
Indicator 9/30/2022 8/31/2022 Change
Mo % 

Change
YTD % 
Change Analysis

Gold Bullion1 $1,660.61 $1,711.04 ($50.43) (2.95)% (9.22)% $1,700 support 
broken

Silver Bullion2 $19.03 $17.99 $1.04 5.76% (18.36)% Positive divergence 
rel to low in gold

Gold Senior 
Equities 
(SOLGMCFT 
Index)3

97.17 94.71 2.46 2.60% (21.23)% Back to long-term 
support ranges

Gold Equities (GDX)4 $24.12 $23.80 $0.32 1.34% (24.70)% (Same as above)

DXY US Dollar Index5 112.12 108.70 3.42 3.14% 17.19% 20-year highs, 
wreaking havoc in FX

S&P 500 Index6 3,585.62 3,955.00 (369.38) (9.34)% (24.77)%
Bear market 
reasserting, at 2-year 
lows

U.S. Treasury Index $2,172.70 $2,250.42 ($77.72) (3.45)% (13.09)% Drawdown now 
-16.6%, 3x typical max

U.S. Treasury 10 YR 
Yield* 3.83% 3.19% 0.64% 64 BPS 232 BPS Yields back to 2008 

levels

U.S. Treasury 10 YR 
Real Yield* 1.67% 0.71% 0.96% 96 BPS 277 BPS Largest monthly 

increase ever

Silver ETFs (Total 
Known Holdings 
ETSITOTL Index 
Bloomberg)

763.98 773.37 (9.40) (1.22)% (13.78)%
Largest annual 
outflows but 
decelerating

Gold ETFs (Total 
Known Holdings 
ETFGTOTL Index 
Bloomberg)

97.04 99.86 (2.83) (2.83)% (0.83)% All of 2022 gains 
erased

Source: Bloomberg and Sprott Asset Management LP. Data as of September 30, 2022.

* Mo % Chg and YTD % Chg for this Index are calculated as the difference between the month end’s yield and the
previous period end’s yield, instead of the percentage change. BPS stands for basis points.

September Review

Gold fell $50.43 (or -2.95%) to close at $1,660.61 for the month. After several tests 
over the past few years, gold finally fell below the $1,700 support level as the U.S. dollar 
(USD) made 20-year highs and real yields made 12-year highs. In a rare occurrence, 
the USD and real yields have surged simultaneously the most in the past 25 years, a 
significant tightening of financial conditions. September saw substantial losses in most 
asset classes except the USD and volatility. The Fed has now conducted three 75 bps rate 
hikes in a row to bring Fed Funds to 3.25%, and market expectations of the terminal 
are now at 4.50%-4.75%, a level that we believe has severe growth consequences. 
Geopolitical war tensions increased further (natural gas flows shut, pipeline sabotage, 
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land annexation, nuclear threats). But the most significant development is the ongoing crisis in the United Kingdom (UK). 
Market tension in FX and rates have likely broken the UK bond market and highlighted the fragility and risks in the global 
financial system. Figure 1 highlights the year-to-date returns for various asset classes and the degree of market pain across 
all risk assets.

Figure 1. Year-to-Date Returns for Various Asset Classes

Source: Bloomberg and Sprott Asset Management. Data as of 9/30/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.

Gold Bullion Update

Gold held above $1,700 since Q2 2020, but in mid-September this year, a significant risk-off wave occurred, breaking nearly 
every risk asset lower. Again, the primary cause was higher than expected inflation data forcing yields (especially real yields) 
and the USD higher, two important gold drivers. With $1,700 support broken, the next level of support is about $1,550, the 
approximate pre-COVID trade level (see Figure 2). Relative to most asset classes, gold continues to outperform in a broad-
based bear market.

Figure 2. Gold Bullion Breaking $1,700 Support (2017-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 10/1/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.
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Fed Hikes Causing Soaring USD and Real Rates, A Toxic Mix

At Jackson Hole and the September Federal Open Market Committee (“FOMC”) Meeting, the Fed emphatically messaged 
there would be no pause or dovish pivot until inflation is on a sustainable path lower towards their 2% target. In addition, 
QT (quantitative tightening) has now ramped up to $60 billion in Treasuries and $35 billion in MBS, which at a combined 
$90 billion per month is much higher than 2018’s $50 billion monthly runoff. The Fed is compelled to hike to force an 
intentional hard landing to push the economy, stocks and the housing market lower to cause demand destruction to stop 
inflation. A delay in demand destruction increases the probability of a recession (and a deeper one), as the Fed will have no 
choice but to lean even more hawkish. 

Though the Fed’s mandate is domestic, it effectively sets monetary for the rest of the world, and everything reflects U.S. 
monetary policy. But by hiking so aggressively and having a higher neutral rate than most countries, other currencies are 
weakening, leading to high trade deficits, import bills and passthrough inflation. Effectively the U.S. is exporting stagflation 
to the rest of the world by hiking rates (slow economies) and weakening non-U.S. currencies (passthrough inflation).

