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The gold price declined in 2015  in US do llar terms but  not in all currencies. In our view, the effect  that US rates have had on the gold price is overdone and may take a back seat this year. Four years after gold’s  nominal high, amid expensive stock valuations and high market  risks, gold’s role as a po rtfol io diversifier and tail risk hedge is particularly relevan t.  
Gold was down in 2015 in US dollars but not  in al l cu rrencies  
At first glance, 2015 wasn’t good for gold. By the end of the year, gold’s dollar price was down by more than 11%. Investor sent iment was  bearish: average net-longs1 reached their lowest level since 2003 and gold-backed ETFs saw ou tflows of c. 100 tonnes for the year.  
Better economic performance in  the US allowed the Federal Reserve (Fed) to raise i ts funds rate on 16  December 2015 for the fi rst  time in 9.5 years .2 In  the months leading up to this , higher bond yields strengthened the dollar, putting pressure on gold (Chart 1).  
We believe that 2015 was an  exception and not the rule. While the US dollar is certainly a s ignificant  driver for gold, there are two addit ional important po ints to  consider: (1) it is not the only  driver, and (2) i t is not  always the most relevant metric for mos t investors.  
Chart 1: Higher rates have streng thened the dollar which, in turn, has influenced  gold more strongly than u sual   
(a) 2-year Treasury yield versus US dollar Index  
(b) Go ld price in dollars  versus US dollar Index  
1 This  refers to non-commercial net longs, which exclude producers and qualified hedgers based on the Commitment of Traders (CoT) report o f the Commodity Futures Trading Commiss ion (CFTC). This measure is u sual ly considered a proxy of positioning by the more specu lat ive end of the investor spectrum.  
2 In its  December 2015 meeting the Fed raised the rate target range by 0.25bps. It previously increased rates  in June 2006 and began cutt ing rates in late 2007.  



  
Chart 2 : Many non-dollar gold buyers have seen  a s teady or even ris ing price over the past couple o f years  
(a) Gold price measu red in multiple currencies*   
(b) US-do llar and  demand-weighted annual go ld return*  
* The non-US dollar gold p rice is based on the US trade-weighted dollar index;  the demand-weighted price is computed by mult iply ing the local p rices of 21  countries (accounting for 90% of demand) by  the co rresponding percen tage o f demand  each represents based on 2000 -2014 demand figures.  
Source: Bloomberg , GFMS-Thomson Reuters, ICE Benchmark Administration , Metals Focus, World Go ld Council  
The market for gold is truly global,  with more than 90% of phys ical  demand coming from outs ide the US, primarily from emerging economies. For all these non-dollar buyers, i t is the local  price – and  not the US dollar price – that  matters most. In fact , the non-US dollar price of gold held up in 2015 (Chart  2a), even moving  up in some currencies. Examples  include go ld’s price in Turkish li ra, Russian rouble and the Indonesian rup iah. Addit ionally, the demand-weighted gold price (the local gold  price multiplied by  the percentage of annual demand a given coun try represents) has been, on  average, 1% higher annually s ince the beginning of the cen tury than the dollar gold price (Chart  2b).  
In the current  landscape, w e are seeing  encouraging signs for the gold  market.  As of Q3 2015, both  Indian and Chinese demand were up  relative to the same period last  year. Bar and coin  demand was  also up (including the US). And while go ld-backed ETF outflows continue, their pace has markedly slowed.3 In add ition, central banks remain strong  net  buyers – and will likely acquire at least  500 tonnes of gold  in foreign reserves in 2015 . Fu rther, recycling continues to fall and mine production is  likely  to start levell ing off.  
History as well as the current  financial  environment point  to a different 2016  
Gold ’s  most  recent bul l run between 2001  and  20124  was driven by a combinat ion o f factors:  
Strong emerging  market growth supporting consumer demand  
The global  financial  cris is and its aftermath  creat ing flight-to-quali ty flows   
Financial  innovation mak ing go ld eas ier to buy  
Central banks’ shifting from net go ld sellers to  net buyers to  diversify foreign reserves.  
As the US economy  started  to recover and fears of deceleration  in emerging markets  took hold, gold prices fel l. By the end of 2014, due to a perceived lack of a clear cataly st for gold  prices,  at ten tion  centred on the US do llar and  the even tual rate h ike by the Fed.  
