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Technical Analysis: Gold 

Shinning bright like a diamond 
 
COMMODITY | GOLD | TECHNICAL ANALYSIS 

• Both Gold and Silver should continue to do well in a highly inflationary and rising 
uncertainty environment 

• Hold firm on our belief that Gold and Silver have entered into a new secular bull 
market 

• Our long term target for Gold and Silver is $1920 and $49 respectively 
 

Gold price sank in 2H 2016 despite Trump’s victory as it fell from a high of 1375 to a low of 
1122 but we believe the secular bull market is still intact. With the benefit of hindsight, we 
reiterate our view that gold has found a defining bottom at the end of 2015 at the low of 
1046 as explained in the “8 year cycle report” and “Gold Silver ratio report”. 

 
Chart 1. 8 year cyclical bottom  
Source: Bloomberg 

 
The recent recovery since December 2016 has returned Gold back into an uptrend 
trajectory from both the immediate and long term perspective. Rising inflationary 
pressures and global economic and political uncertainties will be two main forces pushing 
Gold price higher in 2017 and beyond. 

Inflation 
Rising inflation will be the main driver for Gold price moving forward with multiple 
inflation data pointing toward an escalating trend. Inflation has been slowly creeping 
higher since September 2015 and both the headline Consumer Price Index (CPI) data and 
Core CPI data have breached above the 2% Fed’s target for the past 3 and 15 months 
respectively. Moreover, headline CPI currently stands at 2.7% which is the highest since 
2012.  

Moving forward, we believe the uptrend in inflation will continue as the base effect from 
oil gets priced in. 
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Tradable instruments: 
 
SPDR GLD US$ – (SGX:O87) 
SPDR Gold Trust – (AMEX:GLD) 
SPDR Gold Shares (GLD) is an exchange-
traded fund (ETF) that offers investors an 
innovative, relatively cost efficient and 
secure way to access the gold market. 
SPDR Gold Shares are intended to offer 
investors a means of participating in the 
gold bullion market without the necessity 
of taking physical delivery of gold, and to 
buy and sell that interest through the 
trading of security on a regulated stock 
exchange. 

 
GLDUSD (Phillip Futures) 
 
 
 

Ishares Silver Trust – (AMEX:SLV) 
The Ishares Silver Trust (SLV) is an 
exchange-traded fund (ETF) that seeks to 
reflect generally the performance of the 
price of silver 
 
 

SLVUSD (Phillip Futures) 
 
 
 

CNMC Goldmine Holdings Limited 
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http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160802.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/ResearchCoverage/SG/CNMC20160915.pdf
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Chart 2. Inflation Data rising since October 2015  
Source: Bloomberg 

 
Fed is behind the curve 
The simpler way to illustrate the rising inflation environment would be to look at the 
Taylor rule in comparison to the Fed Funds rate (FFR). Taylor rule takes into account 
inflation and output to deduce the optimal interest rate where the Fed used to follow 
wholeheartedly since 1970s. However, the relationship snapped since 2008 after the Fed 
left interest rate flat at 0.25% to counter the Subprime Crisis. Notice how nicely the FFR 
tracks the Taylor rule until 2008. 

 
Chart 3. Taylor Rule vs FFR 
* Vertical line demarcates the start of the rate hike cycle                                     Source: Bloomberg 

Looking at chart 3, the bottom panel depicts the spread between FFR and Taylor rule. 
Since 1970s, whenever the FFR is below the Taylor rule (shown by the negative spread), 
the Fed would have to play catch up eventually to match the Taylor rule interest rate and 
ultimately taking the FFR above the Taylor rule (shown by the positive spread). The 
clearest observation here is negative spreads will inevitably be followed by positive spread 
suggesting the Fed raising interest rates to chase inflation. 

Take for example in 1974, when the FFR and Taylor rule spread went negative (FFR below 
Taylor rule), the spread stayed negative for 28 consecutive months before the Fed realized 
they were way behind the curve and started the rate hike cycle in November 1976 where 
they took the FFR from 4.75% to a whopping 20% over 39 months. 

