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Inflation, Bonds & 
Precious Metals 

The Fed has signalled that they could start to taper bond purchases 
at the end of this year. However, they are in no rush and have long 

said they need to see further economic progress before tapering 
bond purchases. , one of the critical aspects of this will be the labour 
market, which has continued to strengthen; the number of job 

openings was 10.9m in July. Hires and total separations remained 
steady at 6.7m and 5.8m, respectively. Job openings exceed the 
number of unemployed, which should increase the employment rate 

in the coming months. We continue to see hiring in the sluggish 
leisure and hospitality sectors, with hiring at 1.8m, 750k above pre-
pandemic levels. The average hourly earnings have increased by 

4.3% Y/Y in August, and the M/M growth was 0.6% in August. The 
3month wage tracker increased 4.4% Y/Y, which is the strongest 
reading since June 2008. 

 
Wage growth is currently concentrated in lower-income jobs. We 
expect to see inflation from the labour market and inputs in the 

coming months. The labour market report has eased some of the 
hawkish Fed member’s concerns about tapering this year. In our 
view, we will not hear about when the Fed will announce tapering 

until November. However, it will be decided internally before then. 
Ceteris Paribus, the Fed will taper in December: risks to this are the 
delta variant and higher inflation. The key is the rate at which they 

reduce asset purchases and when they finish and reach 0.  

US, China, and Eurozone CPI  

CPI has rallied in the U.S. and Eurozone but remains subdued in China.  

 

Source: Bloomberg 

CPI was 5.3% Y/Y, moderately lower than the previous month’s 

reading at 5.4% Y/Y. The M/M reading showed a CPI gain of 0.3%, 
inflationary pressure is prevalent, and we do not expect them to fall 
sharply in the near term. This is due to the supply-side costs that 

have dictated the market in recent months. According to the Fed’s 
Beige Book, high input prices remain widespread, with most districts 
highlighting escalating prices for metals, metals-based products, 

freight and transportation services, and construction materials. 
Districts emphasised that businesses anticipated significant hikes in 
prices. Raw material prices are still elevated, even though lumber 

prices have declined, metals prices have held firm, and supply chain 
bottlenecks continue to prevent manufactures and producers from 
obtaining profit. We expect M/M CPI gains to moderate following the 

smallest monthly gain in CPI in seven months, but Y/Y figures will 

hold steady. Consumer prices have undoubtedly risen, and 

governments have started to increase taxes.  
 
On June 19th, 2013, the Fed announced that they would taper their 

bond purchasing, and they maintained their upper federal fund 
target rate – upper bound at 0.25%; what followed was the taper 
tantrum.  

• This caused equities to rally 31% in 2013. After the 
announcement, the performance saw equities decline 
5.6% between June 18th and 24th; for the remainder of 
the year, equities rallied +18.5%.   

• The dollar rallied in H1 2013 by 4.6% to June 14th. The 
market peaked in July at 6.42% YTD. However, from the 

remainder of the year dollar suffered, closing the year 
+0.95%.  

• The 10yr yield was volatile in the first six months of 2013, 
with yields rising from 1.68% in January to 2.07% in 

March, then falling to 1.61% in May. From this point, 
yields surged to close the year at 3.02%. 

• Gold was significantly weaker in 2013, falling 28%. In H1 
2013, bullion declined 17% and then the remainder in H2 

2013 following tapering by the Fed. However, gold rallied 
in Q1 2014 as bonds rallied and S&P 500 also firmed – 
traditionally unusual.  

 
We do not expect a taper tantrum this time around as the central 
banks will not allow a hard landing. What is different this time? We 

do not expect a taper tantrum or a hard landing. The dollar has 
traded as a safe haven. Higher food and goods prices will cap 
consumer spending as disposal income declines and governments 

start to amend their taxation to recuperate COVID-19 borrowing.  

US 30yr Real Yield vs Nominal – Real 10yr Yield vs Gold 

Gold has rallied with the real 10yr yield but the 30yr yield continues to fall. 

 

Source: Bloomberg 
 

The dollar has stabilised, with the index consolidating around 
92.472 at the time of writing. There is little conviction in the market, 
but the dollar stability has not been good for gold. Our house view 

on the dollar is neutral for the remainder of 2021. For 2022 there are 
two main scenarios, both on the assumption that inflation will 
moderate in 2022: 

 

Scenario 1:  
 
The tapering of asset purchases from the U.S. and Q.E. in the U.K. 

causes a selloff in bonds and yields to rise. Initially, this will keep 
funds in cash equities; however, as borrowing costs rise and yields 
improve, this could see a rotation of funds from equities into bonds. 
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Central banks will not allow a hard landing, but economic data in the 
U.S. should remain strong, boosting the dollar, in turn providing 

headwinds to the dollar. Reducing liquidity in the bond and equity 
market could prompt some speculators to hedge against inflation 
and the uncertainty surrounding a smooth transition away from Q.E. 

and asset purchases to a more ‘normal’ monetary policy, but gold 
gains may be limited.  

