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Foreword

The benefits of gold in a world of heightened risk

Aram Shishmanian

Welcome to the autumn edition

of Gold Investor. As 2016 draws to
a close, macroeconomic and political
risks seem more acute than ever.

In the US, the imminant Prasidental @lacton 13 expeciad
o have significant political, financial and acenomic
implications, whatevar the cutcama, In Asia, questions
suregund the econamic outlook for Ching, whils Japan
rarnains mired in a vicious circle of low growth and
daflation. Andin Europe, the repercussions of Britain's
unaxpacted decision 1o leave the EU, amid increasing
natignalist sentiment 3cross the ragion, are axpacted to
persist for many months.,

Against this backdrop, central banks have tried 1o stmulate
gronth through ultra-low and evan nagatove mierast

rates, but their afforts have vislded little joy, prompting
MMy IMVESTOrSs 1 question long-hald belafs about basic
investment strategy.

Whatever the answer, one point is clear: it is increasingly
tough for nvastons bath to manage nsk and dalevar
acceptable returns.

In this edition of Gold invastor leading opinion formers
and fingncial institutions discuss the global economic
climate and the role that gold can play a5 a risk mitigation
and wealth preservation tool, despite short-term price
flucuations.

Mohamed El-Erian, chief economic adviser at global ingurer
Allianz and fermer CEOQ of leading bond investor PIMCO,

is acknowledged as one of the top 100 glebal thinkers. He
suggaests that we are in unchartered economic and pofitical
wiaters, charagterised by exceptionally low interest rates,
stagnant growith and nising inequality. In this inhaspitable

nigks o achiove dasrad retwms. El-Efnan suggasts that 3
strategic allocation to gold can help 10 increase retwrns and
mitgate nsk,

Snona Gambann, commoditios analyet at laading rasearch
consultancy Capital Economics, also belisves that gobd has
a roda 1o play in woday's uncartain warld, Acknovladging
that the price of gold has, in the past, been linked to tha
direction of US intarest rates, she suggests that this tma,
the precious metal is loshy 10 remain in demand, sven if
the Federal Reserve raises rates. First, because nominal
LIS interest rates ane axpected 1o rermain lew. Second,
because other central banks are unlikely to follews the

Fed and third because the political envirgnment remaing
highhy unpredectable.

On this note, Dr Martin Murenbeeld, chief economist

at respacted economic and gold consultancy Dundes
Economics, discussas the alarming dengers posed by
gloval rade imbalances. He believes these can only

be rectified by significant exchange rate realignments,
mcleding a davaluation of the dollar, As he axplaing, this
will have a substantial effect on the price of gold.

Iitsubishi UFJ Trust and Banking Corporation, one of
Japan's leading trust banks, raflects on gold's value in
today's climate 100, Executive Officer Osamu Hoshi
highlights the rising appaal of gold to Japanasa financial
institutions and pension funds, as investors seek out assels
that provide comparative stability ina volatile climate,

In terors of key new initativas, Dr Hamed Hassan
hierah, Secratary General of the Accounting and Auditing
Organisation for Islamic Financial Instilutions, introduces
the Shari'ah standard for gold, developad in collaboration
with the Werld Gold Council. and explains the benefits it
will bring 10 IstamiG imvestors around the world,

And Garry Jones, CEQ of the London Metal Exchange
explains tha rationals behind LMEprecious. the new
initatve launched in partnership with the World Geld
Council and leading industry participants. A suite of
exchange-rraded and centrally cleared pracious metals
products, LMEprecious is imtended to modernise the
London gold market and dativer tangble benefits to
market users.

We are keen o haar your vigws about our publicanon 5o
please email goldinvestoriE@gald.org. VWe hope you enjoy

P

envirgnment, imeestors arg being tempted t0 take excessive  Aram Shishmanian

Tha Woeid Gold Cowncil ks the mariel cevelopment coganiaation for the geld industry. Warkng wath woeld-class organisations across tha
supply chain, we stmulate demand, develop innovative uses of gold anc taxe nevw products to market. As the global authority on gold, wa
offar comprabanane snalyais of tha induatry, ghong decisien makers unparalisied inforrnaten and insight inbs the drveds of gold demand.
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In the news
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Highergold

Increased gold
allowance for Turkish

e exchange
commerclal DANKsS reserves in
The Turkish central bank has raised the

amount of gold that commercial banks Be]i:'lIllS

can hold in reserves.

and foreign

S : . The National Bank of the Republic of Belarus
Th_e initiative, designed to boost fore-grj intends to raise its gold and foreign exchange
exchange reserves and bring residents reserves by US$500 million, up to the equivalent
gold in to the economy, allows Turkish of US$5.4 billion, in 2017. As deputy chairman,
banks to meet their reserve requirements Sergei Kalechits, explained: “For the sake of
ensuring macroecanomic stability next year

the government and the central bank will take
measures to maintain and increase the country’s
gold and foreign exchange reserves.”

by depositing gold instead of cash. It has
proved highly successful since it was
introduced in 2011.

Ken Rogoft
highlights the

benefits of gold

Ken Rogoff, Professor of Economics at
Harvard University and one of the world's

A comprehensive gold most respected economists, has published
. . his new book, The Curse of Cash. In it,
policy for India he suggests:
The Government of India may announce a “Some would say the high price of gold is
comprehensive gold policy at its Union Bucget a huge bl._.rhhle. That is one interpretation,
in February 2017. The first such initiative in but the history of money suggests
India, it may include the launch of regulations for another: gold is valuable, because a
testing and certifying agencies and the creation society needs to have a currency,
of a Mational Gold Board, 1o advise on the Gold and gold has proven an
Monetisation Scheme, sovereign bonds, imparts, attractive option for a
trading, a bullion exchange, hallmarking and refining.* ~ Very long time. THE
*Scnece: Buminess Stardrd 31 August 2016 {: u H. 5 E
| 4 - .
OF
% Kenneth 5. Rogoff. 'E. A S H
Tre Curse of Cash - o
Princaton University Prass. , :

ROGOFF
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Where next for gold?

Simona Gambarini

Capital Economics

The price of gold has increased
sharply this year, but speculation
about US interest rates has prompted
suggestions that this upward
trajectory will move into reverse.

