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41 / Splicing the markets – Gold: the “canary in the gold mine” 
for reflation trades
Gold has just broke above 1’300 USD/oz, a resistance it had tested several times over the last few months. We don’t be-
lieve it will go much higher over the next few days and that it will probably correct to the downside into mid September. 
Following that, it could re-accelerate to make a final top for the year in the high 1’300s during October. The Strength of 
Gold does indeed raise some questions on the timing of the re-acceleration of the reflation trade.  

Gold Spot (in USD) 
Daily graph or the perspective over the next 2-3 months

Gold finally broke above 
1’300 USD/oz, a level 

that had provided strong re-
sistance this year and was 
already an important pivot 
point last year. Both our os-
cillator series (lower and up-
per rectangles) would sug-
gest that it may now retrace 
over the next few weeks be-
fore it makes a new attempt 
to the upside into  October. 
This is consistent with our ge-
neral scenario where we ex-
pect risk assets to bounce in 
September and then retrace 
back into October. ‘I’ Impul-
sive targets to the upside are 

pointing towards 1’350 USD/oz and above. We believe it will probably take this second push up to reach them.

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

Taking the longer term 
view, with the Weekly 

graph of Gold, we want to 
stress Gold’s strong invert 
correlation with longer term 
US Interest rates. Our ge-
neral scenario is that these 
rates continue to retrace / 
re-test down into early/mid 
Q4 before they accelerate 
up again into H1 2018.  This 
would confirm the second 
wave of reflation we expect 
into next year. In a such a 
scenario, Gold should react 
invertedly : push and re-test 
up until early/mid Q4 be-
fore it consolidates to the 

downside into next year. Our long term oscillators (lower rectangle) suggest that this consolidation to the downside may be 
starting soon, while our medium term oscillators (upper rectangle) would imply one last push into mid Q4. Our Daily graph 
above also suggests that this last push to the upside is indeed possible.  
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GDX Market Vectors Gold Miners ETF
Daily graph or the perspective over the next 2 to 3 months

Gold mines have recent-
ly turned for the better 

and started to accelerate 
up again. There have finally 
broken out from the down-
side consolidation they had 
been in since February (as 
shown on our long term os-
cillator series; right-hand 
scale).  Our medium term 
oscillators (upper rectangle) 
are monitoring the current 
move up. We expect them 
to retrace a bit into mid 
September and then move 
higher again into October. 
Following that, they should 
resume their downtrend. 
This is similar to our timing 

on Gold above. ‘I’ Impulsive target potential  (right-hand scale) is into the high 20’s over the next couple of months.

Gold Spot vs Brent Spot
Daily graph or the perspective over the next 2 to 3 months 

Rising interest rates are 
the weakest / lagging 

end of the reflation trade 
while oil and commodities 
have been the leaders. This 
is what happened in 2016 
(think about the different 
environments in H1 and H2 
2016) and we believe it is 
probably happening again. 
Gold is very much inversely 
correlated to interest rates 
and hence comparing Gold 
to Oil helps us monitor the 
transition from the leaders 
to the laggards of the refla-
tion trade. Remember last 
year, the ratio made a strong 

rebound between June and July before it accelerated down again towards year-end. Our long term oscillators suggest that 
such a rebound could continue from mid September into late October (lower rectangle), while our medium term oscillators 
(upper rectangle) paint out a more reflation friendly scenario: down into mid/late September, rebound into October and 
then down again. Monitoring this ratio over the next couple of months will help assess if the reflation trades are due to 
re-accelerate sooner or later.

Concluding remarks 

Reflation trades have retraced since the Spring, yet have started to rebound since June. This rebound is lead by China and 
the Commodity space, while interest rates still seem to lag. Gold is the « canary in the Gold mine ». Its strength is telling us 
that reflation trades may see further re-tests to the downside before they accelerate up again, sometime from late Oc-
tober / early November towards year-end. In the meantime, early September could see some retracement in Gold and 
a bounce in reflation assets. In a way, the current period, feels like early May last year, a few weeks before the June sell-off, 
two months before Brexit and the huge central bank liquidity injection that followed. That period also marked the beginning 
of the gradual improvement in US economic data.
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