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The gold price is up so far this year against analysts’ forecasts.
Gold investment gets most of the attention, but market
fundamentals provide a balance for the market. Gold is seen as a
valuable hedge against market risk, yet can also benefit from
GDP growth. We don’t believe interest rates will rise notably in
the US anytime soon or that they'll have the devastating effect
for gold many experts predict. Finally, we consider that the gold
market is structurally robust to support its long-term growth.

Gold is up, defying expectations

As of 20 Dctober 2014, gold was up 3.3% for the year amsd recerd low volatlity [(Chart 1), s
year-1o-dale low was just bedow USE], 20000z and reached a high i U531, 385%2. The fact that
the gold price has been abive its 3001 3-end price Tof a0 but ted diys 1hes year has delied
pradictons from makel analyats [wish wane generally axpacting lowar phces citing nvestor
sentenent and sironger emr»{:-'n:::-urwﬂl'd.

In gur dnvastment Commantary: 2003 reviow and 2014 owtiook, wa explained wiy we didn’t
agres with such views, As we 584 it, tha gold pice already incorporates expectations of Fed
lapaiing and manatary policy normalisation. In addition, most bearish views weore basaed on a US-
contic undarstandng of tha gold markat with a heawy smphasis on rvestrment demand and
maullicient appreaaton of the balsncing eflect thar consirained supply might heve on the market.

Chart 1: The gold price has been moving in a range for most of the year
Gold price based on thi London PM Foc and its annualised 3-manth valatility
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Economic growth... or not

Gold anabysts may have been influenced by the bullish sentiment around sguity markels at the
egirnirg of the year. That, as many irveston have sitested Trsthand, has mot praven scourate
either. European and Japanese equity markeis are down. US stocks afe up by 3.5% (20 October
2014} - wall below expactations and nat far off from gold's year-to-date retum, According to soma
markat participants, aquity valuations appear expensive while the low volatlity envirenmant has
made buying portfolo protection attractive, ™

So, what doas the currant ermaanrment mean for gold? In our waw, 1here ane Tour main ressons
mvastors shoukl view mannummlmmmmm

* Positive economic growth is supportve of gold's leng-term demand

& Risirg intarest rates do not necossarly push gold prices down

= Gold's cost ellectveness makes i an aiiractive ponfelio hedge companed 1o other sirategues
# Constraints i mine producton and decreaseng gold recyching have kept the market i balance.

Mot all gold demand is counter-cyclical

Imveston recognise that in times of cnisis, high quakty, baud assats such s gold are in fegh
damand What i less undarstood is that the majanty of gold demand i3 hnked (o consemplion
and long-term 2avings, nol 1o speculative investment. As an econoamy axpands, inGomeas grow
and gold demand incresses — counterbalancing short-term irvesstrnent flows, In tum, thes pro-
cyclical nature of consumses demand and countar-cyclical nature of investmant demand make gold
an affective drvwersifier and a valuabla portfalic component,

As wa discussed in o mosl recent issue of Gold Investor, a 1% nersase in global real GDP
mcriased gold pwellany and alectronic demand sach by an average of 5% - haldng all else
equal * Thes phanormenon is particularty apparent in countries like India and China, whene dermand
s closaly comelated 1o increasing wealth (Chart 21.To put this into perspective, consumers and
nvestors in China bought maee than 1,200 tonnes of gesd in 2013 alane— 20% mcre gold than the
curant combined gold holdngs of all LIS-listed gold-backed ETFs.

The relatarship batwean GDP growth and gold & present nat only in emerging econamies. In the
U, a 1% mcrease in real GOP fts jpwellery demand by 2.3% - all elss being oqual. Ths is
ceainly nol negligibhe gren that consurmer dermand jewellery and electronics) in the US makes
up 50°% o its annual gold demand — even when gold-backed ETF dermand is inchuded.

Chart 2: China and India’s appetite for gold is closely linked to their rising incomes
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1 Fwnca Times, Mackets: info uncharted waters, Ociobor 2014,
2 Blackioek, The st clvig aidol ciss, Juse POR,
3 World Gobd Counol, The gresatly dividena’ how msng GOP iifts golt' consumer demana) Gold Imesior, Volama 7, Sepomber 2004
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Rising rates may potentially boost gold's appeal to investors

Comantional thinking sawys that highor resl {inflation-adusted] US mtorest rmlas are ahvays bad for
gald. Like marmy consentions, wis oa this as parthy night, panly wrong, and urhalplully ssrpliste
In prensous editons of Gold investon we discussed thal gold can rermain SUractinege 10 invastons al
higher rates, and thal - parhaps counba-imulively - irvestons who expett rales to ke shoukt
mowva ponfolio assets from bonds to gold **

Our anabysis {500 Table 11 shows that in a modemie-rate anvronmant (real mtes of 0% 1o 4%)
nominal raburnes for gold hava boan owan shighthy higher than gald™s lng-lem average of 8%.-7%
par yoar. Howevar, gold's wolatilty has fallen and has stayed significantty lower than that of
aquitied, in addmon, gokd's kew Comelaton 1o global equities - ons of 18 key dversdication
atinbutes — has remaned close 1o 2ef.

