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Foreword

Juan Carles Artigas
Dnriscte,
Innvistrrat Rispaich

Wialcome 1o tha eighth edition of Gokd fwesion

T anscios an this isswe lpok backwarsds and lorvarcs, Ya kook back, revisiting a framwark that
expliing what divvas gobd, and forwand, 1o So0 havw changds i the nflonad ustod S ntanest
rata ond the US delar may affect gold™s futura

Treg strilong feature of our twe foraard-loclang erticles is that we — in contrast to many
commanlators - do not baliowe that and is nigh for gold. Cur analyss suggosts that gold will
survana tho Dvan sgecties of a nsing dolar and hoghar US ratas.

A comprehensive framevwerk that helps explain gold's value and behaviour

In gur fust artche, Infevconnechions: the fachors that dineg gold, v oplan howr golins drvers
intaract wilh sach othar [s0e lable on page &) and sets out seven man factons that influence
diforont aspocts of supoly and dormand. 11 slse gres hrks 1o provous rpsoach That cowvis
wiloadun deners in fuithod didiul

A stronger dollar will not necessarily create an upheaval for gold

Berwvare of simple maxima. Evan o5 woa lock o1 the interpliry of Tactors that affect goid, i i hord to
ignose thi vesses of those wha insist that the LiS-dallar is gold's masn and only drver. Wa
ponoralty S00 a0 srvarsa rolalionship botwoon the gotd and the: dollar, but ocur anabysis Showes that
tha rlabonship s adymmaticsl, Gold prees incnass Mmoo when thon dolla wiskens than thay
fall whan the doller strangthens = and semetirnes, godd and the dollar mieve mtha samé dneinn

Tris article also explores tha factors that have resulted in a nising dollar. |1 afso highlights that tha
US dollar's ialateans i wilh gokd has changed dramatically - and s Ikely 1o shilt fusthies as we
il Dororands @ mulic unnoncy vweoild

Higher US interest rates moy not affect gold os the mnrkets expect
Cautioning spanst comman wWistdom bwice in one issue may seem & little bold. but we feal we
must spaak up. Many commaniators babave thal a rsa in real US interest-rates wil ba bad for

okl

In Tl ket sy b wronyg about gokd aod US mteres! rales, wi axplaon tha! whili we S09 a link
[high inlerast rates incroass the oppotunity-ccal of irmesting in geld), we boliove that the
radatsamohap it mona complon than A appoars - and loss ralovant than it provesushy was.

O analysis shoeans that other facion = somd positaly cormplaiod to the oconamic growdh that
oilan ACoompans rem rtes = can hines mone nfluence on gold. We atso heghlight gobd's rolo as
o oy dverselecation and rk-management potiolio a3561 81 o Llime whan $10cks and bonds ook
Ikady to defneer lovwer-than-serage Me1ums in Comng years.

Wi hap you T cur «oas and solid anabrsrs mformatevg and stmulatng. Phaase gatan touch o
¥ou hinng commonts o quoslions on ory of thess articles, You can reach ua at
investmgntresearch @ gold.org



I: Interconnections: the factors
that drive gold

Investors can find gold perplexing. It correlates positively to
excess money-supply but negatively to key currencies, and it
attracts demand from investors, central banks, high-tech
manufacturers and jewellers. Some of these sources of demand
benefit when economies expand while others benefit when
economies contract.

Complexity makes simple explanations based on a single driver
- like US interest rates or the US dollar - attractive; but over-
simplification can short-change investors.

In this article, we provide investors what we consider to be a
more nuanced, more realistic, and more useful picture of what
drives gold.

Interconnections that create gold's unique profile

Gold's apparent complexity  Gold s o global assat that 5 dewen by ntorcennoctod thomas, Tactors and makats. Thoe charg ng

should net deter investors, IPOTANCG Brrd sl oraconS of thidd QkamOonts i3 & remndid That mwiktors nodd & dynarmes

it makes gold unique. intalactul madal for tha gedd markcel. W balisve that investors should not be pull off by gold's
apparent compleeoty of swayed by single-factor theonios that downplay gold's mult-faceted
rigkdup. On tha cantiany, tha intarconnactions and dynarmesm of tha goid marnal undorpst 36ma
of thar most rlovant qualitios for inwistons: lowr conmalanion 1o olher a3401s, role 45 & Slono of
wanlth, and padarmancs dunng penods of heghlaned uncertanty.

Tnis article is & shodt-form reminder - with knks to undedying datail we heve covered in previous
papars — of ke thames and faciors that drive gold, and tha Fvestmant conlaxl. In il we covar:

* Comman misconceptions on the drivers of gold. Gold has multiphe, ntercennastod diaers.
A wi 500 1L Sanghpfactorn and US-cantne expanations ara nsky bocsuso they lad myveston to
pin thoir stratogy 1o o sorwed aubsat of many possbie divess.

* A frarmework highlighting the main drivers of gold and their interactions. Tre dievors that,
i edr v, bost eplain godd's bahasnour. W will egplain heaw thedo devvers inbaract and tha
fianiea they hava 16 gold's undidly ng supply and demand dynamies

Multifaceted gold and the lure of the single-factor explanation

In gur viewy, many treed-and-lested financial analysis modols oo of no help to investors who wan
o Anahyss good's parfamnanes. Decountaed casheflev waluisos madals that apply 1o aquetes and
focied ansorm Ao ] work 1o gold BOCaund god G003 "l dalner dandinds o misest. The
stondard vy to eveluste commodities = an snobyais of supply and demaend imbalance = does not
weork wither: white geid w atill scerce, its above-ground phyascal atock is approwematedy 177,000
tonngs (weaith & inlkon deblars].! Soma of theso stocks are not Kkely 1o come 1o back 1o market.
bt Soma of it doos tradn (reoby and gres the gobd markot its ssgadicant dopth and hauidty,

1 e Dovmand Trands: Ful oo 2014, Fobrey 3016,

Godd Invesitor | Rlisk management and capitall poescrvasion L]



Gold has ne yiekl because
it's a real agset and not a
labikty. Gold iz like o
CUITEnCY.

While the LS mvarket is
refovant, gold is truly global
= and EM demand
continues to grow,

Maryy marioal pact cipans cite this lac's of a ready-madea way to frame gold's value nd returns) as
B badrer Lo nostment. In Tact, many irvestons babivg 1hay becaasa geld has no vk, it has no
walud, Howovor, thes common misundgeratondng i meplaced, Gold hoa no yaold becouss s o
rodll ass0 and not o hatdity. Gold i bk o curoncy. The US dellar itsal daos nol hing o yiedd. Cash
daposits in banks, bonds, ele., Baka underlyng assats and aan intanast in ratem. Ona could creste
8 goid-backod bond or use gedd as collateral and thene! ono gonarate & yeld, What is true, however,
e Uhal @ mdhil Such as thi drscount-Cash Tlow 15 not viatul 1o analyse godd bicousae this
Framarangrk e limiboed by tho fact that f raquires 0350613 with cosh (ko

The lure - and risk - of single-factor sxplanations

Single-Tactor thegnes, whalher appled to the climate, elections, o gold, sre populer becausa thay
allow pdharants to tun complex preblams into Simpe onds. We have nothng against simple
rrvgchis; thi puipoge of rmuch anahydes o 1o bod complix Tactons donim inld @ Saalbin Subson

Treose that focus on a single driver when analysing the gold markel muy miss the significonce of
olher, mterconnacted facters that woaken = or even nullify = the cose for that angle factor.

Twee recurring, but limited themas: the US dellar and US intorest rates

Market commariatons wilth opinons on godd = particularly thaso i tha US = tend to alfer the
Sama oxplANEDGAS (or goling prog poasimancs and lutuid prospocts: tha US dolla’ and US
irlarest mies

US voriables are important because the US represents o brge shoe of the workd®s financisl
rarkots [making up 55% of global forosgn resendas — 300 Gold in o naing deliar envirenment. I
particul, tha US dollar has maontainad a $1reng negative cormealion wath gaid since the collapse
of Bratten Weods in the 1870, Yet, the gold markcot is truly global (Chart 1). Ematging-maricot
demand for physical geld accounts for 705 of global demand whila LS demand fo: physical gold
15 1o3s than 105 = and nat &'l of this o5 hinkad 10 imvastment, Any theony (hat rabes 1o hoaly on
US-meatnes 10 explain thi gotd prog may hing sagrificant flaees.

