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“It’s been a rough few weeks. But these extreme moves, by their nature, tend to
burn themselves out. In the short term, we have likely hit selling exhaustion on
gold, silver and copper.”

- Paul Wong, Sprott Market Strategist

Our market strategist postulates that the recent selloff in gold and precious metals equities is
largely driven by a dramatic repositioning of “algo” funds, large algorithmic hedge funds
usually employing huge amounts of leverage. 

Recall that ahead of the U.S. presidential election, gold was one of the most favored
commodities regardless of who would win and had reached new all-time highs of $2,800 for
the first time ever. But markets are forward looking and one would argue that gold was
already pricing in the election. Following the election, which resulted in a red sweep,
investment funds may have been pushed to liquidate, unwind their positions, sell their gold
hedges and rotate. 

Politics and Gold

This isn't the first time gold has taken it on the chin post-election. According to Heraeus
Group,1 since 1976, elections of Republican administrations have led to an average 4.54%
decline in the gold price within 60 days, compared to an average 3.83% rise in the gold price
following Democratic wins. After Trump’s last win in 2016, gold lost 11.64%.

Figure 1. Gold Price Performance Around U.S. Elections (1976-2024)

Source: SFA (Oxford), Bloomberg. 

The chart below shows the relative performance of gold (purple), gold miners (yellow), the U.S.
10 YR Treasury yield (green) and the U.S. dollar (blue) since the start of the third quarter on
October 1, 2024.

As you can see, after breaking new all-time highs nearly every day leading up to the U.S.
election, gold has been down 3.76% since November 5, while the miners have been down
7.89%. On the flip side, the dollar has rallied 2.97% but has failed to break resistance at the 107
level. The U.S. 10 YR Treasury yield, perhaps reflecting investors’ expectations of higher
inflation over the long term, has rallied 11.73% from October 1 through November 30, despite
recent interest rate cuts (25 basis points on November 7 and 50 basis points on September
18).

Figure 2. Asset Class Performance Comparison (October – November 2024)

Source: Refinitiv Eikon 10/01/24 - 12/02/24. Gold mining equities are measured by VanEck Gold Miners ETF (GDX); gold bullion is measured by the
PREC.M.XAU; bonds are measured by the US 10YR T-NOTE; U.S. dollar is measured by the US DOLLAR INDEX.  

Increased Market Dislocations

Since the U.S. election, we have seen consistent outflows from gold ETFs, not just in the U.S.
but more broadly, including China. Recent hawkish statements from Federal Reserve Chair
Jerome Powell on the slowing pace of interest rate cuts may have also contributed to the
weakening of gold sentiment. Short-term, rising interest rates put pressure on gold prices
since gold pays no interest, unlike bonds. 
But my thesis has not changed; if anything, my conviction in favor of gold and gold mining
equities has increased. I see the recent pullback as a healthy consolidation and have actively
been deploying capital in anticipation of the next leg up.

As Paul Wong noted, and I have noticed watching the markets every day, selling pressure
appears to be running out of steam as the market completes its rotation.

But buyer beware. This probably won’t be the last upset. After all, we haven’t forgotten what
happened during the Yen carry trade unwind (August 2024). These moves can be violent and
unpredictable. 

Sprott’s CEO, Whitney George, writes:

“The root cause for our concern about volatility is the structure and functioning of
the U.S. Treasury markets ….Currently, the U.S. Treasury must ‘roll’ (gross issuance
volume) $500 billion per week, up from $200 billion in 2018 and $100 billion in
2013. ….An unexpected event in any market or location can cause highly levered
macro funds to liquidate on a moment’s notice.” 

The accompanying graph shows the ballooning U.S. federal debt while foreign institutional
demand for U.S. Treasuries has stagnated over the last decade. Picking up the slack, hedge
funds and private equity funds have been accumulating massive amounts of U.S. Treasuries,
often on leverage. 

Figure 3. Growth in U.S. Federal Debt (1990-2024)

Source: FRED Economic Data. St. Louis Federal Reserve.

Which Would You Rather Own?

But what happens when bonds start behaving like risk assets? The graph below shows
the bond-to-equity correlation over time. As you can see, the correlation turned positive
in 2020 for the first time in just over 15 years. 

Figure 4. Bond to Equity Correlation (1990-2024)

Source: Bloomberg 11/12/2024.

In the traditional 60/40 portfolio, bonds are supposed to be the hedge against one's equity
risk. However, if bonds are no longer a trustworthy hedge, investors might start to look
elsewhere.

The next chart shows the equity risk premium one gets for investing in stocks versus the
traditionally safer bonds. Today, it is basically nil, meaning that the expected return is roughly
the same whether you own stocks or bonds. So, which would you rather own? Stocks or
bonds?

Figure 5.

Source: Bloomberg, Rosenberg Research. * Note that the equity risk premium is defined as the 12-month forward earnings yield on the S&P 500
minus the 10-year Treasury note yield. 

