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Foreword
The global role of gold

Aram Shishmanian

Welcome to the winter edition

of Gold Investor. From a geopolitical
perspective, 2016 was one of the
most tumultuous years in the

recent past. The Brexit vote, Donald
Trump's Presidential victory and a
rise in anti-establishment feeling
have had a profound impact not just
on politics but also on markets.

Growing fears about the future have benefited gold, which
anded kst vear more than 8% higher and has nsen in the
first few waeks of 2017 as well. But what does the rest of
this year hold?

In this edition of Gold Investor, we explone the ke of gokd
ir the currant emaranment from the parspective of US and
Ewropean insttutions, Middle Eastern investors, and central
bankers, including Dr Alan Greenspan, Chairman of tha US
Federal Reserve from 1987 1o 2006

[ir Greenspan balevas there 15 a growing nsk of stagflation
across the developed world, as stagrant economic growth
combines with nzing inflation. Suggesting that significant
increases n inflation will uitimately drve the gold price,

he zays: “lmvestment in gold now is for insurance. It's net
for short-term gain, but for long-term protection.”

[Sew page 11].

Central bankers in aggregate have been net buyers of
gald for almost a decade, nat beast the Cenitral Bank of the
Republic of Turkey, which allocates 13% to 15% of its
total resarves to gold. As Deputy Governor Erkan Edimci
explains: It 5 one of the safest assels a nation can hold
But Turkey 12 aleo using gold to drive economs growth,
@NCOUrEING ciidens to monetise their gold and bring
hiddan wealth back into the economy. (See page 16}

Among instituticnal mvestors, there 15 mounting disquist
abaul the value of mainstrearm financial markats aganst

a background of poltical and economes turbulence. Cela
Dalas, Chief Irstrment Stratagist at global investmeant
firm Cambndge Associates, suggests that divarsification
12 ke in @ high-nsk chmnate where many “safe” assels are
expensive and LS equities have alresdy enjoyed an sight-
yaar bull run. (See page 5.

Suki Cooper, Precious Metals Analyst st Standard Chartared
Bank, & particularty concermed about the chmate across the
Eurozone, suggasting: " Signficant upsids risk lurks m 2017,
and it sits cutside the US: namely, the potential shocks
stemming from the shifting political plates in Europe.”

[Ses page 2]

W are keen to hear your views about our publication
=0 pleaze amal goldinvestor@gold.org. We hope you
enjoy the read

A EX,

Aram Shishmanian

The Workd Gold Council i the market development crganisation for the gald indusiry. Werking with werld-dass organisations scrass the
supply chain, we stimulate demand, develop nnavative uses of gold and take new products to market, A3 the global authority on gold, we
offer cormprehensive analyss of the ndustry, giving deasion makers unparaBaled information and insight into the drivers of gold demand
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In the news

Chinese gold reserves

Enhanced AT
transparency from unchanged
a pa € y 0 The People's Bank of China reported unchanged
the Bﬂﬂk ﬂf Englam:l gold reserves in January 2017, at 1842 6 tonnes.
T e The Bark have added to their gold holdings
The Bank of England is, for the first time, reqularly simce they started monthly reporting in
publishing menthly data 1 July 2015, but this is the third consecutive month

amount of gold it holds an behalf of other
central banks.

that thenr position has remaned unchanged,

As a leading custodian of gold, with

one of the largest rorld,
k of Enaland’s on is highly
nt, Mot only will it enhance the
cy of the Bank'™

a ater transp-arenn:*_.'-an:
gold market.

Gold demand hits
four year high.

Global gold demand rose 2% in 2016 o
reach 4,309 tonnes, the highest level sinca
2013, according to the World Gold Council's
latest Gold Demand Trends report. This
was largely driven by inflows into gold-
backed Exchange Traded Funds (ETFs) of
532 tonnes, the secomd-highest year on
record, as investors responded to concemns
over future monatary policy, geopalitical

TESting times fﬂr gﬂld uncertainty and negative interest rates.
in India

The shock announcement from Indian Prime
Minister Marendra Madi that the country’s twe
highest-denamination banknotes would cease to
be legal tender rocked the gold market in the last
fenw rnonths of 2016 and the short-term outlook
remains unsettled. Longer term trends remain
positive however, diven by rising incomes, a
fast-grovang middle class and a number of
positive domestic policy measures.