Chart 1; Jewellery and technology make up noarly 0% of demand s emisrging markets buy nearfy 70% of all gold
o) Five-yoor avarsge demand by secter® (b} Foveeyar evorogoe dermand by region’
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A relevant framework that presents a fuller picture

Godd investors oftan got poor sennce from madels hased on axcesiae amphhicatons. An anakss
that pnpoinis a singla cause of gold’s performance, while attractive, offers a limited
unthgistaring of & complax widbd, Futthe, focusng on ong subsel of faciors thal may leave oul
ribraind dhyndmics con skoow tha results of an andatyas. Imagend, Tor auample, & mode for ghobal
corpotte bond ywolds that only usos US Troasuwios to auplin thear dynamics = laving out crodt
condilions in other parts of the weeld or imeestcr nsk apoetite



W believe that investors wha wand @ mose realistic picture of gold's value — and rsks - have to
3o grodd in 1R rourd, Cur framsirenork ued Sovan drivers 1o axplan gobd's perfemance and
hoghiight 118 vahun 03 8 way [0 manago sk ond prosonce valss [ummormed in Table 1)

There ave sever factors we  Wo havo broken cown the drvers of godd inte ey lattors: currencios, nilationfdollation, intarest
belisve mattor most for rates, consumar spanding and mcome geowth, systamic and 1ad isks, and supply-side facters
i « Currencios. Whils goid is mo langar an officasd anchor of currancas, it has many kiy cunmanty-
fgr b Toaturds, 1t 3 8 woll-ostabshid uni of exchangs and i rades m & doop and boud
skt O particular valud 19 Imvistens & gold's nagalmn Complanon 1o th US dollar and o1h
develcped market cumencies, a3 woll a3 its use a3 & store of value in countries valh volable
forgign exchango rates. In sddiion, tho quantity of available gold stocks can only grow by e
arnial ming prediction = n contrast 1o lal curancios that can ba expandad at will. This scarcity
halps invisbors prateet MMt 195505 h pUrthasing pavwor.

Inflation/deflation, Vamsbles such fs miaticn have & profeund impact on howy investons and
consumeds vievs gokd Inflabon and inflation expectations al the local level dictate consumers’
purchasng power, dinang the decisions of whather thiy buy somathing 1odry of defar urtd
tarnodrowy, Hagh inflaton can bo dasupteas and oxpociatons of such an onvironment havo o
significont influance on gotd domand, You, bocouse gold demand is global, the effect that
milaticon has on gold needs to be aralysed nol on & country by country basis but at tha ghobal
Feval. In additson, and parhaps surpnsingly 1o some markel participants, gold perlomns batter
than olls assets bwilh the exceplion of cashl dunng dallatsanany penoeds.

Interest rates, [Nt rali ane o Koy componanl m Thi valuaticon of fmancal assets becouse
thay maasure the opportunity coat of holding cash (and high-guality ahcal term bondal ralative
1o sy clhor asset. High interest rates can ncrease the opportunity cost of investing in gold, but
tha aconomiz ewlonmants i which thay devalop also comncide with streng panods of gold
Hovaaory ard Tochnology dormand, In Rhben, global ntonpst (oS = nod snly LIS 108 = ougn
& b takan into congidaration.

+ Consumer spending snd income growth. Jewes lery, bars, cong and lechnolegical
spplications rmake up the mapnty of demand. Growth in disposabla ncome and conaumar
spondng promato purchasos of thesa peoads. As ordrgng markol ocandmeos [udhich seoowent
T sk Largost share of domand) grow, higher lovals of waalth can incroase domand fer gold.
Systomic and tail risks, As syitemec shocks and 1ol rsis” atfect global makels, imvestons
sk high-guaity, lgud assats such as gold. Thase types of avents do nat coour requiady and
sra dilicult to predict, bul they can have a devastating eflect on investors’ wealth. Gold has
s Shhgns 10 Dol inaislons Mitpata thass Kases. Inadd o, the ascumansd of systems
neaked dy strucurally changa inveaters” rak toleronce ond thoi poifobe manasgomant proclices,
and favour devarsifars — fike gold - a5 strategic components in their asset allocabon,

= Momentum (shert-team investment flows), Shor-dermm investmont flows, diven by
mamsitiem and athar tazhnecal drvans can axacarbato Ahart-Lam Mevamants in tha gold proa
= S potally i paiods whon Flows 0o largoly divvan by Hecoraged [often dematnid] Socurting,’
Wik thesa Flowws can bo & conduit of prce discoveny” and poowde g dity, thiy an not abwiys
coireloted wilh the long-termy dervora of damand and supply. As auch, short-term flew tend te
eBuse transiant depanuras on tho gold market loag-tem trand.

Supply-side factors. Tho factors abovo rakite 1o the matvations for purchasmg gokd. Oa tha
AP S o T apuateon, TR Supply usodd 10 meod The demand fed thasd punchases s alss a
fictor that can influence the gold pice. Go'd supoly can come in tha fom of ming production or
1acycled gold. All efse being equal, & dackne in Lhe supply cunve may ndesse scataly and
rosult in Buayons boong willing 1o pay moes for gold,

Trosa sowon divers intaract with cach othor through vansus channo to atfect the gold madkat
ond s prce, For axamphe, LS mtanest rates and indlation ha o Largd empacl on thi atbractnongss
of the LIS dedlar. Infaast ratas and inflation heve an smpact on eonsumas spendng and menars’
datisions 1o expand preduction. Proonged pencds of kw 13165 may inadvedianilly result ncenan
rrankirls oy ting and resu’t in subsequent contrecting, These relalionsbips are st a few
exompios that could poteatially comphicato mvoalors” altemptls [0 Baso mnealmon | Getons
invedang gobd on indiidual vanables. Further, the changing nature of the gold markel means that
thi srpedance of each devvar and intaractons amang them must be reviaited whes strsetursl
ahifty oocur

-

-

7 Thacs eeants, which can Dubaiantoly srods e capasl of s Fasmors portloks 6, o vy, prodhace portloln rebure (hat b o thes fae andd for Tl
ol probubaity diatibesteon. Doperdng cn b iledhood of theso oomurrences b, hirw lar from the contne of datazutaon they el thery are noar a3 Dagma
{Gial, F-sagena Ciol or By o) evants = whids 0 denotes siendard dew atan.

3 A Highty Brveraged Securty SSea B0 initinl payTeend that i Substandaly smalor than the undstying vl of the position. H 1ends w0 ampiy gans sd
laazsn
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Tabls 1: Primary gold drivers snd their relationship ta demandisupply snd the business oycle
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II: Gold in a rising dollar
environment

Market analysts seem to agree on two things: a strong US dollar
is bad for gold, and the dollar will likely rise further.

While we agree that a strong US dollar may put pressure on
gold, our analysis suggests that their relationship is asymmedtric:
gold prices rise more on a weak dollar than they fall on a strong
dollar, Further, history shows that the portfolio benefits of gold
outweigh the headwinds created by a strong dollar.

We also see gold resilience built on solid fundamentals,
heightened geopolitical risk and the risk-return trade-off of other
assets — and eventual pressure on the US dollar as we move
toward a multi-currency world.

The US dollar is an important = but not the only = driver for gold

i3 often easy to dacuss relaticnships in binary lerms., The ‘good lor the doller, bad for gold®
Fresoonn i3 ne excoption. A3 we hove writtan in tho poat, wo bolews that the roalty of the geid
kot is 180 oo nuanced And, in SUr R NIoN, MOns INTenss bng

Whart is good for the dofar - W agros that th US dellar (th dollar, Tod ko may contenus to mee and that Such an

i£ not always bad for gald. evwiranmant would put prassuna on gold. That sbid, we Seo The relationship batwaaen The dollar

Their relationship keeps und gokl as mote comple todey than in the pest." 10 is didfeent Trem what il ves in the 19705,

evelving and the influence 15808 or 1580 and i hioely 1o continue to change. Tedsy's MELIGBCORCMNIC BAAICAMNT B

of the dellar may diminizh. rrasrkod by unprocodontod mendatary policios, B iNos, oxponsang stock valuatssns, and doflation
ConeamS in many pans of the developed woibd. In addibion, engrging makels” influanca has
growm and we ang slowdy bul Sunely mowng towands o mulieoumency Tinascal systen, Whiks the
dollar ramains an mporiant diver for gold, its influenca in owr vievs is Boaly 1o deminish.

Vidar dousrmuriied Uy choilar-gold reloticnghip 1o Lotter understand what 1o Gepact in tha roar tarm
Cour analysis Suggests:

= Tha U5 dolar mey continue 1o nae in the neartaem, but this trend wall not Leat forover. The
dadlar i up the Mot A has baon cwar o 12-month pored sinco the 19703 This i pantiy dua to o
continuatsan of US e outparformancs and expected mansotary pobcy dicorgance
haitwein This LS and othor pans of the wearld, but v Bk tha paca of dellar Strangth wil b

constrained by lower potentiol grewth and the effacts of an eended padiod of low roal rates,

= Draspite & stronper dollar, we expect prospects for gokd o remain rasilent. |n-our viaw, goid
supphy will rermain constra ned, pulling less prassiune ch demand Lo maintsin pHces. Separately,
tha bonahits of lower od prces lor consumars miy b autwicghisd by goopehtical ital ity and
crodit gk = emargnments in whech gotd is Fvourad. In addition, ety and bond valuations
condinug 1o lace poor niskfretum profifes prorrpling imeastons 1o lock for allenatves.

