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Atlas Pulse Gold Report  
See the facts, trade the action and ignore the noise 
 

 

In this issueé 
 

¶ Real yields rise ς it was all going so well 

¶ Little faith in the miners  ς ǘƘŜȅΩǊŜ ŎƘŜŀǇΣ ōǳǘ ǘƘŜǊŜΩǎ ƭƛǘǘƭŜ ŦŀƛǘƘ 

¶ A look at silver ς ǘƘŜǊŜΩǎ ƴƻ ǎƘƻǊǘŀƎŜ 

¶ No to the bitcoin ETF ς but does it matter? 
 

 
Since late February, the gold price has fallen by just under 5%, something that can be fully 
attributed to shifts in the US treasury market. Having turned tactically bullish this yearΣ LΩƳ ƴƻǘ 
happy about that, but at least р҈ ƛǎƴΩǘ ƳǳŎƘ in the grand scheme of things. In this issue, LΩƭƭ ōŜ 
revisiting the US bond market to see what has changed. 
 
For the gold minersΣ ƛǘΩǎ ŀ ŘƛŦŦŜǊŜƴǘ ǎǘƻǊȅ ŀǎ ǘƘŜȅ ƘŀǾŜ ǎƭǳƳǇŜŘ ōȅ around 18% over the same 
period ς and 30% since the Brexit euphoria. The miners, as represented by the Blackrock Gold and 
General Fund, are at roughly at the same price today as they were back in January 2006. Yet back 
then, the gold price was $517 and today, it is more than twice that. LΩƭƭ ōŜ ƭƻƻƪƛƴƎ ŀǘ ǿƘȅ ǘƘŜ 
miners now follow earnings rather than optionality. 
 
Silver has also taken a dent and has fallen by 8% over the past fortnight and 20% since Brexit. 
Recently, L ƘŀǾŜƴΩǘ written much on ǎƛƭǾŜǊ ōǳǘ ƎƛǾŜƴ ƛǘΩǎ a frequently asked question, LΩƭƭ ƘŀǾŜ ŀ ƭƻƻƪ 
at that too.  
 
Both the miners and silver are racy alternatives to gold and do well in a rising market. Silver has 
been beating the miners since 1993, but in 2016 that all changed. The main issue for silver is that it 
ƭŀŎƪǎ ǘƛƎƘǘƴŜǎǎΦ hǊ Ǉǳǘ ǎƛƳǇƭȅΣ ǘƘŜǊŜΩǎ ǘƻƻ ƳǳŎƘ ƻŦ ƛǘΦ 
 
¢ƘŜǊŜΩǎ ƴƻ 9¢C ŦƻǊ ōƛǘŎƻƛƴ LΩƳ ŀŦǊŀƛŘ ǘƻ ǎŀȅΣ ŀƴŘ ǘƘŀǘΩǎ ǇǊƻōŀōƭȅ ŀ ƎƻƻŘ ǘƘƛƴƎΦ ²ƛǘƘ ǘƘŜ ōƛǘŎƻƛƴ 
ƴŜǘǿƻǊƪ ǊǳƴƴƛƴƎ ŀǘ Ŧǳƭƭ ŎŀǇŀŎƛǘȅΣ ǘƘƛǎ ƛǎƴΩǘ ǘƘŜ ǘƛƳŜ ǘƻ ōŜ ŎƻǳǊǘƛƴƎ ŀ ǎǳǊƎŜ ƛƴ ŘŜƳŀƴŘΦ .ŜǘǘŜǊ to 
resolve the scalability debate first and then see it power ahead to dizzy new heights. The SEC 
made the right decision, but an ETF (or more likely a note) will come in good time ς and probably 
in Europe first. 

The Atlas Pulse Gold Dial 
 
Jan 2013 downgrade to bull market at $1,675 
Feb 2013 downgrade to becalmed at $1,663 
May 2013 downgrade to bear market at $1,476 
Feb 2016 upgrade to becalmed at $1,175 
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Real yields rise 
 
¢ƘŜ ƎƻƭŘ ƳŀǊƪŜǘ ŘƻŜǎƴΩǘ like a surge in real yields (the bond yield less inflation). There have been 
two spectacular shifts in recent years. The first was during the credit crisis in 2008, and the other 
in the spring of 2013 during the taper tantrum. They saw gold fall by 27% and 31% respectively. 
[ŜǘΩǎ ƘƻǇŜ ŀƴƻǘƘŜǊ ƻƴŜ ƘŀǎƴΩǘ ōŜƎǳƴΦ  
 
Gold hates a spike in real rates 
 

 
 
Source: Bloomberg US 10 year treasury yield less the ten year breakeven rate (inflation expectation) ς since 1999 
 
Those two events happened quickly and to catŀǎǘǊƻǇƘƛŎ ŜŦŦŜŎǘΦ {ƻƳŜ ōŜƭƛŜǾŜ ǘƘŀǘ ƎƻƭŘΩǎ Ŧŀƭƭ ŘǳǊƛƴƎ 
the credit crisis was irrational and was a liquidity event. They believe that gold was sold to settle 
losses elsewhere. But that is to deny what is a strong and tested relationship. Gold is buoyed by 
easy money and supressed by tightening.  
 