Not so, says Simona Gambarini,
commodities analyst at leading
economics research consultancy
Capital Economics.
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Tha gold price has nsan close to 209 thas yaarin US dollar
terms, despite subdued buying from consumers in China
and India, as well a2 amenging market cantral banks. In
part, this reflects changing perspectives on US intérest
rates earliar thes year. As it appearad lass likaly that the Fed
would raise interast rates, the dollar weakaned and the gold
price rose. But increased concarn about US inflation and a
revival of safe-haven demand have also boen important.

This range of influances suggests that the gold price should
prove relatrvely resalient when the Fed raises rates again,

Indead, when the Fed haked rates in Decembar 2015 for the
first tire in almost ten years, the effect on the gold prics
was short-ived and it actally rose in subseguent months
a5 other divars took guer.

Thi convantional wisdom, of course, is that Fad tightening
i3 bad for gold, mainly bacause higher US rates can
strangthen the dollar and increasa the opportunity cost of
helding commadities. And prices could drap back in the
short term, of the next hike comes soonar than the
rarkats currently anticipate.




Where st for gold?

However, we think that any pull-backs will be
temporary, for three key reasons.

First, wa expact that the Fed wall raise rates only gradually
and to only a low leval by past standards. Mominal interast
rates ara not expected to rze much above 2-3% over the
coming yaars and this is unlikely t0 be a game-changsr,
aspasnally f nsing inflaton kaeps real intarast rates low.

€€ Real interest rates matter most in
determining the opportunity cost of
holding an asset like gold. 99

And real intarest rates matter most in determining the
opportunity cost of holding an asset lke gold, which can
b epeected to (3t least) maintain its walue in real tenms.
Indeed, the price of gold is relatively closely correlated
wyith real yields (Chart 1)

Chart 1:Ten-yenr yiokd on USTrensury inflation protected
securnities and gold price
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Admittedty, headiing inflation is stll low in the US, but both

headine and core inflation are on wack to be well above the B

4

Fed's 2% target by encg-2017, meaning that real intergst
rates should remaen at histoncally low levels,
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€€ Government bond vields are
already negative in much of Europe
and Japan, while the Bank of
England responded to the Brexit
vote by cutting its key rate to 0.25%
and increasing its Asset Purchase
Facility by £170 hillion. 99

Second, other cantral banks are unlikely to followr the lead
of the Fed. This helps to explan why gold prices have
recently keld up well evan though expactations for US
nberast ratas (proxied in Chart 2 by overnight indaxed
Swap ratesh haea ragantly started to cimb again. Indead,
monetary policy in the Eurozone, the UK and Japan will
rarnain loose for the foreseeable future and additional
stimulus is Buely in the coming months, partcularly
following the economic and political uncertainty gansarated
by the UK's vote 10 leava the Europaan Union. Government
bond yields ane already negative in much of Europe and
Japan, while the Bank of England responded to the Brexit
vote by cuiting its key rate 10 0.25% and ingreasing its
Asset Purchase Facility by £170 billion. Looking forward,
we expect rates inJapan to fall deeaper into negative
temitory and asset purchases 1o be extended

there and in the Euioione,

Chart 2: US two-yoear ovemight swap rates and gold price
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Thard, potential addtional shocks e ahaad. Thara is

a significant rigk that Brexit contagion will prompt a
rasurganca of the dabt crizas in the parpheny of tha
Eurczone and other countnes may decide to break away
froem tha EU too. In the US maoraover, the prasidental
election could prompt a frash bout of global political
uncartainty.

Gold has already demonstrated its value as a safe haven
this year - in the immedate aftermath of the UK's vote to
leave the EU. With Brext-induced economic and political
ungartainty likely 1o parsist for some time, we think the
precious metal will remain in high demand,

Looking back, several factors contributed to the surge in
the gold price this year, allgwing it to hold on 10 the bulk

shington, C
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Where naxt for gold?

of itz gans avan m tha face of fadng support from some
kay drivers, Going forward, lingaring global risks should
answre that damand for gold as a safe haven asset ramamns
elevated even in ight of Fed tightening. What's mare, the
dovenside for gold should be limited by a renerenad fotus
on the risks of higher inflation, after years of exceptionally
locse monatary policy.

We would not expect the prica of gold to revisit its previous
highs of araund US$1,900/0z, unless thers i a major

crigis that forces the Fed to loosen its monetary pelicy
again. However, we 4o believe there i3 plenty of scope

for additional gains ever the medium term, despite the
prospects for further monetary tightening in the US. 1l



A new Shari’ah Standard

for gold

Dr Hamed Hassan Merah

Secretary General
Accounting and Auditing
Crganisation for Islamic
Financial Institutions

Gold investing has traditionally been
fraught with challenges for Islamic

institutional and individual investors.

Now the Accounting and Auditing
Organisation for Islamic Financial
Institutions (A AOIFI) has joined
forces with the World Gold Council
to create a new Shari'ah Standard
for gold. Dr Hamed Hassan Merah,
Secretary General of AAQOIFI, and
Natalie Dempster, Managing
Director, Central Banks and Public
Policy, World Gold Council explain
why the collaboration took place and
what it will achieve.

.

Gikh Foyed Grand Mosqee; Aba- Dhabi.

: -:::5: anh 8.

Hatalie Dempster

Managing Director
Central Banks and
Public Policy

World Gold Council

What is AAQIFIT

O Merah: AAQDIF = an Islamic, intérmatonal, autonasmous
not-Bar-profit corporate body that develops accounting,
auditing, govermance, athics and Sharr'ah standards for
Islamic financial institutions (IFIs) and the industry, As

an indepencent, mtamatonal organisation, AAQIF! is
supported by 200 institutional members from arund 45
countrigs, including the Islamic Devalopment Bank, cantral
banks, Islamic financial institutions, and other participants
from the intesnational Islamic banking and finance industry,
workdwida. AAOIFI standards have introduced greatar
harmonisation of Islamic finance practices across the world.

And how do institutions adopt AAQIFI standards?

Dr Merah: AADIFI standards are followed - as part of
regulatory requirements or kstamic Financial Institutions”
internal guidelings — in jurisdictions that offer islamic finance
across the Micale East, Asia, Africa, Europe, and Morth
Armenica, as well as, the islamic Devalopment Bank Group.
In addition, there are ursdictions whare the local set of
regulations of Shari'ah raquiraments are based primarily on
the principles setup by the AADIFI standards. And there
A NUMEroUS INStilutions acr0ss the globe that follow the
prnciplas set by AAQIF standards, even if there is no
reguiatory prassure to do 50,

wF
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Why did the World Gold Council decide to pursue a
Shari‘ah Standard on Gold?