= Gold's postfolio alinbules sutwesgh the atlect of & nsng US dollar. Our analysis showes that
invastors sull banafit from strategically inchuding gold in panicds whan the doliar (303, evan
UnichE CONSEVATING rSmgRions Tor gobd rplunng and Bl soonangs Tor LIS oquaties and
bonds, Within this framework, the study suggests an optimal allccation 1o gold of approximately
4% for 2 BOMO pontfolio - sintistica'ly consistont with provious studies suggosting a 5% lang-
tasm stratagic allocation.

& Tha US dolargald ralavenshep has svebvid and centinugs to d3 35 Changss n global markots
and the Snectiang of the gold markot should $often th dollars influgncs on gold un tha lang e,
Ard e the foct that the gekd price i guated i US deflars gets o bt of alkention, itz rolevance
is canrstated.

1 Gold and' ouronowes: the oveling relsbionship with the U3 dolle, Go'd brvestor, Vobere 4, Golobor 2013,
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The US dollar may continue to strengthen, but this trend will not
last forever

The dollar is up by 23% A nmng dollar = the cuirant consonsus wew = i icely for the near future on the hack of a numbar

sinee the start of 2014, yot of factors: continued US economic culperdormanca; the prospect of tighter LS monatary policy;

gold prices are merely 4% BoONOME wWiiakness m Ewope and China and some commody-sensing countines, and conl nued

down over the same leo%i mondlary pobcy in Japan, Curops ond etstwhors, Those thormos hive alieody drvien thiy

poriod, dollar up 20 3% botweon Jorwary 2014 and 20 Madch 2015 = bagod on tho Fodomnl Rogorvo (Fod)
trado-wasghted dellar inde? Histencally, such moves have ahways boen asscoiated wath Luge falls
i the g preca, yat thio gold pnca has (alien only by 1.29% cwer the sama pansd.”

Ahough deilar Sirangth as ikdhy 10 Coninus, Wi S00 Thd patd of SROFGCHTICN AL 0 Sovwi ralg than
Ehat of hr st Tiraw mneithes,

» Thip dellan his alvesdy stienglhened the most snce the 19705, Ove the past 12 months, the
dedlar has appreciated the mest ol ary 12-monih roling perad since 1973 Further, the
corrolation batwoon a 12-moanth peniod whon the dollar rmoved up by mano than 7.5% [or ono
standard deviation] and thi Subsoquint 12rmenth podod 0.1, Juggostng that alter a penod
of slrang ppraciation the dollir tands 1o revert Back to tha mean, Only dunng the ealy 19805
did the dodlar appreciate strongly for an extanded period of time. And this was a peniod in
history with dyrarmsss vary ddferent from todsy"s.*

A flaner yeeld cunvs SugEests tha pacd of scansme growth 1s unsustanalie. US sham-term
raters have boon moving up while the bang end of tho curve has follon s100ddy. The current yeold
gunsg s flatter than i has beon dunng provtous years of streng dollar rlies. This reflects less
comnction by tha market m both longas-tesm growh and tha possibity of highar inflabion down
e rosd - g & Pipe (of LAFMG 1AL oS and & MsVaned CUTGnsY - behoid bath by
suthoies and mackot commantatons.” The angomic grovah in Europs and China, amang other
ragiona, i3 partly & cause of nascent dallor strergth and i Meely to wesgh on US growth
prospacts in the future.

Trva Facl welll mova cautiously, and olovated dobt ramains a theany issua. Tho Fod has baon clear
atout th ‘datn dopondincs’ of 13 pebcy.” Such o poloy by 18 nadture nroduwses & e lag, &
TORCTANG POy b5 Pl [iKgdy 10 KODp rodl rates knwr = winthon tuin Should $tom 1h dolaes rise,
I wddition, the Fed hes vorced covomns thel exlernal weakness and dollar slrength could sl
tha US acononyy. Theugh net eenfined 1o the LIS, high leve's of publc dabt ate 26t to restrain
OA02T (A0S 1o pravort hindoding Eho capacity of Bormowars 1o rapay a5 1ha global acononmy
nghis tsall. Thi roatrast on inorest ratis should alse sk tho appracation of the dols:

Further dollar strength may bring adjustments but not upheaval

An engeang sireng dollar amaronmant deos nol necassanty resull n lurthar gedd wosknoss ahaad.
Troro are athar facions at play that wo supect 10 suppadt gold in the prasonco of & slronger dollar

O anabysus sherart that, as o iraaquantly o cass welh gold, Erctios ano compliog and
mescenoaplions are wodespread Foous 10, While o strongaer LS dellar may continue 1o put
pressule on Gokd, va considar that thene are maimy Tactors that weuld berat its irfluence [see
Intorconnactong: the factors that diive gold).

The Fad's tadeamphoed US dollar indes, whath wie ue 53 banchvrark lor the Soll, oompares e relstnrg vabup of e oL 10 0l of the ourvencees of 22
trackey pariners wsghed by the s of thau biatersl rage, Retunns computod wang P indes kevel Botvwoon 31 Decomber 2013 ond 20 March 2015,
Riefurres comptied wiste the 2pot pros of gobd betwesn 31 Decamber 2013 and 30 Masch 2015

VWl Eha LIS dlolins becanvas a fres-llootng cumency i 1971, dats fof i Fad's indsweghted US dolyr radey begera in 1973

I the Rate 197031k Fed funds rate waes bovetrg atound 15% a3 i batfed soarng nflaton. Thes 13 14 the tase boday. Whetoas in the 15703 total US publis
Bet4o-GOP was under 3076, 1t is TE tody, s thane i3 130 ks copanty of Bepette for ghar mierot rtes.

Wi aCorTe L comsbiopabuttonwood H0 1405 nvesting 2

Fedaral Reserve Masch 18 seatenrent: hinp Darew edaralreansg goviavamsn Biiprosaim 201 503080 hern

i LN U] -
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Focus 1: Myths and misconceptions about the gold-dollar relationship

Queoting gobd in dollars does not establish the relationship

Ofton, markel paticipants make reforence 1o gold bemng priced” m dollars a3 thi roascn tha relabonshio oxmts. Thads o b
main problema wath this atotemaent. YWhle it is truoe that the gold prico ia ofton “sxpreasod” {or "queted’) in dollors, it is nat
“dictated” by the dollar.” Tha relstionshep bebveeen geld and the dellar responds Lo tha position of the dollar as 2 - some would
Sy B = R0 curaney and tha affact that dollar-Basad domand [phyaical of saharsisal and supply ks on tha goid prica.

From tha demand sida, tha guatad price of any homepenous good [gold, o, and commadities] is less important to invesions and
consumeds than the price they pay in their own local curency. From the supply side, the ralativa strangth of the refevance
currency may have an affoct on producton,

Professor Martin Foldiitein of Hanard Unversity demonstrated how this works for ofl, * He 95owod that the local price of o only
mevos in relation (2 the dollar 1o refloct s move rolative to the locsl curroncy. So a docling in the doll prico of gold (fer
eamplel only atfects Lhe change of the doll relatve 1o tha prce of the local cusrency.

A strong dollar is a relative term, espacially when it comes to gold

It 5 cominon 1o talk about tha SpRECALCN of daprecaton of & cumancy il a way that sounds aimost abscluta. In realty,
CurTendid My Srangihen sganat S0 culrendees and veaken against othars, To proporty measurs tha 5mhﬂd @ Cumgncy.
Frroaters rely on indicoa that copture the rolatse strangth of a given curency eganat varicus othars ol the same tima.

In the exse of tho dollar, & popular benchmark is tho Fod's rado-waoightod US dollar indoex: (200 footnate 21 Hewwovor, this rosulis
i an indas whosa draction is hamaly influancad by the doliar’s relationship to the eure of the Canadian dellar (arga tradng
partross] whii DRy BCoaunting for tha Indsan rupHie o the Turkesh ki (Smal trading pannars).

I car vy, B¢ undecstand the relaticnship between the dollar and goebd, 1 B mens rlevant o medsure tha strangth (or

waakness] of the dellar relative to cumencias with higher kevels of gold demand. For example, tha value of the daller against the
Indian ruped veould Bo more robevant than the value of the US deller against its Conadion counterpart.

Finaneial markets react to
expoctations and, in our
vioww, the price of gokd
already incorporates the
market’s consensus view of
a strong dollar.

In previews periods of a
atrang dellar, grewth in
goldd supply put further
pressure on the market, In
elrrent TS, Wa may aven

soe supply conitract.