  

 

VanEck Vectors Gold Miners ETF – 
(AMEX:GDX) 
The VanEck Vectors Gold Miners ETF seeks 
to replicate as closely as possible, before 
fees and expenses, the price and yield 
performance of the NYSE Arca Gold Miners 
Index. The Index in intended to track the 
overall performance of companies involved 
in the gold mining industry. 
The NYSE Acra Gold Miners Index is a 
modified market capitalisation weighted 
index primarily comprised of publicly 
traded companies involved in the mining of 
gold and silver. 
 
 
 

VanEck Vectors Junior Gold Miners 
ETF – (AMEX:GDXJ) 
The VanEck Vectors Junior Gold Miners ETF 
tracks a market cap weighted index of 
global gold and silver mining firms, 
focusing on SMALL-CAPS. 
GDXJ covers precious metals mining firms 
below the market cap cutoff for GDX. 
Its portfolio sometimes has more market 
risk due to the risker nature of these 
smaller miners. 
 
 
 

PureFunds ISE Junior SIL ETF – 
(AMEX:SILJ) 
The PureFunds ISE Junior Silver ETF tracks a 
modified market cap weighted index of 
small cap silver mining and exploration 
companies. 
 
 
 

https://www.phillipetf.com/FundFinder.aspx?fname=gdx
https://www.phillipetf.com/FundFinder.aspx?fname=gdx
http://www.phillipetf.com/FundFinder.aspx?f=001296
http://www.phillipetf.com/FundFinder.aspx?f=001296
http://www.phillipetf.com/FundFinder.aspx?f=000486
http://www.phillipetf.com/FundFinder.aspx?f=000486
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It took the Fed a total of 33 months before they hit the Taylor rule inferred interest rate of 
11% as they continued to raise rates further even after hitting the Taylor rule target, 
moving rates up as high as 20% in 1980. 

A more recent example happened in 2001 where the spread went negative for 36 months 
before the Fed decided to take action. They began the rate hike cycle in May 2004 and 
brought rate up from 1% to 5.25% essentially overshooting the Taylor rule target once 
again at the end of the cycle. 

To reflect the severity of the issue on how far the Fed is behind the inflation curve, in 
current times, it took the Fed a staggering 47 months before they started raising rates 
from the 0.25% low base in December 2015. To make matters worse, the Fed only hike 
another 25 basis points one full year later in December 2016 to 0.75%. 

The most recent rate hike in March 2017 shows that the Fed might have realized that they 
are late in the game for chasing inflation according to Taylor rule and two more rate hikes 
this year is almost a certainty based on the FOMC Dot plot projections.  

If this thesis stands, there is a very high chance that the Fed would even hike three more 
times this year to do their best to offset the rising inflation.  

Taylor Rule suggesting an interest rate of 3.8% 
According to the current Taylor rule interest rate, the FFR would have to be at 3.8% in 
order bring the interest rate back to equilibrium. In other words, FFR would have to 
increase 2.80% which translates into a total of 11 more hikes assuming the Fed only hikes 
25 basis points per meeting. 

This is not even pricing in inflation moving forward which would continue to drive the 
Taylor rule above the current 3.80%.  

In all previous rate hike cycles, the trajectory of the rate hikes were steep and aggressive 
where rates were usually raised in all Federal Open Market Committee (FOMC) meetings. 
There are 8 FOMC meeting a year. 

If the Fed were to follow the aggressive stance and hike rates in every other FOMC 
meeting, then the FFR would only hit the equilibrium in early 2018. However, this 
aggressive stance is very improbable as by doing so, the Fed would most definitely pop the 
equity bubble and at the same time, the bond bubble with US national debt at a record 
high of $20 Trillion. 

The more conservative scenario the Fed would likely follow would be to hike only during 
the FOMC meetings with press conference which only happens 4 times a year, at the end 
of every quarter. Using the conservative scenario, that would take the Fed three more 
years before they reach the Taylor rule interests rate. 