Gold Investor | Pebruary 2017 1



Smart investing
and the role of gold

Celia Dallas |
Chief Imvestment Strategist | 1
Carhkics Asancishs In your view, what are the biggest
risks that investors face in 20177
Irvestors face 2 wide rangs of geopolitcal and
rmacrogconomic nsks that are well recognised, from
prospects for disintegration of the Eurcpean Union 1o a
hard lEnding in Ching, to trade wars and military conflicts
In such an emaranment, iInvesiors may be lempled to
de-nsk portfolics and/or concentrate in a few assets
. . they paftaive 1o be safa However, much of what i
Celia Dallas is Chief Investment regarded as safe today B @pensive, with low prospeciive
: . returns. Imastors need 1o rasist such tamplations, along
St[ﬂt&glﬂt Eﬂ: global !nvgstment with the temptation to imvest enly inwhat has worked
firm Cambridge Associates. Here, in recent years
she outlines optimal investment Eight years into a bull market in US equities, during which
. the S&P 500 compoundad at about 14% annually, and
Stl’ﬂ.tEglE‘S fﬂr 2017 and [hE‘ IDIE 8 70% US aquity/30% bond index portiolie returned
that gold can play in the current an annual 1%, many investors are ready 1o give up on
i drersification and sctve managemeant
environment.

Irvestors afg increasingly asking why not indax to US
equites or a simple stock/bond portiolio  Investors that
do 2o run the nzk of missing the band in the road by
focusing their gaze on the rearviews mirror, Diversification
will continue to prevant investors from ewning oo much
of the worst performing sssets, which are ofien the best
racent perfurrnars

2

‘ ‘ And what are the biggest
In the current
viron . n'.:l!'

opportunities?

We are emphasising pursuit of value-onented strategies
and selective private iImestments

Even as markets have responded sggressively to the
inital stages of interest rate normalisation and a reflating
economy by rewarding value stocks and cyelicals, 8
continuation of these econamic trands woukd see thase
rnarkets move considarably higher relative %o more
defensive pears. This trend has a kot mone room 1 run
before it bacomas cvarexiandad, but we would caution
that, within the S market, value stocks are already
quita pricey,

Im addition, we continue to find attractive Managers across
the privaté ineestmeant specinum, discovenng bettar refurn
prospects oulside the mainstraanm

Oeld livesilor | Patwisy 207
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g ond the rele of go

In your view, what are the key
attributes that gold brings to
a portfolio?

Gold's uniqus charactenstic as a stone of valus over

ong time honzons can be a double-edged swond

This characterstic 15 beneficial in peneds of economic
contraction sccampanisd by curmancy deprecation, but
urder the assumptien that gold prices track inflation owver
the long term, its expecied resl return i 0%, This can
prasant a high hurdle for nclusion in portfolios. Gold's
dregrsification characterstics must be strong enough

to be additve to portiohios seakmg to eam 5% orf 6% in
ancess of inflatien

n the current envirenment of swellad central bank balance
sheats and competitve currency devalustions, we regard
gold as & useful addition to portfclios. Whiks high-gualty
sovaraign bonds can be additve dunng mary strassful
economi envirgnmenis, they fall short dunng pencds
when inflation expectations (and nominal yelds) am
nsing. Should an nvestor's reference currency decling in
such a bust, gold would be umiguety qualified to parfarm
wall Irwvestors could nstead own a basket of unhedged
sovaraign bonds n other currencies to protect ﬂﬂaln:‘ﬂ this
sk, howsaver, tha nsk that currencess broadly deprcate
ralative to gold in & : emonment makes gold a
siupanor farm of protection aganst this risk

n addition, gold may benehit if resl inferast rates fall,
evan a5 norminal vislds nse; a dstinct possibiity in an
amaronment where central banks, hesitant to tighten
manatary pohcy, may fall "babund the curva ™ However,
gold imvestors must accept that gold prices should be
expacted to fall 1o the degree that real yislds nse and/
ar caniral banks tightan or are less easy than the markats
L Of course, wa would expect that nsk-onented
55 comprising mast of investment portfalos would
perfonm well under such conditions

€¢

Investors that index

to UUS equities or a
simple stock/bond
portfolio run the risk
of missing the bend in
the road by focusing
their gaze on the
rearview mirror.