The market already nnticipates o stronger dollar

In our viwy, the price of gold sleady reflects merket expoectations of a stronger dollar. We alse
considar that tha upsida on tha LS dollar coutd bo brritod. Most cumarcy analysts don'l axpact
theiy ur to Fall Bodowe dodlar panty, And whill Thofd o0 Sorian aints that mday 1ger & ight-15-
qualty b0 Ui US dollar = such e a broakus in the suwo snia o1 @ disondody default of foresgr-
auved dollar denominated lcana = these evanta have often bocated gold demand aa 8 stote of
valug." Thito ane 8’40 olhar cunmoncios impartant to tha gold marood, ke tho Indan upoo that
P Wb ot intial of approciting of Uhd Chnddss tdnndnbs that wall Boody mevo ke aganst tho
doliar

Gold supply is tighter today than it was in strong-dollar years

Pravicus pericds with a strong dollar, cluatered around the eady 1380 and mid- 15503, coincided
with pancds of gobd weakness. But duning thosa years, strong supghy greavth put an sddticnsl
buichin e tha prce. Ming producton grow by 8.3% pors yoar throughaut tho pened agasnst 0.9%
ity all SEROE WA AT Tk St B, central Banks” not sabas ross by 16 39wl all athar
years siny the same figura fall by 1.3%.

Trwasa days, whie the dollar has strengthened cved the last two years, we B0 not belave wa will
500 Gold supply greas a1 1ha rales so0n duding the 19805, In recont 1oars, total gobd supply
[ncludeng recyclng] has stalkod - evon Lalling by 29 duning G 2014, In our viove, Lgiior supply
wall suppadt the gold market, and we note that

* Recysied gold suoply has been consistently Tellng and is cumently a1 » seven-yoar low —
eontracting by miote than B30 batwaan 2005 and 2014

& Mana production could el off i tha naxt yaar or £0, A% mang nal Suppdy incrassas from
PETATOnS Thot chivilopad Gunng heghar gokd proos Bagen 10 K moamgnium, !

= Whle ETFs muy prownda o sowce of gold supphy 83 they did in 2013, we consader that such a
concontratod outlhovw is unlioshy 1o ocour in the nesr fulure. As wo seo it, meny of the tactical
and speculaive inveaters in gold ETFa have el the market, lsaing moce sralegic imeston o
currant haldons. '

8 g borbed comitesherors il B0 14N OGS tate gLty Brated-an o L 400 -t Bhet-dod s fuel anadieveha 00 Puslad ool
& Feidiiein, M, The doflar and the price of od, Propect Syrdecabe, 00,

10 Gl heaping ageinst tai rasi, Oonober 2010

11 Gk D Trans, 10 3014, Octobie 2014

12 Ton yours of goid ETFs: a wider and more effamet maried, Gold Investor, Woluma 7, Soptombor 2014,
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Gold prices rise twice as
mueh when the dollar
wirakens Ban thoy fall
when the dailar
strengthens,

Gold's portfolio performance in a rising dollar environment

Historical performance during different dollar regimes

Tro U coilar 15 iy no mdans tha ondy facter that dennos gald (200 Interconreetians: the fretrs
that driee goddl, But n the absence of strong market views in other varables that influance gold.
wtrksaes hans Pocursad Thaer Attantion on Tha dollifpold relatienshep, Wi v snrmindd yars
chat hineg amular condelons 1o thi cuwimdnl dnverenmdnl and leokod o1 gold's podarmancs dgairet
hgww Tast the dolior rose and lell

Wo anshysad & 40-year pericd and classified the US dollsr returns a3 ona of thies categanios:

= Falling: tha dolar depiocatss by mora than 2% over a 12-manth ponod
& FLat: t mavds up & down 29 avar a T2-manth poned
= [eung: 17 appracates by moad than 2% owar @ 12-menth paiod

Cur ainalyais, summarisod in Table 1, shoves that gold had pedformeod bost [+ 14.9%] dunng
patieds when the doller is (aling. It has simlarly epenenced positive, albal fewer, raturns when
thay dhallar i Tlal. Conwarsaly, the gold poen has histoneally falan (6 53] in panods whan thi dol s
s, Gold procis hinad uduily gond L Mok Thar tnetd 85 much wihan tha dollar wid wisik
compangd Lo hgw much They hineg Tal'gn, on avarage, whan the dollar appraecatod

In wddditicn, gold's comalation to equities and commodities has boeen lewor than svarage in penods
of o riaing doliar. Thes bocomas entical i tho contaxt of portfeha allacation, bocauss tho dollar
Sawraamant 4 rol robiean Irom & dredrsifeen i S tandpoan

Tablo 1: Tho relatlonship betwoen gold and the dollar s not syrmmetrical: gold prices rise
twice a3 miuch during weak dellar pericds than they fall when the dollar strengthens
Avarage annualised stovstics of gold pordermance from January 1973 through Decambar 2014

Conditbansl amabyils

Full poriod Faling USE Flat USS Riaing LS§
Hanen renaised] | Bi% 4% 7.5% 5%
Wedstdty Lararrial sesd | 125% | 184% NI | 19.7%
Comelstion 1o eaubes L8 L) .18 4.1
Corvelatien 0 ommeadie) ois 0.6 0,14 007

Fafeeanos ndtes 5t the and of this acks
Sousron: Bloorribeeq, VWiorkd Gold Counol

Gold improves portfolic performance even in the foce of o rising dollar
Should imaesters koo an alkecation 1o gold m the faca of a nsing delar? We babove thay should

In prasncas stuthas wa havi shown that, owar the long run, thi optinal gold alocation in & walk
balpreed pofoba rangds from 2% 1o 109 [depanding on an wmiinors ek 1oheancal. Ims10es
wilh o 60040 postfole composition typically Benuelit from holding 5% n go'd.”

The results in Table 1 show that gokd's comelaticn Lo cthar assets ramains low despia the

d roetion tho dellar takios. Stll, wo scught to Tind tho eptimal alkscation te gold under & rreing deflar
eawirenmant, 15 balter undorstand tho implications for gold wathin a wilkbalanesd imapstrnont
porttela,

13 Wby invest in pord! Gold Ireveston, Yolumao 4, Octobes 3012



Qur analysis shows that
invastors should hold 4% in
gold on a 60,40 portfolio,
evan under the expectation
that a strong dellar may
?ﬁﬁﬁmmm by

..and they may increase
gold's allacation if they use
mare conservalive relurms
for stecks and bBonds,

W anzlysed & samp'e poiticlio using cash, US bonds, US and imemational stocks, commaodities
and gold gong back to thi 19708, alior gold bacama a froe lloatng markal. W used the Re-
samplod Efficmncy tochregue dovoloped by Michawd and Michawd™® 1o find gold's optimal
llecationbased on comelabions and roal roluma dwing poncds whan the US dollar ros 6 batweon
19% and 5%

In tha faca of strong LS collar pardormance, (old remains a walushle assat to hold in s portfolo.
Cur analysis shows that, optimally, iraestons shoukd mamtain & gokd allscation,

Fod an wveasos whose poiilobd composibon s samdar 10 GOMO (ancd roughty 8% anowal wolatiliy],
gokd's optrnal al'ecation 1s approxmately 4% [Chart 1], This o nol stabstically diffarant from
rosiils wo hovo obtsnod undor unconstrained (net-dollar dopondont) optimisations.

Tra assumplicns we used waro quite bullish for US sssets snd consorvatvg lor gold. W
s A P9 ranl ratuen lof gold (equivalant to a 6% nominal pnon coniraction based on
hestedcal datal, 8 6% roal raturn bor US bands. 10% for US stocks, 8% for diviopad-marki
stocks, and 0% for cash and commeedilies. Whils these relurn assumplions are consistent with
heatancsl results dunng penods of a rising dollar, 83 v 300 i, actual retums for US bends and
stecks an [kely to bo lowar owor tho Com ng yoears than those used fod this snalyeis (see The
mirket rmay be vwiong sboul gokd dnd US mberes! rales)

This analysis sugQasis that mmvastors would banalt fram haldng gold as a stratagee ponifobs
COMBIRENT even whan the dollar irsas, and in our view this noxt Tow years will be a tima of
aedpastrnaend e U gl mankad rather than ughasial

Chart 1: Portfolic allecation in the face of a strong dollar, and equity performance
Optirmal allocaticns ac1033 atreng dellar anvironmaenta with vorying expocted sxaet relurna
ion

§ 1

SRR EERE

$ 3

Gptimal alocaton ke rang dolar eonrenmont]

Sod UES) mloerenoaty WEAFE squty BUSequty BUSspp bonds =lash

Referoneas are btod o 1he ¢nd of the arside
Sourst Blosriess, New Fraasss Abesss Werld Gald Caunal

14 Michasd, B s B Nchaud G008 Effcanoy Assst Mnspemant 5 practond gunds 10 £io0k and porffoto apdmastion and ssssl alooaton, I sdton,

Ondoud Press, Hew Yok

15 W uzad propsrted’ relunfcd, @Dt wath Bevstirs S 1Ry relenir arvecnmams of & nond Solar We used vols ity ard gomelstion s37enates bared on
marhity reburms durig relyvant parods betweosn Jarvany 1375 ard Septemiber 2014 If diatn viere not wviable back 1 Janary 1975, we ued the knges:

vy Saniens realabls,

Godd Invesior | Risk management and capitall poescrvasion 13



Moving towards a multi-currency world

Langas todrm, thans 8 tee impedant U5 dollar dynamics that wo eonsider eritical 15 highligm
abongaide tho near-torm devolopmants. The fast i o socular downtrond in tha de'lar. Whilo the
‘demise” of the dollar hes been wrengly foracest for many years, thore pre signs That & more
balanced multi-carmancy Systen s on the honzon. The second is 1he spectra of & Wwaakor lnk
batwaen goks and the dollar,

Challenges for the US dollar
The world is mowving, In 1971, tha US anncumced that fensigrehald dollars would ng longor be convarible to gold,
slowly but in our view thareby effectrraly anding tha Bretten Weoeds system. Since then, the do'lar has floated frealy
surely, towards & rolataen 1o foraign currancos, bul gonarally has Talon a5 a host of masio-oconemic (actods - sush
muliiclurroncy reserva a3 Tallng intedest rates and 1he risa of tha surc and emarging markel curranceds - has waakenad
systam, iLs wahpir, Dispe Ui srgngthaningg veo vie Seen cwpr M pocl Uveo yoors, v bitwve Tt o

conbinuation of 1he lengar-term downtrend of at the very lossl pressures on sn uplrend wil
ol an dus Sourss.