Along with the economic impact, Fed policy also impacts all asset classes globally by tightening financial conditions. Spiking 
real yields is negative for equities, bonds, commodities, gold, cryptos, and any risk asset. Real yields have spiked as breakeven 
yields have rolled over due to growth concerns, while nominal yields have soared in response to the hawkish Fed (real yields 
equals breakeven minus nominal yields). Figure 3 highlights how extreme the combined surge in real yields and the USD 
has been this year. This high rate of change for both is toxic for risk assets, and as the Fed steps up the pressure, things are 
starting to break. At some point, the Fed will break something, and as the defacto world’s central bank, it will need to fix it.

Figure 3. U.S. Dollar Index and U.S. 10-Year Real Yield Largest Combined Annual Increase (2010-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 10/1/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.

Currency Markets Under Stress

DXY, the U.S. Dollar Index, is at a 20-year high, but the frenetic rate of increase is acting like a wrecking ball on the FX 
markets. Other central banks need to hike rates if the Fed is hiking rates. If not, their currencies will weaken, and trade deficits 
and passthrough inflation are likely to soar. If other central banks hike rates, their economy will slow and likely faster than 
the U.S. since the U.S. will have a higher neutral rate. Supporting a currency requires a combination of increasing interest 
rates and liquidating reserves to purchase one’s currency. The reality is no central bank can out hawk the Fed currently, and 
there are no good options.
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As signs of cracks in the currency markets begin to show due to the untenable rise of the USD, a coordinated currency 
intervention (Plaza Accord type agreement) is possible. But such an action would counter the Fed’s inflation fight by easing 
financial conditions (lower USD and lower real yields). The Fed may need to find a way to arrest USD strength but still allow 
further monetary policy tightening before systematic financial risk increases further.

UK Financial Crisis

No other reserve currency is in a perilous state as the British pound (GBP) and, by extension, the British bond market (gilts) 
and its financial system. In short, there was a market revolt in financing the UK fiscal budget, which entailed funding energy 
and electricity bills for consumers and tax cuts for the rich at deep negative real rates. At the same time (unbelievably), the 
UK would also sell bonds via QT. The market voted with its feet, yields soared and the pound collapsed, reminiscent of an 
emerging market in crisis (see Figure 4). The degree of the sell-off in gilts and GBP triggered margin calls on derivative and 
leveraged repo positions in pension plans, and the resultant waves of forced liquidation began a death spiral. The BoE (Bank 
of England) was then forced to launch” temporary” QE (quantitative easing) to buy unlimited amounts of long-dated gilts to 
prevent pensions and their financial system from collapsing.

This action was a pension plan bailout using a funding process of printing new reserves with a currency in a significant drop 
to buy interest-bearing versions (long-dated gilts) of the same currency from yourself. Meanwhile, the BoE is still planning 
for QT to continue after this (brief) side trip to QE. If this sounds absurd, you are not alone. The UK financial crisis signifies 
that central banks are left with no good options. Central banks absolutely cannot allow inflation to run wild and become 
embedded. But by tightening policy (rate hikes and QT) to fight inflation, there is an elevated risk of systemic meltdowns. 
The UK was the first to pivot, but it may not be the last. The longer-term question is the UK, a G7 developed economy with 
a reserve currency, is losing its ability to operate in an MMT (modern monetary theory) structure.

Figure 4. British Pound and 5-Year Gilt Yields Crashing Like an Emerging Market (2021-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 10/1/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.
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Volatility Behaving Different this Time

Over the past 40 years, cross-asset volatility (“vol”) typically began with equity volatility surging first, followed by commodities, 
credit, FX and finally, rates. Rates volatility was the last to rise (no inflation, low/weak growth, deflation risk) and when rate 
volatility eventually rose; it was likely a sign that the then accommodative central banks were preparing to cut rates (the left 
tail risk) to stabilize and start the recovery in risk assets. Figure 5 highlights this sequence has been reversed this year due 
to the inflation fight. Figure 5 is a normalized measure (5-week average divided by 200-week average) for the equity, bond, 
currency volatility and investment grade CDS. Bond volatility is leading, followed by currency, CDS and equity volatility. Equity 
volatility has lagged but appears primed to catch up with the other volatility measures.

Figure 5. Rolling 200-Week Normalized Volatility of Equity, Bond, Currency Volatility and Investment Grade 
CDS (2015-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 9/30/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.

