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May-08 May-09 May-10 May-11 May-12
Gold - 2nd Fix 1229.80 1220.40 1222.95 1223.15 1231.25
Gold - COMEX 1227.10 1216.10 1218.90 1224.20 1229.00
Silver - HH 1624.00 1611.50 1622.50 1623.00 1623.00
Platinum - NYME 919.60 900.90 909.90 917.70 919.40
Crude Oil - NYME 46.43 45.88 47.33 47.83 47.65
CRB Bridge - NYBOT 178.13 177.29 179.51 180.44 181.58
US $ (Excluding Cdn.) 106.27 106.74 106.88 106.79 106.41
Fed Funds (Overnight) 0.91 0.91 0.91 0.91 0.91
US Bonds - CBOT 151.31 150.75 150.53 150.63 151.34
TSX Global Gold Index 202.97 202.76 205.07 210.96 213.63
S&P 500 2399.38 2396.92 2399.63 2394.44 2390.49
Source: Bloomberg, Murenbeeld & Co

Source: Bloomberg, Murenbeeld & Co

TSX GOLD INDEX
Global Gold Index 
(Capped Gold Index) 

13-wk moving 
average

52-wk moving 
average

Source: Bloomberg, Murenbeeld & Co.

Review
Gold prices stabilized over 

the last week. The pm fix on 
May 5 came in at $1228.05 and 
although the price softened to 
a low of $1220.40 today’s pm 
fix was back above $1230 (see 
table above). Our view is that 
gold is well supported at current 
levels, and the risk is skewed 
a little to the upside – note the 
volatility discussion below. 
The French Election

Macron won with a bigger 
majority in the Presidential 
runoff last Sunday than the 
polls had foreshadowed; the 
final tally was 66.1% for Macron 
and 33.9% for Le Pen. (The 
polls called for 60.5% and 
39.5% respectively.)

Markets took the results 
in stride, Macron’s win having 

been more or less fully 
discounted. French eyes are 
now turning to the National 
Assembly elections of June 
11 and 18 (the latter again 
for run-off elections). En 
Marche (renamed Republic 
on the Move this week) plans 
to run candidates in all 577 
constituencies, of which 428 
candidates were announced 
yesterday. Macron hopes, of 
course, that his party will win an 
outright majority (though early 
polls suggest a minority of 249-
286 seats). If Republic on the 
Move wins close to a majority 
(or an outright majority) we 
expect equity markets to cheer 
and the euro to be reasonably 
well bid for a brief period of time 
– which might hurt the US dollar 
index marginally. 
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Unlike the correlation with the US dollar and the 10-year TIPS, the 
correlation of gold with the S&P 500 flips back and forth across zero. The 
correlation is currently positive, suggesting that an equity market “correction” 
could see gold rise sharply.
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The other potential 
issue for gold is the number 
of seats the National 
Front (Le Pen) will win in 
the Assembly; early polls 
suggest 15-25 seats – up 
from two, but not so large 
as to present problems for 
Macron and his eventual 
prime minister. (While the 
National Front may receive 
as much as 22% of the total 
vote its candidates must win 
the run-off election on the 
18th, which will be difficult – 
as we have already seen in 
the Presidential race.) 

Unless something 
changes dramatically, we will 
leave the French election to 
play out in the background; 
the gold market’s focus has 
shifted elsewhere. 
The Fed 

Fed monetary policy is 
always in focus of course, 
and this week we saw 
several Fed presidents 
provide more insight into 
the likely course of action in 
2017-H2. Just to be clear, 
our baseline scenario calls 
for two more hikes, one in 
June and one in September 
or December. In December 
the Fed will also provide 
information as to how rapidly 
it plans to let its balance 
sheet shrink. Our first 
alternative scenario calls for 
only one more hike, although 
the market’s probability of 
only one hike this year has 
declined, see below. We 

are concerned that the US 
economy will underperform 
its rather buoyant forecasts, 
though we note that the Fed 
certainly is more anxious of late 
to get policy back to “normal”. 