Natalie Dempster: One of the Warld Geld Council's

rodes is to make sure that gold & universally availabla

to savers and invastors. Our discussions with kslamac
financial institutions indicatad that thera was considerabla
uncartanty about the Sham'ah waatrnant of gold a2 an
investreent and the comgliance of contempeorary gold
products, This was, in wen, prevanting housaholds and
ingtitutions frem reaping the benefits of investing in gold. It
was claar that a global Standard on Gold was necessary 1o
clanify the rulas.

And why did AAQIFI take on the development of the
Shari‘ah Standard on Gold?

Dr Meral: The main considaration that prompted AAQIFI
10 commenss wirk on this standard, follpwang the Warld
Godd Council's proposal, was gold’s apparent use as an
investrment apportunity for 1slamic financial institutions
and thair customers, However, whan inmvesting in gobd,
roary factods must ba taken intd considaration. From the
perspective of Islamic Figh and the Islamic economic
syatam, gold has a specihie signaficanca. The onginal
sourges of Shar'ah, the Holy Quran and Sunngh have
numarous moral and ethical wamings about the usa and
hoarding of gold. These include a few prohibitive uses,
a3 wall as genaral guiding principlas agamst hoarding
gold and sibrer,

‘ ‘ Shari'ah-compliant investment
options in the gold market can provide
IFIs and their customers with a

great opportunity to diversify their
investments. ’ ,

Shari'ah provides specific guidance on gold and gold-based
transactions, including several prohibitions. But gold has
been a medwm of exchange since ancient times 50 thesa
prakibitons are pamanby huidles tor opemng the Back door
1o Miba,

Today. gold trading is different and demand for gold has
alzo changad, Nevwar damands inciude cantral bank neads
and industrial needs, like electronics, MNewer avenues
include axchanga tradad futuras and other, samalas
transachions.
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A prwr Sharl’ah Stapdard for gold

‘ ‘ One of the reasons for making
this standard a priority was to ensure
that appropriate products are available
to provide investment solutions to
customers and allow them to manage
liguidity within Shari’ah-compliant

options. ’ ,

When will the Standard be launched?

Natalie Dempster: An exposyune deaft of the Standard was
launched on 9 October and following an industry review
process, we hope that the Standard wall ba endarsad by
ARDIFI"s Shari'ah Board later this year on 20 November
and Bunched on 6 Dacambar 3t the Warld Iskamie Banking
Conference in Bahrain, AACHFI and the Vorld Gold Council
will ther hodd a sares of regeonal events, bringing togather
Islamic finance markel prachifoners, Ivestors, product
developmant taams and Shari'ah schalars o discuss how
1o apply the Standard, incraase the rola of gold in the
Islamic finance systam and devalop nawy, Shar'ah-
compliant gokd products.

Howw do you think Islamic investors will respond once
gold becomes a more investible asset class?

Dr Merah: islamic banks and irnvastment firms are
continugusly looking for possible mvastment options, &5
most of the tme they ane deposit-heayy, and assatbuilding
averipes arg not alvays avalable. Addtanalhy, considanng
the needs of their customers, they nged, at imes, o
drvarzity aither thair ewn o ther customens’ investrmant
partiolios. Shan'ah-compliant imvestmant opiions in the
gold market ncluding physical as well as exchange based
transactions) can provide IFls and thair customars with a
great opporturaty t drrarsiby thair invastments.

Natalio Dempster: The Standard will Brng all the strategic
benefits of investing in gold 1o Islamic investors, These
nciude gold's rola a5 a powerful dversification tool, a safe-
haven asset and a hedgs against extreme inflation. Indasad,
the choice of assats is so hmited for Bslarmc investors that
the banefits of adding gold to 3 portfolio should ba even
rmore proncunded, It is also much more iguid than other
common Islamic assets, such as proparty.



A neve Sharl®ab Standard for gold

Agdditionally, World Gold Council analysis shows that, since
refiable data bacame available eight yaars ago, gold has
outperformed all major Islamic asset classeas including
REITs, the Takaful index, the Dow Jones Islamic Equities
Index and the Dow Jones Sukuk Index, Gold has also
perfarmed battar than majed currencias usedin the lalanme
world, Singe 2000, it has risen 367% in US dollar terms
(Gulf Cooperatan Council curréncies am pagged 1o the

U5 dollar), 393% in Malaysian Ringgit terms, and 762%

in Indanesman repiah tarms. Gold can bang both strategic
benafits and returns to an imvestor portfolio.

And what products will the Standard cover?

Natalie Dempster: Before the Standard vwas ssuad, thera
was only very mited Shar'sh guidance on gold bars and
comng, and virtually no Guidances at all on contemporary gold
products. The Standard addresses this gap and has been
wiitben on a non-exclusive basis, meaning that it covers a
wida range of potental gobd products. These products cater
o both the ratal and wholezale markets and include vaulted
gold, regular gold savings plans, gold cartficates, physical
0ld ETRS and certain aspacts of gold futures. All thess
products need 1w be physically backed by fully allocated
gold, n addition 10 complyeng wath the other Shan'ah rules
and principles cutined in the Standard.

‘ ‘ Given that Islamic finance is
growing on average by 16% per year,
and Islamic finance assets are projected
to reach US$2 trillion by 2020, a very
conservative 1% allocation to gold would
increase gold demand by US$20 billion

hyZﬂZ{].”
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‘ ‘ Demand will come from both
individual and institutional investors
looking to grow their overall wealth,
diversify existing portfolios and
hedge against tail risk through gold

exposure. ’ ’

How will the Standard impact the gold market?

Natalie Dempster: \We believe the Standard wil have 2
dirgct and sagraficant impast on gold demand. Our résearch
and industry engagement suggest that demand will come
from both individual and institutonal investors looking o
g their cverall wealth, divarsify existing portfolios and
he-dge against tail risk through gold exposure. Given that
Islarmic finance is growing on average by 16% per year, and
Islamic finance assets are projected to reach USE2 trillion
by 2020, avery consenative 1% allocation 1o gold would
increase gold demand by USS20 biflion or around 500
tonnes 2020.

Parhaps the most often-discussed constraint on the
growth of Islamic finance is the lack of liquidity and
product diversity. Do you see gold as a solution to
these constraints?