Rate hike cycles do actually benefit Gold 
Contrary to conventional wisdom where rate hike cycle would be detrimental to Gold, our 
historical study shows otherwise especially when the Fed is hiking rates to chase inflation. 
In chart 2, the vertical line shows the start of the rate hike cycle associated with the Fed 
chasing inflation, the results are obvious. Gold performed spectacularly well during 
inflationary period shown by the 256% and 401% appreciation during the 1972 and 1976 
rate hike cycles. The most recent rate hike cycle in 2004 where rates increased from 1% to 
5.25% did not hamper demand in Gold and instead, Gold rallied a noteworthy 72% during 
that period. 

With the current brand new rate hike cycle that began in December 2015 in play, we 
believe Gold should continue to benefit well in the inflationary environment as suggested 
by the inflation data and Taylor rule and we stick with our long term target of 1920 for 
Gold where it acts as an inflationary hedge. 
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Chart 4. FFR vs Gold 
* Vertical line demarcates the start of the rate hike cycle                                     Source: Bloomberg 
 

Raising rates into economic weakness 
Digging deeper into the health of the US economy, the Fed appears to be raising rates into 
economic weakness. Chart 5 shows the GDP YoY with the FFR and throughout history, the 
Fed has always stayed on the safe side and only hike rates when GDP is showing an 
accelerating trend shown by the highlighted box. 

However, the Fed seems to be breaking the rule now to chase down inflation as GDP 
growth is weakening which makes a recession more likely. GDP YoY peaked out in Q1 2015 
at 3.30% and the latest reading of Q4 2016 stands at 1.90%. Additionally, the Q1 2017 GDP 
number is forecasted to come in at 1% according to Alanta Fed forecast underscoring the 
lacklustre trend.  

 

Chart 5. GDP YoY vs FFR 
* Vertical line demarcates the start of the rate hike cycle                                     Source: Bloomberg 
 

Tying this together with how far out we are in this economic expansion makes a recession 
very probable in 2017. We are currently in the third longest economic expansion in history 
with 93 months of economic expansion, way surpassing the previous cycle of 73 months of 
economic expansion since 2001. 
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Economic Expansion Duration of Economic 
Expansion 

Economic Contraction Duration of recession 

1933 - 1937 51 month 1937 - 1938 12 month 

1938 - 1945 81 month 1945 - 1945 7 month 

1945 - 1948 38 month 1948 - 1949 10 month 

1949 - 1953 46 month 1953 - 1954 9 month 

1954 - 1957 40 month 1957 - 1958 7 month 

1958 - 1960 25 month 1960 - 1961 9 month 

1960 - 1970 107 month 1970 - 1970 10 month 

1970 - 1973 37 month 1973 - 1975 15 month 

1975 - 1980 58 month 1980 - 1980 6 month 

1980 - 1981 12 month 1981 - 1982 16 month 

1982 - 1990 92 month 1990 - 1991 9 month 

1991 - 2001 119 month 2001 - 2001 8 month 

2001 - 2007 73 month 2007 - 2009 18 month 

2009 -? 93 month and counting ? ? 

Source: Bloomberg 
 

The longest economic expansion was 119 months during 1991 – 2001 before the Dot-com 
bubble bursts, resulting in a 50% correction in the S&P 500 index and the recession that 
followed lasted for 8 months. No economic expansion last forever and some degree of 
correction is bound to happen.  

History has also shown that every rate hike cycle is being followed by some sort of a crisis 
event and recession. Once the Fed stops the current rate hike cycle and enters a period of 
easing cycle that would be the red flag for an impending crisis event and recession. Under 
such scenario, Gold would act well as a safe haven asset. 

 

Chart 6. FFR vs S&P 500 
Source: Bloomberg 
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Political Uncertainty 
There’s growing concern with the political uncertainty within U.S. and Europe. The market 
has been living on the edge with President Trumps’ policies, especially on the hype up 
expectations of the tax cuts and infrastructure spending even though nothing concrete has 
been released.  