)

4

What are the biggest hurdles
that asset owners face when
introducing a new investment/
asset class to their portfolios
and how do they usually
overcome them?

ntroducing néw Ideas o investors requirss an upfront
educational process to make s all commities meambears,
farmaby members, and relevant stakeholders understand the
rationake and impbcations of such strategees belors thay are
rplamented. Ineestors should understand and beconms
comfortabls with return patterns so that they are able to
withstard inewitable panods of undarpaerformance

Tha education plocess doas nol stop aftar the investmeant
s made. [t cannot be sard encugh times that investor

risk toksrance B not static, but instead shifts with asset
prces, If histery & a guds, investors embracing “long-
tarm” rvestment strategias today will be inclined to
quickly tison tham when they inevitably anter a cycle
of undarperformance ralative 1o more farmiliar

mvastmeant ;'"31-..'7ﬁk]—.5




Long-term asset owners have

had to deliver returns through a
prolonged period of historically
low interest rates. How have they
re-adjusted their portfolios to meet
their liabilities and investment
objectives?

Every investor we work with faces unigue circumstances
that need 1o be clearly dafined before constructing the
portfolia. However, in genaral, investors have been seeking
to improve portfolio efficiency to maintam an appropnate
risk profile while improving return prospects, Such efforts
have focusad on cutting back soversign bond exposure,
whiba increasing allocations to other diversifying assets and
private investments

When investors revisit their appreach to diversification,
they can open the door to holding smaller allocations

1o levweyialding bonds, while prasarving the nsk prefile

of portfolios, We believe that it is possible to build a
smarter, more diversified growth portfalio by allocating

to diversified, attractively valued sources of beta andfor
by allocating to best-in-class managers in strategies with
high alpha potential, but lower beta exposure (for example,
longshort, absolute return, arbitrage, trend following, and
markeat-nautral hedge funds). This strategy is particularky
helpful to pansien plan sponsors for whom the trade-off
between holding duration-matched bonds and maintaining
sufficient expected returns to reduce funded status deficits
has never baan highar

Finally, irvastors with the capacity to increasa illiguidity
have been seeking out higher returns through allocating
more 1o private investmants, including private cradit funds
seaking 1o take advantage of regulatory change and banking
disintarmadiation.

Beyond asszet allocation, investors should carefully review
spending and costs as another means for increasing the
lkalihood of presening purchasing power durning this
challenging low-yield envircnment.

Smart isvesting and the rele of gold

6

As investors increase risk in their
portfolios, what kind of strategies
do you recommend for them to
manage this risk?

We cauton investors against increasing rizk today. It is
getting late in the econormic cycle and investors have quite
a bat of geopolitical and macroeconomic uncartainty to
digest in the year ahead. At the same time, over-allocating
can be problematic in a low retum environment when it wall
be difficult to maintain the purchasing power of long-term
investment portfolios after spending.

Investors should evaluate portfolios” ability 10 weather a
vanety of stress amironments to gauge the amount of
liquidity they nead, These range from the more familiar
pericds expenenced in recent decades, when soveraign
bonds served as solid defence 1o equity-onented portfalios,
to the rigk that economic contraction could be accompaniad
by nsing inflation expectations; an amvironment that

is detrimental to both stocks and bonds. Additional
considerations relate to the potential for debt covenants to
be violated or credit ratings to detenorate. Such a stress-
test analysis should be conducted holistically, not just
focused on resources inside the long-term investrmeant pool.