Dr Merah: Gold certainty offers a good alternative
NVESIMEnt opporunity, which s highly Equid. However, it
cannot be the only solution and tha I5Bmic irancs indusiry
must wiork ngoroushy to find further solutions in this araa.
At AADIFL, howwaver, woa weould 3y that one of the reasons
for making thes standard a prionty was to ensure that
approprate products are available o provide investmeant
solutions to customars and allow them 1o manage liguidity
within Shari'zh-compliant eptions. ll



Smart investing in a
low-interest rate world

Mohamed El-Erian is chief economic
adviser at global insurance giant
Allianz and former CEO of PIMCO, the
world’s biggest and most influential
bond investment firm. Here, El-Erian,
dubbed one of the “Top 100 global
thinkers', assesses the challenges
faced by the global investment
community and the valuable role that
gold can play in today’s uncertain
environment.

{4

So far, markets have
brushed off what has
been, to say the least,
a rather unusual
election cycle.

Mohamed El-Erian

Chief Economic Adwviser
Allianz

1

The US election takes place in
just two weeks and the outcome
remains highly uncertain. But do
you think that financial markets
are more likely to respond to
macroeconomic conditions than
to the result itself?

So far, markets have brushed off what has bean, to say

the laast, a rather unusual election saason. Vahid reasons
for this include the institutional checks and balances built
into the US political system. Unless Congress swings inan
unexpected manner in favour of the next President’s party,
whoevar iz alectad to the Whate House would find ther
dagrees of freadomn quite imited - aspecially given some of
the statamants that have baen mads on the campagh tiail.

et such valid reasoming 15 not sufficient to explain

the extent to which markats have ignored politecal
developments. Moreover, you need only look at how fast
INVEStors ovarame their initial Brexit fears 1o realise that
somathing else has been in play — and that is. enormous
faith in the ability of central banks 1o repress financial
volathity and to succead in doing 50 almost regardless of
polivcal and economic developrnants.

I suspect that such central bank effectveness i n the
process of changing. if not eventually waning. As such,
pohvcal developments midy hannd a bigger Impact on
markets in the months 1o come.



Emart investieg in & bow-Intereat rate world

66

As more peaple are
realising, there is a
cumulative cost to

running complex
economies at low

a long time.

2

2

As the Chair of the President’s
Global Development Council what
do you think is the biggest threat to
sustainable economic growth?

Like many economists, | worry about three main
devalopments in advancad aconamies that accentuate
the internal challenges facing many countries, as well as
sacular challengas isuch as chimate changa):

Firat, the axtant 10 which political polarsation 13 dalaying
and frustrating a much neaded economic palicy pivot:
aweay from axcassie raliance on central banks and wwands
a more comprehensive policy approach that includes
pro=groveth structural reforms, mone balanced demand
manageérnént policies including larger infrastructure
ivestment), addressing pockets of crushing over-
indabtadness, and impréving global and, in the case

of Euwrope, regional policy coondination,

Second, the excessive and alarming worsensng of the
inequality trifecta = that is, the inequality of income, waalth
and cpporunity. That tends o complicate the pobtical
envirgnment, theraby further reducing the probability of
good econcmic governance. It also fuels anti-globalisation
pressyures, including protectionist threats to growth.

Thard, an econormic and financial systam that, for quite 3
feny years now, has excessively borrowed growth

and financaal returns from the future: and has done so
without improving the praspects for higher inclusive
and sustainable growth,
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Recently, you have talked about
the impact that ‘jumps’ in market
prices can have on investors.

Do you think their frequency/
magnitude will continue to
increase over time?

Yas, and for reasong pertainang to economics, pobces
and politics,

Ag more paopla ara realising, there is a cumulative cost

o running complés: economies at low growth speed for a
long tma. Things start to braak, and they could dosoina
cascading fashion. The related risk of large jumps increases
when financial markets have already been decoupled from
validating econdmic and corporate fundamentals, asis
already the case today.

A prolonged panod of an unbalanced macro-policy mix,
such a3 that which has baan axpanancad by advancad
economies, adds 10 the nsk of jumps; and especially so
whan thare has been et and prolonged reliance on
expenmental central bank polickes. Add to that a political
contaxt that fusls the emargance of ant-establishment
mavernents on both sides of the Atantic, and you end up
with the ingrediants for mone frequant and larger sudden
markeat moves,



4

You have written about the
distortions that low interest rates
are creating. Given the current
interest rate environment, how

do you see negative interest rates
affecting asset allocation and risk
management?

A prolenged paricd of low and, especislly, negative nominal
bErASt Fatas vwias onde thought unltkely if not
unthinkabla, itis now reality, with seme
30% of global govammant dabt trading
21 negative yields, While some of
tha consaquanceas for imasions
have transpired or are in the
process of dong 50, | suspect
that mdrny mone ang vt o
play out.

Ultra-lowr interest rates
Sntitg investons 1o
stretch much more for
retums. Combing this
with repressed financial
valatiity, anather objective
of uncomvantional central
bank policy, and you could
well end up with axcessive
nigk-1aking on the past of 100
big a portion of the investor
basa. In the process, market
valuations decouple reaaningfully
from underlying economic and corporate
fundamentals.

Such an interast rate set-up also lowers the risk-mitigation
affectiveness of portfolio dvarsification. As such, invastors
weduld be well adwised 1o hold tigger cash cushions as part
of their risk mitigation apperoach,

Finally, ultra-lowr intarest rates makea life more challanging
for prowidars of long-term financal protection products,
particulary in the retirement and insurance space,

66

to stretch muc

risk-laking ¢

of too big a
yortion of the
investor base.

2
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5

What about the known unknowns
(let alone the unknown unknowns)
this low rate environment brings?

Given that we are essentially in unchartered waters, we

e reot a3 vat have a good enough handla on how moden
market-based economies operate when faced with a
prodonged panod of arahicial pricing. Thare 15 a sense that
the rigk of collateral damage and unintendad consequances
s reanirgful, but spacificty 15 undarstandably hard to pin
dowvn with sufficient conviction.

Unless validated by improving economic and corporate
fundamentals, imcastors face major uncartainty with
respect 1o the tng that determines their wellbeing - that
5, axpacted returns, volathty and comelations batwaen
asset cdlasses. In partcular, there 15 the passibility of ruch
lowvar ratums given the decouping of valuabons frem
furdiarnentals, mare fraquent and sharper valatifity spikes,
and aven mone unpredictabla comalations,

The institutonal Setup is also in play, including a grovang
threat to the paliteal autencmy of central banks.

Theze are some of the kaown unknowns.. . and then
there is the even more uncertain issug of the unkngwn
unknowns = all of which spaak to the ‘unusual uncertainty”
fating imastors.