* Tha noo of tho ronminks. Chena is currenily the wodd's socond largost cconomy,™ and its
cultancy s Ihady to pliy & Largar role in imarmational rosanes o tha fulure, Chang kg sagned
syp agresmeants with 23 central banks, and the renmanb’'s shing of crossborder recespts and
payments incraased from 2% n 200000 11% in 20127 The importancs of China on tha global
stage is not yel reflected inils cumency. It is Lioely that we will see a greater remmint footpont
baloin kang

Falirg dollor shane of g'obal rosorvos. Thi dollar's shars of global rosarves haes fallan slowdy but
stoadily (soa Chart 2) - from §1% in 2000 10 55% in 2014 - as the ourc’s share grevr from 15%
1o 22% . (Mhar currancaes e grovang too, paricularly the Canadian and Austratan dollars.
Howavar, &5 non-oollar CUrancios NCraass in their share of glcbal resonves, thal aifecivoness
i dnndrGifyng Tofiegn rosdrvied may dirrunsdh &35 thi mondlary oobaos of thinr respocinig caniral
banks become moce syncheonised. This could make gold's value &3 & divessidier in foasign
1050rves Mee appatent te cenral banks

-

Chart 2: The dellar's share of glebal reserves has fallon to 55% since 2000
Total global rcarva ass0is by currancy on & quartahy nasis
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16 INGF Color Samtrrees.
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Ro-examining the link

The gold market is moving W also poleve that there sie signs of & burgecning strain cn the ink batveen gold and the

fram Weost to East ol

oﬂhtd'o;?r::'::- of golkd. o Nos-dollar gobd domand o ned avorly Soa3itnd 10 dellar mavermants. Geld domand autsido the
U5 has ng eloaroul bnk to dollar movomans., Chong and Inci account for B0 of all gold
demand, South East Asio adds on oddnionel 9% (Chan 3. Changse demand has been a5 Ikely
1o rese whaen the dollar sirengihens as it has when it weakens.™ Indian damand responds mone
o cutrency volatility than the Toregn exchangs trend, and to culiural faciors than global financsl
eonditions. ™ Tha groswnsg influgncd of East Asm, ot only i gold maikets bt m capnal markols
gonaraly. will ot ever bul could dinunish tho ek bobwoen gold and the dollar,

Chart 3: Continued dispersion of gold demand acress sectors and regions reduces the
dollar’s impact on gold

Increased share of Asian countries global gold damnand*
Sharasd il demand

F38883%8
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gl déerdnd Tor prasildey, Bechnolaqy, Barg, comd and ETFe. reatir Thea ridhudis mdvlind Thea, Hivg Kgeg
andd Taewaan. South Eadt s indhedes Thadand, indorssis, Srgapos, South Koned, Vietnarr ard il
oot GFMS-Thamaon Ranasrs, Werkd Gold Councl

* Tha rsa of Asas as a trating hub. The trend sastward is wisibla as the glabal gold marncet evolvas
welh Assan countivgs such as Ching, Hong Kong, and Singa pode playing & mars ctve folé
Exarnphos includo the lunch of thi infermatsonal board of the $hangha Gold Exchangs; Tha
mtrgduction of the Kilober Gold Contract on the Singapare Gold Exchango; tho anncuncomaent
of & niw Wi'cbar gold futures contract in Hong Keng by CME; snd the intention of tha Steck
Exchange of Thaiand to lbunch a physical gold axchangs (se¢ Gold Demand Trands: Full year
2074, Februany 2005), This wall licoty bead 10 mone gold transactions bemng sottled in non-gollar
clltenss a3 th gotd market becomes lass & spolio-and-whaal modal [wath London a1 tha
cantrg of the evonthe-countsr maketlF" and mand o ragisnal wbelbor dxchangs structung hwith
othr Mool playng o largad rolel.

The dollar matters, but it does not define gold’s relevance for
investors

Wihila tha shoet 1erm steaagth m the dollsr may axert firther prassira nn-go&d ralunrd, &4 bong as
that strangth is moderata, gold’s poifolio benelits should remam unchallanged. Ovar the madum
taurn, demmand from the East and supply-ssde constraints may provide supacdt Lo ihe gold markal.
Fonally, im Rk borng run, we expect tho dollar's nflusncd on go'd picos to dermanssh a3 olher
curroncies chalongo the dollar’'s stance as the $0k0 global resorve currency,

18 Gofdf Devmand’ Trancts, Fud year 2014 Foberusry 20185,

19 Qo Pl pppoacch ugriata that othar Lacions Sach 0g goig o e @ilaantgl n Servand thar g roeldtang 31mongih of the dole, A jarglo togiosmon
4o Charsd i Quirerly “corumed” demand for ola and changes m the dalar i toveal b negat e ard pgnfraes relsborshp for inda, Byt 3 pedane and
eyl felatanahvg Bod Clana Ddata Brom I 2003 1 O3 20041

30 Usineg elata freen 300 vo 2014, uevterly ndae coroamar damand i on searage 107 poemss d rng moderets dalar e [ d.as the Ched) A chargs
s thes Bl dhedly wcheod il B il midean:s Bl v 28 iveioed elennaan Shr Dhad Pearunel o wlac Ehawt Wi Sondnl, dewanad svaraged 1E0e. Whibs 5
saimiple sxarrgls, e mencrs provesus Dndags that Supgest Lego Thectuatars o the ledan rupes il dampsn demand o sheewd Butpers o wany of
IFANASCE V) ey BN bt deviiaak

3N Hatoncally, Th Oen thCoUnter Martst naes baan Cosly Ted 10 tebumys on dol Sssets. In paroulyr, goldkasing wms relled on the relat onship betamsn
they enteegat i UE dolars (LIS O and thy doiler wibes that God can bo swappsd Tor in the future IGOFQ nael.
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III: The market may be wrong
about gold and US interest rates’

Many investors believe that higher inflation-adjusted US interest
rates will always be bad news for gold. We see a link but find
that the relationship between gold and interest rates is more
complex than it appears and weaker than it previously was.

Our analysis shows that other factors influence gold - including
some positively correlated to economic growth — highlighting its
role as a key diversification and risk-management portfolio
asset. This is an increasingly important role, as both stocks and
bonds may deliver lower-than-average returns in coming years.

A weaker relationship and a low-return environment

Inteest iates are tog of mind for mary evestons. Quantilalve easing measures around the globa
g kapt rates konsy, But US rates and dpactod 18 080 on tha nosr fulurg. Thi axact imng i3 up 1
dobata as the Fodorsl Rosonss (Fod) has redoratod ns dat-dopondont approsch to policy
rgarnaligation * Comman wisdom sty that hogher mipton-pdusted (roa) LS mtendst rates ore
abarays bad for gobd. Like many (actoids, we see this &s both partly night and parily wrong. Intetest
ratas do tand 1o influence gobd imasimant, But 1ha rally i Mo ompsa

Wilir eilpip Uhasrin anrde B ripdn el vty ughine LS rantends will meol b ERp bipvisstintingg alfast on
goid demand many mgpect:

* The negative relationship between real rates and gold is related te investment, but not
all demand is inyestment. Highor intorost 1318 incroaso tha aoporunity cost of invosting in
gold. Hawivar, powallocy and tochnclogy demand malkco up alnost B0% of annual phayriical gold
demand. For thasa markats, thene s an indeact positva relytonship to mlerast mlas — highar
infevast rate cycles typcally coinG de with higher economic groveth and consumer spanding.
Acddrnaly, contral bank dermand (Bpprox. 996 oof yoatl 15 Has Sans g 1o Ml rabi oyches.

