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Investing in gold, either gold producers or bullion, has never been easy.
Of course we are not counting the “gold bugs” who believe anytime is a
good time to buy gold. Gold investing isn’t easy because it changes so
much from one period to the next. There are periods that gold is a hedge
against inflation, other times a hedge against turmoil, sometimes it takes
on a more speculative ethos, sometimes a hedge against the U.S. dollar
or fiat currency devaluation. Perhaps the yellow metal is more
chameleon than an indestructible element.
So what is gold today? Well it appears to be in transition, which tends to
weigh on the price. Having started its rise in early 2019, gold really
kicked into high gear during 2020. This year was a perfect environment
for gold amid a bear market, pandemic, political uncertainty – the list
goes on. If the price of gold equals turmoil, 2020 turmoil easily explains
its rise from $1,500 to $2,075/oz. However, gold started to fall at the end
of the summer and these declines accelerated in November. Gold has
retreated from over $2,000 to under $1,800/oz, with gold equities
following suit. This is about a 50% retracement of the 2020 gains.
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Chart 1: Gold prices on the retreat and investors net
sellers
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Passing the baton – it’s awkward
Two very big events occurred in November that are clearly weighing on the
price of gold. Heading into the U.S. presidential election there was certainly
a flight to safety given the rhetoric of a contested election, civil unrest or
even a breakdown in the process. Clearly, those fears were unfounded and
as the electoral process nears its conclusion, it actually went much
smoother than expected by most. Not smooth, but smoother. The vaccine
news has also kickstarted a changing dynamic in the markets, injecting a
clearer path towards the end of this terrible pandemic. This has likely
motivated investors to dump gold exposure that they were holding to hedge
their portfolio.
As turmoil and uncertainty abates, gold is losing its “turmoil” premium,
resulting in the current weakness. We believe gold is in a transition phase;
no longer a hedge for global turmoil and slowly becoming a hedge against
reflation. This transition is not smooth but should set the stage for gold’s
next move higher.
The current unprecedented fiscal and monetary stimulus is inflationary.
However, the deflationary impulse from the current recession/pandemic is
even bigger. As the recovery gains steam in 2021, we believe the economy
will recover faster than past recessions given the unique service-industry
dynamic of this contraction. In addition, there is the lagging inflationary
impulse from central banks, which are relatively uniform in their stance to
allow any inflation to run longer before intervening.

Technical outlook
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An indicator that measures the relationship between an issue's closing price and its
price range over a predetermined period of time. Stochastics are a favored technical
indicator because it is easy to understand and has a high degree of accuracy. It is
used to show when a stock has moved into an overbought or oversold position.
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RSI momentum at the August peak reached a level not even experienced
during the decades-long bull run starting in 2000. A consolidation/
correction was due; however, the recent selling pressure has caused gold
prices to become oversold on a number of momentum indicators. At
current levels based on the stochastic1 indicator has fallen to the lowest
levels since April 2019. Once this phase of retail selling via ETFs

Chart 2: Selling pressure from speculators
has slowed
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While we maintain our long-term bullish outlook for gold, the broader risk
environment in the short term remains volatile as the recent corrective
phase continues to play out. The market action last Friday (November 27) is
a key example. On a low-volume day, spot prices dipped below the
psychologically important $1,800 level. This fed into a quick selloff to new
near-term lows. The consolidation has overshot a number of key support
levels for the year, with the next major support around $1740-$1750/oz.
This coincides with the highs, which were tested multiple times from April
to June, as well as the 38.2% retracement level of the 2018/2020 rally.
Certainly, we are not in the business of market timing, as any investor
who has been humbled by big swings in the market will admit. But at
current levels, the risk/reward looks rather attractive.
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diminishes, it’s our belief that it will set the stage for the next leg higher.
We’re already beginning to see some constructive signs in the futures
market. Non-commercial net futures position is beginning to tentatively rise,
suggesting that institutions are using the current period of weakness to
rebuild long positions, or at the very least ease up on the selling (Chart 2).
Real rates have been the largest recent driver of gold prices. Gold hasn’t
been trading with the U.S. dollar much, which would have been a positive
for prices given USD weakness. Real rates have risen off of the August
lows, but as Chart 3 shows, they have actually begun to move back lower
recently breaking the rising yield trend while the price of gold continues to
plummet. So, will the U.S. dollar reassert itself as an influence on gold?
Perhaps, and we would also argue that this would provide a tailwind. If real
rates remain a key driver, the recent pullback should also provide some
steadiness for the gold market.

Chart 3: Trend higher in real rates has
reversed, yet the selloff in gold has only
accelerated
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Investment implications
We did expect this awkward transition phase to develop at some point
and we don’t know how long it will last or if gold will head lower. That
being said, we believe this is creating a re-up opportunity as being long
some gold over the next few years carries a lot of merit for a portfolio.
For Canadian investors, we believe gold will become a hedge against
potential continued U.S. dollar weakness and rising inflationary
pressure.

Chart 4: Gold has broken its 200 day
moving average, but key support lays
nearby
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The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the
opinions or recommendations of Richardson Wealth Limited or its affiliates. Assumptions, opinions and estimates
constitute the author's judgment as of the date of this material and are subject to change without notice. We do not
warrant the completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any
recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek
professional advice. Past performance is not indicative of future results. The comments contained herein are general
in nature and are not intended to be, nor should be construed to be, legal or tax advice to any particular individual.
Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the tax consequences
to them, having regard to their own particular circumstances. Insurance services are offered through Richardson
Wealth Insurance Services Limited in BC, AB, SK, MB, NWT, ON, QC, NB, NS, NL and PEI. Additional administrative
support and policy management are provided by PPI Partners. Insurance products are not covered by the Canadian
Investor Protection Fund.
Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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