 

Scenario 2:  
 
Tapering asset purchases from the U.S. and Q.E. in the U.K. causes 

a selloff in bonds, and yields rise. The rate at which investments 
decline is slow, and this supports cash equities in 2022, products 
continue to rise, and bonds fall as fund managers continue to hold 

money in cash equities as credit remains cheap and share buy-
backs also support the market. Gold as a non-yielding asset is likely 
to suffer as dividends and returns from the equity market outweigh 

the opportunity cost of holding gold. We could see some speculators 
hedge against inflation by purchasing gold in this scenario, but once 
again, the dollar has traded as a safe haven in recent years, 

capping gold’s gains.  

USD Index vs S&P 500 vs Spot Gold (Index Jan 2018) 

Gold prices have started to falter but the S&P 500 continues to rally.  

 
Source: Bloomberg 

 
While previous performance is not a direct indicator of what will 

happen in the coming months, it may indicate sentiment and trading 
psychology. We expect bonds to sell off and yields to rise, indeed 
with the Fed indicating that tapering does not signal interest rate 
hikes, the probability of equities falling declines as the Fed will not 

allow a hard landing. As a result, it seems the headwinds are 
stacking up for gold in the medium to longer-term, given the above 
analysis. All known ETF holdings have been stable for gold this 

year, indicating limited speculative activity; we expect this to remain 
the case in the coming months as we move into the tapering 
territory.  

 
A boon for gold has been strong jewellery demand from China, with 
consumption in H1 2021 was up 122% at 338t. The survey from the 

World Gold Council will indicate that consumption of gold products is 
robust, heritage gold jewellery products have improved, the per-
gram pricing model is returning, more consumption through social 

media channels suggesting a younger consuming demographic. We 
also saw Indian gold imports increase by 90% Y/Y in August to 118t, 
the highest level since 2015. This indicates that gold demand is 

strengthening; this is in conjunction with central bank net purchases 
also considerably stronger in Q2 2021 at 199.86 tonnes, up from 
133.29 tonnes in Q1. World Gold Council Jewellery demand data 

indicates global consumption was significantly higher in Q2 at 390.7 

tonnes, up 60% Y/Y. However, there is still some way to go as H1 
2021 demand was 17% lower than the 2015-2019 H1 averages.  

 

Silver  

Silver has a better beta than gold but has underperformed as a safe 
haven asset in recent years. The beta for silver is above 1 for more 
extended periods (weekly, monthly, and quarterly). Approximately 

50% of silver’s demand comes from industrials, which clouds the 
performance, as retail investors found at the beginning of the year 
as producers sold into that rally heavily. Following this spike in 

interest from speculators when all known ETF holdings reached 
1.021bn ounces, ETF holdings have declined to 909.386m ounces 
as spec interest has dried up. Due to its industrial properties and 

relative cheapness compared to gold should suggest silver 
outperforms gold.  
 

Silver Known ETF Holdings vs Spot 

Gold has rallied with the real 10yr yield but the 30yr yield continues to fall. 

 
Source: Bloomberg 

 
View 
 
We expect gold to suffer in the near term and hold a bearish view on 
in the coming months. However, with the Fed’s timeline far from 
certain, the speed at which central banks pulled back asset 

purchases is integral for the performance of gold in 2022. We 
expect investors may favour holding other assets over gold, such as 
cash equities initially. Not until yields rise, and the opportunity cost 

of holding cash equities is less than bonds will fund managers 
reallocate capital. Precious metals may play second fiddle if inflation 
is subdued, which it may do consumer spending declines and cost 

push inflation moderates. We expect supply-chain bottlenecks to 
ease in 2022. Prices of goods and services have risen and reduced 
disposable income, and this could weaken retail investors activity in 

financial markets going forward. We expect consumer purse strings 
to tighten and the demand-pull side of the inflation equation to ease; 
admittedly, inflation in recent months has been cost-push. While we 

have a neutral view on the dollar, we see the probability of the 
currency moving higher greater than the index declining significantly 
further.  
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Euro Desk 
Comments 

EURUSD is trading around the same range as it was over a year 
ago which is surprising given the divergences in monetary policy 

paths formed between the two countries and the better economic 

recovery and growth in the US. 