Tabde 1: Positive returns with low volatility and correlations under ‘moderate’ interest-rate
conditions

Conditional ronthly retums based on vanous real US nterest rates scenanas (197520131

Anrasalised rronthiy retuen 163% B3% ]
Anrisaloed valatdny 20 5% 1% s
Cormplation 1o ghobul squties [l Eili ] Yad

Irmeraan ratech Baded on 1-pear T4 Inflation sdpatment wing CF1
Sourco: Bloombesg, Workd Goid Councd

IF rates rise, we contend, gold could sensibly replace bonds as a balancs for equity risk. Winh LIS
risal inlsrast rabes & histonc lows, thay cannal Ball much Turther and, consaquently, bond prices
hawe hirited upsida. As such, bonds are unbkaly 1o gnee ineston. 1he nsk bufier they peowided
ower the past 20 yvears whan rates had further 1o fall

Qur analysis suggests that if invastors axpect real ratuemes for 10-year bonds to be approdimataby
4%, gold should compnsa 5% of the porticha, Howevaer, if investors axpect bond real retums fo
rarmain arcund 0% - dasa to where they ars naw - the optinal gold holiding mees from 5% to
raughly 6.5%.

Histoncaly, only whan real interast rates are rmuch highar Imare than 4%, have gold prices
histcrically tendad to fall, while gold's wolatdity and correlations increased relative to thes long-
tarm avarags,

US interest rates are no longer gold™s key driver

The argument that higher US rates push gold prices down can be summed up as folows: When
interest rates rise, the opportunity cost of holding gold increases and investors are loaly to move
avvary frarm gold, While this is genesally trua, There are two limitations inharent in thes view. First. it
axirapolates the influence of interest rates on ‘investment’ demand to ‘all’ demand, leaning cut
consumaer demand. Second, it assumas that US mtarest rates are a praxy for global intenes! rafes

A large paition of gold demand (58% 1o be precise) 8 linked 1o consumgion and net negatively
affected by higher inerast rates. This pan of demand, a8 we explained before, is in fact pro-
cyclical: it increases when GDP mcreases, a situation that genarally coincides with rising inerest
rates. In addition, monatary tightening/easing cycles differ across regions. Even if tha Fed were to
Eft interast rates = which wa do not expect to happan anyima 5000 = athar countries with a
strong affinity to gold may maintain or even lewor imtarest mioes

World Godd Council, ol and U5 inderest rades o realify oheck, Gold Invesior, Wolera 3. July 2013

Werkd Gold Counal, iy godd ripdics Boncls in dalancng equity ek ¥ Gold Irveston, Voloma 5 July 2013

Thea Sty st korg-tesm Feanorical NEMUMa b deteeming optemal gaid hoidings in & Stardird BOMD portlohs 150% of RISE0S in G315 ahd BTt
asses, $0% in bonds and money mankes] under diferent bond-otum soenanos. Ve assumed & Cconsenatie 0% red eium for gobd throughout thes
e, wel balow ite kng-leem sverage. A Righar axpocted rotumn for gold would mcreasn s optimal weight i o portfolic, Oinfy o long-term supoched mal
firtumi off -2 Swvoukd vt Basch b5 0 5% alocaton in gabd whie iduming 0% neal ietuing lor gaid
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Tail risks are hard to mitigate and harder to ignore

Ir additian 1o the loss-reduction during panods of crisis, aikrisk hedging gives invastors hwo othar
disting advantages: opportunity and confidence. Tadnsk hedgng can be wiswed a5 & dafensne
stratefy — akin 1o buying nsurance - but many expens comend that it is & uselul, proactive
stratedy for the long term. In addition, the best bme 1o buy portfolio protection is noet once a tal
evant has unfolded but in anticipation of one. A ailrisk hedge is dessgned te give mvestors a
source of funds durng market turbulence, alkowing them io take advantage of oversold and
mispriced asseis.

Thie current low volatdity envirenmant has rrade many portfolio hedges “cheag™ 1o buy, but that
doesn’t rrean that they are inexpensive 1o hold, W recently analysed and compared muliple
mnvastment vehicles commonly used as tal-risk hedges.” Gu research found & compeling case
for gold as & valuable hedge. It s cost-eflective, aasy to obtain, and has a wide range of
applications

The taskrisk hedge charactenstics of gold are nat of the magnitude or precision of dedicated
hadges swdh & VIX fulures o credit-default swaps (Chart 30

Chart 3: Gold and the VIX typically go up during periods of crisis
S&P 500, gold 1USEcel and VIX raturns dunng panods of systomic risk®
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The banafds of an allocation 1o gold may balanco what you lose m foregaing a dedicated hodga:

