac-
celerate to the upside again 
into June and mid year as 
the risk-off environment we 
expect materializes.

Similarly on this Daily 
chart of Gold vs Silver, the 

models we project on both 
our oscillator series (lower 
and upper rectangles) would 
suggest a slight retracement 
into early May, before a  
new acceleration to the 
upside into late June. Such 
developments in the Gold to 
Silver ratio are typically risk-
off.

Gold Spot (USD/Oz) vs Brent Oil (USD/barrel)
(Daily graph or the perspective over the next 2 to 3 months)

Gold Spot (USD/Oz) vs Silver Spot (Dollar/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Concluding remarks:
On a cross-asset basis, since late 2015, Gold is behaving as a reflationary asset vs bonds. It should continue to do 
so until late 2017 confirming the case that this cyclical upturn is somewhat more nominal than real. Against other 
commodities, Gold is less reflationary. It is hence a reflationary asset with a defensive twist: it underperforms 
other commodities during risk-on phases and outperforms them during risk-offs. Our models show that Gold 
is likely to outperfom other commodities until mid-year at least, possibly into the Summer, before resuming its 
downtrend versus these until year end and early 2018 (i.e. an indication of a risk-off period to come over the next few 
months, before reflationary trades are reinstated in H2 2017). 

32

Using our Daily charts, we will now focus on monitoring the current correction up of Gold vs other reflation assets
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For Bretton Woods nostalgics, Gold is the ultimate USD deflator. Their fates are indeed often invertedly correlated, 
a relation that has been particularly strong in recent years. It is hence interesting to view Gold vs other currencies, 
the EUR especially.

Gold’s uptrend vs the 
Euro started late 2013. 

This uptrend is still in place 
although it may be getting 
somewhat exhausted: both 
our envelopes are touching 
each other to the upside for 
a second time (middle rec-
tangle) and the lower end 
of our “I” impulsive price 
targets have been met. The 
models we project on both 
our oscillator series (lower 
and upper rectangles) sug-
gest a rather neutral sit-
uation where Gold could 
retrace a bit in Euro terms 
during the end of Q2 2017 
before accelerating up 
again in H2 2017.  

The Daily chart of Gold in 
Euros is more positive 

shorter term than the 
Weekly one. Following 
some consolidation to 
the downside that is 
materializing into May on 
both our oscillator series 
(lower and upper rectangles), 
we would expect Gold to 
resume its uptrend in Euros 
towards mid year, possibly 
July.  From a price targets 
perspective (right-hand scale) 
the higher end of our “C” 
corrective targets up around  
1’200 Euros represents strong 
resistance. If these levels can  
be cleared the next levels 
“I” impulsive up targets are 
between 1’271 and 1’330 
Euros.  

Gold Spot (USD/Oz) in Euros
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz) in Euros
(Daily graph or the perspective over the next 2 to 3 months)

Gold’s strong inverted correlation to the Dollar
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As we have repeatedly 
mentioned in previous 

letters, we believe the Dol-
lar has probably topped out 
for now and could poten-
tially correct to the down-
side for the rest of 2017. 
Indeed, on this Dollar Index 
chart, a High Risk situation 
was identified in December 
on our long term oscillator 
series  (lower rectangles). 
“I” impulsive targets up 
(right-hand scale) have also  
been met. We would now 
expect “C” correction down 
targets to lead us back to-
wards a range between 96 
and 92 over the next 6 to 
12 months. If we project a 

The Dollar Index dipped 
quite strongly this on 

the rather market friendly 
results of the first round of 
the French election (down 
to 99). Over the next few 
months, we believe it should 
continue its downtrend 
towards end June as shown 
on the model we project 
on our long term oscillators 
(lower rectangle), i.e. this 
suggests a tentative 26th June 
possible low. That said, in the 
meantime, the reaction up 
from the intermediate lows 
made end March may not be 
finished. This is shown by the 
models we project on both 
oscillator series (lower and 

US Dollar Index
(Weekly graph or the perspective over the next 2 to 4 quarters)

US Dollar Index
(Daily graph or the perspective over the next 2 to 3 months)

downtrend sequence on our medium term oscillators (upper rectangle), we would expect an intermediate low mid-
year, a reaction up during the Summer and possibly further Dollar weakness towards year-end.   

