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 Over the past weeks, the COVID-19 pandemic has stressed 
global financial markets, resulting in gold being a victim of 
the indiscriminate sell-offs.  

 However, gold regained lost ground, boosted by the 
tailwinds of quantitative easing, zero interest rates, and 
dollar strength, similar to the last gold bull run following 
the global financial crisis (GFC) in 2008. 

 We raise our 12 months gold target price to an all-time 
high of US$1,900/oz. 
   

Fears of Armageddon. As of 26-March, the total global 
infected cases of COVID-19 has increased to more than 
460,000. China, South Korea, and Japan, the early centres of 
the outbreak, have largely contained the spread within about 
one and a half months. Meanwhile, Europe and the US, where 
the outbreak started in early March, are still undergoing the 
rapid rise of infected cases and are only expected to reach the 
inflection point in about two weeks. The scale of spread of 
COVID-19 has never been seen in history, simultaneously 
resulting in frozen economic activities (lockdown of cities, 
shutdown of borders, halt of public transports, and 
suspension of entertainment venues). As a result, OECD 
revised down global GPD growth in 2020 from 2.9% in last 
November to 2.4% in early March.  Governments and central 
banks reacted rapidly, announcing a series of stimulus, but 
financial markets regarded these as panic moves.  

Figure 1: Infected cases by major epicenter 

 
Data updated as of 26-March 

Source: WHO, KGI Research 

In the third week of March, gold was another victim of the 
global indiscriminate selling alongside other major asset 
classes. According to the World Gold Council, North America 
and Europe are the two main camps, liquidating gold holdings 
by 31.5 tonnes and 25.9 tonnes respectively. The net outflows 
in terms of AUM (US$) dropped by 2.1% WoW. The sell-off 
almost wiped out the gains in the first week of March when 
moderately pessimistic market sentiment was favourable for 
gold.  

Figure 2: Weekly global gold ETF flows 

 
Source: WGC 

Tailwinds for gold similar to post GFC era. Those investing in 
gold must hold a long-term view. The accumulation of AUM 
on gold allocation since 2016 remains intact. Recall that the 
last bull-run of gold (from March 2009 to August 2011) was 
built on several foundations: 1) Quantitative easing for the 
first time in history, 2) Zero interest rate environment, 3) 
Confidence in the US dollar (dollar strength). The recent 
market crash and the foreseeable economic downturn has 
forced the Fed to take unprecedented aggressive measures.  
 
Compared to the GFC era, the Fed has expanded its asset 
purchase program to include corporate debt this time around. 
The implication for gold is that the financial system is going to 
be flooded with dollars. As more dollars are printed, the 
higher the price of gold should be. Meanwhile, zero interest 
rates are expected to be prolonged given that the economic 
recovery relies more heavily on consumption, which takes 
longer to recover compared to production. The low growth 
and low yield environment makes gold more attractive.  
 
The recent liquidity drain was due to the outflow of holdings 
in financial assets. Holding cash during a recession is a 
consensus, the consequence of which is a strong dollar. But 
the hoarding of cash will likely not be sustainable given the 
“unlimited” dollar supply and will lead to asset price inflation, 
which will lure money back into financial markets.  

Figure 3: Global gold AUM  

 
Source: WGC 
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Date Monetary stimulus measures 

3 March Fed cut rates by 50bp in its first emergency move since 
the global financial crisis in 2008. 

12 March Fed injects US$1.5 trillion into short-term money 
markets, designed to ease pressure on the financial 
system. 

15 March Fed cuts funds rate to zero and launches Quantitative 
Easing (QE). As part of the newly launched QE, the Fed 
will buy US$700 billion in assets over the coming 
months.  

17-20 
March 

Fed unleashes a jungle of funding facilities: Commercial 
Paper Funding Facility (CPFF), Primary Dealer Credit 
Facility (PDCF), Money Market Mutual Fund Liquidity 
Facility (MMLF), Primary Market Corporate Credit 
Facility (PMCCF), Secondary Market Corporate Credit 
Facility (CMCCF) and Term Asset-Backed Securities Loan 
Facility (TALF).  

23 March Fed announces new extensive measures, including 
expanding its QE Programme to include the 
unprecedented purchase of corporate debt. The Fed will 
focus on buying investment grade debt issued by US 
companies and US-listed exchange traded funds (ETF) 
that provide exposure to US investment grade 
corporate bonds. Marks the start of unlimited QE.  

