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This is a marketing communication which has been prepared by a trader, sales person or analyst of ICBC Standard Bank Plc or its affiliates and is provided for informational purposes only. 

It is not an offer or solicitation to buy or sell any security, commodity or other financial instrument, or to participate in any particular trading strategy. ICBC Standard Bank or its affiliates may 

from time to time have long or short positions in financial instruments referred to in this material. The material does not constitute, nor should it be regarded as, investment research. 

 

 

Gold: The long & the short of it [Insert headline here]  

Near term pressure belies structural positives 

 Following our previous note on January 11th, gold initially outperformed 

our expectations, rallying towards its 5-year range highs. Subsequently, 

however, it has corrected back to trade around $1,300/oz, despite 

February’s weak non-farm payrolls figure.   

 We view this latter move as consistent with gold’s primary price drivers 

and see potential for further downward pressure in the near-term.  

 The strong rebound in risk assets in Q1 has diminished the immediate 

appeal of gold’s defensive characteristics and the potential for a re-

pricing of Fed hike probability – we think it is currently too low – opens up 

the possibility of additional downside.  

 Beyond this, however, we think that the structural appeal of holding gold 

is increasing. Specifically because the global decline in equilibrium short-

term real interest rates (r*) appears to be secular in nature, reducing the 

opportunity cost of holding gold as a non-yielding asset.   

[Insert heading here]  

 [Insert bullet here]  
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Gold – The long and the short of it 

Near term pressure belies structural positives 

Following our previous note on January 11th – In a New York (Fed) Minute1 – gold 

initially outperformed our expectations, rallying towards the top of its five year 

range and printing a high just shy of $1,350/oz.  

This move was driven by the addition of 1.48 Moz of length to ETFs, as well as 

continued net investor buying of futures – firstly short covering, followed by a 

round of fresh length. 

In the futures market, we believe that a significant portion of this length will have 

been systematic in nature, as gold’s strong momentum and low realised volatility 

should have triggered further purchases through to early February. The problem 

for this rally, however, was that it lacked a fresh catalyst to justify gold breaking 

through its range high.  

As we argued on January 11th, that would likely “require the combination of… 

cross-asset risk off trading conditions, including DM equities, as US growth stalls 

and the FOMC ceases hiking or begins to cut.”  

                                                      
https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports  

ETF holdings consolidate, after sizable Q4 inflows 

 

Source: LBMA, Bloomberg, ICBC Standard 
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Although the FOMC’s subsequent January 30th meeting underlined their dovish 

volte-face, this had already largely been priced by the Fed Funds futures market. 

The limited scope for comparatively tighter monetary policy or likelihood of faster 

growth in other major economies also diminished the scope for US dollar 

weakness. Moreover, the Fed’s policy pause underpinned a continued rally in risk 

assets, reducing the near-term attraction of gold as a defensive asset.  

Prices more likely to consolidate than break higher 

This is why we maintained the view that gold prices were more likely to consolidate 

than break out of their range, and believe that the subsequent correction below 

$1,300/oz was consistent with broader market dynamics.  

Although NFP’s significant headline miss for February – an actual figure of 20k 

jobs vs. consensus expectations of 180k jobs – provided some immediate support 

for gold, we would caution against reading too much into this figure both because 

of its inherent volatility and because of its propensity for significant backward 

revisions. To take December’s release, for example, the headline figure of 312k 

significantly beat consensus of 184k and even exceeded the Bloomberg survey’s 

highest estimate of 225k. Yet in February, that figure was down revised down to 

225k.  

This 20k figure may be the start of a significant slowdown in job gains but we think 

it will more likely be reversed and/or significantly revised. In addition, from an 

inflation perspective, it is worth recognising that the jobs report also showed some 

As momentum stalls, systematic positions likely being liquidated 

 

Source: CME, Bloomberg, ICBC Standard 
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signs of life, with the unemployment rate declining to 3.8% and average hourly 

earnings growth accelerating to 3.4%.  

Near—term risk skewed to the downside 

In the short-term we still therefore see risk of further downside for gold, likely to 

technical support around $1,275, but do not believe that gold will re-enter the 

bear market conditions of H2 2018.  

The reasons for this are threefold: 

 Although ETF investments are likely to be relatively sticky, we expect 

continued length liquidation from momentum investors, now that gold’s 

uptrend has broken. 

 

 We think markets are now under-pricing the risk of additional rate hikes in 

2019/20. 