While gold has performed relatively well against other asset classes (see Figure 1), it appears to reflect the lack of panic, as 
seen in equity volatility in Figure 5. Figure 6 summarizes this observation quickly. GVZ (CBOE Implied Gold Volatility Index) 
has a high R-square (0.71) to equity volatility (VIX) but not to the other classes. In other words, gold volatility only seems to 
react to equity volatility. Gold volatility has a positive skew (gold volatility rises with gold prices), unlike most asset classes, 
and is a feature of its safe-haven behavior. It seems likely that equity volatility will spike in a delayed manner and that GVZ 
and gold prices may follow. When equity volatility finally does spike, will this be the sign that we are closer to the Fed pause/
pivot? After 40 years, especially since the GFC (global financial crisis), the market’s conditioned response is a Fed pivot when 
the market succumbs to panic. Whether the Fed ultimately pivots or not, the market likely will discount the pivot ahead 
of time.

Figure 6. 5-Year R-Square of Implied Gold Volatility to Various Asset Class Volatility

5YR R-Square

GVZ VIX  0.71 Gold vol R-square to Equity volatility

GVZ MOVE  0.15 Gold vol R-square to Bond volatility

GVZ G7CUR  0.23 Gold vol R-square to Currency volatility

GVZ CDS  0.27 Gold vol R-square to Credit volatility

Source: Bloomberg.
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Gold Positioning at Decade Trend Lows

In Figure 7, we show how CFTC-managed futures are positioned. The top panel is the longs (CTA7 and the like) converted to 
million ozs, at the low end of its 10-year range. The bottom panel is CTA short positions in mils ozs and is near the upper end. 
For CTAs to break gold lower, they would need to pile on the shorts as they did back in 2018. That short-selling action did 
not work out well, as the Fed had to abandon QT/hikes after the stock market started crashing and the repo markets froze up. 

Figure 7. CFTC Managed Futures Positioning at Extremes (2013-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 9/30/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.

The other large cohort of tradeable gold would be the gold held in ETFs (exchange-traded funds) and CFTC Other Reportables. 
In Figure 8, we break down these holdings into Non-GLD gold in ETFs (the “sticky money,” no options, mostly retail) and 
gold held in GLD (retail and smaller firms, extensive options). CFTC Other Reportables are smaller firms that trade futures 
(i.e., family offices). Note that Non-GLD ozs have grown to twice the size of GLD (not including GLD options) and are now 
the largest gold cohort. As more gold is locked away in stickier buy-and-hold hands, the CTA types will significantly influence 
short-term pricing effects. 

Non-GLD gold in ETFs bucket (the sticky money) is ~12 mil ozs above pre-COVID levels, while GLD and the other reportable 
group are back or close to their pre-COVID levels. Managed futures would have to go extremely short, and the sticky money 
would need to capitulate to break gold lower. Meanwhile, over the summer, China, India and central banks increased their 
buying with lower gold prices. Positioning-wise, gold prices are highly amendable to a price squeeze.
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Figure 8. Gold in ETFs and CFTC Other Reportable (2018-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 10/1/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.

Travels in Hyper-Correlations

As 2022 progressed, we saw increasing levels of asset correlation. Figure 9 shows the extreme correlations we believe will 
reverse as this macro trade unwinds. The chart overlays the yen, U.S. 10-year real yields, gold (inverted axis), and since March 
(war and inflation), it has been highly correlated. With the trade several months in and profitable but increasing signs of 
pushback from policymakers as market stress builds, this entire trade is open for reversal. Add in the poor state of market 
depth (trading liquidity) and gold bullion positioning (Figures 7 & 8), the conditions are there for a price squeeze higher under 
the proper conditions. Hypercorrelated trades tend to end violently.

Figure 9. Yen, Real Rates and Gold One Big Extended Trade (2021-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 9/30/2022. Included for illustrative purposes only. Past performance is no guarantee of future 
results.
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The Cracks Are Showing

The development in the UK is another sign that markets are at risk when liquidity is withdrawn after decades of expanding 
monetary policies. Policymakers have started to react to the growing risk in markets and economies due to rising yields and 
the USD (i.e., currency interventions, reserve requirements). Red flags developing in the yen, yuan, euro, and especially the 
pound and gilts are all signaling that cracks are now showing up in FX and rates. The tightening phase has reached the point 
where credit stress is rising and available credit liquidity is falling to the point where market accidents tend to happen. The 
adverse market effects of QT forced the Fed to pivot in 2018 and will likely cause the UK to do the same, and perhaps more 
to follow. The signs of higher rates and QT nearing the end are coming into sight, but not before more market turmoil.
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About Sprott
Sprott is a global asset manager providing clients with access to highly-differentiated precious metals and real assets investment strategies. We are specialists. 
Our in-depth knowledge, experience and relationships separate us from the generalists. Sprott’s specialized investment products include innovative physical 
bullion and commodity trusts, managed equities, mining ETFs, as well as private equity and debt strategies. We also partner with natural resource companies to 
help meet their capital needs through our brokerage and resource lending activities. Sprott has offices in Toronto, New York, San Diego and London. Sprott Inc.’s 
common shares are listed on the New York Stock Exchange and the Toronto Stock Exchange under the symbol “SII”.
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1  Gold bullion is measured by the Bloomberg GOLDS Comdty Spot Price.
2 Silver bullion is measured by Bloomberg Silver (XAG Curncy) U.S. dollar spot rate.
3  The Solactive Gold Miners Custom Factors Index (Index Ticker: SOLGMCFT) aims to track the performance of larger-sized gold mining companies whose stocks are listed 

