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Gold has had a very strong run 
YTD from $1,280 per troy ounce 
to around $1,500 at time of writing, 
peaking at just above $1,550 in 
early September, a rise of 17% and 
21% respectively (Figure 1). Over 
the year it hit all-time highs in many 
currencies such as the British 
pound, Japanese yen, and Canadian 
Dollar, but not the US dollar. Still, 
it was able to move past the 6-year 
mental ceiling of $1,350 and has 
strong support around the $1,400 
and $1,450 price level. Most of this 
move is generally accredited to 
global tensions surrounding Brexit and the US-China trade war. Indeed, gold prices have 
reacted sharply to any news surrounding trade negotiations and Trump’s tweets. Thus, if a full 
trade deal were to be reached any time soon (which seems highly unlikely) it is entirely 
possible that the gold price drops further down to the $1,400 range, in addition to the pullback 
we already had from the $1,525 range down to $1,460-$1,475 due to the cancellation of 
additional tariffs. Interestingly, even the announcement of a Phase 1 trade deal on 13 
December has not affected the gold price by much. Equally, the recent pullback could simply 
be a setup for further moves higher, similar to March to May earlier this year (Figure 1). As I 
had noted in an earlier version of this article in November, gold prices are set to reverse back 
to the $1,500 range around Christmas, and then break out further in the historically strong 
months of January and February. We have seen just that. Gold has traded sideways in the 
$1,455 to $1,480 range from mid-September until mid-December, before now breaking out 
back to $1,500 during the Christmas days. 

Either way, while trade wars 
and other tensions affect 
gold in the short term, they 
are only noise in the long 
term. Gold is and always has 
been a monetary asset and 
responds to corresponding 
monetary policy from 
central banks. Crucial for 
golds performance, however, 
are not the federal funds rate or 
nominal yields themselves, but 
real interest rates (Figure 2). 

Figure 1: Gold Price in USD per ounce 

Figure 2: Real Interest Rates and Gold Prices 
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Gold is negatively correlated to real interest rates over the long term, but, 
crucially, gold only moves significantly when real interest rates are negative. In 
that case, investors are losing money and therefore more prone to buy gold which does not 

offer any interest or 
pay dividends. Figure 
3 shows inflation-
adjusted gold prices 
and real interest rates 
(as yields on 3-month 
treasury bills less CPI 
inflation) from 1973 
to 2013, confirming 
the importance of 
negative real interest 
rates for the price of 
gold.  

To this extent, world-wide lowering of interest rates, rising inflation, the restart of 
quantitative easing, and trillion-dollar budget deficits in the US are all extremely bullish for 
the precious metals. Crucially, we have seen that these trends are non-reversible at this stage 
without a major crash. The 
Federal Reserve has tried to 
unwind its balance sheet in 2018 
and increase interest rates from 
0% to 2.25-2.50% (which is still 
very low in a historical context), 
only to cause a market 
meltdown in December 2018, 
and a subsequent reversal of 
policy earlier this year. The time 
of quantitative tightening is over, 
QE has begun, in one way or 
another. Within just 120 days, 
the Federal Reserve balance 
sheet has increased back 
over $4.1 trillion, making up 
55% of the previous quantitative tightening exercised over two years (Figure 4)! 
Looking at the Fed’s balance sheet from 2002 to present it becomes even more apparent 
how insignificant the tightening has been (Figure 5, next page). Total assets spiked during the 
Financial crisis in 2008/09, but shot up much further during subsequent QE programs, without 
being in another recessions. This shows the absurdity of today’s situation and the impossibility 
to ever ‘normalise’ the balance sheet, given that even the small tightening program in 2018 
almost led to a market meltdown in December 2018.  

Before the start of QE1 in 2009, then Fed Chairman Bernanke had said that they are not 
monetizing the debt since all purchased assets would be sold back to the market. As recent 
as this January, Chairman Powell claimed the Fed would substantially decrease its balance 
sheet, but now we are back to a clear uptrend. It’s unlikely that investors will believe in the 
Federal Reserve’s ability to reverse its actions this time around. Lastly, the fiscal 
irresponsibility of governments is also highly unlikely to be reversed. Even under a Republican 

Figure 3: Inflation-adjusted gold prices and real interest rates 

Figure 4: Federal Reserve Balance Sheet 2015-2019 
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President and an economic expansion, the United States government has dramatically 
increased spending and its budget deficit, which is set to be north of $1 trillion for 2019. So, 
even if the Republicans keep Senators Warren and Sanders out of the White House in 2020, 
spending and budget deficits are set to increase much further. 

 

Recession risks  

Meanwhile, the US economy is gearing 
towards recession in 2020. Although the 
US yield curve reverted to normal in 
October, it was 70% inverted right 
before which has always led to a 
recession in every case since 1955. 
Crucially, the yield curve often 
steepens just before the recession 
actually starts (Figure 6). 
Additionally, for all we know, we could 
already be in a recession, since we only 
officially know that we are in a recession 
when we have already been in one for 
months. Another recession indicator, 
the consumer confidence to 
unemployment ratio, is at extremely 
elevated levels (Figure 7). The current 
equities bull market has been running for 
around 10 years, making it the longest 
bull market in history and due for a very 
substantial correction. Cumulative S&P 
500 returns are exceeding the 1950 
post-war bull market at +468%, way 
above most economic expansions. Stock 
markets are historically overvalued in 
almost every measure, with a P/E10 of 
31.06.  