The primary functions of de-nisking portfolios for pensions
are to reduce interest rate risk and credit nsk, and 1o track
the movennent of the liability lexpected futune payouts) as
closely as possible. We emphasise downside protection

n onder to avoid imvesting n bonds that default or get
downgraded and cause slippage in the funded status
duning times of market stress. We also construct de-nsking
portfolios that account for the imeraction effect batween
growth assets and hiability hedging assets, Il

£6

Gold may
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European uncertainty:
a catalyst for gold

In recent years, the gold price has
been driven primarily by events
in China, India and the US.

But this year could be different.
Suki Cooper, Precious Metals
Analyst at Standard Chartered
Bank, believes rising political
uncertainty across Europe could
prompt renewed interest in gold.

Suki Cooper

Precious Metals Analyst
Standard Charterad Bank

Gaold faces headwinds in 2017, such a5 potentially weak
dermand in China and India and the prespect of nsing real
LS rates. But gold i not wathouwt catalysts. Unchecked

LIS inflation, Brexit negotiations and the uncertainty
surrounding Trumg's internatonal polickes could trgger
another bout of hedging and safe-haven demand. Although
gold i oftan at the mercy of US policies, they ane not its
sohe rmacro driver

Significant upside nsk lurks in 2017, and it sits outside

the US: namely, the potantial shocks stamming from the
shifting political plates in Europe. Gold draws broad-based
safe-haven demand in the event of systematic nsk such as
the great racession, and the elections across Eurapa ths
year have scopa 1o shock markets again

Systemnic rsks have already materialised acoss Europe
cwar the past few years but they have not been sufficient
to drive rasilent matenal dermand for gold. So what makes
2077 different? Quite simmply. the concern i broad based

‘ ‘ Although gold is often at the mercy
of US policies, they are not its sole
macro driver, ’ ’



Thia Eurgpean Parlisment in Strasbomg

Growing political risk

Isolated or local events may drive local demand for gold,
but evants that reverberate thraugh the globsl scanarmy or
thosa that are not easily hadged with mainstrearm assets
can result n & renewed search for gold

Last year, markets had to digest Britain's vote 10 leave the
Eurcpean Union (ELY and the unaxpactad victory of Donald
Trump in the US presidential election. This year, markets
will focus on three pobtical events: first, the ganeral
alection in Metherlands, second, the presidential election in
France, and thard, the federal election in Germany. In each
case, gold could suffer irtially, 88 investons seek ligusdity,
folkawing increased concemn that anti-EL partes coukd
succesd in upcoming alections, threatening the futurs of
the EU. Thereaftar however, gokd’s sale-haven appaal could
shiree again. A weaakier auro and a strongar geld pnce have
co-amsted befora

Eurcpean underainty: a calalyst Tor gobd

Netherlands: First European
election to watch

The latesi palls show the faraght Dutch Freedom Party
{FWV] has mantaned its lead snce November. Support
has nsen 1o 35%, with the People’s Party for Freedom and
Damocracy (VYD) in second place at 23%. VWD won tha
slection in 2012 with a 41% share, and PYV tied in third
place with 15% . PV leader, Geert Wilkders, advocatas a
Duteh rafarendum on EL mambership, 25 anti-immigration
protests have nsan. However, the country’s proporticnal
reprasentation systemn means a coaliton government 15
mast kaly, and other parties have expressad a desire not
1o govern with himn

‘ ‘ Gold could well find a catalyst
in the uncertainty created by the

Eurcpean elections, ’ ,



Eurcpaan uncetainty: a calalyst bor gold

France: Low probability of
a political earthquake

Qur gespaltical analyst beleves the reks anre greatest
surrounding France's alection but that the probability of

a surprse outcome 15 kw. Current polls show Manns

Le Pen, the anti-EL leadar of the Front Mational (FM),
sacunng sufficient votes in the first round on 23 Aprd, and
qualifying in most scénancs for the second round run-off
of the Franch presidential race. The tngger evant would

be avictory for Le Pen in the second round on 7 May. Qur
geopolitical anabyst notes that, to win tha election, the FH
wiould need sbout 18mn votes m the second-round run-off,
around thiee times mone than the FH's record § 8min votes
Izst yaar Le Pen i looking to reassert national control,
take a tougher stancs on immmigration and had, imtially,
advocated eating tha EL as well. She = now suggesting a
‘renegotiaton with Brussels’ as most voters are opposed to
withdrawang from the EL. Har wictony would have sasmic
imphcations for global political relations, a8 well 8 the
future of tha EU