 

Figure 4: US monetary stimulus amid S&P500 index crash 

 
Source: Bloomberg, KGI Research 

 

Figure 5: Fed asset expansion and gold performance 

 
Source: Bloomberg, KGI Research 

 

Figure 6: Fed fund rate and gold performance 

 
Source: Bloomberg, KGI Research 

 
Strong demand in the near term. Gold futures is currently in 
backwardation (Future prices with an expiration in May 
higher than in June and August), meaning that the demand for 
gold in the next two months is strong. This is largely due to 
the fact that the COVID-19 impact on the economy and 
corporate performance will surface more visibly during this 
period, and investors are hedging the shock (worse than 
expected) at this point. The dismal outlook and sentiment will 
leave more room for gold to rise.  
 

Figure 7: Gold futures curve 

 
Source: Bloomberg, KGI Research 

 
Trading strategy. Gold price is currently trading above 
US$1,600/oz. The resistance level for gold is US$1,700/oz and 
US$1,800/oz on its way back to its historical high of 
US$1,900/oz. We raise our target price for gold to an all time 
high of US1,900/oz from our previous US$1,700/oz target. 
The support level is US$1,475/oz. (See Figure 8) 
 
Products recommended for trading gold:  

ETF: SPDR® Gold Shares (GLD) 

Mining ETF: VanEck Vectors Gold Miners ETF (GDX), VanEck 
Vectors Junior Gold Miners (GDXJ) 

Leveraged ETF: Direxion Daily Gold Miners Index Bull 3X Shares 
(NUGT), Direxion Daily Junior Gold Miners Index Bull 3X Shares 
(JNUG) 
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Figure 8: Fibonacci retracement on gold prices 

 
Source: Bloomberg, KGI Research 
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KGI’s Ratings Rating Definition 

Outperform (OP) We take a positive view on the stock. The stock is expected to outperform the expected total 
return of the KGI coverage universe in the related market over a 12-month investment horizon. 

Neutral (N) We take a neutral view on the stock. The stock is expected to perform in line with the expected 
total return of the KGI coverage universe in the related market over a 12-month investment 
horizon. 

Underperform (U) We take a negative view on the stock. The stock is expected to underperform the expected total 
return of the KGI coverage universe in the related market over a 12-month investment horizon 

Not Rated (NR) The stock is not rated by KGI Securities. 

Restricted (R) KGI policy and/or applicable law regulations preclude certain types of communications, including 
an investment recommendation, during the course of KGI's engagement in an investment 
banking transaction and in certain other circumstances. 

 

Disclaimer This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any 
legal relations, nor an advice or a recommendation with respect to such securities. This report is prepared for general 
circulation. It does not have regard to the specific investment objectives, financial situation and the particular needs 
of any recipient hereof. You should independently evaluate particular investments and consult an independent 
financial adviser before dealing in any securities mentioned in this report. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed and/or 
redistributed in whole or in part by any recipient of this report to any other person without the prior written consent 
of KGI Securities. This report is not intended for distribution and/or redistribution, publication to or use by any person 
in any jurisdiction outside Singapore or any other jurisdiction as KGI Securities may determine in its absolute 
discretion, where the distribution, publication or use of this report would be contrary to applicable law or would 
subject KGI Securities and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) 
to any registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by KGI 
Securities to be reliable. However, KGI Securities makes no representation as to the accuracy or completeness of such 
sources or the Information and KGI Securities accepts no liability whatsoever for any loss or damage arising from the 
use of or reliance on the Information.  KGI Securities and its connected persons may have issued other reports 
expressing views different from the Information and all views expressed in all reports of KGI Securities and its 
connected persons are subject to change without notice. KGI Securities reserves the right to act upon or use the 
Information at any time, including before its publication herein.  
 
Except as otherwise indicated below, (1) KGI Securities, its connected persons and its officers, employees and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting, 
corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in this 
report; (2) KGI Securities, its connected persons and its officers, employees and representatives may also, to the extent 
permitted by law, transact with, perform or provide broking or other services for or solicit business from, other 
persons in respect of dealings in the securities referred to in this report or other investments related thereto; and (3) 
the officers, employees and representatives of KGI Securities may also serve on the board of directors or in trustee 
positions with the subject corporation(s) referred to in this report. (All of the foregoing is hereafter referred to as the 
“Subject Business”.) 
 
However, as of the date of this report, neither KGI Securities nor its representative(s) who produced this report (each 
a “research analyst”), has any proprietary position or material interest in, and KGI Securities does not make any market 
in, the securities which are recommended in this report. 
 
Each research analyst of KGI Securities who produced this report hereby certifies that (1) the views expressed in this 
report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) 
the report was produced independently by him/her; (3) he/she does not carry out, whether for himself/herself or on 
behalf of KGI Securities or any other person, any of the Subject Business involving any of the subject corporation(s) or 
securities referred to in this report; and (4) he/she has not received and will not receive any compensation that is 
directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. 
However, the compensation received by each such research analyst is based upon various factors, including KGI 
Securities’ total revenues, a portion of which are generated from KGI Securities’ business of dealing in securities.  
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