 

 But, given the Fed’s apparent increase in sensitivity to “tightening of financial 

conditions”2, the fact that current short-term real rates are approaching 

estimates of r*, and that r* itself remains depressed; we do believe that this 

hiking cycle is nearing its apogee.  

Tackling these points about the FOMC in turn, it should not be ignored that 

January’s minutes contained the comment, “Several other participants indicated 

that, if the economy evolved as they expected, they would view it as appropriate to 

raise the target range for the federal funds rate later this year”3.  

As recently as November 2018, futures were pricing >90% probability of at least 

one further hike by December 2019. At time of writing they imply 0% probability of 

this occurring and actually price 30% chance of a rate cut. This scepticism may 

ultimately prove to be right but we think there is a significant risk of market 

implied probability rising in the coming months.  

One potential justification for this is the ongoing acceleration in US non-residential 

fixed investment, which has also supported a commensurate improvement in 

labour productivity growth. Although consumer spending has been under pressure 

in recent months, increased investment would be a clear way to extend the 

business cycle for a little longer yet. 

                                                      
https://www.federalreserve.gov/monetarypolicy/files/fomcminutes20190130.pdf  

https://www.federalreserve.gov/monetarypolicy/files/fomcminutes20190130.pdf   

Wage growth finally accelerating, introducing potential inflationary pressure  

 

Source: US BLS, Atlanta Fed, Bloomberg, ICBC Standard 
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Furthermore, it should be recognised that by historical standards, this would be an 

abnormally low level for a hiking cycle to finish at. Indeed, in real terms, rates have 

only just entered positive territory.  

Although it could be argued that structural changes to inflation dynamics mean a 

real rate just above zero is a plausible peak for this hiking cycle, a comparison 

between current real rates and estimates of the short-term equilibrium real rate 

(r*) also implies that conditions remain relatively loose.   

On this measure, current real rates are still one 25bp hike short of the New York 

Federal Reserve’s current estimate of r*4. Given the margin for error around these 

                                                      
https://www.newyorkfed.org/research/policy/rstar   

US fixed investment has picked up in recent quarters 

 

Source: US BEA, US BLS, Bloomberg, ICBC Standard 

Short-term real rates are only just in positive territory 

 

Source: Federal Reserve, US BEA, Bloomberg, ICBC Standard 

Real rates approaching r* 

 

Source: Federal Reserve, US BEA, NY Fed, Bloomberg, ICBC Standard 
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estimates  (as discussed in our 7th September 2018 note – It’s written in the r*5), 

it is possible that rates are already at their equilibrium level but an historical 

comparison still suggests this to be an unusually low level at which to finish a 

hiking cycle. Indeed, not since the late 1960s has a hiking cycle finished without 

real rates surpassing r*.  

It may be that secular changes to inflation dynamics or geopolitical disruptions – 

such as US-China trade tensions – mean that this cycle has already peaked but we 

believe that the possibility of further hikes is currently under-priced. And this could 

present a further headwind to gold in coming months.  

Tomorrow’s FOMC meeting will prove a key test. Comparing current Fed Funds 

futures pricing to the December dot plot underlines how far the market has now 

diverged from the FOMC. Given the FOMC’s own rhetorical shift, the dot plot is 

widely expected to move down but there is a clear risk that it will fail to paint as 

dovish a picture as the market is currently pricing.  

But the medium and long-term outlooks are improving 

As noted earlier, however, we view this as a period of consolidation for gold rather 

than expecting a trend reversal lower. Despite this argument about the potential 

for additional hikes, we do accept that the hiking cycle is nearing its completion. In 

particular, we would highlight that the committee’s recent caution around 

tightening financial conditions – as a potential source of negative spill-overs to the 

                                                      
https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports    

Prior hiking cycles have peaked above r*  

 

Source: Federal Reserve, US BEA, NY Fed, Bloomberg, ICBC Standard 

How much of a dovish shift will the new dot plot deliver?  

 

Source: Federal Reserve, CME Bloomberg, ICBC Standard 

0

3

6

9

12

15

18

21

-8

-6

-4

-2

0

2

4

6

8

Real Short-term Interest Rates Less r* Effective Fed Funds Rate

https://www.icbcstandardbank.com/CorporateSite/ResearchStrategy/Reports


  

  

ICBC Standard Bank | Global 

 

  

 7 

real economy – makes sense in the context of US households’ high level of 

exposure to financial assets.  

In many ways this is a positive story, reflecting the growth of household wealth on 

the back rising asset prices in the post financial crisis era but it also means that, 

in combination, US households and non-profit organisations hold c.$90trn of 

financial assets. Of this, 61% is held in a combination of corporate equities, 

mutual funds and pension funds; meaning that a stock market collapse would 

have a direct impact on household wealth and, potentially, consumer behaviour. 