on Canadian and major U.S. exchanges.
4  VanEck Vectors® Gold Miners ETF (GDX®) seeks to replicate as closely as possible, before fees and expenses, the price and yield performance of the NYSE Arca Gold 

Miners Index (GDMNTR), which is intended to track the overall performance of companies involved in the gold mining industry. The SPDR Gold Shares ETF (GLD) is one 
of the largest gold ETFs.

5  The U.S. Dollar Index (USDX, DXY, DX) is an index (or measure) of the value of the United States dollar relative to a basket of foreign currencies, often referred to as a 
basket of U.S. trade partners’ currencies.

6  The S&P 500 or Standard & Poor’s 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies.
7  A commodity trading advisor (CTA) is an individual or firm that provides personalized advice regarding the buying and selling of futures contracts, options on futures, 

and retail off-exchange forex contracts or swaps.

Past performance is no guarantee of future results. You cannot invest directly in an index. Investments, commentary and statements are 
unique and may not be reflective of investments and commentary in other strategies managed by Sprott Asset Management USA, Inc., Sprott Asset 
Management LP, Sprott Inc., or any other Sprott entity or affiliate. Opinions expressed in this presentation are those of the presenter and may vary widely 
from opinions of other Sprott affiliated Portfolio Managers or investment professionals.

Sprott Asset Management LP is the investment manager to the Sprott Physical Bullion Trusts (the “Trusts”). Important information about the Trusts, including 
the investment objectives and strategies, purchase options, applicable management fees, and expenses, is contained in the prospectus. Please read the 
document carefully before investing. Investment funds are not guaranteed, their values change frequently and past performance may not be repeated. 
This communication does not constitute an offer to sell or solicitation to purchase securities of the Trusts. 

The risks associated with investing in a Trust depend on the securities and assets in which the Trust invests, based upon the Trust’s particular objectives. 
There is no assurance that any Trust will achieve its investment objective, and its net asset value, yield and investment return will fluctuate from time to 
time with market conditions. There is no guarantee that the full amount of your original investment in a Trust will be returned to you. The Trusts are not 
insured by the Canada Deposit Insurance Corporation or any other government deposit insurer. Please read a Trust’s prospectus before investing.

The information contained herein does not constitute an offer or solicitation to anyone in the United States or in any other jurisdiction in which such an offer 
or solicitation is not authorized or to any person to whom it is unlawful to make such an offer or solicitation. Prospective investors who are not resident in 
Canada or the United States should contact their financial advisor to determine whether securities of the Funds may be lawfully sold in their jurisdiction.

The information provided is general in nature and is provided with the understanding that it may not be relied upon as, nor considered to be, the rendering 
or tax, legal, accounting or professional advice. Readers should consult with their own accountants and/or lawyers for advice on the specific circumstances 
before taking any action.

This article may not be reproduced in any form, or referred to in any other publication, without acknowledgement that it was produced 
by Sprott Asset Management LP and a reference to www.sprott.com. The opinions, estimates and projections (“information”) contained within 
this report are solely those of Sprott Asset Management LP (“SAM LP”) and are subject to change without notice. SAM LP makes every effort to ensure 
that the information has been derived from sources believed to be reliable and accurate. However, SAM LP assumes no responsibility for any losses or 
damages, whether direct or indirect, which arise out of the use of this information. SAM LP is not under any obligation to update or keep current the 
information contained herein. The information should not be regarded by recipients as a substitute for the exercise of their own judgment. Please contact 
your own personal advisor on your particular circumstances. Views expressed regarding a particular company, security, industry or market sector should 
not be considered an indication of trading intent of any investment funds managed by Sprott Asset Management LP. These views are not to be considered 
as investment advice nor should they be considered a recommendation to buy or sell. SAM LP and/or its affiliates may collectively beneficially own/control 
1% or more of any class of the equity securities of the issuers mentioned in this report. SAM LP and/or its affiliates may hold short position in any class of 
the equity securities of the issuers mentioned in this report. During the preceding 12 months, SAM LP and/or its affiliates may have received remuneration 
other than normal course investment advisory or trade execution services from the issuers mentioned in this report.

http://www.sprott.com
www.sprott.com
https://sprott.com/investment-strategies/physical-bullion-trusts/
https://sprott.com/investment-strategies/physical-bullion-trusts/