ECB did reduce the pace of PEPP purchases during the last 
meeting but Lagard insisted this was recalibration rather than 
tapering. Despite the improvements in the Eurozone economy and 

recent spike in inflation above their 2% target (likely to be a 
temporary spike), monetary policy will remain accommodating with 
ECB persisting with QE into the end of next year, a stark contrast to 

the Fed. We expect the Eurozone to be of the last to raise rates 
from the majors and will continue to be used as a funding currency 
like the JPY. The desk expects the Euro to gradually drift lower till 

the end of the year followed by a prominent move lower in 2022. 
Worth keeping an eye on the German election end of this month, a 
left-wing shift will likely be supportive of the euro as it would allow 

for a more expansionary fiscal policy. 

 

Fed & ECB rates vs LIBOR & EURIBOR 3-month 

Developed economies’ yields continued to decline, with real yields touching 
record lows. 

 

Source: Bloomberg 

USD Desk 
Comments  

The Fed indicated in August tapering will not necessarily lead to rate 
hikes, leading to a bout of USD weakness. However, through 
September the USD has been somewhat rangebound until the news 

of a potential default by Chinese property developer Evergrande 
Group sent fear among investors of a contagion effect as they 
looked to the safe-haven of the USD, lifting vol from their sombre. In 
addition, the Fed meet again this Wednesday and we expect the 

event to add even more impetus to FX markets after a period of low 
vol. Market participants will be looking for indications on when they 

are likely to begin tapering and any changes to Fed’s dot plots. We 
believe tapering will begin in November (in line with consensus) but 
given the recent timid Labour market growth data and inflation 

numbers we expect tapering to be at a slower pace, therefore we 
expect no change in the dot plots for 2022/23 during this meeting. 
We expect the USD to continue trading in a broad range till end of 

year, before a stronger appreciation cycle develops; especially 

against high beta ccy’s. 

The Dollar vs Euro vs Pound 

Both Euro and the Pound weakened against a stronger Dollar.  

 

Source: Bloomberg 

GBP Desk 
Comments  

GBP has been on the back foot lately down 4.2% from the highs in 
June as an increase in taxes and energy price rises threatens to 

lead to a decline in real incomes and hurt consumer and business 
confidence. Despite the economy fully opening, this is likely to lead 
to slower than expected growth momentum. However, with inflation 

surging to its fastest pace in 20 years, BoE will have no choice but 
to raise rates sooner which should provide GBP with some stability. 
Our core view is for a stronger pound next 6-12 months amid 

expectations of the BOE reacting sooner than their counterparts and 
an increase in foreign investment will help provide support for 
sterling. However, there are serious risks to this narrative if supply 

disruptions persist and higher than expected inflation could leave 

the UK economy in a period of stagflation. 
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Technical Analysis 

GBPUSD 

 

GBPUSD has been consolidating between 1.4 and 1.3572 after finding support at 23.6% fib level. We could now see a period of 
consolidation between 1.35 and 1.43. Within this range a triangle pattern has formed, and break could indicate which level will be tested first 

in the consolidation range.  On the upside, a break above resistance @ 1.43 (50% fib of the move from 03/16 to 03/20) and at 1.4382 (High 
from April 2018) will lead to the next leg higher towards 61.8% fib / 1.50 psychological level. This view remains intact while downside 
support @ 1.35 holds. A sustained close below 1.35 would lead to a larger pullback to 1.32/1.3165 (38.2% fib).  

EURUSD 

 

EURUSD tested and failed to break 1.1909 high from 30th July, after failing to make a sustained close below our level @ 1.1702. Our biases 

remain to the downside after EURUSD broke the downside of the triangle / neckline of the of head and shoulder pattern. On the downside 
we expect market to test support at 1.16 and 1.15. A close below 1.15 could pave way for a deeper correction to 1.1292 which would also 
be the target area from the Head and shoulders patterns. On the upside, a close above 1.1909 could see market test the down trend. 
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Sucden Financial Research Services 

Our research team, together with the firm’s experienced trading 
professionals produce commentary and analysis covering a broad 
range of markets. The reports are categorised into complimentary 
non-independent research and chargeable investment research.

Complimentary Non-Independent Research 
We offer an extensive range of free reports to assist with market 
knowledge, offering price forecasts, data and in-depth market 
analysis. Our current range is detailed below with the key 

information you will find within them. 