(As an aside, here is 
how the Fed’s balance sheet 
will shrink: As the Fed’s 
investments in government and 
government-sponsored debt – 
Freddie/Fannie – mature, the 
Fed will decline to roll these 
investments over, i.e. these will 
then “roll off” its balance sheet. 
The “pay-out” (of principal) 
received by the Fed will be 
charged against banks’ excess 
reserves. Accordingly, the 
Fed’s assets, investments in 
government and government-
sponsored debt, and its 
liabilities, the banking sector’s 
excess reserves held at the 
Fed, will decline in unison – 
i.e. the total balance sheet will 
shrink. 

The government or 
government-sponsored 
enterprise will of course have 
to replace the “pay-out” to the 
Fed with more debt issuance 
in the market, meaning there 
will be some potential upward 
pressure on market rates. It’s 
this pressure that the Fed will 
monitor to decide how rapidly 
to let the balance sheet shrink. 
The Fed always has the option 
of stopping the “roll-off” and 
continuing the roll-over of 
maturing assets, if it deems the 
pressure on rates is too great 
for the economy to bear.)

With this in mind it is 
worth noting that Boston 
Fed President Rosengren 
argued this week that the 
US economy’s “speed limit” 
(i.e. potential growth over the 
medium-term) has dropped to 
about 1.75%. Any growth above 
this “speed limit” is therefore 
a strong reason for the Fed 
to accelerate the process of 
monetary policy “normalization”. 
In short, Rosengren prefers 
three more rate hikes this 
year and the commencement 
of balance sheet reduction 
relatively soon– i.e. before 
year-end.

In light of the Fed of 
Atlanta’s latest GDPNow 
forecast of 3.6% for 2017-Q2 
– a forecast which changes 
weekly by the way – Rosengren 
would clearly vote for tightening 
early, if he were a voting 
member this year. But he is not!

Dudley, the NY Fed 
President, is a voting member, 
and was more dovish in a Q&A 
session in Mumbai yesterday: 
“We expect to gradually raise 
short-term interest rates and 
over time perhaps that will 
allow us to gradually normalize 
the balance sheet, but with the 
economy growing just a little 
bit above trend, and inflation 
in the U.S. a bit below our 2 
percent objective, there’s no 
great urgency for us to have 
to tighten monetary policy 
aggressively … I think if the 
economy continues to evolve 
in line with our expectations, 
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CHANGE IN GOLD ETFs

Last date: May 11, 2017

5-day sum of daily change
tonnes

2013 2014

2014 : -164 T

2013: -869 T

GOLD AND SILVER ETFs
tonnes

Source: ExchangeTradedGold.com, Bloomberg
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Total
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Total

Last date: November 23, 2016

tonnes

2015
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Gold Price 10

2016 : 315 T

2016

2017 : 78 T 
To Date

2017
Source: ExchangeTradedGold.com, Bloomberg, Murenbeeld & Co
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2016
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$1212

2017
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$1366

The technical picture 
continues to give off a 
warning sign, though 
the $1212 “support line”  
appears to be holding.

Gold ETF sales have 
narrowed – we even 
noted some modest 
purchases on May 4. 

The net-long “spec” 
position on COMEX 
has declined to the 
equivalent of 467 tonnes 
through May 9th. We 
expect this to level off as 
the “specs” reassess the 
outlook now that gold 
has come back to more  
defensible price levels.

Gold price 
(%Q/Q)

Last date: May 9 2017

COMMITMENTS OF TRADERS DATA

Source: US Commodity Futures Trading Commission, Bloomberg, Murenbeeld & Co.
*Futures Contracts: in tonnes-equivalent

“Specs” net long 
(tonnes)
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sometime later this year or next 
year we will begin to gradually 
decide to normalize our 
balance sheet …”(Bloomberg, 
05/11).

We think the Dudley view 
is more prevalent among 
FOMC members.

Important for gold is 
any change in the market’s 
expectation of Fed policy. 
The current probability of 
two or more hikes by year-
end is about 50% – the 
probability of no hike this year 
is under 10% (going by the 
handy probability table: CME 
Fedwatch Tool). A month ago 
these probabilities were about 
44% and 15% respectively. 
Were the probabilities of rate 
hikes to rise further the gold 
market would face additional 
headwinds, although we have 
opined that the Fed will not 
push short rates above the 
current rate of inflation any 
time soon – i.e. not before 
2018-end.

