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Two weeks ago the President of the NY Fed, John Williams, said that the “neutral” rate is 0.5%.  The neutral rate is the 
Fed’s ideal target for interest rates.  Williams’ statement is interesting because according to him, current rates (2.25%-
2.50%) are about 5 times too high.   Also, the “neutral rate” idea has been Fed Chair Powell’s obsession and throughout 
2018 Powell has repeatedly said that the Fed would raise interest rates until they reached the neutral rate.  Markets 
obviously reacted to William’s comments and the Fed was quick to issue a statement to walk back William’s comments by 
saying he was speaking “academically” and was not referencing current rates. 

This past week, the ECB informed the world that they will soon be cutting interest rates again.  This means EU rates will 
be going even further into negative territory from -0.4% where they are today.  The ECB also told the markets that more 
QE will be coming, possibly as early as September. 

On July 11th I wrote my thoughts on gold and gold miners.   Has anything changed?  Not really.  Let’s start with the COT 
which shows the commercial net shorts continue to hover around 290,000 contracts, very similar to how they were 
positioned in July 2016 and not far of their record short 340,000 contracts: 

 

 

 

 

 

 

 

 

 

 

 

 



Gold continues to chop around the 1415-1440 level: 

 
source: StockCharts.com 7-28-19 

 

The GDX gold miner ETF has made a marginal new high: 

 
           source: StockCharts.com 7-28-19 

 

 

 

 

 

 

 

 

 

 

 



More importantly to the macro picture, the Dollar Index (DXY) has broken higher and looks to be making a run toward it’s 
52-week high: 

 
source: StockCharts.com 7-28-19 

The 10-year interest rate (TNX) continues to build a rounding bottom: 
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Conclusion 

The world awaits the FOMC decision and press conference on July 31st.   Markets are pricing in a 25bps rate cut with 
some looking for a 50bps cut.  What the FOMC does and says will, obviously, impact how markets trade.  As we know, it’s 
not what the Fed says or does that matters, but the market’s reaction.  My best guess is that the Fed will lower rates 
25bps because they have set market expectations for 25bps and they tend to not ever want to disappoint the markets.  
The bigger question in my mind is what signals the Fed sends for the future: either that more rate cuts are planned or they 
will be in sit-and-watch mode.  Regardless of the rate decision and commentary, expect volatility as the algos react to the 
words crossing the wire and then big players start positioning their books for what they think lies ahead.  

 

 

 

  

 

 



 

 

Past performance does not guarantee future results. The views and opinions expressed herein are those of the author’s 
as of the date of this commentary, and are subject to change without notice. This information is for information purposes 
only and is not intended to be an offer or solicitation for the sale of any financial product or service or a recommendation 
or determination by Sprott Global Resource Investments Ltd. that any investment strategy is suitable for a specific 
investor. Investors should seek financial advice regarding the suitability of any investment strategy based on the 
objectives of the investor, financial situation, investment horizon, and their particular needs. This information is not 
intended to provide financial, tax, legal, accounting or other professional advice since such advice always requires 
consideration of individual circumstances. The products discussed herein are not insured by the FDIC or any other 
governmental agency, are subject to risks, including a possible loss of the principal amount invested.  

Generally, natural resources investments are more volatile on a daily basis and have higher headline risk than other 
sectors as they tend to be more sensitive to economic data, political and regulatory events as well as underlying 
commodity prices. Natural resource investments are influenced by the price of underlying commodities like oil, gas, 
metals, coal, etc.; several of which trade on various exchanges and have price fluctuations based on short-term dynamics 
partly driven by demand/supply and also by investment flows. Natural resource investments tend to react more sensitively 
to global events and economic data than other sectors, whether it is a natural disaster like an earthquake, political 
upheaval in the Middle East or release of employment data in the U.S. Low priced securities can be very risky and may 
result in the loss of part or all of your investment.  Because of significant volatility,  large dealer spreads and very limited 
market liquidity, typically you will  not be able to sell a low priced security immediately back to the dealer at the same price 
it sold the stock to you. In some cases, the stock may fall quickly in value. Investing in foreign markets may entail greater 
risks than those normally associated with domestic markets, such as political, currency, economic and market risks. You 
should carefully consider whether trading in low priced and international securities is suitable for you in light of your 
circumstances and financial resources. Past performance is no guarantee of future returns. Sprott Global, entities that it 
controls, family, friends, employees, associates, and others may hold positions in the securities it recommends to clients, 
and may sell the same at any time.  The author received no compensation for writing this article. 

 

 