6

Might gold be part of the solution?

Yas, and this is increasingly racognisad by the investor
Community.

Ag part of a diversified portfolio allocation that ingludes

a hegher-than-usual cash alocation, gold can play an
important robe in overall risk mitigation. It can also provide
a notable upside should the enormous amount of cantral
bank liquidity injection gain traction and reésult in higher
miflation, be it actual or expactad

Having said that, investors should size their gold allocation
in & manner that enables them o stomach considerable
mark-to-markat price fluctuations. Otherwisa, they run tha
rigk of doing the wrong thing during periods of unsattiing
markeat volatibty, A §% strategic allccation is appropniate



Smart investing in & low.interest rabe wotld

The Japanese GPIF, the world’s
biggest pension fund, announced
a ~USS$52 billion loss in the past
quarter, highlighting the crisis
affecting many developed market
pension funds. What is your
perspective of this problem?

This iz a tough anvironmeant for providers of long-term
financial security products, including pension funds,
From ultra-low interest ratas 1o unpredictable assat class
eorrelations, it is hard for them th operate.

The prudant thing 19 do in such an anvirgnment is 10 lowar
return objectives and to sava mome - nona of which comes
sasy 1o undedfunded pansion plans, be thay in tha private
of public sectors
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In recent years, an increasing
number of US insurance
companies have included

an allocation to gold in their
investment portfolios. Do you
see this trend continuing and
will other institutional investors
follow suit?

Yas, and driven by both posative and Negatve reasons.

A growing numiber of invastors are recognising the potental
of gokd 1o indreass retums and improve nsk-mitigation
attnbutas of wall-dversifiad portfolios, At the same eme,
there are — understandably — growang wormes about the
ouar-valuation of public equities and fixed income, theraby
strangthening the case for an appropriataly-sized allocation
togold. B



The growing appeal of

gold in Japan

Japan has long been characterised by
low economic growth, volatile

capital markets, ultra-low interest rates
and an ageing population. Against
this background, gold has a clear role
to play within investment portfolios
and institutional interest is rising
steadily, as Osamu Hoshi, Executive
Ofhcer at leading Japanese trust bank
Mitsubishi UFJ Trust and Banking
Corporation explains.

Osarmu Hoshi

Executive Ofheer

General Manager

Frentier Strategy Planning
and Support Division
Mitsubiehi UF) Trust and
Banking Corporation

I Juby 2010, MUTE launched its gold exchange-traded
fund (ETF) on the Tokyo Stock Exchange. Backad by gold
buallicen, “Fruat of Gold' was pancipally of interast w0 mcvidual
Investors in the early years. Bul instilutional demand
gradua'ly picked up and as of January 2018, investrmant

in the ETF was split aimast equally bateseen individuals
and instiulons.

sakuen Cocgon Tower in Shinjuku, Tokyo,



‘Ths growing appeal of gold In Japan

Chart 3 Assets under management of = Fruit of Gold®
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‘ ‘ As global financial markets
became increasingly volatile, gold’s
appeal increased. Several factors lay
behind this shifl. , ,
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The real change occurred in the second half of 2015, when
financial institutions began to adopt 2 different attiude
towards gold. Untl then, institutional interast had bean farby
muted in Japan, But, as global financial markets became
ncreasingly volatile, gold's appeal increased. Several factors
kay behind this shift. First, the gold price was relatively
stable companed to stock and currency markets. Second,
gold has a histerically low comrakation with comvantional
st ant assats. And third, the US doliar/Japanass van
exchange rate is invarsely comalated to the LS dollar-
denominatad geld price 2o thera iz less fluctuation in
yen-denominated gold prices than dollar prices.

As one financial institution in Japan explaingd: “With
global intarest ratas at historically low levels, our concerns
about gold a5 a nen-yiglding asset have recadad. At the
5ama tme, we ae naturally drawn 1o the comparatively
stavle parfarmance of gold, givan the fluctuations in
financial markets.”

Pension contribution

Gold's appeal in the current economic and monetary
chmate has spread to pension funds wo. The yallow meazal
i playing an increasing part in cefined benefit (DB) and
defined conmbution (DC) pansion plans.

In thie corporata pensian Sactor, mara than 200 DB pansion
fungds have invested in the "Fruit of Gold” ETF throwgh a
comminglad furd or in balanced funds that includa gold,
Interast has bean nising steadily and damand i5 widely
expactad o incraass.



‘ ‘ On the institutional front too,

asset managers increasingly recognise
that gold offers clear diversification
benefits as part of a balanced investment

portiolio. ,,

In the DC sactor, more than 160 companies have added
the MUTE Fine Gold fund {which mosily invests in the
"Fruit of Gold” ETF) to their lists of available investments 10
invaators, Whils thiz iz small in terms of absoluts scale, the
fund has been growing fast. Two years ago, it ameunted

to about ¥600 milion (approx. USEE milion), Now it has
almost iplad to over 1.9 bilign JPY, graphic evidence of
gold's growing appeal,

The surge in demand is particularhy notable, given the way
in which Japanese DC pensions operate. In corporate

DC plans, sponsors determineg the range of available
products and beneficianes make their own indovidual
selections from this line-up. Under individual DC
plang, Saveds Can select investment products
directly, provided they are offered by the financial
institutions behind the schema.

Increasing investment
Ona financial nsttution alone, which
introduced the Fine Gold product
for individual DC plans in April,
accumulated ¥ 200 million {approx.
U552 million) of invastment monay
ins just four months, undedining
gold's growing acceplance

a5 3 savings and wealth
accumulation wol.
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The qrowing appeal of pold [n Japan

Looking ahaad, further imvastmant n gold is wvadaly
axpactad. Almost 5.75 million people wara enrolled in

DC pansions in Japan at the and of basch 2016, a number
that wall almost invariably incraase over tha next five to
18N yaars.

On the insttutional front 100, 558t MAN3GErs INCreasingy
recognise that gold offers clear dversihication benefits as
part of a balanced imvastment portfolio. This is likaly to driva
demand for a ranga of gold investment products, including
our gold-backed ETF.

In gssence, the percepuon of gold is changing among
Japanese investors, driven by 8 growing appraciation

of gold's contnbution to portfolio dversafication, wealth
protection and risk management. Looking ahead,
awareness of and interest in gold is expected to increase
steadily across the investment community. Il




Modernising the London
gold market

LMEprecious is a major new initiativé  Robin Martin
designed to reinvigorate the London o
wholesale gold market. Launched igﬁ'ﬁiﬁ;m
jointly by the World Gold Council ftoekd Gold Couri
and the London Metal Exchange
(LME), LMEprecious comprises a
suite of exchange-traded and centrally
cleared precious metals products.

