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US dollar decoupling from gold
Posted: April  30, 2010, 6:40 AM by Jonathan Ratner
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Those that follow the gold and currency markets know that the price of
bullion and the U.S. dollar typically move in opposite directions. However,
this negative correlation can turn positive from time to time and is
happening now. 

The correlation between weekly changes in the U.S. dollar and bullion has
turned from -0.7 at the start of 2010 to +0.41. This is the biggest positive
since 2007.

During gold's biggest rally ever between 1978 and 1980, the U.S. dollar
traded sideways. Back then, demand for bullion was being driven by fears of
a collapsing global monetary system, and investors fled all paper currencies.
These days, the situation isn't very different except that U.S. dollar reserves
are being accumulated in large numbers.

Sovereign debt concerns in Greece, Portugal and elsewhere in Europe
continue to put pressure on the Euro currency as investments in gold and
the U.S. dollar are in high demand from investors seeking safe havens.

Historically, episodes of U.S. dollar appreciation coupled with rising gold
prices tend to be fleeting, according to Stéfane Marion, chief economist and
strategist at National Bank Financial.

In a note to clients he wrote, "...we still think that the historical negative
correlation between gold and the greenback will resume once the uncertainty
is lifted about the introduction of credible loan programmes between
eurozone partners to help certain members reduce their fiscal deficits."

As Adam Kritzer of forexblog notes, at the moment the correct
interpretation is that anything is preferable to the Euro since its sovereign
debt problems are the most pressing.

He also points out that many are betting that gold will eventually distance
itself from the U.S. dollar if and when America's fiscal problems escalate to
the level of a Greek-style crisis. "At this point, gold will start to trade as an
alternative to the entire forex market!"

According to Deutsche Bank, gold has decoupled from the dollar since at
least the end of March. "If the correlation re-establishes itself before July,
either the dollar must continue to decline or investment into bullion-backed
funds must pick up in order to avoid erosion in gold prices," analysts at the
investment bank said recently.

Jonathan Ratner 
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