Some would argue that 2005 and 2006, which saw gold rise by 18% and 23%, should have been 
bad years for gold but ǘƘŜȅ ǿŜǊŜƴΩǘΦ aȅ ǊŜǘƻǊǘ ǿƻǳƭŘ ōŜ ǘƘŀǘ ƎƻƭŘ ǿŀǎ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǳƴŘŜǊǾŀƭǳŜŘ ŀǘ 
that time ς by around 50%. The surge from $450 to $650 was a catch up to a fair value that was 
around $850. 
 
I will flick through a few charts of the US treasury market to show you what has happened over 
the past few weeks. Gold has been hit from both sides. Yields have risen as the Fed has signalled 
rate rises. Yet at the same time, inflation expectations have reversed. The Trump reflation trade 
has become a strong narrative, yet recently, it has been unwinding.  
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US Treasury yields 

 

 
 
US breakeven rates (inflation expectations) 
 

 
 
US real yields 
 

 

Inflation expectations have risen 
since the summer. The twos, in 
particular, have surged. The 
problem for gold is that this has 
ǊŜǾŜǊǎŜŘΦ ¢ƘŜ олǎ ƘŀǾŜƴΩǘ ǊƛǎŜƴ 
since November and the twos are 
now falling. The bond market 
believes that higher inflation will be 
temporary. 
 
Source: Bloomberg  
US inflation expectations  past year 
2 year (black), 5 year (green), 10 year (blue), 30 
year (red) 
 

Real yields (bond yields less 
inflation) have fallen since 
December, which was initially 
supportive for gold. However in 
recent weeks, that trend has 
reversed and put downward 
pressure on the gold price. 
 
 
Source: Bloomberg  
US treasury real yields (yields less inflation 
expectations) past year 
2 year (black), 5 year (green), 10 year (blue), 30 
year (red) 
 

 

US bond yields have been rising 
since Brexit. They all surged after 
the election in anticipation of a 
strong economy and monetary 
tightening. 
 
 
 
 
Source: Bloomberg  
US treasury yields past year 
2 year (black), 5 year (green), 10 year (blue), 30 
year (red) 
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The big moves thus far have been at the short-end of the yield curve. This has been a rational 
response to the widely anticipated rate hikes. But those shƻǳƭŘƴΩǘ ƳŀǘǘŜǊ ǘƻƻ ƳǳŎƘ ŀǎ ǘƘŜ 
important  link is with the long-end. Of course, if rates rose and the long-end held, that would see 
ǘƘŜ ȅƛŜƭŘ ŎǳǊǾŜ άŦƭŀǘǘŜƴέ ς something that would normally forecast an economic slowdown.  
 
No surprises - theoretical gold and actual gold are in line 
 

 
 
New readers, The Atlas Pulse Bond Model (theoretical gold) is explained in detail on the last three pages of this 
letter. 
 

But it could be that the bond market is being lazy again. Historically, inflation expectations have 
tended to move in sync with the oil price. Oil slumped last week to close at a three month low at 
$48; a move mirrored by the two year breakevens shown on the previous page.  
 
Inflation expectations look to oil 
 
 

 
 
In recent months, I have been a sceptic on the oil market. Speculation is at an all-time high, as are 
inventories which sit at 28 days (the super spike in 2008 saw inventories at 13 days). US 

Gold was ahead of itself after Brexit, 
but has now eased back to being 
slightly undervalued. The erosion of 
the premium has reduced risk for 
gold investors. 
 
 
 
 
Source: Bloomberg  
US treasury real yields (yields less inflation 
expectations) past year 
2 year (black), 5 year (green), 10 year (blue), 30 
year (red) 
 

Over the past five years, oil and 
inflation have been closely linked - a 
relationship that comes and goes. 
When the bond market accepts that 
oil is weak for supply reasons rather 
than demand, inflation expectations 
should rise which will be bullish for 
gold. 
 
 
Source: Bloomberg  
US 10 year breakeven rate (red) and WTI Crude 
(black) 
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production is rising and OPEC will inevitably break their production cuts. I do not see a bullish case 
for oil, and in my fund, have been running a modest short position for several weeks.  
 