# There is no counterparty rsk with physical gold

* Gold boasts wary high liquadity @wen when supply i constrained: il is a scarce asset with bmited
mirsr production growth but gold is widely and readily availablo

= Litthe posticn Fiamienances of sclive mansgement is requied

= There is less diag on ponfolio parlormance &s cost of ownership i lower

Unlike othar hedges, gold is a real assat and is boosted by rising inflation, A sudden rise n

inflation negatively affects bonds and assats thal derive value from future cash flows. Inflation
also darmages the real aconomy and creates sk aversaon that dives up risk premiums ®

T Wkl Gl Councal, A prie el b Mo evolis mulbpurpad, kv codl, Gold Immater, Yoluve 7, Septambe J014,
B MNavoral Buresw of Econome: Aasasnch, Are Equity Ievesnons Foobed by iscon?, Ooipber 2004,
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The supply side keeps the market in balance

Estirmated avarage alln costs of production by GFMS.Thomson Roeuters currsntly stand st
UISE1, 350002 " As it currently stands, it is expected that mine production could start contracting
il than misct By yoars, '

‘Whila gold prices can fall bedow (all-in) production costs for various reasons, prices balow this
laval arg not sustainable for an extended paricd of teme, in ow view, unlass ming production
axpariencas a siructural shift (such as a substantial and widespread reduction in costs of
producton o finding readily available rver doposits, bath af which we view as unilioalyl.

In additan, total recyclad gold has been decreasing sinca 2009, further consiraining supphy.

Looking ahead, gold continues to play an important role in
investors® portfolios

Thia et nelewant way 1o think about gobd |8 ot =0 isolation but as pan of 8 wel diversifiad
portfolo, H can help invesiors preserve wealth and reduce risk; it can atse benefit from econamic
growth through corsumer damand and in the form of long-term savings

Tia s, tha rain rationake for invasting in gold is supponsd by thesa facts:

« The gold price, 88 we 8ee i, aleady mcarponles expactations of sconomic growih and polcy
rormalisation in the US." In fact, we expect that the Fed will delay increasing rates if the ghobal
peonomy ware to decalerate,

= Following larga investmant outflows in 2013, this year has proven more stable for gold
i and cur h ndcates that many current gold-backed ETF holdars awn gold as
B slrategis componenl raher than solely &5 8 shon-1enm tacthcal play. ™

# Extendad valuations in egquity markets as investors search for highar retums coupled with
histonicadly low volatility lavels (despite tha recent spikel make a compalling case for buying
partfolio pratection and diversifying equity risk. a role that gold can effectively play.

= Consumar domand has kept wup a healthy pace this year = aven if it waors to fall below the
exirackdinany high levels seen during 2013 - and gokd supply i3 Tkely bo Gontract in the not-too-
dianant future, provideg & balsnes to the markel.

8 GIMS Trompson Asnees, Gokd Suney 2014, Updare 1, Seprervbor 2004,

10 ed: Fevters, Gold price seen near fppeg point for mine cuts, cosures, Septermber 2004,

T Muanbaakd, ML, Fis e gold mmdckal slsady dacousted lad ightisng?, The Mcfamil, ldos 75, Dotober 2074

12 Woorkd Gobd Counnl, Ten yoars of gokd E TFsc & witkr snd maove afficsenl manied, Gold Investor, Woluemes 7, Sepoember 2014,
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About the World Gold Council

The Werld Gold Council is the rmarket development onganisation
for the gold industry. Werking within the investment, prwvalleny
and technology sectors, as well as engaging with govemnmmants
ard coniral banks, our purposae is to provide indusiry leadership,
whilst stimulating and sustaining demand for gold.

W develdop gold-backed sohutions, senices and markels based
on irue radket ingight. As a resull we create structwal shifts n
damand for gold across key market sectors.

Wi provide insights intoe internaticnal gold markets, holping
paophe 1o better understand the waalth preservation qualities of
pold and its role in msating the socisl and emironmanal needs
of society.

Basad in the UK, with operations in india, tha Far East, Europe
ared the LIS, the World Gold Council is an association whase
mambars comprisa tha world's leading gold maning companies.

‘Warkl Gold Couneil
10 Okl Bailey, London ECAM TNG
United Kingdom

T +44 20 7626 4700
F #4420 T826 47399
W woanegold oag

Cogryright and sithar rights
& 2014 World Goid Counad. Ad rights seserved. Word Gold Gouncll sed the
Circle devace s trademarks of the YWaorid Gold Councl o its afflaies.
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For more information

Plaasa contact Invastment Ressarch:

Maxwell Gold
mapesill
#1212 317 3858

Johan Palmbarg
iohan palmibeng@gold.ong
+44 20 THRG AT

Juan Caros

Durector, Investmant Resaarch
juancarios antigas@igeld.org
+1 212317 326

Marcus Grubb

Managing Diirecior, Investmant Sirategy
marcus, g bilgold. org

+44. 20 TG AT24
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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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