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Failed monetary policies lift gold

Analysts are scrambling to increase their gold
price forecasts, as the gold price continues to
rizse. The gold price breached US$1,360/0z for
a second time in 2016, a level previously seen
in early 2014. A weak Japanese bond auction
on August 2™ unnerved markets, pushing the
gold price up 29% for the year in US dollar
terms. Many analysts are interpreting weak
Japanese Government Bond demand as a
signal that investors are starting to lose
confidence in the effectiveness of
unconventional monetary policies, following
increasingly desperate bids by the world’s
central banks to reflate the global economy. In
this environment, we believe investors are
using gold to hedge portfolio risk as they add
more stocks and low quality bonds to their
assel mix,

A perfect storm lifts gold up

The gald price continuas 1o rise, moving above

UEE1, 3600z and mcreasing by almost 29% in US dollar
Terms year-lo-date (as of 8220161 This has been gold's
largest continuous gan smce the Eurepean soveraign debt
crises n 200 and 20117,

Gold has baan one of the best performing assets so fw this
year, cutpacing all major benchmark indices and with
comparable valatiity to stocks (Chart 1), It has also
autperfermed commodities such as crude of, whose prices
have plunged snce the end of June,

Chart 1: Gold has cutperformed most asset classes
YD, 1-year return, and volatlty for vanous assets®

¥T0 return
£0% i
Gold (iS5
L Balaalls |
20W e oy |
| | ShP 800
o L3m
Thdis 1
BHEmLIS.i '
_MGCIEARE] | Credt | i
15% 0% 15% 0%
Teymar retum

"Ax ol 2 Auged 3016, Ares of the Bubbles reprasant mlstres wlatliby
Sezisrca Bloonnbang, ICE Benahrradk Aderafuitinnon Led , Werld Gald Courl

Gold's most recent surge was drrven in part by weak
demand dunng the 10-pear Japanese Governmant Band
LGB} auction on August 2nd, as invesiors have begun to
question the efectiveness of unconventional monetary
policies.

Negative yields, ETF buying next

Ammid nsing uncertamty m global financial markets after
Brexit and the recent showdown in emenging rmarket
economias, the Bank of Japan (BoJl announced an
expansion of s quantitatnes easing policies. Specilically,
Bed almast doubled its purchases of ETFs to an annual
paca of JPYEG tnlhion apprax WSSED Balban] and, at the
same time, doubled tha size of its US-dollar lending
programma o ISR bulhon Blany investons, howisver,
ware disappointed, &3 the market was anticipating langer
ncreases 1o #5501 purchases andfor further me cuts, We
believe that the weak JGB section and ensung sell-off m
global sovereign bonds thes week, suggests that investors
may be losing confidence in government securities.
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At the same time, the European Central Bank has signalled
they too will further expand guantitative easing in one form
ar another, while the Bank of England is also expected 10
cut rates andfor rastart its asset purchase programme.

As a hard assat, gold has prowded an alternatve to balance
the long term risks of fiat currencies and ineffective
monetary policies,

Few options, more risk

Amid expansionary policies, global bond yields are
stubbarmlby low despite some minor adjustments. Currenthy,
clase to 40% (USS10 trillion) of high quality sovereign debt
ig trading with & negative yield. But this widely-cited
statsts masks the fact that a sigmficant amount of
devaloped market (D) sovaresgn debt is unavailable to
imvestors. More than a thard (USES trillion) currently sits on
central bank balance sheets as part of their asset purchase
programmes (Chart 2). In reality, we estimate that less
than 40% af DM soveraign bonds (USS10 trillicn) have a
positive yield and are "available™ to investors, whila anly
17% USE4.4 frillion] is yielding mose than 1%,

In our viewy, lower opportunity costs and a more limited set
of investable agsets has, in twen, notably increased the lure
of gold,

Chart 2: Only a fraction of DM sovereign debt that is
available to investors trades with positive yield
Qutstanding sovereign debt sorted by yield (USS26 trillion)

* Sorpresgn dabs Paild by The Federsl Ressrag, Bank of Japan, Exeopasn Cantral
Bank, Bank of England under Fir redpactivg Asiat Purchase Progeamimes
PP for monatany poicy.
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With bmited options, disenfranchised investors are also
adding risk to their portfolios. Thare have bean record
flows into equities and corporate bonds (both high grade
and high yield), as investors search for higher returns., But
this has also made valuations moe expensive (the S&P
500, Dow Jones and Masdag have all hat new histonical
records). This has altered the balance of traditional
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portfolios, making them more susceptible 1o corections
and volatility, In & recent griicle, the Wall Street Jowrnal
estimaned that investons looking 1o cbtain a 7.5% annual
raturm would nead 1o tolerate twice as much volatility as
they did ten years ago!

In this environment, we balieve investors are using gold to
hedge portfolio risk &s they add more stocks and low
quality bonds to ther asset mix.

Gold as a valuable alternative

Togethar, these factors have led to higher investor inflows.
Gold backed ETFs hawe seen record inflows, adding 30
tonnes (US$25 bilion year-to-date ias of 7/31/2016), and
bringing their collective global gokd holdings 1o 2,240
tonnes. This is a substantial ncrease, but still 25% below
their 2012 high (Chart 3).

Whila some of these flows may be more tactically driven,
led by price momentwm and risk aversion, guantitative
analysis on (partial) available data coupled with anecdotal
evidenoe suggests that there is interest across many types
of invastors and that many are re-building their strategic
positions in gold.

Chart 3: Gold-backed ETFs have accelerated their
inflows, but holdings remain well below their high

Cumulatve ETF gold holdings by region®
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Gold analys1s have increased the forecasts. UBS now
expacts US$1 400/0z for the end of the year, whils Credit
Suisse and Bank of America Merrill Lynch have it even
migher at U5$1,500/0z over the next 6 months. The median
Bloomberg ferecast for the end of 2016, based an 16
analysts, is 18% higher than it was at the begnning of the
year,
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About the World Gold Council

The Word Gold Councl is the market dewslopment organisation
for the gold industry. Our purpose is to stimulate and sustain
darnand for gold, provide industry leadership, and be the global
autharity on the gold market.

on nhoriatieg market maght and we work with a range of
parinars 10 put our idaas into action. As a result, wa create
structural shifts in demand for gold across key markat sectors. We
provide inskghts into the international goid markets, helping people
1o undesstand the wealth presenation qualties of gold and its role
in magting thie social and envirgnmental needs of socaty,

Based in the UK, with operations in India, the Far Eas and the US,
the Wirld Gold Council is an assocaton whosae mambars.
comprise the workd"s leading gold mining companies.
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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 Markets,
LLC, One Lincoln Street, Attn: SPDR® Gold Shares, 30th Floor, Boston, MA 02111.
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