And it has been created in partnership
with leading industry players, as _ _
Robin Martin, Managing Director e
Market Infrastructure at the

World Gold Council and Garry Jones,

CEOQ of the LME explain.

Garry Jones




Robin Martin
World Geld Council

Over the last few years, gold
market participants have faced an
unprecedented range of regulatory
changes and influences. Regulators
are encouraging most asset classes
to use electronic trading venues and
central counterparties for clearing.
The relative cost of bilateral over-
the-counter (OTC}) trading has
increased, following additional
capital requirements under Basel
IIl and separate EMIR obligations.
In addition, the London gold market
has long faced calls for more
transparency around both market
activity and participant conduct.

Thesa regulatory drivers have diractly contributed 1o
SoMme mapor market participants exting the gold market
ovar the last two years. The rasultant loss in bguidety
mgtvatad the industry 1o réspond and develep a strecture
that was aligned with current and antcipatad regulatory
devalopments. The time was right to introduce aparational
and cost efficiencias across the wrada Wecycle through
produdt standardisaton,

Industry partnership

To validate the appetite for industry change, we began

this initiative as a broad industry consultation. As a rasult,
LMEprecious has been developed in partnarship with
lsading industry playars, including Goldman Sachs, ICBC
Standard Bank, Morgan Stanlay, Natixis, OSTC and Somats
Gengrale. Enlisting a group of highly supportive financial
institutions from the cutset ensurad that the product
offering was developed with extensive input from some of
tha most expernenced traders and specialists in the market.
Moregver, this group is bound o a long-term partnershig,
which will see indvidual firms acting as liguidity prowviders,
helping to develop efficient pricing and robust market depth
of the exchangs, The industry group wall also consult wath
the wigdar market on the future evolution of the servige.
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Uodermnising ths London gold markst

LiEpracous will comprise a suite of exchange-tradad and
centrally claared precious metalts products, The offaring
will complament the profassional London OTC mardat
with 3 capital-efficient range of products that increasa
transparancy and broadan market access. The ntent 5 10
reinvigorate and grow the Lendon gold market, ultimataly
halping to boost confidance in gold as an afficient and
highhy liquid financial asset.

Optimal structure

The product Suite will nclude gold and silver contracts
comprizng spot, daily and monthly futures, wath options

to follaw ance sufficient underying liquidity has bean
established. Uniquely, indradasl daily futures will exist out
for the first month allowing market paricipants to manage
physical imventories and risk exposuras at a granular

lewal. All products will settie physically into foce London
unallocated accounts, the infrastructure that also underpins
tha OTC market.

All products are structured as futures contracts, as this
contract type is the most efficient from a risk-netting and
mangirning parspective. The products can be traded both on-
soraan (‘central Bmit order book’) or bilaterally negotated
via telaphong and registared onto the axchangs, raphcatng
charactenistics of the OTC market.

€€ Central clearing will bring
additional transparency to the
London market and enable broader
market access to a diverse range
of participants. 99

In our view, this initiative will benefit the overall gold
mdustry in sevaral important ways. The inroduction

of central clearing faciltates a systemic reduction of
countarparty risks, 8 major objective of the G20 group of
nations. hore ganerally, central clearing wall bring additional
transparancy 1o the London market and enable broadar
market accass 10 a divarse range of participants. We expact
that compatitive on-exchangs pricing wall boost market
efficiency and also reintroduce publication of forvward
rafadence paces, halping revive forwand markat actity.
Tegether we see these developments as helping to
cement Londoen’s role as the weorld's primary gold
trading centre.



Modernisieg the London gold market

Garry Jones
London Metal Exchange

LMEprecious blends the daily
structure of the London over-the-
counter market and the monthly
futures approach of the existing
exchange offerings.

For the first time ever, market participants will ba abla to
trada spot gold, ‘tom next’ gold, and a date structure out
19 25 days all on one platform with 3 central countanparty.
LMEprecious will also offer standardised monthly futures
contrasts out 10 five years, again on the same platform.

Investors will banefit from wransparant prcing waith a
forerard curve going out fve years, as well as displayed
alactronic liguidity. The LME s market-making partnars wil
delrsar deop and tght executable prices.

A unigque development

Having developed LMEprecious with the World Gold
Cowncil and our six tracing partners, wa hawve been able
to structure it following extensive input from the market,
In other vwords, this iz not a case of: ‘Buld it and they
will come’”. Instead, it has been tailored to address
the needs of market participants - and with strong
liguidity support from day one.

The LME structure is significant to0. Uniquely among
axchangas, ur structure i3 similar 1o, and supports, the
OTC market 50 traces that were pravigusly exacutad
bilatarally can ssamlessly be brought on exchangs and
cleared. While we clearly expect some business o remain
bilateral, the efficiencies of the exchange-traded offerng
will make it attractive for intar-bank and hadging businass
o migrate onto the LME,

LMEprecious will bring several other advantages too.

Broad-based banefits

First, daaling with a cantral countarparty for spot gold
means that capital requirements are substantially
less than those for bilateral trades, tharaby dalvenng
rnganingful gains from a regulatory capital perspective.

Sagond, launching this offer in the UK, physically dalvered
against local London daltvery, maintains many aspects of
the existing markat even as it creates afficiencies at the
trading end of the value chain,

Third, tha LME alraady has the necassary tachnology,
infrastructure and clearing links for this newr segment of

the market 30 exsting LME members can simply opt in

1o it at minimal extra cost. Using LMEpsacious will be
straightforward for non-members too. They can either apphy
1o be mambers through our usual channals or access the
rmarket a5 a client of an existing member,

As an international exchangs owned by the Hong Kong
Stock Exchangs, the LME is also ideally postioned to make
L Epracious work for the gold market, delvering the
transparency and dapth that imvestons seak.

Tha suppart of the Warld Gold Council and aur trading
partners is ¢rucial too, The World Gold Council's
initiative and leadership helped to kickstart the
project, while their role across the gold industry has
given LME precious added impetus and influence, Dur
ftrading partners have also committed to provids boguidity
from the start, thereby ensuring that LMEprecious will play
an active rols in the gold market from day ane.