Gold Investor | Pebruaay 2017

‘ ‘ Cold draws broad-based safe-haven
demand in the event of systematic risk
and the elections across Europe have

scope to shock markets again. , ,

Germany: Unlikely victory for
anti-EU party

Support for eura-sceptic Altemative fur Deutschland
(AID) has gained moemantum. [n the lstest poll, support
for the anti-EU party has nsen 1o 15% but i remains

i third place behnd Merkal’s CDU party at 32% and
the Social Democratic Party at 21% . Support for AfD
began to nes after Germany opened 113 borders to
refugess. But suppert for Chancellor Angeala Markel
has nsen as most Garmans polled walcomad har
candidacy for the Bundestag election, which takes
place by October 2017

A catalyst for gold

Europe-related uncertainty is not limited to the political
Iandscape and the futune of the EL. Troubles also
surraund its financizl markets, such a8 concams over
the banking sector, particularly i Garmany and [taby
Gold prices sold off inmially follvwing the collapss of
Lehman Brothers in 2008, as it fulfilled its obligaticn

a3 & liguid asset amid cash shortages and margin

calls, Thersalter, gold attracted broad-bassd investor
nitemast, expanding s univarse of ivestons from
mdviduals o instiutions. We had a glmpse of broad-
bazed investors retunning in 2016 as perceived political
sk grewe. Whiks we think it is unlikely that anti-EL
parties will coma 1o power in 2017, gold could weall fird
a catalyst in the uncertamnty created by the elections. B



Gold: The ultimate
insurance policy

Dr Alan Greenspan was Chairman
of the Federal Reserve from 1987 to
2006 and has advised government
agencies, investment banks, and
hedge funds ever since. Here, he
reveals his deep concerns about
economic prospects in the developed
wiorld, his view on gold's important
role in the monetary system and

his belief in gold as the ultimate
insurance policy.

Oold Imvesior | Py 207

Alan Gresnspan

Chairman of the Federal
Reserve [rom 1987 to 2006

1

In recent months, concerns about
stagflation have been rising.

Do you believe that these concerns
are legitimate?

We have been through a protracted penod of stagnant
productivity growth, particulary in the devaloped workd,
drven largely by the agng of the “baby boom’ generation
Socia benefits (entiternents in the US) are crowding out
groes defmestic savings, the prifmany source Tor funding
invastment, dollar for dollar. The decling in gross domestic
sanngs a5 a share of GDP has suppressed gross mion-
rasidential capital investmant. It 15 the lessened investment
that has suppréssad the growth in autput per haur glabally
Output per hour has been growang at approximately %%
annually in the US and other devaloped countres cver

ther past five years, compared with an earler growth rate
clazar ta 2% That & a huge difference, which i reflectad
propoertionately in the gross demestic product and i
peopde’s standard of lving

As productraty growth slows down, the whole economic
systerm slows down. That has provoked despair and a
consequent nse in economic populsm from Braxit o
Trurmp. Popuhzm & not & philcsoaphy of a concapt, ke
socialem of capitalism, for example. Rather it s & cry of
pain, whare people ame saying: Do something. Help!

At the same tme, the rsk of inflaton s beginning to nse
Ir the United States, the unamplyrment rate is balow 5%,
which has put upward pressure onwages and unit costs
generally Demand & pking up, as manfested by the
recent marked, brosd incresse in the money supply, which
i& stoking inflationary prasswres, To date, wage incresses
hawa largaly been absorbed by emplovars, but, if costs
are moving up, prnces ultimately have to fellow suit. 1fyou
mpose inflation on stagnation, you get stagflation



Gold: The ultimate insurance policy

2

As inflation pressures grow, do
you anticipate a renewed interest
in gold?