Bu t wil l this US-centric view of gold continue indefinitely? We believe it will no t.  
Gold ’s  performance through the lens of his tory  
Past  performance is certainly no t a guarantee of future performance,  but we believe investors can gain insight by understanding past cycles.  
3 ETFs accounted for 900 tonnes in outflows in 2013 , slowing to  180 tonnes in 2014 and almost halv ing again in  2015 to 100 tonnes.  
4 While gold’s nominal h igh occurred in September 2011, average gold prices  were sti ll up  in both 2011  and 2012 on a year-on-year basis .  
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Table 1: Gold has experienced five bear and bull cycles since the 1970s;* the current bear cycle is not far off the mean  
Bull market  
Bear market  
Dates  
Length (months)  
Cumulative return  
Dates  
Length (months)  
Cumulative return  
Jan 1970-Jan 1975  
61  
451.4%  
Jan 1975-Sep 1976  
20  
-46.4%  
Oct 1976-Feb 1980  
41  
721.3%  
Feb 1980-Mar 1985  
61  
-55.9%  
Mar 1985-Dec 1987  
33  
75.8%  
Dec 1987-Mar 1993  
63  
-34.7%  
Apr 1993-Feb 1996  
35  
27.2%  
Feb 1996-Sep 1999  
43  
-39.1%  
Oct 1999-Sep 2011  
144  
649.6%  
Sep 2011-Present  
52  
-44.1%  
Average  
63  
385.1%  
Average†  
47  
-44.0%  
Median  
41  
451.4%  
Median†  
52  
-42.7%  
* We are defining a bull  market as a period where the US dollar gold prices rose for at least two consecutive years and bear markets as the subsequent periods where the price generally fell for a sustained time.  
† Excludes the period from September 2011 to date.  
Source:  Bloomberg, ICE Benchmark Administration Ltd, World Gold Council  
Since the 1970s5 gold has experienced five bull markets and five subsequent bear markets (Table 1).6 While there has been less uniformity in the length and magnitude of appreciation in the price of gold during bull runs, pullbacks have been more consistent. Previous bear markets (excluding the current one) have had a median length of 52 months, during which the price of gold declined between 35% and 55%. Each of those declines was generally a fraction of the gains seen in the preceding bull run. As it stands, the current  pullback is not far off the median bear cycle.  
Historical performance without  an understanding of the macroeconomic drivers that led to its result, however, is not enough. For example, the most recent bull run was much longer than previous ones due to the factors explained above.  
What about the current bear cycle? In our view, there are important  conditions that are likely to make 2016 different from 2015.  
The US dollar, risk taking and the shift to the East  
The Fed increased the federal funds rate by 0.25 basis points during its last  2015 meeting. Widely anticipated by the market, this moved the target range between 0.25 and 0.5 basis points. However, what is not so certain is how quickly and how high they will raise rates to ‘normalise’ them (ie, reach their terminal rate). The Fed expects to increase rates by 1% by the end of 2016.7 Market consensus is more dovish and expects the Fed Funds rate to be below 1% by the end of 2016. Either way, rates may remain low for some time.  
In our view, interest rates are not  a dominant driver of the gold price once the effect of the dollar is taken into account. And the dollar has already strengthened more in the past two years than it has since the ‘dot-com bubble’ burst (Chart 3). In fact, the dollar is at the highest level it’s been at the beginning of a Fed tightening cycle since the 1980s.  
This is important  for two reasons:  
The dollar tends to revert back to its long run average and after two years many foreign currencies start to show signs of recovery  
A strong US dollar is a de-facto tightening mechanism, thus preventing the Fed from moving interest rates too far too soon and risk crippling economic growth.  
5 The 1970s marked a structural  change for the gold market. Early in the decade the Bretton Woods system came under pressure, ending the convertibili ty of gold and the US dollar in 1971 and starting the period of free-floating gold prices driven by market conditions and not directly by monetary policy.  
6 We are defining a bull  market as a period where the US dollar gold prices rose for at least two consecutive years and bear markets as the subsequent periods where the price generally fell for a sustained time.  
