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by Martin Murenbeeld

Apr-23 Apr-24 Apr-25 Apr-26 Apr-27
Gold - 2nd Fix 1324.30 1328.85 1321.65 1320.70 1321.50
Gold - COMEX 1322.50 1331.40 1321.20 1316.30 1323.10
Silver - HH 1665.10 1672.80 1657.40 1649.10 1648.00
Platinum - NYME 916.30 928.90 906.60 904.00 914.90
Crude Oil - NYME 68.64 67.70 68.05 68.19 68.25
CRB Bridge - NYBOT 200.73 200.08 200.69 201.22 201.05
US $ (Excluding Cdn.) 99.23 99.17 99.70 99.82 99.84
Fed Funds (Overnight) 1.70 1.70 1.70 1.70 1.70
US Bonds - CBOT 142.97 142.53 141.75 142.38 143.19
TSX Global Gold Index 190.26 192.23 191.12 191.89 191.73
S&P 500 2670.29 2634.56 2639.40 2666.94 2666.83
Source: Bloomberg, Murenbeeld & Co.

Review
Gold did not have a 

particularly good week. Our 
dollar indices rose by over 1% 
this week on the back of the 10-
year Treasury yield breaching 
3.00%. Overseas, “Bank 
of England Governor Mark 
Carney dampened widespread 
expectations for an interest rate 
hike in May” (Reuters, 04/20), 
which the markets took to heart 
by sending the pound lower 
this week. And the euro derived 
little benefit from the somewhat 
dovish ECB statement on 
Thursday: “We continue to 
expect [interest rates] to remain 
at their present levels for an 
extended period of time, and 
well past the horizon of our net 
asset purchases … Regarding 
non-standard monetary policy 

measures, we confirm that our 
net asset purchases, at the 
current monthly pace of €30 
billion, are intended to run until 
the end of September 2018, or 
beyond, if necessary, and in any 
case until the Governing Council 
sees a sustained adjustment in 
the path of inflation …”

The US GDP report 
(advance estimate) for 2018-
Q1 came in a little above 
expectations, but it didn’t impact 
the gold price appreciably. (It 
raised the probability of a June 
hike by several percentage 
points however; but bear in mind  
it is a near certainty the Fed 
will hike in June. The Fed also 
meets next week, but no hike is 
expected.) 

April 27, 2018

Martin Murenbeeld 
martin@murenbeeld.com

Brian Bosse
brian@murenbeeld.com

Chantelle Schieven
chantelle@murenbeeld.com
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Investment in inventories, 
nonresidential structures and 
nonresidential equipment 
made up just over 1% of the 
2.3% GDP estimate for 2018-
Q1. (Investment in inventories 
subtracted from GDP 2017-Q4!) 

Gold drifted higher as 
Friday progressed and closed 
NY around $1324. Other than 
the Fed meeting next week, 
we’ll be keeping an eye on the 
US employment report due 
next Friday.

The comments below are 
all relevant to gold, though 
some only indirectly. The 
relevance comes from the 
probability that the dollar will 
decline (against a basket of 
currencies including the RMB), 
that the IMF will take a more 
active role in “policing” currency 
practices abroad, that US and 
global debt levels will lead to 
currency debasement and 
financial repression in future 
years, and that mine supply will 
not threaten the gold price in 
the next 4-5 years. 
1. Donald Trump is Right

This is a statement that 
should catch the reader’s eye! 
“Donald Trump is right. It is not 
every day you will read those 
words in the Financial Times, 
but the US president is correct 
when he says China does not 
play by the same trade and 
investment rules as the west 
…” (FT, 04/26).

It amazes me how the 
economic narrative has come 

around to a position we staked 
out many years ago: the US 
is, and has been, getting an 
unfair deal on currency and 
trade matters, and this must be 
corrected to ensure a healthy 
global economy in future years. 