As much as anything, this helps to explain why the “Fed put” seems to be back in 

play.  

Away from interest rates, we would also highlight that Q4 underlined the value of 

gold as a defensive portfolio holding. When developed market equities finally 

came under pressure, gold performed exactly as many investors would have 

hoped, not only rallying but also maintaining relatively low realised volatility. 

Therefore, on a Sharpe ratio basis, it was a particularly good time for investors to 

have an allocation to gold within their portfolio.  

The Q1 recovery in risk assets diminishes gold’s near-term attraction but this Q4 

performance debunks the idea that gold offers few portfolio benefits. It also 

suggests that that long-term investors are likely to view dips as an opportunity to 

increase their holdings at more attractive levels, supporting the idea that gold’s 

downside is relatively limited.  

 

 

US households and non-profit 

organisations hold c.$90trn of 

financial assets 

US household and non-profit sector balance sheet (US$ bns) 

 

Source: Federal Reserve, Bloomberg, ICBC Standard 
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Finally, revisiting gold’s relationship with r* to consider the long-term picture, 

recent work on Global Trends in Interest Rates6 by the New York Fed goes some 

way to arguing that equilibrium rates will remain subdued for the foreseeable 

future. Indeed, they highlight that “… the secular decline in real interest rates is an 

eminently global phenomenon, with the trends in real rates falling by very similar 

amounts in all advanced economies.” 

Although trend growth remains a key determinant of r*, the report argues that 

convenience yields – “the amount of interest that investors are willing to forgo in 

exchange for the liquidity and safety benefits of high-quality securities” – have 

also played a key role in reducing real global interest rates. This suggests that r*’s 

ability to play catch-up with trend growth rates, even if increased business 

investment does support them in the US, will be relatively limited.  

Specifically, the paper argues that “whatever forces might lift real interest rates in 

the future must be global, such as a sustained pickup in world economic growth, 

or a better alignment of global supply and demand with respect to safe and liquid 

assets.” Given the global backdrop, we are therefore sceptical about the potential 

for a material increase in r* at this time.  

In light of gold’s inherent long-term relationship with r*, this further supports the 

case for gold as a defensive portfolio holding, especially against a backdrop of 

structurally subdued interest rates and hence diminished opportunity cost of 

holding a non-yielding asset.   

                                                      
https://libertystreeteconomics.newyorkfed.org/2019/02/global-trends-in-interest-

rates.html   

Percentage point change in 90 day realised volatility during Q4 2018 

 

Source: LBMA, CME, JPM, LME, MSCI, S&P, ICE, Bloomberg, ICBC Standard 
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Disclaimer 

This is a marketing communication which has been prepared by a trader, sales person or analyst of ICBC Standard Bank Plc, or its affiliates (“ICBCS”) and is provided for 

informational purposes only.  The material does not constitute, nor should it be regarded as, investment research.  It has not been prepared in accordance with the full legal 

requirements designed to promote independence of research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

Additional information with respect to any security, commodity or other financial instrument, referred to herein may be made available on request. This material is for the 

general information of institutional and market professional clients of ICBCS and should not be considered to be investment advice. It does not take into account the particular 

investment objectives, financial situation or needs of individual clients. The information, tools and material presented in this marketing communication are provided to you for 

information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities, commodities or other 

financial instruments, or to participate in any particular trading strategy, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any 

contract relating to such action. This material is based on information that we consider reliable, but ICBCS does not warrant or represent (expressly or impliedly) that it is 

accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. The information and opinions contained in this 

document were produced by ICBCS as per the date stated and may be subject to change without prior notification. Opinions expressed are our current opinions as of the date 

appearing on this material only. We endeavour to update the material in this report on a timely basis, but regulatory compliance or other reasons may prevent us from doing so. 

ICBCS or its employees may from time to time have long or short positions in securities, commodities, warrants, futures, options, derivatives or other financial instruments 

referred to in this material. ICBCS does and seeks to do business with companies covered in this communication. As a result, investors should be aware that ICBCS may have a 

conflict of interest that could affect the objectivity of this communication. Investors should consider this communication as only a single factor in making their investment 

decision. 

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written 

permission of ICBCS. All trademarks, service marks and logos used in this communication are trademarks or service marks or registered trademarks or service marks of ICBCS. 