7 Based on the December 2015 economic projection published by the Federal Reserve.  
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Chart 3 : The dollar tends to revert  to its long-run average and  its current ral ly has already pushed i t higher than  its level  at the beginning of any tightening  cycle since the 1980s 2-year ro lling percentage change in the US dollar Index * Based on changes  on the upper bound of the Fed Funds rate. Sou rce: Bloomberg, World Gold Council   
The Asian gold market continues to expand . In  China, the PBoC’s periodical  announcements on  add itions to  their gold  reserves from June onwards and  the Shanghai  Gold Exchange’s in tention  to in troduce a yuan-denominated trading  mechanism highlight the g rowing importance o f this market. Similarly, the Ind ian  gold trade has expressed its intent  to establish a gold exchange in  the not-so -d istant future. In addition , market  risks abound. The interconnectedness of global  financial  markets has resulted in  a h igher frequency and larger magnitude o f systemic risks. Stock valuations in  the US remain quite elevated  as investors have been increasing their risk exposure in search  for returns amid a very low yield  env ironment (Chart  4a). In such an  environment, bonds  offer less protection to soften  the blow o f a stock  market  correct ion. And  while macroeconomic condit ions  in advanced economies have improved,  market and  liqu idity  risks are close to record h ighs (Chart  4b). In such an environment, gold’s role as a portfolio  diversifier and  tail risk hedge is particularly relevant Investmen t Commentary | 2015 review and 2016 outlook 0  4 Chart 4:  Stock valuations today look as expensive relative to  the level of interest rates as they did in the 1930s (a) Ratio  between Shil ler’s CAPE and  the 10y Treasury rate (b) IMF Global  Financial Stabil ity Map   



  
Several  characteris tics combined to help investors in a unique way  
Research shows that, over the long run, holding 2%-10% of an investors’ portfolio in gold can improve portfolio performance.8 In particular:  
Gold helps manage risk and volat ility. Gold lowers volati lity by diversifying portfolios  – a side effect of its low correlation to key asset-classes. And it  helps protect against portfol io losses in t imes of market  stress acting as a (high-quality and liquid) tail-risk hedge in systemic market crashes (Chart 5).  
Gold helps preserve purchas ing power. Gold responds to global markets, and consequently global inflat ion, thus covering a broader set of circumstances than purpose-designed CPI hedges such as Treasury Inflation Protected Securities (TIPS). Gold’s negative correlation to the US dollar and many other major currencies protects investors from fiat currency depreciation (see Gold and currencies: protecting purchasing power, Gold Investor, Volume 2, Apri l 2013).  
Chart 5:  Gold’s correlation to stocks decreases during economic contractions and gold’s correlation to other assets remains quite low; in contrast, stocks generally increase their correlation to risk assets during these periods  

  

(a) Gold’s correlation to other assets during expansions and contractions since 1987*  
(b) US stocks’ correlat ion to other assets during expansions and contractions  s ince 1987*  
* As of December 2015. Expansion and contractions as per the National Bureau of Economic Research (NBER). Source: Bloomberg, NBER, World Gold Council  
8 See: J.P. Morgan, Gold in asset  allocation, July 2012;  Mercer, Gold as an asset class for inst itutional investors, February 2011, New Frontier Advisors and World Gold Council, Gold as a strategic asset, September 2006; New Frontier Advisors, Gold as a strategic asset for European investors , December 2011; Oxford Economics, The impact of inflat ion and deflation in the case for gold, July 2011; Matos, P. and R. Evans, Gold as a portfol io diversifier: the World Gold Council and invest ing in gold, Darden Business Publishing, University of Virginia, September 2012.  
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About the World Gold Council  
The World Gold Council is  the market development organ isation fo r the gold industry. Our purpose is to s timu late and  sustain  demand for gold, provide industry leadership, and be the global authority on the gold market .  
We develop gold-backed solutions, services and products , based  on authoritat ive market  insight and we work with a range o f partners to  put ou r ideas into action . As a resu lt, we create structural shifts in demand  fo r gold acro ss key market sectors. We provide in sights into the in ternational gold markets, helping people to  understand the wealth preservation  qualities  of gold and i ts role in  meeting the social  and environmental  needs  of society.  
Based in the UK, with operat ions in India, the Far East  and  the US,  the World Gold  Council is an associat ion whose members comprise the world’s lead ing go ld mining  companies.  