The FT article goes on: 
“The services of Google, 
Facebook, Twitter, YouTube 
and Instagram are all blocked 
by China’s internet censorship 
regime. This is ostensibly 

because public criticism of 
China’s political system or its 
leaders is a breach of national 
security and these companies 
cannot guarantee it will not 
happen on their platforms. But 
their absence has conveniently 
fostered the rise of homegrown 
groups such as Tencent and 
Alibaba … 

… Of the 17 largest 
Chinese takeovers of European 
companies carried out between 
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2000 and 2017, only a quarter 
could have happened in the 
other direction because of 
Chinese laws and industrial 
policies, according to a 
report published last week by 
Rhodium Group and the 
Mercator Institute for China 
Studies (Merics), a Berlin-
based think-tank.”

I won’t bore the reader 
with more; it is high time that 
currency misalignment, trade 
barriers, and unfair trade 
practices in China, Europe 
and elsewhere are exposed 
to critical discussion and 
resolution. Trump’s tariffs are 
not the answer (and has many 
economists up in arms of 
course), but they do have a way 
of focusing US trade partners 
on the risks of continuing their 
present practices.

And just to underscore this 
point: “China is considering 
cutting the import duty on 
passenger cars by about half 
as part of the country’s plan to 
further open up the automobile 
market … China’s cabinet is 
weighing proposals to reduce 
the levy on imported cars to 
10 percent or 15 percent from 
the current 25 percent … 
The high tariff - versus a 2.5 
percent U.S. levy - has been a 
focus of U.S. President Donald 
Trump’s administration amid 
a simmering trade standoff 
between Washington and 
Beijing. Trump has said the 25 
percent tariff amounted to ‘stupid 
trade’” (Bloomberg, 04/26).

2. Secretary Mnuchin and the 
IMF

The IMF held its spring 
meetings April 16-22. In his 
statement to the governing 
committee of the IMF 
Secretary Mnuchin said the 
organization had failed in its 
responsibility to enforce global 
adjustment mechanisms: 
“The IMF must take firmer 
action … must step up to 
the plate … provide a more 
robust voice and consistently 
note when members 
maintain macroeconomic, 
foreign exchange, and trade 
policies that facilitate unfair 
competitive advantage or lead 
to imbalanced growth … we 
urge the IMF to speak out 
more forcefully on the issue of 
external imbalances, including 
by providing clear policy 
recommendations for countries 
with large surpluses, in support 
of more balanced global 
growth” (FT, 04/21). 

We concur, and have 
believed this to be true for 
many years: the IMF has failed 
to apply its own guidelines 
(on excessive current account 
surpluses, rising foreign 
exchange reserves, and under-
consumption ratios) in policing 
exchange rate practices. 
Indeed, when the IMF was 
set up in 1944 John Maynard 
Keynes suggested, because 
exchange rates were to be 
fixed, that there should be 
measures to determine when 
exchange rates had become 

under or overvalued. Penalties 
should then be applied, he 
argued, against countries 
that persisted in keeping their 
currencies undervalued. 

(Students of exchange 
rates know that currency 
undervaluation is an old, and 
chronic, problem because 
emerging country governments 
have always been loath to let 
their currencies appreciate 
when market forces demand 
it – Japan and Germany after 
WWII, China and SE Asia in 
the 21st century to date!) 

To be sure, at its 
spring meeting the IMF was 
concerned that in the event 
the US economy booms on 
the back of Trump’s tax cuts, 
US imports will rise and the 
US trade deficit, which the 
Trump Administration abhors, 
will rise accordingly. And if the 
US budget deficit rises as the 
CBO projects then US interest 
rates will of necessity have to 
rise in order to fund the budget 
with foreign capital. (This is 
Scenario A in our gold price 
scenarios – not good!) 