Information and opinions presented in this communication were obtained or derived from sources ICBCS believes are reliable, but ICBCS makes no representations as to their 

accuracy or completeness. Additional information is available upon request. ICBCS accepts no liability for loss, either directly or indirectly, arising from the use of the material 

presented in this communication, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to ICBCS. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should make their own investment decisions 

based upon their own financial objectives and financial resources, and if necessary, should seek professional advice.  It should be noted that investment involves risk, 

including, but not limited to, the risk of capital loss. Past performance is no guide to future performance. In relation to securities denominated in foreign currency, movements 

in exchange rates will have an effect on the value, either favourable or unfavourable, of such securities. Some investments discussed in this marketing communication may 

have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that investment is realised. Those losses may 

equal your original investment. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment, and in such circumstances, you may 

be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid for such investments may be 

used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realize those investments, similarly it may prove difficult for 

you to obtain reliable information about the value, or risks, to which such an investment is exposed. 

In Europe, this communication is distributed by ICBC Standard Bank Plc. 20 Gresham Street, London EC2V 7JE which is authorised by the Prudential Regulation Authority 

(“PRA”) and regulated by the PRA and the Financial Conduct Authority (“FCA”), and is provided to Professional Investors only. 

In Hong Kong, this communication is distributed by ICBC Standard Bank Plc, Hong Kong Branch, and is intended solely for use by Professional Investor (as defined in the Hong 

Kong Securities and Futures Ordinance and its subsidiary legislation) clients and prospective clients of members of ICBC Standard Bank Plc Group.  This communication may 

not be relied on by retail customers or persons to whom this communication may not be provided by law.  All enquiries by recipients in Hong Kong must be directed to an ICBC 

Standard Bank Plc, Hong Kong Branch contact.  ICBC Standard Bank Plc, Hong Kong Branch is a fully licensed bank under the Banking Ordinance and is a registered institution 

under the Securities and Futures Ordinance in Hong Kong.  Any investments and services contained or referred to in this presentation may not be suitable for you and it is 

recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. 

In Singapore, the provision of Financial Advisory Services is regulated under the Financial Advisers Act (Cap. 110). Accordingly (and where applicable), this material is provided 

by ICBC Standard Bank Plc, Singapore Branch pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is intended solely for 

Accredited Investors, Expert Investors, or Institutional Investors, as defined under the Securities and Futures Act (Cap. 289) of Singapore.  Recipients in Singapore should 

contact an ICBC Standard Bank Plc, Singapore Branch representative in respect of any matters arising from, or in connection with this material. ICBC Standard Bank Plc, 

Singapore Branch is regulated by the Monetary Authority of Singapore. 

If distributed into the United States, this communication is issued by a member of the sales and trading department of ICBCS. Sales and trading department personnel are not 

research analysts, and the information in this communication is not intended to constitute “research” as that term is defined by applicable regulations.  Unless otherwise 

indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself considered a recommendation or 

research report.  All views, opinions and estimates expressed in this communication (i) may change without notice and (ii) may differ from those views, opinions and estimates 

held or expressed by ICBCS or other ICBCS personnel. This communication is being provided to you without regard to your particular circumstances, and any decision to 

purchase or sell a financial instrument must be made by you independently without reliance on ICBCS. Any decision to purchase or subscribe for any financial instrument in any 

offering must be based solely on existing public information on such financial instrument and not on this communication. This material is not intended to provide personal 

investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. This communication 

is for informational purposes only and should not be regarded as an offer to sell or as a solicitation of an offer to buy any financial product, an official confirmation of any 

transaction, or as an official statement of ICBCS, or any of its affiliates. While every care has been taken in preparing this communication, no representation, warranty or 

undertaking (express or implied) is given and no responsibility or liability is accepted by ICBCS, its subsidiaries, holding companies or affiliates as to the accuracy or 

completeness of the information contained herein.  All opinions and estimates contained in this communication may be changed after publication at any time without notice. 

Any included projections, opinions, assumptions or estimates are for example only, and they may not represent current or future performance. The information in this 

communication may not be updated or otherwise revised. Members of ICBCS, their directors, officers and employees may have a long or short position in the instruments 

mentioned in this communication or related investments, and may add to, dispose of or effect transactions for their own account and ICBCS may perform or seek to perform 

advisory or banking services in relation thereto. This communication is not intended for the use of private or retail customers. Any communication may be inconsistent, and 
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reach different conclusions, with other ICBCS communications. ICBCS is under no obligation to bring such communications to the attention of recipients of this information. 

In jurisdictions where ICBCS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, 
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