President Trump has recently failed to pass the much talked about Republican Healthcare 
Bill due to the lack of support from fellow House Republicans where he told Paul Ryan to 
pull the Republican Healthcare Bill on 24 March, 2017 and warned that ACA would 
“explode” on its own. During the press conference, President Trump shifted the attention 
away from the ACA and instead mentioned that he would move on to tackle the Tax 
reform next which we doubt would be an easy task. Trump should continue to face more 
opposition and roadblocks from the freedom caucus members moving forward in terms of 
tackling the tax reform, infrastructure spending and raising/suspending of the debt ceiling. 

If the tax reform gets delayed once again, then the recent equity market rally will come 
crumbling down back to reality, stirring up volatility. 

In Europe, with the anti-establishment movement winning the battles in 2016 where the 
unexpected happened, Brexit and Trump victory, there will be brewing uncertainties 
arising from the upcoming French election in April – May 2017 and German Election in 
September 2017. 

Extremes in GEPUI 
The growing uncertainty is clearly reflected in the global economic policy uncertainty index 
(GEPUI) shown in chart 7. The extreme level in the GEPUI seems to around the 185 points 
where the elevated level above 185 points signals rising turmoil. For example, in 
September 2001(9/11 attack) when the GEPUI overshoots the 185 points, as it reverts back 
to norm, the GEPUI provided a good signal to accumulate Gold where Gold rallied 33% 
subsequently. Similar pattern pan out perfectly in March 2003(Iraq war) where Gold rallied 
117% subsequently, in October 2008(Subprime crisis) where Gold spiked 165% and the 
most recent example in September 2015(China Yuan devaluation) where Gold 
subsequently formed its bottom in December 2016 and rallied 26%. It is only in August 
2011, in the depth of the euro debt crisis where the GEPUI failed to push Gold price higher. 

 

Chart 7. Gold vs GEPUI 
Source: Bloomberg 
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The GEPUI provides a good sensing of the political and economic environment of the world 
and we are currently in unprecedented levels. The GEPUI recently hit a record high 289 
points due to Trump’s victory and its currently hovering around 220 points, way above the 
180 extreme. As the political landscape in U.S. and Europe remains heated, uncertainty as 
a whole should continue to stay elevated and thus provide more tailwind for Gold as it acts 
as a safe haven asset.   

In conclusion, with the 8 year cycle and gold silver ratio signalling the start of a whole new 
secular bull market in Gold and the rising inflationary pressures, rising global uncertainty 
and higher likelihood of the U.S. economy slipping in a recession, we believe Gold will 
perform very well as an inflation hedge and safe haven asset moving forward. We remain 
bullish on Gold in the long run with a target of 1920. 

Bonus chart 
The last two times the Fed raise rates in December 2015 and 2016 by 25 basis points, Gold 
formed an immediate bottom one day later and rallied 29% and 11% respectively. The 
current price action does suggests the similar pattern playing out once again after the 
most recent rate hike in March 2017. Gold has been trending higher since March 15, 2017 
with 4% gain. If this pattern holds, then expect Gold to retest the 1307 resistance area 
next followed by the 1370 resistance area in the short run. 

 

Chart 8. Gold vs FFR 
Source: Bloomberg 

 

 
 
 
 
 
 
 
 
 
 
Related Reports:  

Technical Analysis: Gold – Limited downside and it’s time to start loading up 

Technical Analysis: Gold – The recent rally might be fading off for now 

Technical Analysis: Gold – The CYCLE BOTTOM is in 

Technical Analysis: Gold – More signs of a cyclical bottom  

Technical Analysis: Gold – Buy the dips 

 

 

http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160328.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160328.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/SectorStrategy/SG/GOLD20160621.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/SectorStrategy/SG/GOLD20160621.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160802.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160802.pdf
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
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