We’ll have to wait and see 
if the IMF’s concerns are on 
target. A booming US economy 
generates more tax revenues, 
which caps the budget deficit 
and reduces the need for 
foreign savings to fund it. On 
the other hand, a 2.0-2.5% US 
economy with a large budget 
deficit would profit from dollar 
devaluation. (The US economy 
is no different in this regard; 
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devaluation has helped other 
countries over the years and 
is often the only viable option 
when internal deflation is ruled 
out.) 

The main point however 
is that Mnuchin has hit the 
nail on the head: the IMF has 
been asleep at the wheel for 
many years now, and must 
bear some responsibility for 
a trade war that will inevitably 
result from years of currency 
misalignment. The Trump 
Administration has brought this 
issue to a head – however, it 
was inevitable that some future 
US Administration would!
3. US and Global Debt Ratios

The rising global debt 
level is one of our long-run 
bullish gold price factors. We 
have accordingly updated 
some of our debt charts with 
the latest data from the IMF’s 
Fiscal Monitor, just released. 
The top chart herewith shows 
that government debt levels 
have risen in recent years. The 
IMF has forecast debt levels 
for most countries to decline 
marginally through 2020, a 
forecast which I seriously doubt 
will hold up. The IMF does 
expect however US debt levels 
to continue rising through 2020.

(By the way, the line at 
90% in this chart reminds 
us that Reinhart and Rogoff, 
in their book This Time is 
Different, suggested once 
debt surpasses 90% – give or 
take – debt begins to weigh 
on economic activity, and 
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the servicing thereof takes a 
bigger and bigger bite out of 
government revenues.)

Focusing on the US, 
the middle chart on page 4 
highlights the present value of 
current pension and health care 
liabilities through 2050 as a % 
of GDP (see page 129 of the 
Fiscal Monitor). Adding these 
liabilities to the government’s 
gross debt level raises the 
overall government debt level to 
233% of GDP. 

The third chart on page 
4 comes from the Federal 
Reserve (via Bloomberg) 
and indicates that US total 
nonfinancial sector debt 
(government + business + 
household) totals about 250% 
of GDP. Adding the present 
value of pension and health 
care liabilities to this total puts 
the overall debt level at about 
407% of GDP.

Who knows how this will 
resolve itself. (And the US 
isn’t the only country with high 
present value liabilities; the 
G-20 advanced countries have 
a collective pension and health 
care liability of 107% of GDP.)

But debt will severely 
limit the policy choices going 
forward, notably choices during 
the next recession, and will also 
put tremendous pressure on 
central banks to continue with 
moderate/expansive monetary 
policies. (To wit: the ECB is 
continuing with QE because 
it just isn’t sure that the EU is 
growing as strongly as it might.)

Gold Supply
We mentioned last week 

that Mark Fellows from Metals 
Focus presented his outlook 
for mine supply at the Denver 
Gold Group’s European Forum 
in Zurich. The two charts below 
are from that presentation and 
strongly suggest that future 
gold mine output is leveling off 

– based on what is known and 
can be forecast. 

We noted that small ups 
and downs in mine supply will 
have no discernible impact on 
the gold price. In this regard 
then, we are comfortable in 
suggesting that the future 
price of gold will be affected by 
factors other than mine supply.

 Mine production in 2017; new mine starts 

6 Source: Metals Focus 

• For 2018, a small number of greenfield projects will add to the pipeline but 
growth will come from expansions and ramp up of recent projects 

 Mine production outlook 

24 Source: Metals Focus 
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A strong dollar this week weighed heavily on the gold price. That gold did not 
decline further suggests that gold market sentiment remains quite buoyant. 
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Source: Bloomberg, Murenbeeld & Co.

We keep a close eye 
on the relationship 
between gold and 
“real” interest rates – 
the Treasury Inflation 
Protected Securities 
yields. 

The charts suggest 
that gold might be 
somewhat lower were 
it to come down to 
only the US TIPS 
yields ...

