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Debunking 5 Common
Gold Misconceptions

July 2008 | By George Milling-Stanley, Head of Gold Strategy, SPDR ETFs; Howard Wen, Senfor Gold Strategist, SPDR ETFs:

and Diego And rade, Gold Strategisi, SPDR ETFs

Gold is again attracting investor
interest in 2018. This interest isn’t
surprising — investors tend to flock

to gold when uncertainty is heightened
and when equity returns may

be overstretched.

As we have highlighted in a number of eadier blogs, gold
may be able to perform several roles within a balanced
investment portfolio, including:

1. Acting as a diversifier Gold has the potential to play
adiversifying role in a portfolio because it historically
has not correlated strongly with other major asset
classes held in atypical portfolio.

2. Reducing total portfolio risk Including o gold
albocation within abalanced portfolio may reduce its
overall volatility and improve risk-adjusted returns
because gold has relatively low historical correlation
to many major assct classes that may help diversify a
portfolio.” For investors who are already comfortable
with a given level of risk, adding a small gold allocation
may allow them to move further out along the risk
spectrum in some of their other investments, and
that may also improve risk-adjusted returns.

%, Potential hedge against unexpected events
Godd has a long track record of at times holding
its value or rising when other assets are falling
in adifferentisted manmwer.?
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The potential for possibly lowering portfolio volatility with
an allocation to gold iz not the only reazon to own gold, and
weve found there are a number of outdated notions holding
back investors from making a long-term allocation in gold.
To tackbe this issue, we've put together a list of what we
perceive to be five commaon misconceptions about gold

and what we believe to be the reality behind these

common misunderstandings.

Misconception 1: Gold’s Only Function is as an
Inflation Hedge

Reality Although gold has historically tended to perform
well during periods of high and sustained inflation that has
not always been the cage. The blue boxes in the chart below
highlight times in the carly 1990s and 2000s that gold prices
did not surge even though the inflation rizk premium, or the
amaount of extra yield investors require to protect against
inflation, did increase. In other words, gold may play an
important role in portfolios, but there are other drivers

o its return than an increase in prices.

Figure 1: Inflation Risk Premium & Price of Gold Don't
Alvways Move in Lockstep
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Figure 2: Standard Performanes of SPDR® Gold Shares (GLID*) as of June 30, 2018
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Misconception 2: Gold does not Pay any
Interest or Produce any Income, so it has
no Value

Reality There are many reasons to buy gold beyvond its
potential value as an investment, For instance, many
people purchaze gold for cultural and religious purposes.

Jewelry represents the largest source of annual demand for
gold, accounting for more than 48 percent of demand for the
precious metal in 2007, Within gold jewelry consumption,
China and India purchased more than half of the world's gold
Jewelry last vear, and while demand fell in both count ries lagt
year, their historical affinity for gold remains strong.* So,
while investment demand is important for setting the price
of gold, it is actually a small portion of overall demand, This
highlights how gold demand iz different than traditional
asscts and actually decs not rezpond to business cycle
changes in the same way as many other commeodities,

Misconception 3: Buying or Selling by Central
Banks is the Primary Driver of Gold Prices

Reality While central bank purchases and sales are an
important fxctor in gold prices, central bank activity rarely
affects more than 10% of each year’s demand or supply. From
1989 to 2009, central bankers were net sellers to the private
sector of about 10% of the annual gold supply; since 2010,
central banks have been net purchasers of about 105 of
annual demand. Meanwhile jewelry regulardy sccounts for
around 50% or more of end-uzer demand, and the use of gold
in industrial and technological applications accounts forup
to another 109, Investment demand has historically ranged
from roughly 10% to 30% annually.
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Figure 3: Gold Demand By Source
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Misconception 4: Gold does not Deserve an
Allocation in a Portfolio Because it is Volatile

Reality Gold actually ranks around the midrange in terms
of volatility when the precious metal's price is compared
with various stock and bond indices.® (See Figure 4).
Moreover, if one considers that indices tend to be less
volatile than their individual stock or bond components,
gold’s potential volatility may be bess of a concern. Inother
words, claiming that gold might be overly volatile relative to
other invest ments may be misguided.