Figure 6: Spread between 3-month and 10-year Treasuries 

Figure 7: Consumer Confidence-to-Unemployment Rate Ratio 

Figure 5: Federal Reserve Balance Sheet 2002-2019 
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Opportunity cost of Gold and undervaluation of commodities  

One of the biggest concerns with 
holding gold, namely that it 
doesn’t yield any interest or pay 
dividends, also seem insignificant 
at this point. Bonds, golds main 
competitor as a safe haven, now 
carry negative real interest rates. 
Bonds went from ‘risk-free 
return’, to ‘return-free risk’, 
making them a much less 
attractive alternative to gold. 
Crucially, one can invest in gold 
and silver mining companies, 
which are cyclically extremely 
undervalued (Figure 8), offer a 
lever on the gold price and 
partially also pay dividends. The 
commodities to equities ratio, based on S&P indices, also just hit a 50-year low (Figure 9).  

 

Figure 9: Barron's Gold Mining Index Chart 1939-2019 

Ergo, the low opportunity cost of holding gold, coupled with the inherent risk of owning 
extremely overvalued stocks, makes this a great time to buy the shiny yellow metal. 

 

 

 

 

Figure 8: Commodities to Equities Ratio 
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How to Invest in Gold  

As forecasted in November, gold has reversed back to $1,500 per ounce over Christmas. 
This makes for an attractive entry point in expectation of the historically strong months of 
January and February, and a very strong buy on any short-term weakness back down to the 
$1,470 to $1,490 range. I expect gold to take out its September high of $1,550 within 
the next two months.  

CFDs:  

There are various ways to take advantage of these potential short-term and longer-term 
moves in gold. For one, investors based outside the United States can simply buy gold and 
silver CFDs, which have a 5% and 10% margin requirement respectively (in the UK, other 
countries may vary). Options also look attractive at this point.  

Physical gold:  

For investors putting much larger capital at work on a longer-term basis, it is recommended 
to leave a substantial proportion in physical gold. Holding the physical metal is specifically 
recommended as a long-term hedge against further monetary experiments by 
central banks and should be primarily seen as a way to preserve and secure 
existing wealth.  

Mining equities:  

One of the most attractive ways to invest in the gold space is through mining equities. They 
offer a very large lever on the gold price. In short, three main categories of mining 
equities exist, with differing levels of risk. First, exploration and development companies are 
not yet mining gold themselves but look for gold and try to figure out which deposits are 
economical and politically feasible. They offer the largest lever, but also the largest risk since 
most of them will never have a mine that goes into production. Second, the producers, as 
the name suggests, actually mine the gold and silver. Depending on their size, they offer less 
risk. Third, and for me most attractively, are royalty companies. They do not mine gold 
themselves but finance smaller exploration companies once they have good prospects of 
production for a mine or are already trying to start production. In return, they receive NSRs 
(net smelter returns), giving them a certain percentage (normally between 1-3%) of future 
revenues of the mine in perpetuity. Especially larger royalty companies offer the least 
risk, only have small administrative costs and have very predictable (and 
positive!) cash flows.  

Crucially, when capital flows into the gold space it does not spread out to the different types 
of investments at the same time. Typically, the gold price moves first, which we have seen. 
Then money flows into royalties, then producers, and then, lastly, to exploration and 
development companies. So far, some capital has already flown in the royalty companies, with 
the biggest companies being up around 50-100% this year alone. Some producers have also 
seen new capital coming in, while the small exploration companies have yet to significantly 
react to the new gold prices. This is not least due to the market capitalisations of these 
various companies. The ‘big money’, referring to major pensions and other trusts, can often 
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only invest in companies with a market cap of at least $1bn, which essentially no exploration 
company has, and only few production and royalty companies.  

Either way, investing in exploration companies can be the most lucrative but also the riskiest 
and difficult to do. One needs very good insights into these companies, follow their geological 
reports etc., which is possible for large funds, but generally not feasible for retail investors. 
Consequently, I recommend retail investors find the best royalty companies and 
largest producers to invest in first. Examples include Franco-Nevada, Pan American 
Silver, Eagle Mines and Sandstorm. They are all set to increase much further as this gold bull 
run continues.  

As with investing directly in the gold price through CFDs or options, mining equities are 
most attractive when gold goes through a pullback. I have taken advantage of the last dip in 
October/November and bought in around 10 different mining equities for my portfolio, which 
is up roughly 12% since then. Pan American is one of the largest companies and still the best 
performer, being up over 30%. Importantly, these moves were only due to gold reversing 
back from around $1,470 to now $1,500 (a 2% increase). I expect much larger moves for the 
upcoming months, and 2020 in general. That being said, I do not expect large week-long 
pullbacks over the upcoming days to take advantage of. Thus, I would urge 
investors to buy in the equities now, before the January/February rally starts.  

ETFs:  

For retail investors unwilling to buy individual equities and paying the corresponding fees, 
they can buy ETFs for mining equities. Most known is VanEck’s Vectors Gold Miners ETF, 
the GDX. Sprott’s Gold Miners and Junior Gold Miners ETFs, focusing on larger and smaller 
market cap equities respectively, are also attractive buys at this point.  


