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The gold price declined in 2015 in US dollar 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 portfolio
diversifier and tail risk hedge is particularly relevant.

Gold was down in 2015 in US dellars but not in all currencies

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%. Investorn sentiment was bearish:. average net-longs’ reached thesr
lowest leved since 2003 and gold-backed ETFs saw outflows of c. 100 tonnes for the year.

Better economic performance in the US allowed the Federal Reserve (Fed) to raise its
furds rate on 16 December 2015 for the first time in 9.5 years.? In the months leading up
to this, higher bond yields strengthened the dollar, putting pressure on gold (Chart 1)

W bebeve that 2015 was an exception and not the rule. While the US dollar is certainly a
significant driver for gold, there are bwo additional important points to considar: (1) it is not
the only denver, and (21 115 not ahways the Most relevant metne for most mwes1ors.

Chart 1: Higher rates have strengthened the dollar which, in turn, has influenced gold more strongly than usual
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Chart 2: Many non-dollar gold buyers have seen a steady or even rising price over the past couple of years
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The market for gold is truly global, with more tham 80% of physical demand coming from
outssde the US, pnmanky from emarging economses. For all these non-dollar buyers, it is
the local price — and not the US dollar price — that matters maost, In fact, the non-US dollar
price of gold held up in 2015 (Chart 2al, even moving up m Some curencies. Examples
include gold's price in Turkish lira, Russian rouble and the Indonesian rupssh. Additionally,
the demand-weightad gold price (the lecal gold price multiplied by the percentaga of
annual demand a given country represents has been, on average, 1% higher annually
smnce the bagmning of the century than the dollar gold price (Chart 26).

I the: current landscape, we are seeing encouraging signs for the gold market. As of O3
2015, both Indian and Chiness demand were up relative 1o the same period last year. Bar
and coin demand was also up lincluding the USL. And while gold-backed ETF outflows
cantinua, therr pace has markedly slowed.? In addstion, central banks remain strong nat
buyers - and will likely acquire at least 500 tonnes of gold in foreign reserves in 2015,
Further, recycling continues 1o fall and mine production is ikely to start levelling off.

History as well as the current financial environment point to a
different 2016

Gold's most recent bull run between 2001 and 2012* was driven by a combination of
factors:

+ Strong emerging market growth supporting consumer demand

+ The global financial crisis and its aftermath cereating fhght-to-guality flows

+ Financial innowvation making gold easier to buy

+ Caniral banks' shifting fram net gold sellers to net buyers to diversify foreign reserves,

As the US economy started to recover and fears of deceleration in emerging markets took
hiobd, gold prices fall. By the end of 2014, due 1o & percewed lack of a clear catalyst for
gold prices, attention cantrad on the LS dollar and the eventual rate hike by the Fed.

But will this US-centric view of gold continue indefinitely? We believe it will not

Gold's performance through the lens of history

Fast parfarmance is certainly not a guarantee of future performance, but we balieve
mmeestors can gain insight by understanding past cycles,

3 ETFs sccounied for 800 tonnes in cutfiows n 2013, sfiowing to 180 tonres in 2014 and aimaost hakving again in 2018 to 100 tonnes.
4 Vhab obd's nornaal hagh ocureed in Septemider 011, sverage gold proes wane SuE ug n bosh 2011 and 2007 0 8 v an-pasr Didis
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Table 1: Gold has experienced five bear and bull cyeles since the 1970s;* the
current bear cycle is not far off the mean

Bull markat Baar market

Dates { 1 FEtUmm

Jan 1970-Jan 1975 B1 451 4% | Jan 1975-5ap 1976 20 -18.4%
Oct 1976-Feb 1880 | 41 | 721.3% | Feb 1980-Mar 1885 | &1 £5.9%
Mar 1085.Dwc 1987 I 7E.B% | Do 198 7-Mar 1993 B3 34, 7%
Ape 1963-Fab 1996 | :ﬁ| 27.2% |Feb 1996:5ep 1999 | 43 39.1%
Ot 1999-5ep 2011 144 E49.6% | Sep 2011-Present 52 44.1%
Average | 6 385.1% | Average' ] 47 #4.0%
Madian 41 451.4% | Median' 52 42.7%

“\Wao are defining a bul market as a pencd whese the US dollar gold pnces rose for 22 least two consecuti years and
Espar markats as e subsequent peeccds whee B Dice genenally Tell for 3 Sustarsd Tims.