Significant increases in inflation will ultirmately incresse the
price of gold. Investrnent in gold now is inguranca, It's not
for shor-terrn gain, but for long-tarmm prolecton.

| viessr gold a3 the primary global currancy. It is the only
currency, along with siver, that does not require a counter-
party signature. Gold, hovwever, has always bean far more
valuable par ounce than silver. No one refuses gold as
payment 1o discharge an cbligation. Credit instruments and
fiat currency depend on the cradit worthiness of a countar-
party. Gold, akong with silver, & one of the only currencies
that has an intrinsie valus, 11 has always besn that way. No
one questions its value, and it has abavays been a valuable
cammadity, first coined in Asa Minar in 600 BC

66

I view gold as
the primary
global currency.

)

Gold lovestos | February 2017

3

Over the past year, we have
witnessed Brexit, Trump’s election
victory, and a decisive increase in
anti-establishment politics. How
do you think that central banks
and monetary policy will adjust to
this new environment?

The onby exarrphs we have 15 what happenad in the 18708,
when we last expenenced stagflation and there were

real congarns about inflation sparaling out of control. Paul
Walckar was braught in as chairman of the Federal Ressrie,
and he raised the Federal Fund rate to 20% to stem the
afasion. |t was a very destabulising pariod and by far the
rmost effective monetary polcy in tha history of the Federal
Resarve. | hope that we don’t have to rapaat that exarcise
1o stabilise the system Bul it rermaing an open question.

The European Central Bank (ECE) has greater problems
than tha Federal Resarve. The assst side of the ECB's
balance sheat is larger than ever before, having grown
steadily since Mario Draghi said ha would do whatewer it
took 1o presesve the euro. And | have grave concerns about
the future of the Euro itself. Morthern Europe has, in effect,
besan funding the deficits of the South; that cannot continue
indefinitaty. The eurozons is not working

In the UE, reanwhile, 1 remains unclear how Brexit will
be resolved. Japan and China rermain mired in problerms as
wall. 5o, it B vary difficult to find amy large econormy that
is reasonably solid, and it is extrermely hard to predict how
central banks will respond

atette 0 1




4

Although gold is not an official
currency, it plays an important role
in the monetary system. What role
do you think gold should play in
the new geopolitical environment?

The gold standard was operating at its peak in the lata
19th and early 20th centuries, a penod of extraordinary
global prospenty, charactensed by firming productierty
growth and very little mflation,

But today, there 15 a widespraad view that the 19th cantury
gold standard didn't work. | think that’s lke wearning the
wrong size shoes and saying the shoes are uncomfortabla!
It wasn't the gold standard that failed, it was pelitics.
World War | disabled the fixed exchange rate panties and
mie country wantad 1o be axposed 1o the humilation of
having a lesser exchange rate against the US dollar than it
anpoyed in 1913

Britain, for example, chose to return to the gold standard
in 1925 at the same exchange rate it had in 1913 relative
13 the US dallar (USS4. 86 par pound sterding). That was a
monurmental error by Winston Churchill, then Chanceller of
the Exchequers. It induced a severe deflation for Britain in
the late 1920s, and the Bank of England had to default in
1931, It wasn't the gold standard that wasn't functioning;
it was these pre-war panties that didn't work. All wanted
to return to pre-war exchange rate parities, which, given
the diffarant degree of war and sconomic destruction
from country to country, rendered this desire, in general,
whally unrealistic.

66

Significant increases in
inflation will ultimately
increase the price of gold.
Investment in gold now
is insurance. It's not for
short-term gain, but for
long-term protection.

)
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Gobd: The ubtimate insamnoe policy

66

Today there is a
widespread view that

the 19th century gold
standard didn't work.

[ think that’s like
wearing the wrong size
shoes and saying the
shoes are uncomfortablel!

))

Today, goang back on to the gold standard would be
percaived as an act of desparation. But if the gold standard
wara in place today we woulkl not have reached the
situation in which we now find curselves. We cannot afford
to spend on infrastructune in the way that we should, The
LI5S sarely needs it, and it would pay for itsalf eventually in
the form of a better aconomic environment {infrastructure).
But ferw of such benefits would be reflected in private cash
flowe to repay debt. Much such infrastructure would have to
be funded with government debt. We are already i danger
of seeing the ratio of federal debt to GOP edoing toward
triple digits. We would never have reached this position

of extremea indebtedness ware we on the godd standard,
because the gold standard is a way of ensuning that fiscal
policy never gets out of line.



