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Gold Price Action at Times of Conflict 
 

 
The Israeli strikes on Humas over the weekend have brought strength into the gold market.  However, 
investors should be wary.  The following report is from July 2006 and outlines the type of market 
action that has occurred subsequent to times of conflict. 
 

Gold & XAU- December 29, 2008 

 
 
 
 

July 26, 2006 
 
When the sound of gunfire can be heard or becomes imminent the gold market can be anticipated to 
generate an interim high as previously indecisive traders, sitting on the sidelines, impulsively jump into 
the market.  With the buying power spent, the gold price tends to ease lower until a resolution in the 
conflict becomes apparent.  As traders then exit their long positions the market typically becomes 
oversold and generates an important low.  In most cases this can be identified with an RSI(14) reading 
below 32. 
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Gold Bullion 

(Charted of July 2006 updated with subsequent buy signal at $577 on Sept 14/06) 
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XAU Action 
 

 
The initial breaks in the XAU were as follows: 
1980-88 Iraq/Iran   -19% 
1982  Falklands  -38% 
1990-91 Kuwait   -20%, then another 21% following bombing of Baghdad 
2001  911 WTC  -18% 
2003  Gulf War 2  -22% 
2006  Israel/Lebanon  -subsequently reached -18% 
 
 
 
 
Once the RSI generated an oversold reading in the gold bullion the mining stocks managed to turn the 
corner.  (The 1980 Iraq/Iran war was the only example that failed to produce a multi-month rally.)  
 
 
 
Oversold XAU Subsequent 

Low 
Max 
Exposure 

Months 
of rally 

High Max 
Potential 

12/10/80 112.90 110.28 2.3% 1 123.16 9% 
06/21/82 28.17 28.17 Nil 8 112.75 262% 
04/29/91 78.17 76.74 1.8% 3 95.58 22% 
11/19/01 49.46 49.46 Nil 6 89.03 80% 
03/21/03 63.15 62.21 1.4% 8 112.75 79% 
09/14/06 125.54 120.61 4% 4 then 

13 more 
149.95 
206.37 

19% 
64% 

 
 
 
 
 
 

XAU 
1982 1991 
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The opinions in this report are solely those of the author.  The information herein was obtained from various sources; however we do not 
guarantee its accuracy or completeness. This research report is prepared for general circulation and is circulated for general information 
only. It does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who 
may receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities or investment 
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. 
Investors should note that income from such securities, if any, may fluctuate and that each security’s price or value may rise or fall. 
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. 
Neither the information nor any opinion expressed constitutes an offer to buy or sell any securities or options or futures contracts. Foreign 
currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In 
addition, investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume 
currency risk. 
Moreover, from time to time, members of the Institutional Advisors team may be long or short positions discussed in our publications. 
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