* Indices repestenting gold, S1ocks and bonds in the above comparizon see a3 fellows:
Giodd = LBMA, Gold Price: PA LISDVnzk Equities = MSC1 EAFE lndox, MSCI EAFE
Index: Boedts » Bloombery Banttays US Treasory laden, Bloombeng Barelays US
Coxporiia High Yiakd Indas, Blotmbesg Bavclays Global Teeasury Ex-US Index
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Figure 4: Gold's Volatility Historically Tends to be Lower
than Cortain Equities
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Misconception 5: A Tightening Cycle Leads to
Negative Gold Prices

Reality The traditional view is that when the Fed starts
raising rates the cconomy is growing well and countering
inflation is starting to be a concern, Interest rates and
inflation are often linked together due to their impact on

real rates, which has histerically affected gold prices. There
may be short-term noise, but interest rate hikes are not
necessarily negative for gold. The ten interest rate tightening
eycles we analyzed since 1971, when gold effectively beeame
Meee-fMloating, had resulted in an average inerease of 37% in
the price of gold®. In line with prior tightening cycles, gold is
currently up 18% (as of June 30, 2018) from the price level we
s in December 17, 2005 when the current interest rate
tightening cycle just began.

Throughout the 1970z, inflation was a huge concern that
forced the Fed to raise rates aggressively in early 1980,
which helped real rates streteh to 9% and average 4.50%

for the entire decade.® Those rates along with other variables
that affect the gold price played a key role in gold’s poor
performance during the 1980s. However, we believe the
long-term Erend of real rates is currently in gold’s favor,

Today we are in a different moacro environment than we
were in the 19708 and 19802, As figure 5 shows at the start
of the current tightening cycle real rates and gold were at
0.13% and $1,049.40, respoectively. After 7 rate hikes both
have increased bo 0.61% and $1,250.45, respectively, as of
June 30, 2008. The other variables that drive the price of
gold have helped the price appreciate a2 real rates inereased,
but we believe the most important thing investors need to
keep in mind iz that all tightening eyveles behove differently
and real interest rates remain at levels that have historieally

benefited gold prices.
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Figure 5: Golds Return has been Higher Under Low and

Moderate Real Rate Regimes*
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The Takeaway for Investors

Today's uncertain market envirenment may be the
ideal time for investors te rethink any of these common
misconceplions about gold and the potential rele gold
can play in an investment portfolio.

! Since 2000, the cornelation of gold 1o stocks, bonds and other commodities was
0uD1, 028, and 0.84, respectivaly. Sourcec S5GA, Bloombang. a3 of 06/30/2018
Computed using monkhly retorn datafrom Jancary 2000 to Juna 2018, Comelation
mexunes The degree 1 which the deviations of one variable from its mean
arerelaied o those of a diffenent vanable from itz respective mesn. Stocks
represented by SBP 500 Index: Bonds repoesented by the Bloombeng Barclays US
Aggrepate Indax; Commadities represented by Bloombeng Commodiy Index Indéx
retuens roflect ol s of ingoma, gain and lozs and the seimvesiment of drddands
and other income

¥ Ward Gold Council, An Imvestors Gusde 101ha Gold Market US Edimion,

Decomier 2010, As queted in S5GA The Caze for Goid: A Strategic Asse

¥ FactSen, SR04, bom 123111489 10 127012012

* Word Gold Coundal, "Gold Demand Trends Full Year 2017, pubhshed 02/06/20 18

* Seurce: Bloombeeq Feannal L P & Stace Steet Global Adviacer, & of
June 30, 2018

* Seurce: Blotenbeeg Fancial LP & Stase Stieet Global Advisses, 82 of Date
June 30, 2018,

Learn More
For more information, please visit spdrs.com,/gld.
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SPDR® GOLD TRUST has filed a registration statement (including a prospectus) with the SEC for the offering to which this
communication relates. Before you invest, you should read the prospectus in that registration statement and other documents
the issuer has filed with the SEC for more complete information about the Trust and this offering. You may get these
documents for free by visiting EDGAR on the SEC Web site at www.sec.gov. Alternatively, the Trust or any Authorized
Participant will arrange to send you the prospectus if you request it by calling toll free at 1-866-320-4053 or contacting State
Street Global Advisors Funds Distributors, LLC, One Lincoln Street, Attn: SPDR® Gold Shares, 30th Floor, Boston, MA
02111.
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