FExcludes the peeiod from September 20711 1o dabe

Sourcl: Bloombseg, ICE Banchmark Admesgiratsn Lid World Gold Counal

Since the 1970s* gold has expenenced five bull markets and five subsequent bear
markets (Tabla 1).° While there has been less uniformity in the langth and magnitude of
appreciation in the price of god duering bull runs, pullbacks have bean mone consistant
Previous bear markets (excluding the current onel have had a median length of 52
menths, during which the price of gold declined betwean 35% and 55%. Each of those
declines was generally a fraction of the gains seen in the preceding bull rum, 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 enowgh. For example, the most recent bull run was much longer
than previous ones due 1o the factors explained above.

What about the current bear cycle? In our view, there ara impontant conditions that are
lkely to make 2016 differant from 2015,

The US dellar, 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.
Widaly anticipated by the market, this moved the target range batweean 0.25 and 0.5 basis
points, However, what is not so certain is how quickly and haw high they will raise rates
1o ‘normakse’ them (ie, reach their terrmanal ratel. The Fed expects 1o increase rates by
1% by the end of 2018." Market consensus is more dovish and expects the Fed Funds
rate 10 be below 1% by the end of 2016, Either way, rates may remain low for some time,

I our view, interest rates are not a dominant driver of tha gold ponca once the effect of
the dollar is taken into account. And the dollar has already strengthenead mare 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 bean at the begnmng of a Fed tightening cycla since the 19805

This is impartant for teeo reasons:

+ The dollas tends to revert back 1o its long run average and after two years many foresgn
currencies start to show SIgmS of reconeny

= A strong US dollar is a de-facto tightening mechanism, thus preventing the Fed from
mowving interest rates too far too soon and nsk crippling economic growth,

Tha VT08 ke & Structunsl changs tor the gold market. Early in the decias the Bretcn Waods SyRtem dams unded paddure, snding the conwanielty of

pokd and the LS doliar in 1571 and starting the period of free-foating gold prces deiven by market conditions and rot dwectly by monetary policy.

Wi ang dehaing & bl rarkat 43 B piiod whane the LIS dollar 9old praced ode fof ot leait Tas consedutnag yean nd Dasd markets a3 the subsequent panads

whare the price generally fel for a sustsned fme

Ersadd on e Desember J015 @oondemed propeston puliishid by the Federsl Resens



WORLD
© GOLD
COUNCIL

Chart 3: The dollar tends to revert to its long-run average and its current rally has
already pushed it higher than its level at the beginning of any tightening cycle
since the 1980s
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The Asian gold market continuas to expand In Ching, the PEoC s periodical
announcements on additions 1o their gold resernves from June onwards and the Shanghai
Gold Exchange's intention to intreduce a yuan-denominated trading machanism highbight
the growing impertance of this market. Similarly, the Indian gold trade has expressed its
intent to establish a gold exchange in the not-so-distant future.

