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Something unusual happened last Friday. Despite a sharp miss on Canadian GDP growth for the second
quarter (-1.6% versus -0.5% expected), a further widening of negative U.S.-Canada 2-year spreads, and a
drop in oil prices, the loonie managed to finish the day slightly stronger against the greenback. How did the
CAD absorb all these negative shocks without losing ground to the USD? The answer lies in bullion. Gold rose
nearly 1% on the day, more than offsetting the headwinds from rates and oil. With bullion hitting a new record
high, Canada’s trade surplus in gold has surged to an unprecedented $44 billion in the 12 months through
June—up from $30 billion a year earlier. Only crude oil generates a larger surplus ($111 billion). As today’s
Hot Chart highlights, daily swings in gold prices have become the dominant driver of USD/CAD. By contrast,
interest-rate differentials in 2-year yields and oil price movements show little to no correlation at present. There
is no historical precedent for gold exerting such influence over the currency, eclipsing both oil and rates as
the primary force behind CAD moves.

Canada: The loonie turns to gold
26-week moving correlations of USD/CAD with gold, oil, and Canada-U.S. 2-year yield spreads
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Gold’s correlation with
USD/CAD has doubled
from its long-term
average, while that with
oil and rates is now zero
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