Food for thought. But in short, I think the precious metals pullback is healthy as the sector
appeared overbought running up to the election. The thesis has not changed one bit. So, you
may want to sharpen your pencils and dust off your shopping lists.

P.S. Some of Sprott’s geologists were in the field again over the past few weeks, notably in
South America and Southeast Asia. Here’s a photo taken underground in Papua New Guinea
(PNG). 

Sprott Economic Geologist and Managing Partner Justin Tolman is standing in front of K92’s Judd Vein in PNG.

Footnotes

1 The Heraeus Group is a German technology group with a focus on precious and special metals, medical
technology, quartz glass and sensors as well as electronic components.
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Investment Risks
and Important
Disclosure

Relative to other sectors, precious metals and natural resources investments have higher headline risk and are more sensitive to changes in
economic data, political or regulatory events, and underlying commodity price fluctuations.  Risks related to extraction, storage and liquidity
should also be considered.

Gold and precious metals are referred to with terms of art like store of value, safe haven and safe asset. These terms should not be construed
to guarantee any form of investment safety. While “safe” assets like gold, Treasuries, money market funds and cash generally do not carry a
high risk of loss relative to other asset classes, any asset may lose value, which may involve the complete loss of invested principal.

Past performance is no guarantee of future results. You cannot invest directly in an index. Investments, commentary, and opinions are unique
and may not be reflective of any other Sprott entity or affiliate. Forward-looking language should not be construed as predictive.  While third-
party sources are believed to be reliable, Sprott makes no guarantee as to their accuracy or timeliness. This information does not constitute an
offer or solicitation and may not be relied upon or considered to be the rendering of tax, legal, accounting or professional advice. 

Royal Bank Plaza, South Tower
200 Bay Street, Suite 2600
Toronto, Ontario M5J 2J1
Canada

Contact Us

Call us at

855.943.8099

Email us at

invest@sprott.com

Follow Us Subscribe

Receive Sprott Insights

Useful Links

Disclaimers and Terms of Use

Social Media Terms and Conditions

Privacy Policy

Sprott Privacy Notice

California Consumer Privacy Act Disclosures

Cookie Policy

Website and Information Accessibility

Proxy Voting Policy

Home

Change Cookie Preferences Accessibility
© 2024 Sprott Inc. All rights reserved.

https://sprott.com/
https://sprott.com/
https://sprott.com/investment-strategies/
https://sprott.com/insights/
https://sprott.com/education/
https://sprott.com/investor-relations/
https://sprott.com/about-us/
https://sprott.com/contact-us/
https://sprott.com/search/
https://sprott.com/
https://sprott.com/insights/
https://sprott.com/people/edward-bonner
https://sprott.com/insights/?type=Report
https://sprott.com/insights/?topic=Gold
https://sprott.com/people/paul-wong/
https://sprott.com/people/whitney-george/
https://sprott.com/people/edward-bonner
https://sprott.com/insights/?type=Report
https://sprott.com/people/ryan-mcintyre
https://sprott.com/people/steve-schoffstall
https://sprott.com/people/edward-c-coyne
https://sprott.com/insights/?type=Video
https://sprott.com/people/paul-wong
https://sprott.com/people/jacob-white
https://sprott.com/insights/?type=Report
https://sprott.com/people/john-ciampaglia
https://sprott.com/insights/?type=Video
https://sprott.com/people/john-ciampaglia
https://sprott.com/insights/?type=Video
https://sprott.com/insights/gold-s-post-election-correction-comes-as-no-surprise/
https://sprott.com/insights/real-assets-in-focus-gold-silver-copper-and-uranium/
https://sprott.com/insights/batteries-and-minerals-driving-global-electrification/
https://sprott.com/insights/why-tech-big-investors-are-turning-to-uranium-gold/
https://sprott.com/insights/the-new-power-play-how-tech-giants-are-embracing-nuclear-energy-for-data-centers/
https://sprott.com/investment-strategies/exchange-listed-products/physical-bullion-funds/gold/
https://www.sprott.com/privacy-policy/
https://www.sprott.com/contact-us/
tel:+8559438099
mailto:invest@sprott.com
https://www.linkedin.com/company/sprott/
https://twitter.com/sprott
https://www.youtube.com/user/sprottgroup/
https://sprott.com/subscribe/
https://sprott.com/disclaimers-and-terms-of-use/
https://sprott.com/social-media-terms-and-conditions/
https://sprott.com/privacy-policy/
https://sprott.com/media/nw2p1rxd/sprott-privacy-notice.pdf
https://sprott.com/ccpa-disclosures/
https://sprott.com/cookie-policy/
https://sprott.com/website-accessibility/
https://sprott.com/registered-funds-proxy-voting-policy/
https://sprott.com/
javascript:%20Cookiebot.renew()
https://sprott.com/insights/gold-s-post-election-correction-comes-as-no-surprise/#