In addition, market risks abound. The interconnectedness of global financeal markets has
resulted in a higher frequency and larger magnitude of systemic risks. Stock valuations in
the US rernain quite elevated as investors have bean increasing their risk exposure in
search for returns amid a vary low yield environment (Chart dal. In such an environmsant,
bonds offer less protection 1o soften the blow of a stock market correction. And while
macroaconamic conditions in advanced sconomigs have improved, market and hquidity
nisks are close 1o recond highs (Ghart 4b). In such an emvironment, gold's role as a
portfalio dversifier and tail risk hedge is particulasly relevant

Chart 4: Stock valuations today look as expensive relative to the level of interast rates as they did in the 1930s

{a) Ratio batwean Shiller's CAPE and the 10y Treasury rate (b)) IMF Glabal Financial Stabilty Map
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Several characteristics 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 portiolio parformance.” In particular:

+ Gold helps manage risk and volatility. Gold lowers volatility by dwversifying portfolios
= a side effect of its low correlation 1o key asset-classes. And it halps pratect against
portfolio losses in times of market stress acting as a (thigh-guality and liguid) tail-risk
hedge in systemic market crashes (Chart 5).

+ Gold helps preserve purchasing power. Gold responds to global markets, and
consequently global inflation, thus covering a broader set of circumstances than
purpase-designed CPl hedges such as Treasury Inflation Protected Securities (TIPS,
Gold's negative cormelation 1o the US daollar and many other major currencies protects
imvestors from fiat currency depreciation (see Gold and curancies: protecting
purchasing power, Gold Investor, Violume 2, April 20113).

Chart 5: Gold's correlation to stocks decreases during economic contractions and gold's eorrelation to other
assets remains quite low; in contrast, stocks generally increase their correlation to risk assets during these
periods

{ah Gold's correlation to other assets during expansions (bl US stocks” correlation to other assets during

and contractions since 1987° expansions and contractions since 1387°
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*fis of December 2018, Expansion and contractons as per the Matoral Bureau of Economic Fessarch (MEER).
Source: Bioombeng, NBER, Warld Gold Councd

B See: JP Worgan, Gold i assed aliocation, July 2012, Mercer, Gold as an assel class for inshiutional ivvesiors, February 2011, New Fronber Adviscrs and 'Word
Geld Councd, Goldl a3 stafege sl Saptembss 2006 Miw Fronted Advaors, Gold i 2 strafepe sasel o Eoronsan mvestors, Decsenbaer 2011 Oxlarg
Economecs, The impact of nfirton and deflston in the case for gold, July 2011; Matos, P and R. Evans, Gold' a5 a porifolo drarsifier: the Word Gold Counal
andd investing o podd, Darden Buseins Publisheng, LY of Viegina, S bad 2012
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About the World Gold Council

The \Ward Gedd Council i the market denasloprmént argansation
for the gold indusiry, Owr punpose is 1o sbrmulate and sustain
demand for gold, provicde industry leadership, and be the glabal
suthanity on he godd marked.

‘We devalop gold-backed solutions, sendces and products, basad
an authamtaties markat nsight and we work with a range of
partneds 1o put ur keas nto action. AS A redull, we creats
structural shifts in demand for gold across key market sacioes. We
privic irdaghts ino th mbernational gold markets, bilping peaphe
to undarsiand the wealth preservation quakties of gokd and is role
in meating the Social and emircnmental needs of society.

Based in the UK, with operationds in Inds, the Far East and the US,
the VWorld Gold Council is an as50ciation whose membars
comprisa the work"s beading gedd mining companies,
Waorld Gold Council

10 Oid Badey, London ECAM THG

United Kingdom

T +44 20 7828 4T00

F +44 20 7826 4730

W wwgolkd.ong

Copyright and ather rights

S 208 Werkd Gold Counal. AN rghts reserved. Workd Gold Councl and The
Crchy dirdion anp radhemarks of P Wil Gold Counel or it illikates.

Al niliiinid 1 LAMA Gold Prasi hirss Bivih piimached T mhonrational
prposos onky_ ICE ddminisiration Limied sccepis no kabdéy or
rieipondabty for the scouracy of tha prcin of thi undering product 1 which
Wl pHRCES My e ralaoncod

Ottt therdd ety dath and conbent i This intelectual propeny of tha Sspect
third party and al rights are reserved 1o them

For more information

Plaase contact lnvestrmant Research:

Juan Carlos Artigas
Dwresctor, lnvestment Reseanch
pancarios.artigas@gold.org
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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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