» The US interest rale argument is not as strong today as it once was, Thi coss wss bl
Langaty en on enabyaia of gedd and inderest rate porfermonta dunng tha 10700 and 12805, whoen
economec conditions weta vary diffenent from lodey. The geld market is different foo
Dureatopadrmarkat gocd damans has daclnad to lass than 30% over the past decada from mora
than 50% s the 19703, Eriageng-madon domand (ones TO% por woar] 1§ 1% Sorsmn 1o US
wantdr changers, ond 10 @ griat extent rosliony and technodogy demand 5 pro-cychcal

And wee 300 two reasons why the imesiment case for helding gold ina portfoio rennaina intact

* Gold's portfelio attributes survive at higher interest rates. Our research shows that god
has boon relably slfectve ol davorsidyng investment portiolos and reducing sk at real intorost
0% i e INOrGSE FNES a0 positve [up to 4%, based on sur anabysis). Culrent Sho.
tarm LIS moal res ara stll vany Ky and far from that thrashald. For sxsmple, as of 31
Drecarmbar 2014, the 3-month and 1year US T-bils wara yislding -0.73% and -0 6%,
iaspecivety, m real tarms,

» Higher interest rates will not improve fized-incoma’s praspects. At cunan? pald levi's
bardy o Iioly 10 have brilod upsedo and, i ous i, would tharidone bo beas aolfectneg than
gold in matigating oquity risk. We beliovo thot this will halp geld domand becouse soma
invastors wall vsa godd 1o complomant bonds 0 maneging agu ty fisk and dversifying the
pariioles

1 W oragnally depourvsad the relatonsbip batevesn US real rates and goid in Sold snd LS nievest rates: 5 reslify chect, Gold bnvsstior, Vol swe 3, July 3013
and i gond rplace bonds in balanging squity reit Goid Irvistod, Wiahu v B, Manch 2014 In this artichs, wé update #nd Summands cor analyss.
3 FOMC 18 March 2015 ststemant: hip w1 pderainesenis povinewsemnt sipeossimonptan @01 503 1 8a kom
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! We originally discussed the relationship between US real rates and gold in Gold and US interest rates: a reality check, Gold
Investor, Volume 3, July 2013 and Can gold replace bonds in balancing equity risk? Gold Investor, Volume 5, March 2014. In this
article, we update and summarise our analysis.



While there is a link
between rates and gold
through investment
demand, we believe that
gold remains attractive at
higher interast rate lovals,

The misunderstood argument that US rates drive gold’s
performance

Higher interes! rates can have complex effects — both positive and negative — on investors,
households, corporations and governmants. Despite this complexity, many market commentatons
seam 1o have agreed on cne poind: hagher US interest rates will be bad for gold.

While thara is a Enk batween US interost rates and gold through investrant demand, wa balieve
that gobd remains altractneg a1 real rates that are much higher than current kovels.

The US rate argurment is not as clear cut as some believe

Chart i3 a koy oxhiba for thix caso that high US rates dive gold's perfermanca. It pits the US
real rate - measured as the 3momh T-bdl interest rate less US headline CPLinflaticn - against the
gold price (U5 dollars par oy ounce.

Adherents to the sirong interest rate effect on gold argument point liest 1o the cluster of shaded
areds 1o the left and night. These ane the gold bull markets of the 19705 and the last twehwe years:
poaniads whan US real rates wera mainty low of negative. Then thay paint to the lang fall in the
goid price: from its peak in the early 1980 through 1o 2001 - a time of positive and often hagh real
U5 ranes.

Chart 1: Gold is typically assumed to have a strong negative correlation to US real rates
Gold in US&oz virsus 3rmonh Tbill rate minus haading LS CP

1973 17 1581 VS 1563 jbooc] a7 et 005 e ] 013
i Pealraio bbs, 3maCPT Megathorealmatoperod  —— Real goid prco ey 5013 USEhr)

Rofonencs notes 400 Ested ot the and of this amice.
Souren: Blsombern Thomson Rewten, Wld Gead Counal

The chart kzcks compelling until one realises how different the economic backdrop and the
structure of the gold markal were in these two pariods:

= High inflation/low inflation. The low-te-negatwve real mies of the 19705 comcided with high
ard nising inflation., Yot the kew roeal rates of the 20005 [arring twe apisedesh winn in poriods of
b vanos of intorost - and low inflation,

* Strength of the US dollar. In the 19708 tho US dollvr facoed maiod fortunos snd a maedest fall -
& contrist 1o the protractod docling of the US dollar over the st 10 ywiars of mong,



The infleence of US intorost
ratos e emall comparod te
ather fectors that affect

geld,

* The role of US resd rates. Forward and futures markets that sprang up in the 19560s had &
strong hink b moverments m physcal gobd and geld prces. Emadgng markets ane now moa
e ant 10 th ghobal aconomy, A thiny hawe rsen, the mliuance of the US dollar and 15 roal
rterd hag weanod,

+ Supply and demand. Gold's supphy-and domand piciure hao changed significanthy. Emarging
markats aro naw by ditdors, making up 70% of annual domand. Minoe produsten, unlbe dunng
iha 19603, has bean slew to nise [and possibly headng towasds a conlracbonl, and it is sproad
findly gty SEross Contingnts, Furthd, contral banks that 500 geid from 1h Gary 19605 1o the
Lvter 19303 are row, o o whole, nat buyens,

Crur analysis shows that the US rate’s influence has diminished

Govon the dfferance batwosn today and tho 1970 and 1880, we docidad to take a closer loo'c at
thes diata. Wi ra-astmatad tha gald pree maodal that Oxlord Econamics devalepad fer us in 2011
Trr o anaiySed; 118 CONtBCtng Wandeay, InCrimantally dropeing ohdar Cala quanarty.
quaier, and 2) re-astmaled ti parsmebes using o 15ear moving window,

Troe reswits are zhown in Chart 2. We Tound that whan the dstasat excludes the late 1970s and
carly 1580s:

o Tha US roal rate has no stotistical ssgrilicant relationshop to gotd prces once o1nher vanables ane
nkon mig dccount. Its s1abs1cal signadicancg drops to choso 10 2ere il ostmated Trom tho garly
18805 until todey. Othar vanables have shifted significance, but only the real rate haes lost and
naot regasned its significance.

& Tha U5 dolar has had the mest persstant ssndancs a5 b negathve ool lcant, bul that
iratcnglap may be gvohing (soe Gold m o siovwerzmg dolr anvirgnnent (o1 o sumimagny of our
gutleok on gold and the LIS dollar),

Chart 2: The influence of U5 rosl rates has receded over time, whaother estimated by [a) removing past periods, or [b] using

a meving window
a) Significanea of model vanables whilo remaoving past potods {b} Sipnificanco of mode! vanablos using & 15y rallng windew
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Raferencs notes are kated at the end of ths artsdh.
Lonpoe: Blosmbeng, Workd Gold Coural

Feafarencs notes ane kated ot the end of thes artachs.
Loaroe: Bloombang, World Goid Coural

2 For maone dotals on the Chdord Economics el on goid, soo Owdord Economezs, The impect of nflstion and deflaton in the case for goid, July 2011,
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Devefoped market denrand
is a fraction of total
demand,

Changes in gold domand have reduced the influence of US rates
Tr supply snd demand rrakeup of teday’s gold market undairmings the “US rate is key'
-

Irnsastmiont danand logs consumar dormand, Tho fasyoar iworsge of glebal mwostmaont danand,
including axchange-tradad funds, is 32% (Chart 1a). Consumer demand makes up 59% 459
from pereeadiary, 10% from technologyl

Eurgpa and borh Amanca account for only 179 of total gold demand (Chant 1b) - snd of that,
oy GO 1 bnked 1o investmant. YWhils tho i and rosch of US and Europoan mvostaemarkets
oee Bholy Lo cotert o strong influanca in short-lerm pricing. in our view il 3oema unlikoly that thess
two markets are the scle arbiters of gobd pricas owar the 'ong run

S pvallony dormand is ralatnaly iInSesnadnm 1o intarest ralas. Inde accounts for 25% of annual
o comana; Goonomaing anatyss by Dr R Kasvian found thit th |rdadin ioal dopest rate had "ng
stotistically significant effect on [deamestic] gold demand”

Technology dormand is pro-cyclical and citen pesitvaly cormelated to inlerast retes. Highae
domastic roal rios sre often consstant with imgreving oconemic hoakh, which spurs dormand for
gokd in industral and tochnsiagical apoboations,

Fradiy, w the ke of the 2009 financul ciesrs, contral banks have shilted thar pacaties back
bovednchs risk mitipaleon versus seaking yeld. In our viewy, thiry ane likaly to conlinge baing buyars
of gobd, desgite ilenest rate Mdrements.

