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• We think that the US dollar rally is behind us…
• …and this is a positive for gold prices
• We are no longer expecting lower gold prices this year…
• …and see them stabilising in the near term…
• …and rallying later in the year and in 2018
• Our new year-end 2017 forecast is USD 1,300 per ounce

Introduction
Last week, we changed our US dollar view and our forecasts for the dollar against the
euro. Yesterday, we also changed our Fed view; we moved forward the rate hike we
expected in June to March. We still expect three Fed rate hikes in 2017, but the risks of
a fourth rate hike have risen. Although there could be some temporary waves of
positive US dollar sentiment, we think that it is unlikely that we will see another strong
US dollar rally this year or in 2018. In fact, we think that the dollar rally is behind us.
This is because the real yield support is fading and politics is uncertain on both sides of
the Atlantic. Most of the positive news – in terms of the US economy and upcoming Fed
rate hikes - is already reflected in the price and investors are already positioned for
dollar strength. In fact, we think that the dollar rally is behind us. What are the
implications of the change in US dollar view and bringing forward the Fed rate hike for
gold prices?

Upgrade of our gold price forecasts…
We have upgraded our gold price forecasts. The US dollar is one of the most dominant
factors for gold prices. Since the introduction of the ETF market (2003-2004), gold
prices and the US dollar have become highly negatively correlated. If the US dollar rises
gold has a tendency to fall and vise versa (see graph on the left below). There have
been episodes though that the US dollar has risen and gold prices increased as well.
This usually happens in an environment of increased risk aversion. At the height of the
global financial crisis, however, the US dollar was valued more than gold as it is more
liquid.
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US dollar remains a crucial driver for gold prices

…as well as US real yields

90-day rolling correlation
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…reflecting near term stabilisation in gold prices and a rally later in the year
Despite the downward adjustment in our US dollar view, we don’t expect a strong rally
in gold prices in the coming months. For a start, gold prices have already rallied (+8.3%)
since the start of this year and may struggle in the near term. They have struggled to
take out the 200-day moving average of around USD 1,261 per ounce, signaling that
the longer-term technical outlook is still negative. Moreover, higher US official rates and
moderately higher US real yields may not lead to a much stronger US dollar, but we do
expect that these forces will dampen the potential rise in gold prices. In addition, it is
unlikely that gold prices will embark on a major bull trend as long as equity markets
rally. All in all, we expect a stabilisation of gold prices in the coming months as the
investment case for gold is not there yet versus the US dollar. Later in the year we
expect the stars to start aligning for gold prices versus the US dollar. It is likely that in
Q3 the gold price outlook will turn positive. It will be at the time when we expect US real
yields start to edge lower and the US dollar to starts to decline versus a number of
currencies such as the Japanese yen.

Our Gold forecasts
New forecasts in red/bold

End period
Gold new
Gold old
Average
Gold new
Gold old

02-Mar
1,243
1,243
Q4 16
1,219
1,219

Dec-15
1,061
1,061
2016
1,248
1,248

Source: ABN AMRO Group Economics

Sep-16
1,316
1,316
Q1 17
1,220
1,160

Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18
1,147
1,230 1,230 1,275 1,300
1,325 1,350 1,375 1,400
1,147
1,150 1,100 1,100 1,100
1,150 1,200 1,250 1,300
Q2 17 Q3 17 Q4 17
2017 Q1 18 Q2 18 Q3 18 Q4 18
2018
1,230
1,253 1,288 1,248 1,313
1,338 1,363 1,388 1,350
1,125
1,100 1,100 1,121 1,125
1,175 1,225 1,275 1,200
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Find out more about Group Economics at: https://insights.abnamro.nl/en/

DISCLAIMER
This document has been prepared by ABN AMRO. It is solely intended to provide financial and general information on economics. The information in this document is strictly proprietary and is being
supplied to you solely for your information. It may not (in whole or in part) be reproduced, distributed or passed to a thirdparty or used for any other purposes than stated above. This document is
informative in nature and does not constitute an offer of securities to the public, nor a solicitation to make such an offer.
No reliance may be placed for any purposes whatsoever on the information, opinions, forecasts and assumptions contained in the document or on its completeness, accuracy or fairness. No
representation or warranty, express or implied, is given by or on behalf of ABN AMRO, or any of its directors, officers, agents, affiliates, group companies, or employees as to the accuracy or
completeness of the information contained in this document and no liability is accepted for any loss, arising, directly or indirectly, from any use of such information. The views and opinions expressed
herein may be subject to change at any given time and ABN AMRO is under no obligation to update the information contained in this document after the date thereof.
Before investing in any product of ABN AMRO Bank N.V., you should obtain information on various financial and other risks andany possible restrictions that you and your investments activities may
encounter under applicable laws and regulations. If, after reading this document, you consider investing in a product, you are advised to discuss such an investment with your relationship manager or
personal advisor and check whether the relevant product –considering the risks involved- is appropriate within your investment activities. The value of your investments may fluctuate. Past performance
is no guarantee for future returns. ABN AMRO reserves the right to make amendments to this material.
© Copyright 2017 ABN AMRO Bank N.V. and affiliated companies ("
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