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Debunking 5 Common
Gold Misconceptions

April 2018 | By George Milling-Stanley, Heod of Gold Strategw, SPDR ETFz: Howard Wen, Sendor Gold Strategist, SPDR ETFs:

and Diego Andrade, Gold Strategist, SPFOR 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.

Aswe have highlighted in a number of earlier blogs, pold
may be able to perform several robes within a balanced
investment portfolio, including:

1. Acting as a diversificr Gold has the potential to play
adiversifying role in a portfolio because it historically
has not correlated strongly with other major aset
classes held in a typical portfolio.’

2. Reducing total portfolio risk Including a gold
allocation within a balanced portfolio may reduce its
overall volatility and improve risk-adjusted returns
because gold has relatively low historical correlation
bo many mapor asset 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.

3. Potential hedge agninst unexpected events
Gold has a long track record of at times holding
its value or rising when other assets are falling
in a differentiated manmner.?
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The potential for possibly lowering portfolio valatility with
an allocation to gold is not the only reason to own gold, and
we've found there are a number of outdated notions helding
back investors from making a long-term allocation in gold.
To tackle this issue, we've put together a list of what we
perceive bo be five common misconceptions about gald

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 case. The blue booes in the chart below
highlight times in the carly 1990s and 2000s that gold prices
did neot surge even though the inflation risk premium, or the
amount of extra yvield investors requine to protect against
inflation, did increase. In other words, gold may play an
important robe in portfolios, but there are other drivers

to its return than an increase in prices.

Figure 1: Inflatlon Risk Premiom & Price of Gold Don't
Always Move in Lockstep
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Figure 2: Standard Performance of SPDR® Gold Shares (GLD*) as of March 21, 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 beyond its
potential value as an investment. For instance, many
people purchase 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 2017, Within gold jewelry consumption,
Chinaand India purchased more than half of the world's gold
jewelry last year, and while demand fell in both countries last
year, their historscal 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 is different than traditional
assets and actually does not respond to business cycle
changes in the same way as many other commeoditics.

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 factor in gold prices, central bank activity rarcly
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 anmual gold supply; since 2010,
central banks have been net purchasers of about 10% of
annual demand. Meamwhile jewelry regularly sccounts for
arcund 50% or more of end-user demand, and the use of gold
in industrial and technological applications accounts for up
to anather 10%. Investment demand has historically ranged
from roughly 10% to 30% anmually.
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Figure &: 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 less of a concern. Inother
words, elaiming that gold might be overly volatile relative to
other investments may be misguided,

" Indices rRpeesanting gold, stncks and bonds in the above compartzon arm 82 follows:
Gold = LBALA Gokd Price P (LIS0)0c) Bouities = WS EAFE Indax. MECT EAFE
Irhion; Blorts = Bioomibeng Banirys US Tredoury Indie, Bioombeg Barsliys UG
Covporate Hagh Yield index. Bloombery Barciays Giobal Teeasury Ex-UFS Index.
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Figure 4: Gold's Volatility Historlcally Tends to be Lower
than Certain Equitics
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Misconception 5: A Tightening Cyele Leads to
Negative Gold Prices

Reality The traditional view is that when the Fed starts
raising rates the economy 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 historically affected gold prices. There
may be short-term noise, but interest rate hikes are not
necessarily negative for gold. The ten interest rate tightening
cyeles we analyzed since 1971, when gold effectively became
free-floating, had resulted in an average increase of 37% in
the price of gold®. In line with prior tightening cycles, gold is
currently up 26% (as of March 31, 2018) from the price level
wie saw in December 17, 2015 when the current inberest rate
tightening cycle just began.

‘Throughout the 1970s, inflation was a huge concern that
forced the Fed to raise rates aggressively in early 1980, which
helped real rates streteh to %% and sverage 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 19805, However, we believe the long-
term trend of real rates is currently in gold’s favor,

Today we are ina different macro environment than we were
in the 1970s and 1980s. As figure 5 shows at the start of the
current tightening cycle real rates and gold were at 0.13%
and $1,049.40, respectively. After 5 rate hikes both have
increased to 0.63% and $1,291.00, respectively, as of
December 31, 2007, The ather variables that drive the price
of gold have helped the price appreciate as real rates
increased, but we believe the most important thing investors
need to keep in mind is that all tightening cycles behave
differently and real interest rates remain at levels that have
historically benefited gold prices.
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Figure 5: Gold's Heturn has been Higher Under Low and

Moderate Real Rote Regimes®
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The Takeaway for Investors

Today's uncertain market environment may be the
ideal time for investors to rethink any of these common
misconceptions about gold and the potential role gold
can play in an investment portfolio.