Indeed, in our view the 
Fed will proceed extremely 
gingerly; there are simply too 
many unknowns, including 
the eventual shape of this 
Administration’s policies (“… 
key Trump initiatives include 
overhauling the health-
care system, simplifying the 
corporate tax code, cutting 
income taxes, rewriting 
regulation and investing in the 
nation’s infrastructure … [all of] 
which face a challenging road 
through Congress” noted the 
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Gold price volatility and equity market volatility are 
very low of late – see comments herewith.

WSJ today), for the Fed to do 
anything remotely aggressive.

As such, we think Fed 
headwinds for the gold market 
will remain subdued.
Volatility is low!

The reader may have read 
that the VIX index (a widely 

quoted volatility index for the 
S&P 500) is at multi-year lows; 
indeed, it was last at current 
levels in January 2007 just 
prior to the onset of the Great 
Recession. 

We generate our own 
volatility charts; the two 
herewith – for gold and the 
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GOLD IN UK £

GOLD IN VARIOUS CURRENCIES

GOLD IN RUPEES
Per 10 grams

GOLD IN RAND
100 Yen per ounce

GOLD IN YEN

GOLD IN CDN $ GOLD IN SWISS FRANCS

GOLD IN RMB (YUAN)
Per 10 grams

GOLD IN RUBLES
000 rubles

GOLD IN EUROS

Source: Bloomberg, Murenbeeld & Co

GOLD IN AUS $

Despite the recent pull-back against most 
currencies, the medium-term trends for gold are 
all positive.
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S&P 500 – are simple 50-
day standard deviations, 
expressed as a percent of the 
50-day mean. The reader can 
see that both the S&P 500 
index and the gold price have 
been relatively quiet in recent 
months; volatility is very low 
indeed. 

Two points are noteworthy; 
the first is that no one can 
accurately predict when 
volatility will shoot upwards. 
Markets are, after all, 
discounting mechanisms and 
what is known and/or guessed 
at is reflected in the actual 
index or price level. Given that 
unanticipated events unfold in 
a largely random manner they 
cannot be fully anticipated and 
discounted. For all we know 
volatility will remain low for 
months to come, or shoot up  
because of a “correction”, and 
thereafter return to current low 
levels.

The second point is more 
interesting: equity markets tend 
to rise slowly (low volatility) 
and decline rapidly (high 
volatility), hence high volatility is 
associated with sharp declines 
in equity indices. But the same 
does not hold for gold; gold 
often rises rapidly, and not 
infrequently when equity market 
volatility shoots upwards.

Gold volatility was 
exceptionally high in April-
May of 2006; gold rose in that 
50-day period from $535 to 
$725 – a 36% rise! Gold was 
exceptionally volatile in late 
2008 too, rising from roughly 
$740 to $905, then back down 
to $740, all within a 50-day 
period. Equity market volatility 
rose sharply over the same 
50-day period in 2008 as the 
direction of the S&P 500 was 
more or less straight down. 
Gold volatility rose again in 
early 2009, as gold prices rose 
sharply; meanwhile the S&P 

500 index continued to plunge 
to a low of 676 on March 9, 
2009.

In my view the most 
obvious resolution to the “issue” 
of low volatility included a 
“correction” in the S&P 500 
(a “correction” only, not the 
beginning of a bear market, 
because the US economy is 
a long way, probabilistically, 
from a recession) and a 
correspondingly sharp rise in 
gold price volatility as investors 
flee to gold. 

Yet the issue of low 
volatility need not be resolved 
any time soon – we simply 
do not know. Accordingly, we 
noted in an interview with Kitco.
com this week that an ongoing 
investment in gold might be 
useful precisely because there 
will be more crises, we cannot 
predict them, and some of them 
could initiate the long awaited 
“correction” in equity markets.

Gold Monitor 05/12/2017

7  www.murenbeeld.com