Daily Base Metals Report 

• Commentary on LME aluminium, copper, lead, nickel, tin and zinc 

• Summary of the day’s trading activity on the LME sent following 
the close 

• Overview of major macro-economic trends for that day 

• Includes energy and precious metals commentary 
• Price data in table format 

Quarterly Metals Report 

• Expert views and price forecasts for base, precious and ferrous 
metals 

• Metals market analysis 

• In-depth macroeconomic outlooks for the global economy 

– Central Bank activity, analysis of manufacturing PMIs,  
geo-political changes 

• Directional price view and range forecast 
• Detailed forecasts available on request 

Soft Commodity Technical Charts 

• Technical analysis comments and charts for sugar, cocoa and 
coffee contracts for both New York and London 

• Produced three times a week 

• Outline of key support and resistance levels 
• Views on future potential price moves 

Daily FX Report 

• Concise morning update covering fundamentals and technicals 
for USD, EUR, GBP, JPY and CHF 

• Highlights key upcoming events 

• Key intraday support and resistance levels 

FX Options Weekly 

• Expert commentary and analysis of OTC currency option pricing, 

volatility and positioning 
• Weekly positioning analysis for USDBRL and USDCNH – 

commodity and metals focus 
• Option trade ideas 

• Directional views and evaluations of FX pairs – commodity focus 

Market Insights 

• Dynamic ad-hoc insights in response to market events and trends 

• Provides clarity and trading ideas in uncertain times 
• We welcome requests for topics from clients, trading and client 

teams. 

– COVID-19 

– Battery Materials 

– Renewable energy transition 

– Macroeconomics 

Chargeable Investment Research 
Our premium service focuses more on the trading and investment 
side of the business. The subscription model allows you access to 
our library of reports, at an annual subscription of $4,000 for up to 

20 users. The service provides you with direct access to the 
research team to schedule regular updates, including production of 
bespoke research, access to data and price forecasts for your 

particular interest. 

The True Cost of Electric Vehicles – U.S., China, Japan 

and Europe 

A suite of reports looking at how the global automobile market is 
changing, and as vehicle manufacturers look to transition to a more 
environmental fleet of autos we have outlined how prepared the 

energy markets in the U.S., China, Japan, and Europe are to aid 
this transition. Electric vehicles go a long way reduce GHG 
emissions in the auto market, we are not disputing this, and when 

you factor in the lifecycle of batteries EVs are a lot greener. 
However, these reports assess the energy mix in these specific 
regions and outlines what governments are doing to promote 

renewable energy and transition away from fossil fuels. Using the 
energy mix we provide emission analysis for different EVs compared 
to ICE vehicles in that country.  

Coffee Investment Research 

This report drills down into the detail of the coffee market and is 
produced three times a year, we also produce shorter more concise 

updates. We undertake a macroeconomic assessment of major 
consuming and producing regions before analysing the recent 
earnings reports from Starbucks, Nestle, Luckin Coffee, Dunkin 

Donuts, and Costa. This helps us highlight new sales and marketing 
techniques and any consumption changes, which has been 
particularly popular during COVID-19. The largest chunk of this 

report is where we assess the Supply and Demand outlook using 
our primary data for the coffee market and where we apply our 
fundamental models. We showcase our crop forecasts and highlight 

any changes before providing prices forecasts and trading 
strategies with futures and options. 

Bespoke Analysis  
We can accept specific client requests for bespoke research on a 

range of interesting topics and we welcome the challenge to provide 
intelligent analysis and our expert opinion on forecasts, backed up 
with data and historical referencing. 

Direct access to the Research Team 
Whether you wish to schedule a daily, weekly, monthly or yearly call 

to discuss a particular market issue, talk trends or gain access to 
data, we are able to offer a direct line and a dedicated team 
member for an in-depth discussion. 

Contact our team for further information: 
research@sucfin.com  
www.sucdenfinancial.com  

Stay on top of change 
 

mailto:research@sucfin.com
http://www.sucdenfinancial.com/
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Disclaimer 

 

 

  

This is a marketing communication. The information in this report is 

provided solely for informational purposes and should not be 
regarded as a recommendation to buy, sell or otherwise deal in any 
particular investment. Please be aware that, where any views have 

been expressed in this report, the author of this report may have had 
many, varied views over the past 12 months, including contrary 
views. 

A large number of views are being generated at all times and these 

may change quickly. Any valuations or underlying assumptions 
made are solely based upon the author’s market knowledge and 
experience. 

Please contact the author should you require a copy of any previous 

reports for comparative purposes. Furthermore, the information in 
this report has not been prepared in accordance with legal 
requirements designed to promote the independence of investment 
research. All information in this report is obtained from sources 

believed to be reliable and we make no representation as to its 
completeness or accuracy. 

This report is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. Accordingly, the information 

may have been acted upon by us for our own purposes and has not 
been procured for the exclusive benefit of customers. Sucden 
Financial believes that the information contained within this report is 

already in the public domain. Private customers should not invest in 
these products unless they are satisfied that the products are 
suitable for them and they have sought professional advice. 

Please read our full risk warnings and disclaimers. 

https://www.sucdenfinancial.com/risk-warning-and-disclaimers/
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