! Singe 2006, the cormedation of gold to stacie, bonds and othes commodites was
0007, 0.28, and 0,84, recspactively, Source. 3364, Bloombeng, a3 of 12312017
Computed uzing monthly refum data from January 2000 to banth 2018, Comelation
Mg T Gigris b which Thi dinviations of ang varkibie from i3 mian
ana related 1o those of 3 deffiensnt vanabis from itz recpective mean. Shocks
representad by SEP 500 indax: Bonds represented by the Bicombeng Bandays U
AQgregate indes; Commodities reprcented by Bioomieng Commodity inde. index
refuens reflect a8l items of income, gain and koss and the remvestment of dividends
and ot ncome,

¥ World Gold Councill, An Investors Guide to they Goid Markst LS Edition,
Decimizer 2090, As quoted in S3EA. The Cac for Goid. A Srategic Asset

¥ FactSiet, SOEA. froem 12730080 o 123172013,

* Workd God Councll, “Goid Demand Trands Full Year 2017." publiched 02/06,/2018.

* Sourcec Bioombeeq Firancial LP. & Stabe Street Global Advizoes, 22 of March 31,
2018
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Glossary

MEC1 Emarging Markets Index Th ME01 Emerging Nariogts indea captures
Largys and mmid-C30 TR(XBSANLAGNN ACross 23 ermdnging mariets countres. With 534
constituents, the index covers approsimately £5% of the free foat-adusted market
CHTII0N i pah Hountry,

Dow Jones US Select REIT bndex A benchmar of US REITS and REMT-ike
SECUFTEs that soreens Tor market capiakzation, hguidity and peqcentags of revirue
darived from ownirhip and opetation of raal estate Securitied. It i Soat market cap
gt and quobed in dollars.

IMEC] EAFE Index An equities bendhrmuark that captures Large- and medcap
ragresentation across devaloped market countries anound the word, axciuding

thi LS and Canada,

Blcombery Barclays Global Treasury ex-US Index A benchmark decigned

o track the flxed-rate local cavency soversign debd lszued by ivestment-grade
Countiee outich th LS. Bond: must hin & nmaining maturity of ong yiae of mon,
[Elocmbierg Barclays 1.5, Corporate High Yield Bond Indax The Bandays
LS. High Yiekd Irdex covers the uriverss of fixed rate, non-isrvecsiment grade debt.
[Eurobordt: and debd iboues from countries designated 23 amanging mariots [Sovensign
Fating of BaalBES+/BEE+ and balow wing the middie of Moody's, SEF, and Fitch)
are exciuded, but Canadian and global bonds [SEC registensd) of kxsuers innon-EMG
Gountiee a0 indhuded. This indes iNcludis both Coeports and nan-COMGorate Scinf.
Bloomberg Barclays US Treasury Indax L dolar-denominated. fed-rate,
mormirl bt issusd by the US Teeadury, Traasury bils are eochuded by the maturity
corstraint, but are part of 2 separate Short Teasry index.
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Important Rlsk Inloemation

Tz views expresssed in this materal ame the views of Geonge Milling-Stanley,
Hoveard Wien and Dingo Andrad and 300 sutiect 10 chango based on the marit
ad ohet condilions.

State Street Global Advisors and Its afiLates have not taken Into
comsbderation the chicumstances of asy partboular levesior In producing
il 5 malerial and are not making an investment recommendation or acling
In 3 Mduclary capacity In ceanection with the provizion el the Information
contalned hereln

Ienepsting involves risk. and you could s money on an investment in GLD.

ETF: trade e stocies, are subject b mvestment risk. fSuctuats inimarke? valug and
Iy L0 31 ices Above of Below e ETF ned aosed walue, Brokieags commissions
& ETF expenses will reduce netums.

Commodities and commedity-inciax linkad securities may be affacted by changes

i cwinrall Mot Mt s, changind in intieis T ratic, and othir Taciors such &3
wegtfer, despass, smbanmoes, of polbcal and requiatony developments, 2z wal a1
Tradeng activiy of speculators and arDaragewrs nhe undartying commodties
[Frocuent trading of ETF could significantly incroaos commissions and othir costs
Such That they may ol set any S3vings Tom low Teas of costs.

Deéverzification does ROt eruns 3 proll or (uarsmtes agaet ke

levesting In commoditles entalls sigalficant risk and 15 not appropelate for
all brveslors.