Geld: The ulimate insarance policy

Do you think that fiscal policy
should be adjusted to aid monetary
policy decisions?

| think: the reversa is true, Fiscal policy is much mona
fundamental policy. Monetary policy does not have the
same potency. And if fiscal policy 15 sound, then monetary
policy becomes reasonably easy to implamant. The very
wearst situation for a central banker is an unstable fiscal
system, such as we are expenancing today

The cantral issue 15 that the degres of govermment
expanditura growth, largely entitlernents, is destabilising
the financial system. The retirement aga of 65 has changad
anly shghtly since President Rocsevelt introduced it in
19386, avan though longevity has increased substantally
since then. 5o, the first thing we have 1o do is raise the
retirernent age. That could cut expenditure appreciably.

| alze believe that regulatory capital requiremants for banks
and financial intermedianas need to be much higher than
they are currently. Looking back, every cnsis of recant
generations has been a monetary cnsis. The non-financial
part of the US economy was in good shape before 2008,
for example. k was the collapse of the financial system that
brought down the nen-financial part of the econormy. f you
build up encugh capital in the financial system, the chancas
of serial, contagious default are much decraased

If we raised capital requirements for commercial banks,
for exampla, from the current average rate of around

1% 1o 20% or 30% of assets, bankers would argue

that they could not make profitable loans under such
crcumstances. Office of the Controller of the Currency
clata dating back to 18809 suggests otharwisa. Thesa data
demonstrate that the rate of bank nat income to equity
capital has ranged betweaen 5% and 10% for almaost all
the years of tha data's history, irespective of the leval of
equity capital to assets. This suggests we could phassa in
higher capital requirements overtime without decreasing
the effectiveness of the financial system. To be sure thers
would likely be some contraction in lending, but, arguably,
these loans should, in all likelihood, never have been made
in the first place.
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Against a background of ultra-low
and negative interest rates, many
reserve managers have been
large buyers of gold. In your view,
what role does gold play as a
reserve asset?

When | was Chair of the Federal Resarve | used to testify
before US Congrassman Eon Paul, who was a very strong
advocate of gold, We had some interesting discussions

| todd hami that US monetary policy tried to fallow signals
that a gold standard would have created. That is sound
maonetary policy even with a fiat currency. In that regard,

| tedd harn that even if we had gone back to the gold
standard, policy would not have changed all that much. Il

66

The very worst situation
for a central banker

is an unstable fiscal
system, such as we are
experiencing today.

J)



Maximising gold’s
monetary value

Gold has long been prized as a Erkan Kilimei
national asset, preserving wealth =

: p 0 puty Governor
from generation to generation. But it Central Bank of the
can play a much greater economic S BT

and social role, as Erkan Kilimci,
Deputy Governor at the Central Bank
of the Republic of Turkey, explains.
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Mazismising gold's menetary vabae

Ther reslie of thee Cantral Bankar has bacome ncraasingly
challanging in recant years. On the one hand, we formulate
monatary palicy. On the other hand, we ansure that
national reserves are properly managed. So we are primanly
responsible for setting ultra-low and often negative intarast
ratas. But we also need to deal with the consequences as
reserve Mmanagers,

In Turkey, wa believe that gold can play a rale in both areas,

As reserve managers, we are mandated 1o fallow three
basic principles ; safety, iqusdity and returns. In an era of
persistent aconomic fragility, these panciples nead 1o ba
analysed in forensic detail. Wea cannot just continee 1o do
what we once did, because the emvironment has changed
and there is no early recovery in sight. Quantitative easing
has reduced liguidity and means that many government
bonds are producing negative yialds. Undear this scenano,
old assumptions about which assets are highly liquid and
nsk-free need to be reassessed - and it 1s hara that gold
COMEs into its own.