World Gold Council  
10 Old Bailey, London EC4M 7NG  
United  Kingdom  
T +44 20  7826 4700  
F +44 20 7826 4799   
W www.gold.org  
For more information  
Please contact Investmen t Research:  
Juan Carlo s Artigas  
Director, Investment Research  
juancarlos.artigas@gold .org  
+1 212 317 3826  
Copyright  and other rights  
© 2016 World Go ld Council. All rights reserved. World Go ld Council and the Circle device are trademarks o f the World Gold Council  or its  affiliates.  
All  references  to LBMA Gold Price have been prov ided for informational  purposes on ly. ICE Benchmark Administration Limited accepts no liabil ity o r responsibi lity  fo r the accuracy of the prices or the underly ing product  to which the prices may be referenced .  
Other third  party data and  content is  the intellectual p roperty of the respective third party and all  rights are reserved to them.  
Any copy ing, republication or redistribution of content, to reproduce, distribute o r o therwise use the statistics and information in this report includ ing by  framing or similar means, is  exp ressly prohibited without the prior written consent  of the World Gold Council or the appropriate copyright owners except  as  provided below.  
The use of the stat istics in this report is permitted for the purposes  of review and commentary  (including media commentary) in  line with fair industry  practice, subject to the following two pre-conditions: (i) only limited extracts of data or analy sis be used ; and (ii) any and all u se of these statist ics is accompanied by  a clear acknowledgement of the World Gold Council and, where app rop riate, o f Thomson Reuters, as their source. Brief extracts  from the analysis , commentary and other World  Gold Council material are permitted p rovided World Go ld Council is ci ted as the sou rce. It is not permit ted to reproduce, distribute or otherwise use the whole or a substant ial part of this report  or the statistics contained  within it.  
While every effort has been made to ensu re the accuracy of the information in this document, the World  Gold Council  does not  warran t or guaran tee the accu racy, completeness or reliabi lity  of this  information . The World Gold  Council does no t accept responsibili ty for any losses or damages aris ing d irectly  or indirectly, from the use of this document.   
The material contained in  this  document is provided  solely for general  information  and educational purposes  and  is no t, and should no t be construed as, an offer to  buy or sell , or as  a solicitation of an offer to buy or sell , gold, any  gold related products  or any other products,  securit ies or investments. No thing in th is documen t should be taken as making any recommendations or provid ing  
any inves tment o r o ther adv ice with respect to the purchase, sale or other disposition of gold, any gold related p roducts or any other products, securities or investments, includ ing without  limitation , any advice to the effect that any gold related transaction is  app ropriate for any investment  objective or financial situat ion o f a prospective investor. A decision to invest in  gold , any  gold related products  or any other products , securit ies or investments should  not be made in  reliance on any o f the s tatements in this  document. Befo re making any inves tment decision, prospective investors should  seek advice from their financial advisers, take into account their individual financial needs and circumstances  and careful ly consider the risks associated with such investment  decis ion.  
Without limit ing any o f the foregoing, in no event  will  the World Gold Council or any of its affil iates  be liable for any  decis ion made or action taken in rel iance on  the information in this document and, in  any event , the World Gold Council and i ts affil iates shall not be liable for any consequential , special , punitive, inciden tal , indirect or similar damages arising  from, related to or connected with this documen t, even if notified  of the possibili ty of such damages.  
This  document con tains forward-looking  statements.  The use of the words “believes”, “expects”, “may”,  or “suggests”, or similar terminology , identifies a statement  as  “forward -looking”.  The forward-looking statements included in this document are based on current  expectations that  involve a number of risks and uncertaint ies . These forward-looking statements are based on the analy sis o f World  Gold Council of the statis tics available to i t. Assumptions relating  to the forward -looking statement involve judgments with respect to, among o ther things, future economic, competi tive and market conditions  al l of which are d ifficul t or impossible to predict accu rately. In addition , the demand for gold  and the international  gold  markets are sub ject to substantial risks which increase the uncertain ty inherent in the forward-looking statements. In l ight  of the sign ificant  uncertaint ies inherent in  the forward-looking information included herein, the inclu sion of such information shou ld not  be regarded as  a represen tat ion by the World Gold Council that  the forward-look ing s tatemen ts wil l be achieved.  
The World Gold Council cautions you not to  place undue reliance on its forward-looking s tatements. Except in the normal cou rse of ou r publication  cycle, we do not intend to update o r revise any forward -looking statements , whether as a result  of new information , fu ture events  or otherwise, and we assume no  responsibi lity fo r updating  any  fo rward-look ing statements.  



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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