... but that is not how 
it all works. We’ll see 
how the TIPS yields 
unfold; we expect 
some upside pressure 
at the short-end, but 
the Fed will not want 
to get too far in front 
of current inflation 
rates.
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Caution! It appears 
that the intermediate 
uptrend line commencing 
late 2016 may have 
been broken in recent 
days. We think gold will 
inevitably break upwards, 
but there could be a 
short-term deviation 
downwards before then – 
or so the chart suggests.

Gold ETF demand 
remains quite buoyant 
– as we think it should 
do. The environment 
is inherently somewhat 
volatile – politically, 
economically, and 
financially.

The “specs” on COMEX 
see it differently, having 
reduced their net-long 
position to 425 tonnes 
equivalent, a low for the 
year to date.
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Many miners talk about a “Finance 
Window”. It’s a fickle window; mines have 
been built or mothballed because of its 
unpredictability, and investors fear missing it. It’s 
not an actual window of course, but a metaphor 
for the investment climate which largely 
determines the ability of miners to raise equity. 
The following questions help define this climate:
• When can a company raise all the money 

needed to explore and construct its mining 
operation? 

• How should a Board of Directors strike a 
balance between the certainty of expensive 
financing today and the risk of future dilution?

• When an investment banker advises to act fast 
before the finance window closes, should the 
Board follow this advice? 

• What mix of equity, debt and royalty is 
possible in today’s environment? • When is the 
opportune time for government changes to a 
resource royalty scheme? 

• When is a good time to buy or sell shell 
companies on the TSXV? 

We have developed a Mining Finance 
Window Index to help define the climate and 
answer some of these questions. We hope this 
index will prove useful for miners and investors, 
and will help reduce investment risk. 
The Mining Finance Window Index 

The index is based on a set of data that 
goes back to January 2000. The period from 
2000 saw much turbulence, including of course 
the Great Recession, a 40-year low in the gold 
price, and the bursting of the tech-bubble. 

The set of data that makes up the index 

includes: 
• The ratio of the current gold price to its recent 

past (which determines whether gold has been 
rising or falling in the recent past) 

• The blended equity price index of various 
capital suppliers to the gold industry (including 
royalty companies) 

• A rolling ratio of capital raised by mining 
companies on venture exchanges.

 
The color coding is mostly self-explanatory:
•  Red indicates when the mining finance 

window is more/less “closed”. During a Red 
period only those well-defined and managed 
projects in the safest regions have a chance of 
being financed. Many companies go through 
delisting, reinvention or closure during a Red 
period, unable to raise sufficient capital to keep 
the business going. The cost of capital (in all 
its forms) is high, if not prohibitive, for many 
mining projects. 

•  Gold indicates the mining finance window is 
“wide open”. Although Gold periods are rare, 
marginal economic projects, run by first-time 
management teams, in risky regions, are 
readily financed. 

Most of the time the Index falls within 
the White range, of course; during a White 
period the Finance Window is “open”, but not 
all projects will obtain sufficient funding to 
guarantee success.
Using the Mining Finance Window Index 

The Mining Finance Window Index is one 
of several features we expect to introduce 
over time that we hope will be relevant to (and 

Mining Finance Window Index by Brian Bosse 

We appreciate all the feedback regarding our Mining Finance Window Index 
published in the Gold Monitor on April 6. We are working on improvements to the 
index; if you have any suggestions please send them to brian@murenbeeld.com. 
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valued by) our subscribers. We hope the Index 
will be useful to corporate boards, exploration 
companies, royalty buyers and sellers, fund 
managers, corporate development teams, and 
government ministries. The financing cycles in 
the industry are volatile, as are the effects on 

murenbeeld.com

Mining Finance Window Index
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exploration budgets, stock valuations, royalties, 
and commodity supply; the Index will help track 
and measure these volatile cycles! Feedback is 
encouraged. Please email Brian@murenbeeld. 
com for any suggestions and/or further 
questions.
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