Chart 3: Jewallery and technolegy make up nearly 0% of demand as emerging markets buy nearly T0% of all gold
{a) Five-year avarage demand tey secter {b} Faro-yaar mvaragn domand by regeen [excludes cantral banks)

i e subooont nerd 236
mrsater Chira (24K}

Jerwbeny O] m Wy Eastd 10y
i Tochreogy (105 mSowih Fased S 0FE)
mirsvestresent GFL) Onher EMITED
. ks BE] m Europs (10FR]
ik ’ W Hgrth Aerebecs (7796]
miapsnlEn]
Oihen {115}
Rafaronod notos dra bated ot the and o thi artiky Rabarerad rotos ond botod ot tha and of thes ortsla.
Bomari: GFMG-Thorreon Redtens, YWorkd Gold Coungl Toroe: GFMG-Thirrdon Révter:, Warld Go'd Cownil

Gold remains a valuable portfolio asset even if interest rates rise

In gur vierwy, the influsnce of LIS real rates on the gold price may be fading = and we don 't 3ee il
goang back to what it enco was. Yeb, what il wo wero wrong and tho gold pnco reapandad te US
irtorest mtes as it did in the past?

Fonndl intsnasd ratod ard ond Tacted that infludncds gold prcdes, but thie raal sveastmant valus of goid
5 03 comnbution to portfolko pedormancs = a key considaation whan investng in gokd

Aninspection of the trajectones of gold durng high US real rate environmeants shows that thera is
i lpar=cut pattiin (Chart 41 Geld foll duning the rmad and Late 19804 [second and fourth bosos n
they chart] but ahowod resibonce in the cardy port of tho docads end tvon 1080 dunng thoe 1935 te
1587 pencd. Soparately, the penod between Qotober 2003 end Qctobor 2006 savr US roal rmies
rocsin Trom e lavals = nbgatneg 1% 1o slmost 3% - yat gold kad & comulative raturn close 1o 60%
i thir pisad. Thes SU0GeSLS Rt athid mbcit doonames oF furddlmantal Bctons and daminant: i
15 aifagull Lo Sahparate thi inlluencn of roal rates friom those of the US dollar or inflation



Historieally, gold has
porfarmed well in periads
where real rates are
batwaeen 0% and 4%.,.,

Chart 4: Gold's relationship with rates is less clear when viewed in the context of other
drivers

=

078 & 0re] hral 1531 Eb ;g 03 500 k1 po= ] 1957 N0Eh VD 1
Higs pesa] #ane gose et — G — Gl LIES Ieatan

Halprencs notes ana lsted 81 the and of this articks
Sourcd: Bloormbang, Workd Godd Counal

Wi used a simple regression analysis twith durnmy vanables to represent different rate
amdironments) to explora gold's portfelio parformance. Thesa US real rate envirohmenis ara
defined as follows:

* Low (<0%): roal interest rates bolow 2ero
* Moderate (0%-4%): real intorest rates batween zero and four per cant
= High [>4%): real mterest rates above four per cant,

We analysed retums, volatility and comelation to global equeties. All data cover the penod January
1975 1o Docember 2004, Table 1 summanses the key results for low and moderate inteqest e
arvirenments for mone dataals see the Appendi 81 the end of this articlal and Shoners That:

+ Gold returns have been positive, an average, during periods of mederate US real interest
rates, While historically the gold price has increased the most during pericds of negative US
real interest rates, gold retums have been positive - albait lower — during modarate real mta
pafods.

Geld is better ot reducing portfelio risk during periods of moederate real rates, Gold tends
o expenence lower volatility and a lower comralation to global equities dunng pencds of
madarate real rates relative to periods of kow of high real rates. This helps gold better diversify
risk and reduce overall portiolio volatility.

Table 1: Positive returns with low volatility and correlations under moderate interest-rate
conditions

Arrained mdn thdy ritums 17.0% B3 1]
Ancuaited volasity 0.5% T Yes
Corratation o ghobdal aguits .08 il 1 Yiaes

Computtions basad on manthly rtung relatems todidferana US resl rite arvironmaants useng dats batwasn Janaicy
VT and Decarnbar 2004, Additional referercs nobes ot the end of ke article

Spuroe: Bioombeng, Workd Godd Councl



...and it remning a valuable
portfollo asset.

Given lower-than-avarage
expected raturns on bonds,
optimal gold allocations
may even be higher,

Bonds may not be as effective in balancing equity risk in a rising
rate environment

Hustony shaves that gold 15 stll & valuabie companant 1o pontfoliog of meestors undaer a modadate
real rates anvironmant. Inour wew, howesar, gold can do mone than that. I could help inwestons
balance poiifoh nsks in 1he Cument SooNOmMIc BMAIONMEant,

US 10upaar bond yiehts are lowir 65w wiite Than thiy wone of tha beisgirourg of the yoar (¢ 2.3%
w3, 3.0%), but thay remain ¢od0 1o theer higtone Keeed =with [tihe 1ogm te fal, 11 $e0mid unlivaly
that investors vall cbiain the sama leval of returns from Bonds as they did over the past two
dacadas, of by aokely an tham o maat kabd (s and resch lang - terms siangs goaks

Bond heldings in the new fixed-income environmant

It gpar Pl nocgnt rinoiree o Lards, Can qok! roploe Bonds i balacing equily it we
d-acussed whether investors should use histoncal bond-relurn assumptizns in forvmed-looging
stratageas. Wo comparod the alfoet that axpocted bond rolurns - histonesl and ciamont — had an
oolirndl geid holdings.

Wi have anahrsad the olect on gold as bonds broak keoso of lang-term assumpleons. [n our visw,
Eheiry kit wall i oot riturnes thain in Ehe previous bvo decades. (W summaise these
sssumplans in the relerences section al the end of this articla ]

Chart 6 (rapioduced fram Gald m the ‘Groat Astabonl' uses & broad 2o of porfako assms to
praduce o reafistic regressniation of the increments! optimal allccoticn to gold o3 proapective
bond returns are ratchoted dowmvoeds.® Real retuen inputs Tor US treasunes wore 5.9% for
hestoncal, 2 09 for stratagee and -1.0% lor tha lovweyald catadonss. It sheavs that oplsmal
allocatons fod gold ineroasd whin 0pocted bond rlurnd and lavarod. Gold holps soth 1o
dovrgily o per lodio sod o mainkain ke poetfohio volatility.

Chart 5: Reducing expected bond returns significantly increases the optimal weight that
gold should have in portfolios
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Ratieonod notis ans ntad 81 thi érd of this afiod
Sounce: Bloor beeg, Werld Gold Counal

& L gold repleos bordls nbaencing equity rab? Gold levestor, Volames b, March 3014

& Gaold i the ‘Great Potstion’, Gold brssstor, Vohewe 3, Aprd 2013

6 Theso rchubed Cash, reasurns, inlatondnied bonds, haghegrace bonds, boreign bonds, smal and lege-cap U5 eqruities, other dresloped mmarkst squites,
i g raried st ot ASITS and gonremoditms.
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Stock valustions appear

expansive

by some

Chart & uses a smpler - and unconsirained - sal of inpuls o the US: bonds, equities, cash and
gokd. It shavrs hov tha optimal gold allocation shdts acress Lhi curv 53 wa sdjust bond ratuins
dowe 10 currem rodemplioneysald kot

T colurravg madsuto Tho incrasod e = rangang from atout 1.1x 10 ewor 1,5x at tho heghor ong
of the partfobo nsk spacirum. The knas in the chart, indaxed 1o the start, show the changa in
cotirmal alkacaton Curvas: &3 Wwe go above an B5% porfolio sk lewal thi incremontal optmal gold
alloGotion oS Taslin, assuming ralums rpeesElalnng of this Cuint mergnmint

Chart 8: Lower bond expectations increase oplimal gold allocations across all lavels of risk
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R ool Nl g e1ad 31 Th énd of this aice
Saurca: Blotrribiag, Weortd Gold Caundal

Equities’ prospects do not offer investers much comfort

In 2003 lowe bondynelds and BOTar sconomss santemant shadled meoston” foous towards eoulns,
Tho “Groat Rotsticn” saw irvaatens sook sources of incomo poyond bonds as oquities cfiorod
dwidends and growth. US equities have grown at 17% o year since thair Masch 2009 lows, with
thi quantitatess aasing sprngboard kng tham way above 1ha leng-lam svarage of 6 5%

Irrvastors wiho move liom bonds 1o egquaies hope Tor long-tarmn parodmance, bul sevwaral
RIS UGS Sggust Lo s that eoulas ore Tkdly 1o undirpei o Uhdsr langelanm averags rdum of
B.E% por yoar

» Professor Robect Shillee"s well-knewn CAPE {eyclically-sdyusted poce osrnings) and subsequont
wenape 10yos oguity podlormanc (oonsis lon? Moan roveien in valuatons) has resuliod inan
b Subaoquint real fatuin of just 2 8%

s A sample equation using the CAPE for an oxpocted relurn yeolds ¢ 3. 6%

» Arnp andd Borndlein's approach, o5 dotoded by o P Morgan, propeses about 3.7%-4.7% roal
ratuins Tor aquities ovar the coming decade.*

Tnosa foracasts may soem a ke ovarsimplified, but thay agiesa that eguitios face a challanging
eviranmant. W take no pesian on fulura growd b but have used thase estmatos 1o gauge the
offoct of o rocolibrateon of equity prodpects o0 o0 oplimol aRocaton te gokd [n ing vath thoe
pdjustmants we made 10 bond prospecksh

T e Basamaniunds soavindoaps hire. Squotesac 106 ¥ 16/ Curent CAPEFIA0K & gument davidond yesld, whans 16 = bangaarm weeags CAFE

eocchuding the 1565 dot-com babbie

£ JIP. Woman, Long term cogrital marked rofum sssumptons. hifps:ism prongan comdednsttutonal 1 872 Bowea 2014 ful
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Gold's attributes
can bamelil invastors i thiz
environmant,

Addusting bond returns shifts gold’s a'location curve upward. Adding the outlook Tor equities
[Chart 7} moves if lunthe, Trom 1.5x 1o 2.5% tha base case allecation. For all thidd 32onancs wo
waed gur standoed roal expected roturn of 2ere for gold, Conalations ond volotities m the curnont
ocdpastingis wione based o0 10year hstoncal ostirmates, Thasa wane highor and shghtly positag
for gold's volsbbty ard corra'ations and panalsed gokd varsies tha long-aem inputs. Importanthy,
thise austere assumplions dented gold's partiolo bonafns caly a linte.