Market responss to date has besn phenomenal. We have
held a number of seminars, events and bilateral meatngs in
vanous locations, a5 well as workshops for operational staff
nwidved in the processing of LMEprecious business.

Ve are currently working wath potential users, cleanng
rmambers and technclogy providers 1o ensurg technical
readingss in advance of gur lunch next year, We are also
wirking closely with our regulators 10 ensure 2l regulatory
requirerments are in place for go-live. This is the single,
biggpast project that the LME is undertaking ovar the next
12 months, We are daterminad to make it 2 succass, W

Working towards a successful launch

The new service will be launched in the first half of 2017, subject

to regulatory approvals and other dependencies. The immediate

focus of the LME and its partners is to broaden market engagement
while implementing the required infrastructure. We openly welcome
discussions with market participants about any aspect of this initiative.
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Global imbalances and the
implications for gold

Dr Martin Murenbeeld

Chief Economist at
Canadian economic and
gold consultancy Dundee
Economics

Global trade imbalances have
reached a dangerous stage and
current policies seem powerless
against them. Dr Martin
Murenbeeld, chief economist
at Canadian economic and gold
consultancy Dundee Economics,
argues that dramatic currency
devaluation is required to

put the world back on track -

a scenario that will have a
significant impact on the

gold price.

Tha gold price iz affacted by a vanaty of factors, including
concerns about macro-economic and political stability.
Curfancy Movasmants, policy desisions, intarast ratas and
econgmic grevweth,

Howegver, one crucial factor in the outlook for the gold price
haz baan virtualty overlooked: the number of significant
trade imbalances in the global acondrmy.

The US has large trade deficits wath China, the Euwrdzone
and Japan. Garmany has one of the lasgast current account
surpluses (GDP-adjustad) i the world, and significant trads
surpluses with the southern half of the Eurczone.

Chart . TARGET balances show widening gap in Eurczons
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These imbalances sugyest that many curences ans badby
misaligned, a major factor behind the ‘secter stagnation”
of numergus economies,

Thie sitwation cannot continue indefinitély 50 eventualby
there must be a correction. Protactionism is on the rise, but
at some stage, saghificant exchange rate realignrmants will
be reguired. And these will have a positive impact on the
price of gold.

Gold Evester



and the [mplicatisns for gold

Europa and tha US examiplify the currant impasse. Tha
southern Eurczone cannot devalue its cumrancy S0 it ¢an
onhy mowe Wwards trade aguilibrivm with the north through
intarnal deflation, And the US must also deflate its way 1o
aquilibrum with Assa, if it cannot davalus the US dollar,

Table 1: Currency: Undervalued versus US dollar
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Deflaton s already a problam in many 8conomies.

Blut the monetary policy options for daaling with it have
become ncreasinghy limited, ‘non-traditional’ and of
dubious efficacy.

Today, fiscal reflation i wuted a3 the next weapon in
policymakars’ armony = in othar wonds langer budget
daficits, potentially coupled with “helicopter money”
policeas to limit the iMpact on intarest rates,

But fiscal policy will not addrass global imbalances in any
meaningful way. Only curréncy realignment ¢an help to
raise the rate of inflation, increase domestic employment,
raturn policy interast ratas 1o mom nommal’ [evels, fight
‘secular stagnation” and attack global imbalancas head-on,

Chart 5:The Eurozone
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It &5 not that long G0 SINGce Curmdncy ralignmants wan an
integral part of the policy tookit. Between 1957 and 1988,
for exampla, the Greek drachma was devalued by 96%
against the deutschmark. The French Franc was

devaluad by 75% against the Ganmany curmsncy

over the same pariod.

Cpinions vary a8 to whether Such curendy devaluations
ware good or bad. But one thang s clear: sinca the euro
waas adepted in 1999, and a flgxble exchangs rate system
in Europe was turned inte 8 fixed-exchange rate system,
economic growth in mary Eurgzong countries has baen
abysmal - werse in some cases than duning the Great
Depression. (And the Great Depression itself endad in
part followang currency realignments - the US dollar was
devalued against gold and other currendies were taken off
the gold standard altogathar),

Some argue that the US Treasury cannot devalue the dollar,
avan if it wanted to. But this s not trus. China amassaed
nearly LISE4 trillion of currancy resenvas in racent years,
persstanty holding down the value of the RME against

the dollar along the way, There is nothing to stop the LS
Treasury from doing the same thing: announcing targets for
the dollar and intervening accordingly.

Inchzed, the most obviows solution to global imbalances

is clear: the US dollar should devalue against Asian
currencies, and the euro should be splitin two 50 that the
southem Eurozone can devalug against the Morth.

This may sound drastic, but the global economy is ina
painful place and neither monetary nor fiscal policies are
capable of cuning the patient on thesr own

A third policy tool is required

The US neads to consume bess and produce more, Asia
reads to consume mona of Its own output and Garmany
neads to baost Eurgzone demand by talung in more goods
and sarvicas from the region's southann half. Currency
realignments would help to rasolva all three issues.

Which brings us back to gold, Coma what may, the dollar
will eventually decling and gold will then almost assunadly
rise in diollar tarms. It is difficult to say what level the gold
prica will start from and what level itwill get to, but when
the dollar falls, gold will rise substantially. And, if and when
the Eurczone sphits, gold will alse rise in the South’s

eV CUMmenGy.

Even if policymakers refuse to engineer the necessary
currency realignmments, the outlook for gold is positive.
The forces of protactionism will Ase, discontant with
sluggsh growth will increase and voters will i to
ACONGMEC PNGoIsts. Against such a background mvastors
will wrn increassngly to "safe’ investments in a volatle
world. And that means demand for geld is bound

to growy. B
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Breaking the mould -
a guide to gold valuation

Juan Carlos Artigas

Director
Investment Research
Wonld Geld Council

Gold does not fit within traditional
valuation models. Demand can be
boosted by economic growth as well
as by uncertainty and, since gold

is a global asset, demand tailwinds
from one region may counteract
headwinds from another. These
seeming contradictions pose their own
challenges but also give gold its core
characteristics as an investment.

And, as Juan Carlos Artigas,
Director of Investment Research at the
World Gold Council explains, each
can be addressed using a simple and
comprehensive framework.

Thera is litthe doubt that gold is a complex, multi-faceted
azs0t. But that = an ntegral part of its attraction.

Over many decades, gold has proven that it has a low
corralation to other assats; il is a long-term store of wealth
and it tands to outperform during penods of hewghtanad
uncartainty.