Looking at CPI trends, inflationary pressures are rising as full employment gets ever closer. If that 
ǿŀǎƴΩǘ ǘǊǳŜΣ ǘƘŜ CŜŘ ǿƻǳƭŘƴΩǘ ōŜ ǘƛƎƘǘŜƴƛƴƎΦ If US treasuries changed tack and looked to wages 
rather than oil, breakeven rates would rise from н҈ ǘƻ нΦу҈Φ ¢Ƙŀǘ ǿƻǳƭŘ ǎŜŜ ƎƻƭŘΩǎ ŦŀƛǊ ǾŀƭǳŜ ǊƛǎŜ 
to $1,731. And even if the 20 year yield ƳŀǘŎƘŜŘ ǘƘŀǘ ǊƛǎŜΣ ȅƻǳΩŘ ǎǘƛƭƭ ǎŜŜ ŀ ŦŀƛǊ ǾŀƭǳŜ ƻŦ ϷмΣпмуΦ 
 
Inflation is rising 
 

 
 
Source: Bloomberg US CPI (green), UK RPI (blue), Germany CPI  (black), Japan CPI (red) ς past decade 

 
The bottom line is that if you believe inflation is on the rise, then gold is a buy. Furthermore, 
ǘƘŜǊŜΩǎ ǎƛƎƴƛŦƛŎŀƴǘ ǳǇǎƛŘŜ ƛƴ ōƻǘƘ ǎƛƭǾŜǊ ŀƴŘ ǘƘŜ ƳƛƴŜǊǎΦ  
 

Little faith in the miners  
 
CƻǊ ǘƘƛǎ ǇƛŜŎŜΣ LΩǾŜ ǳǎŜŘ ǘƘŜ .ƭŀŎƪǊƻŎƪ DƻƭŘ ŀƴŘ General fund (BGAG) in US dollars to represent the 
ƳƛƴŜǊǎΦ aƻǎǘ ƎƻƭŘ ƳƛƴƛƴƎ ƛƴŘƛŎŜǎ ŀǊŜƴΩǘ ǇŀǊǘƛŎǳƭŀǊƭȅ ǿŜƭƭ ŎƻƴǎǘǊǳŎǘŜŘΦ ¢Ƙƛǎ ŦǳƴŘ Ƙŀǎ ŀ ƭƻƴƎ ƘƛǎǘƻǊȅ 
and has followed a relatively consistent process. Personally, I feel it is a better representation of 
real events in the gold mining industry. 
 
Looking at BGAG versus the gold price since 1994, we get a scatter plot which suggests that the 
gold price should be 53 times a unit of BGAG plus an adjustment. Gold mining shares have always 
been correlated to the gold price, but regimes have shifted over the years. 
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Messy, but correlated 
 

 
Source: Bloomberg BGAG in USD versus gold USD since 1996 

 
By separating the times, we can observe periods where the behaviour changes. 
 
Regime change - gold versus the miners 

 

 
 
Source: Bloomberg BGAG in USD versus gold USD since 1994 monthly 
 

The different regimes have been split over various time periods. Gold shares had a lower 
sensitivity to gold before the bull market (54x) and after the credit crisis (53x). Between 2001 and 
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2009, this relationship was stronger (31x). Today (44x), the relationship is average yet the constant 
is extreme at 734. That implies that the mining sector would be worth zero if gold fell to $734! 
  

The current regime is out of kilter with the past. BGAG trades at $11.86. For that price to rise to 
ϷнлΣ ȅƻǳΩŘ ƴŜŜŘ ǘƻ ǎŜŜ ƎƻƭŘ touch $1,614. Between 2001 and 2009, this link only required a gold 
price of $798, and over all periods, around $1,200. In other words, if gold mining shares were 
trading in line wƛǘƘ ƘƛǎǘƻǊƛŎ ŀǾŜǊŀƎŜǎΣ ǘƘŜȅΩŘ ōŜ тл҈ ƘƛƎƘŜǊ ǘƘŀƴ ǘƘŜȅ ŎǳǊǊŜƴǘƭȅ ŀǊŜΦ ²ƘŀǘΩǎ ǿǊƻƴƎΚ 
 
Gold miners trade at undemanding valuations 
 

  

 
The problem is not related so much to value, but to earnings. The miners have performed poorly 
because they ŘƻƴΩǘ ƳŀƪŜ ǾŜǊy much money. In recent years, the miners have been valued in line 
with their profits, rather than their potential. A higher gold price will not only see profits rise 
quickly, but also investor demand for leverage. 
 
Profits would be nice 

 

  

Gold mining shares have fallen 
to 2.3 times sales and 1.3 
times book. Consider that 
gross profit margins peak at 
50% at the top of the cycle. If 
the price of gold recovers, the 
miners will be revalued 
significantly. 
 
  
 
 
Source: Bloomberg Philadelphia Gold 
Mining Index Price to book (blue) and 
price to sales (orange) past 20 years 

 

Gold mining shares are 
following earnings ς 
something that is quite normal 
in stocks. However, that fails 
ǘƻ ǾŀƭǳŜ ǘƘŜ άƻǇǘƛƻƴέΦ ¸ƻǳ 
cannot escape the fact that 
gold mines are a leveraged bet 
on the gold price. That option 
is currently being offered for 
free. 
  
Source: Bloomberg Philadelphia Gold 
Mining Index Price (grey) and earnings 
(purple) past ten years 

 

 