upper rectangles).  Hence, the Dollar could make yet another comeback towards early May. It should be short 
lived, before it finally resumes its downtrend towards June. Breaking below its “C” corrective targets down (below 
98) would confirm that an acceleration down is underway.  
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Now if we combine the 
two angles on previous 

pages (our perspectives on 
Gold in Euros and those on 
the Dollar Index), we would 
have a neutral Gold in Eu-
ros and a declining USD to-
wards mid year. This can be 
confirmed by the sequences 
projected on both our oscil-
lator series where the Gold 
in USD moves up towards 
mid year / early Summer 
(lower and upper rectan-
gles). Following that, Gold 
should retrace some of this 
move, possibly into early 
Autumn.  In terms of targets, 
if we calculate the higher 
end of our corrective targets 

On our Daily charts in 
previous pages, Gold 

in Euros is expected to 
correct a bit to the downside 
towards early / mid May 
before moving up again 
towards midyear. Invertedly, 
our projection on the Dollar 
Index is that it could attempt 
a last move up towards early 
May and then resume its 
downtrend towards late June. 
Both projections synchronize 
and are in accordance with 
the models we project on 
both our oscillator series 
on Gold in USD (lower and 
upper rectangles): slight 
consolidation into early May 
and then acceleration up 

Gold Spot (USD/Oz)
(Weekly graph or the perspective over the next 2 to 4 quarters)

Gold Spot (USD/Oz)
(Daily graph or the perspective over the next 2 to 3 months)

Concluding remarks:
We have cross referenced our projections for Gold in Euros, the Dollar Index and Gold in USD (both on a Weekly 
and Daily basis).  As a resultant, following a slight retracement down into early May, we would expect Gold to 
remain quite strong until mid year.  In terms of targets, we would first need to clear USD 1’290/oz. Above that, the 
next levels of targets we can calculate would lead us to retest 2016 highs (around 1’370) and possibly move into 
the USD 1’400s/oz.

towards June, possibly midyear. Once the resistance of our “C” corrective targets up is taken out (above USD 
1’290/oz), the next level of targets, “I” impulsive up point to a range between USD 1’391/oz and 1’471/oz (right-
hand scale). 

up (not shown), Gold could move up and retest last year’s highs above 1’350 USD/oz. Beyond that, the next target 
range (“I” impulsive targets range) would theoretically be above 1’500 USD/oz. 
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Looking at the long term 
Gold Bug vs Gold ratio, 

we can note that over the 
last 10 years, they have out-
performed Gold on only two 
brief occasions (in 2009 and 
in early 2016). In both cas-
es, following a correction in 
Gold prices (2008 and 2012 
- 2015), they sank into deep 
value before being rapidly 
re-rated as the metal moved 
up again , this due to their 
strong operating leverage. 
However, as Gold prices 
move higher, their operating 
leverage naturally diminish-
es and the metal gradually 
catches up. The ratio then 
rolls-over. This is what hap-

Gold mines however remain 
a worthwhile equity 

surrogate to Gold as they are 
strongly correlated to the 
metal (especially if you cannot 
hold the metal or its ETFs). 
This daily chart considers the 
GDX - Market Vectors Gold 
Miners ETF on an absolute 
basis. Although we will note 
that its performance has 
deceived relative to Gold since 
December, on an absolute 
basis it has managed to 
correct up into February and 
has since been holding gains. 
On both our oscillator series 
(lower and upper rectangles), 
we would expect it to retrace 
slightly into early May and 

HUI - Gold Bugs Index (NYSE Arca) / Gold Spot (USD/Oz)
(bi-monthly graph or the perspective over the next 1 to 2 years)

GDX - Market Vectors Gold Miners ETF
(Daily graph or the perspective over the next 2 to 3 months)

pened in 2010-2011 and the configurations on both our oscillator series (lower and upper rectangle) suggest that 
it could now happen again.

The Gold Bug Index represents large gold producers which are relatively unhedged (i.e. which do not massively hedge 
their production forward). Since the mid 1990s, they have widely underperformed the Gold metal as much of the 
speculative purpose of holding them has probably disappeared (i.e. they were replaced by ETFs as liquid vehicles 
meant to participate in the Gold market).

Gold Bug Index, a punctual investment case vs the metal

then move up again towards the high 20s as the risk-off period we expect materialized into midyear.

Concluding remarks:
The case for investing in Gold Mines vs the metal is not what it used to be. Their outperformance is usually 
confined to brief periods resulting from the rapid revaluation of deep value situations. That said, Gold mines are 
still very much correlated to the metal and can offer interesting equity surrogates to the metal. We expect them to 
perform well into midyear following the metal up into the risk-off period we expect during May and June.

36