Certainly, gold does not conform to most commaon
valuaton frameworks usad for bonds or stocks. Without a
coupon or dividend, typical discountad cash flow modals
fail. And thers are no expactad sarmings or book-te-valua
ratos aither.

€€ Valuing gold is, in essence,
intuitive, Its equilibrium price is
where demand and supply meet. 99
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But thera 5 3 good reason wiy gold doas not pay a
coupan: as a hard currancy, it carries no credit risk. As for
companias’ future earnings, thesa ana, at bast, guastimatas
and analysts fraquently provide widely different foracasts
using sirmalar information.

I ather words, thare is ttha reason 19 avod gold simphy
because it does not adhare 10 the mathodologias used in
traditional valuation framewerks.

Yaluing gold is, in @ssanca, intuithve, [ts equibrium pnce

i5 where damand and Supphy meet. Undarstanding the
underying crivers and interactions of gold demand and
supply should therefors give investors a robust framewark
to deterrming the value of gold

Howeever, most valuation models for gold suffer from three
shorteomings:

& Tha prmary use of US (and Weatern) diven vanables

* An overwhelming focus on investrment demand

* 4 disregard for supply-side dynamics

This may hawva worked in the past when Wastern markets
domanated demand/supply dynamscs, But, the situation has
changed significantly

Consumption, investment, both

It is often said that positive econamic growth is bad for
gold, But evidence suggests that the opposite & true,
The combinad share of world gold demand for India and
China grewr from 25% in the early 1950s to more than
509 by 2015

€€ In both India and China, gold
demand is closely correlated to
increasing wealth. Elsewhere too,
jewellery and technology demand
are positively correlated to economic
growth. 99

Last year along, consumers and irvestors in China bought
almaost 2,000t of gold - 25% mone gold than the cumulatie
grevth of all gold-backed ETF: frorm 2004 to 2015, And, in
both Incha and China, gold demand is closaly correlated to
inGraasing wealth. Elsewhare 100, jewellary and technology
demand are positively correlated to economic growth.

TE



Breaking the mould - a guids to gold valuation

Gold investmant demand however, can, over the short and
rmadium tarmn, exert strong pressura on prices, This typa of
demand, from tha physical (and physically-backed) markets
1o exchange-traded denvatives and over-the-counter
products, increases dunng panods of economic and political
uncartainty and falls as imestor confidence grows.

Central bank demand can mfluence the market too. Sirmilar
in principta to investmant demand, it 5 actually diven by
policy and is aften indifferent to the business cydle.

The importance of scarcity

Evean modsls that take into account conomic growth

and structural shifts sull fail o include a basic (and quite
impartanth premise: gold is scarce. Its availability is droven
by just two factors: whether mines have the capacity 10
produce new gold and whether Investors of CoNSUMars ane
willing to sell existing gotd.

Using intarast ratas to forecast the gold price, for example,
makes two false assumptions. Firse, that rates detenmone
the direction of prices, regardless of supply and second,
that invastment demand dives pricas ovar tha long tarm,

The way forward

Godd's reality is more complex and mone nterestng,
Broady speaking, drivers of the gold price &an be grouped
into four categornes:

* Curréncies: gold responds to the relative strength of fiat
currancies, sspecialy the US dellar.

* Econamic growth and market uncertainty: panads of
growth ara very supportive of jewallery, technglogy, and
longetarm savings, but downtums can Boost invastrment
darmand.

+ Tactical flows and price momentum: short-term capital
flowes can exert pressure on gold prices.

* Other internal gold market dynamics: these include
central bank biying, seasonal Sonsum@ton, and mine
production.

A mond robust undarstanding and valuation of gold requires
a combination of 3 top down and bottom up approach,
where physical damand and supply and dervatives markets
are modelled using macroeconomic variables, and thair
interactions are linked through the price of gold.

This approach reveals that

+ Jewellery is negatvely comelated 1o price but positively
related to mcome, and in some countnes, 1o inflaton.
At the giobal level, for every 1% increase in prica,
jevvetiery devnand fals by 0.6 %, but & 1% moease i
workd GOF feads to 8 4.3% rise in jewellery conswmption,
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* Tachnology grows wath GDF, but thara iz 3 substitution
affect with coppar. Every 1% rise in world GDP increases
alectronic gemand by 5.1%. The following vear about
half of this effect, 2.5%, is revavsed - highlighting mean
FOVENSTON i invantonas. A 10% wncroasea it the price
of gold relative 10 the price of copper, reduces demand
by 0.5%.

* Investment vanes according 1o type:

- Bar and coin demand is drven by price and income
argnath. A 19 rise in gold prices incraases bar and
coin demand by 0.8%. A 1'% drog in GOP wou'd push
demand down by 5%, but the affect is reversed the
foliowing year by Z5%. In other words, fong-tam
feng groveth 1S positheg for demand.

= ETF damand is drivan by pnce and uncertanty, 4 1%
ncrpass i price raises demand by 1%. And, a 1% drop
mn GOP increases ETF demand by 3%,

= Derivatives demand 15 primanly driven by momeanium,
as well az inflation and monatary polty expactalions.
A 1% mcrease i1 phoe raises demate equivalent
dermang by B%. A 1% docrease in rales increases
demand by 3%, and 1 % steepness in the Treasury
cune pushes demand up by 4.5%.
= Central bank damand is driven by the level of reserves
and the shift of reserves from West to East. For every 1%
increase in emerging markets” share of global GOP. goid
damand by central banks ierdases by 5%.
* Mine production is driven by cost and persistence.
A 1% ingrease in cost reduces ming production Ly
0.5% the follpwang year, But for every 1% se i mng
proguction in ong year, theng is 8 0.5% nse in production
tine folowing vear.
* Recycling i positively correlated 1o price and negatively
correlatad to growth, but it also ends to mean-ravert.
A 1% nse in price encowages 1.1% move recycling, bt
this affect s largaly rovarsed the follovang vaan A 1% nse
in global GOP reduces recycling by 5.5%.

Bacause many of the inputs for the modal are either

lagged vanables (and thus observed) or forecasts (official
or gtherwisel, they can be used 1 predict each of the
components of demand and supply. The difference
betwrsen supply and demand represants the imbalance that
would exist in the market if the gold price were static. But
from this imbalance, we can also infer the change in price
necessary for the market to be in equilibrium,.

Fut togethar, this framework allows investorns 1o use current
vanables and readily available economic foracasts 1o form a
consistent, self-contained and intuitive view on gold, W
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Key gold market statistics
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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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