Chart 7: Investors of the view that equity valuations are everextended may need to further
increate their gold allocations to manage portfolio risk effectively
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Thosa examples show incramantal allocations to gold acioss the sk spectrum, which grow as
Poticg 3% NSroased, pamculary abave an 8% portloe ek vl Thi allocations arg
unconatrpnied, and thay heghlight the impbed mcrsadng ratio for gald in the portholowith adjustoed
rirluene

W weo add consinints to the scanane - altor all, unconstrained assal allacateon is unusual - and
ugd & srandand GO0 Gqu hrbaond Mmoo with SUALOQHE INEUNE, wir got dstimatds of optmal gold
MOCHTICNS hat ard COnGESIENT vislh our proveous resaarch, Thiy rangi from 5% 10 6% fora
mepcheal sk podiiobe. As v reduwoe bond relurns, the oplimnal alocalion bo gold rses an
additonsl ane pancentage padt on sverage. A further sdjustmaent 1o stocks on tep of bonds raises
they ol pllocation by 2.6 porcontago ponls reatne 1o tho kaeg 1o Siratogs hew.

Furalty, wo cousminesd the effoct of lveer (negatve] expectod ratums for gold on optimal wasghils,
Wa found that even under tha assumptson that the real gold prce would 18 by as much as
2 5% par yaar - which would imply not evon & nominal gain - oamal gold allacations increased.

Wa sae this s a leslament 1o gold's quality as a devarsder: i3 value kes in how il baheves relatve
b othar 033018, DL Justin 13 pood porfcemance,

Higher real interest rates will require new thinking

W belevo the re'ationship botwean gold and US inlerast rales 5 mord compicated than it frst
apposrs, Thi arguenents about tha mpact of nosl rétes on gold no lengsr apply in today’'s lovebr
folurn markals,

When rates do move investons will have Lo rethank their pedtfelio stategy. Gold. inour view. is
kaly to ba part of the solation for rrany irmeestors. Our rasesrch alss shows that gold has baon

Guatd affactaD &1 drvorsstying nnviasimdgnl poaPohos and nidud ng o1 moal miees es of up
i 4%,
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Appendix

I thas 2g<tean, wod disouss in moss detanl thr results of our analyss of the parformanca of gald,
danding thom inte theoo soctions: godd rotumes, g velatlity, and NS corrciatson o atocks

s} Roturns: it is difficult to separate the influence of real rates from other factors

Batorer, wen showw tha avarage ralurns batweaen Januany 1977 and Dacammbar 2014 for tha thees
Tl NOTESE rAte GNINOnMants undor conskdoralion, a5 wall as in panods whane US real intarest
ratas wbed faling o nising (Table 2]

Gotd™s baat raturns 11,5% momblyl Socumsd dunng ke real rate smargnmants, companied to the
weorage manthly return ginge 1975 of 0.6%. Duning modoraio roal-rate ervirenmonts the return
wars 0.7% — broadly m ling with the \ong-temm svaerage. Hgh roal rates, unsuipasingly, lewoned
ranthly rgluems o -19% . Tha analess also shavws that gold relurrs &ne kywer (DUt posineg) undar
fising roal At nnronatinS (0.39%] than thir and undior falling oS (D.8%]

Cur analysis suggests thet: 1) on'y gold returns undaer Taling o lowy inlerest-rafe envaonmaents ale
antiaticalty ddferant from zere; and 2] genodally apeaking. gedd’s retusra under vanous intenast-
rata envisnments ane not statisticalty ddferant from its fonge-larm Searaga el undor a high
ridl FALG GO

Table 2: Gold’s return is higher (but not significantly] than its long-term average during
low, moderate or falling rate regines

Rl iata lewal

Long-term

Movage. rEcnibiy rebiEn | 8% 15% 07% | 0% | o8% | 3%
Erandard ereod A 0B 4% 0E% 03N 04N
Coatstcalty different from
o | ] Yies 23 | e | ed Ha
Sratn bty dffgron frem
bang jamn? g -] Pax Yes M Ko

Refirinod notis ¢ le1ed 31 tha end of tha abce
Gonarcd: Blodrr bieg, Werld Gald Coundld

b Valatility is significantly influsnced by the provailing real interast rate regime
Wao axamingd gold's volatdty undar the thrao real intenost-rale regimas undar study (Table 3)

Tl 2oL av0ragd 100 thg Sor el i3 17.3%. vath Koandr volatity o maSeatd rdak-and
ewirgrumanls, W found higher volatility undesr both highate emvieoments [21.2%] ond lowerote
eveircnmants (20.5%). Thia i probably dus to higher markel uncertainty (o asen during the loat
Poww yoars) or hegh inllation (as oxpamonced in tha Wtoe 1970:]. Yot the velatdity estinrabe Tor tha
Fugh In R0 a0 dfnvircnmdnt s il Statsbeally difforam from gold™s leng-tanm weldnty. In
pddition, goid's wolatlity has ha'd ot arcund 1 7.4% dunng beth fallng and risingrate
ewvwirgrmants, It oppaears that the ‘leve!” of rates is more strengly associated with gold's volatilty
than the irapecicny rates lake. This rmekes sanse. The directaon in which inlorest rates move is
unblooty 10 mnfleescd a5s0t volat buos unloss the mdavamon? B unaxpectod, fas! or soatle




Table 3; Gold's velatility is lowest in a moderate real rate regime

Real rato kvl Raal rate trond
Moderate
Lang-tarm Lews |<0%] | [0%-4 %] Falling Riding
Porgrag. vty 173% 205% 14.1% 21.2% 17.2% 17.6%
Standard danor 1.0% 21% 1.0% 2% 0% 3.3%
Seatinticaly dMarent Trom
Long termn? - L] Yoz o M L

Rolesonce notos ane fstod a1 the ond of thes aticka
Saeaicey: Blocmbang, Wild Goid Coaundl

&) Correlation: no clear link between real rates and equities-to-gold correlation

Wi havo documantod gold's uniquoe conmalation bahaviour a1 length in our resparch and hive
found that fewr comelations ara genarally constant over tirme. We found that gold's correlation with
equities is genarally asymmatrical; faling equities often lead to a negative comelation with gold;
rising equitios ara often asscciated with a zero, or slighily positive cormelation,

At liest glanco thafo S00ms 10 bo no ConsiSLont patern, Yol thore i5 S0 Conargence over
shomartorm raturns botween niskior assots as uncomainty pravails and fower factors dinvg assot
raturns, This is somothing wo have seon dunng soveral ponods in tho st fow decades (Chart B

Chart & The bohavieur of gold's correlation to equities under various real rate
environments is less obvious
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Table 4 details the rasults for correlations batween gold and global equities during the three real
rate arvirenments

Irv @ PedOraty roakrato Gnvironmant ConnElations B Closo 19 2o and 5!:-{]"11?,! TGRS, Mol th
LA BTG ol 0,03, This bongptarm Cormplation 5 0 koy dimvar of gold’s dnorsification bonolins
D-.I!'Il"lg rogdarata realk-rale amaronments gl:llﬂ has awven axhibited & ﬁlll!_]"'l'lf‘.' nagatn'a cormalaton,



Higher real rates. can increase the oppeilunty cost of investing i masy sssets, stiflng invastment
and suthing down valuabions v the discount rate. Histoncally, the U3 dolar appoars 1o have
payed o large port n thed; hugh mtoreat rates dd rot prevent gold ond egutds Irom rallying n
targdam i the mec=12805 a5 the broad US dolarindie: fol|, But even thon, an iesordgo comelabion
of 02 [as seen undar high rea’ rates in this panod) s a1 low, relatve 1o typical comalat ons
Batwaan 40uTses and olhar assaty

Table 4: Golds corrolation to equitios is lewest in a moderate roal rate envirenment
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Chart & Lewar bond g tisns i ptimal gold allccations airoes all levels of risk
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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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