Imsportant information Relating to SPOR Gobd Shares Trest{"GLD™ )k

The SPOR Gold Trust ("GLD) has Bled a reglstration statement (Including a
prospecius) with the Securithes and Exchasge Commission ("SECT) for the
ofering to which this comswmnication relates. Before you Invest, yoa should
read the prospecius ia thal negistration statement and other documents
GLD hacs Mbed with the SEC for more complete Information about GLD and
hils eflering. Flease see the GLD prospeches for a detalled discussion ol
e riskcs of Inwesting la GLD shares. Whea distributed electronlcally. the
GLD prospectss ks avallabbe by cllcking hete. You may get these documents
for freser by wisiing EDGAR on the SEC welaie al 56c.00v or by vishing

Bloomberg Barclays US Aggregate Bond Index & benchmark Bhat provides 2
bt Of th partormancs of thi US: dolla dancminitid investment orad Bond

sequrities and assel backed securities that ane publicly for =3l in the LS.

Bloomberg Commodity Index & broadly dversed commeity price

Indiax distributed by Bioombeny Indeoes that tracis 2 commodity futwes and
SN SEC1Or, NG ohd COMMmOdiTY N SOmPos kd3 Than I patint of Mo
‘than 15 percent of the indes, and no sector can Ieresent mone than 33 percent
o tha index.

LBNA Gaold Price The LBALA, Goid Prion & detisminsd Twicn sach businiss diy
{430 am and 300 p.m. London time] by the participants in 3 phwzically satiied,
edectnonic and tradable auction adminkstansd by the IBA weing 3 bidding process
‘Tt degecTmings the price of ok Dy manching buy and el ordeds submitied by
the participants for the applicables suction time.

Standard Deviatlon Measures the historical despershon of 3 securily, fund of index
artund 30 rvidage. Invectons s standand dewviation 1o mikcuny expictid ridk o
volatlity, and a hagher standand deviation means the secunty has tended o show
higher volatility of price swings in the past

Consumer Prices (CPI Congumis Prives [CFT) &0 3 mibasune of pricees paid by
consrmars fof & market ket of contumes goods and sanaced. The yeary [or
minthiy) growth rates mpesent the inflation rate.

spdegoldshanes.com. Alemathvely, thi Trest or any authorlzed participant
will arrange 1o send you the prospectus H you request 1t by calling
B66.320.5053.

LD kPt % e tmant SOMpanTy FRgRtieed nhoer T invectment Compary At
of 1940 (The " 1940 ALET) and ks not subject 5o neguiation under the Commodity
Exthungs Act of 1506 (the "CEAT). A% 3 necult, shasehoiders of thi Trust do not hine
tFe proectons aszociated with ownershep of shares in an vestmant comgany
negiztened unded Thi 1940 ACt or T protacsions affonded by the CEA.

GLD shanees trade Bbp Stockcs, ane Subjiect 10 Investmnnt risk and will fuctuate in
market vales. Tre vale of GLD shares relstes deectly 10 the valus of the goid heid
by GLD [heesz s expansees). and fuchuations in the price of poid oould materially and
acvirsity aftect an invicsiment in the shares. The price recenved upon te sako of hs
shares, which trade at mariet price. may be mors o less than the value of te poid
rapracentad by m. GLD doss not ganedits any Incoms, and a3 GLD neguiary sells
o 1o pay for 83 ongoing ecpeenzes, the ameunt of gold represented by each Sham
walll decling v time [0 that exdent.

The World Gold Councd name and koo are 3 regestened radamark and uzed with the
perrizzsion of the Wiorkd Gold Councl pursuant o a libenss agresment. The Word
ok Councl i not reaponaibia for the content of, and it not labie foe the we of o
rediance on, this material. GLO' sponsor 8 UFS subsidiany of 'World Gold Councll

Randad & Poor's®, SEP* and SPOR® ane neghstened trademarks of Standand

& Poor's Finanial Sonvioes LLC. 3 dhvision of 5P Gisbal [Z5FT Dow Jonés it 3
mmmmmurhu«mﬁmnnwuthmm
Tradamarks hare boon lioersed for use by S5 P Dow Joanes indioe: LLG [3P0LN

and subiicantad for cortlin pUrpotes by Stk Sireet Comporaten. Siate Sirest
Comporation's financial products ans nod sponsoned, endorzed. 2oid or promoted by
of such parties Mais 2 repetantaton regandeng e advieadty of Fvesting in
such produifz) nor 90 Ty hare amy lkablity in retation thixstn, including for any
BTOFE, OMESSIOnS, Of imbBrruptions of Ay inde.

For more Indormation, plexse contact the Marketing Agent lor GLD: State
Street Global Advisors Funds Distributors. LLC. One Lincoln Strest. Boston,

MU, BZUE T 41 066 220 4053 spdrgoldshares.com

Kot FOIC Insured - No Bank Guarantes - May Lose Value

State Strect Global Advisors
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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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