€€ As gold has no credit risk,
it is one of the safest assets a
nation can hold. 99

Breadly speaking, reserve assets represent a nation's
waalth accumulated over many years. As gold has no cradit
rigk, it i5 one of the safest assets a nateon can hold. Itis
also one of the most liguid assets available so it plays an
incredibly useful part in a cantral bank partfalio.

| baleve that we have neglected the importance of goldn
racant yaars. As an asset, it has cartain unigue features,
not just because it is safe and liquid, but also because

it is valued and in demand across the world. 5o taday,

| think we need to revisit this treasured asset and try 1o
understand why it has abways been held in such asteam
and its role within a diversified portfolio,

Of course, asset allocation is dynamic and market
dependent, but in Turkey we allocate 13% to 15% of our
total reserves to gold. And we firmly believe that long-
tarm asset holdars should also overwaight gold in thair
portfolios, parbcularly agamst a backdrep of economic
and political uncartainty.
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Monetising gold

Howewer, we think that gold can play a much broader role
in a country’s economic wealth, particularly for nations with
a long tradition of gold investrment.

The Turkish domestic econamy, for example, is home 1o
between 5,000 and 6,000 tonnes of gold, worth arsund
55200 billon. Much of that wealth lies hidden within
demestic households, where its economic contribution
iz nagligible,

That is why the Central Bank of the Republic of Turkey
{CBRT) intraduced the Resarve Option Mechanism, under
which banks can use gold as part of the required resenves
that they deposit with us, We infroduced the policy in 2011,
giving banks an option to depasit up to 30% of ther total
requirad reserves in the form of gold, The measure has had
conskderable success, boosting our reserves by more than
480 tonmes.

Iy acldition, last autumn we want further, increasing the
propartion of the permissible gold reserve option to 35%,
on conditson that the axtra 5% comeas from wrought or
serap gold from Turkish residents. We also allowed banks
to submit gold in the form of 1kg bars {kilobars ) that can
be stored at the Borsa Istanbul. We then applied a 1:1
co-afficiant 1o this gold, which affectively makes it four
times chaaper for banks to use gold as their raquired
reserves versus the Turkish lira.

This year, we introduced another mechanism, under

which dormestic banks will not enly be able to post gold as
required reserves; but we will alzo be able to buy recycled
gold from them, at price fixed by the Borsa |stanbul and
stored at the Exchange in kilobars. This means that if a
bank has akeady deposited 35% of its required resarves as
gokd, it can sell up to 5% of that gokd to the Cantral Bank
and post fresh gold with us,

Why have we taken all these
measures?

Cluite simply, 1o make batter uge of the nation’s gold,

In Turkey, there is a long tradition of geld imsestment. Geld
is used for wedding gifts and many women belong to gold
saving ccles, organised wathin family homes on a manthly
basis. These traditions have allowed thousands of tonnes
of gold to build up in our economic systam but they are
unrecegnised and ther cwners eam no retum from them.



Golden days

The Reserve Ophion Mechanism encourages banks fo
manaise that hidden godd We have delibarately refrained
from tallimg them fow to do it, but they have produced a
number of mitatves themsahves They have, for exampla,
intraduced monthly "Gelden Days’ desianed to folkvw the
pattern of the women's savings circles. Gold investors ane
invited 1o bank branches, whears they masat gold experts,
drink tea ard are givan the apportunity to opan gold deposit
accounts. This parbicular initiatve worked very wall, not
least bacause it 15 o wall aligned with existing traditions

| babeva this 15 & crucal factor bekand the success of the
Heserve Option Mechanizm. In our view, thane is litthe
poant in introducing such a systeam and Imposing & single
mathadology on the banks and othar stakeholders Itis
far praferable to allow particpants to design ther awn
approach, which takes into considaration local behawsur
and customs

Tha Mechanism has alzo banefited from trust at aveny
stage of the value chain: the trust that iInvestors have in
gold, the trust that they hawe in the banking system, the
trust that banks have in the refinenes who take the recycled
gold and return it a5 standard bars, And, of courss, the trust
in s, the CBRT

As one of the most creditsble national iInstitlutons, people
trust us as the ultimate depositary of the naton’s wealth In
fact, the mechamsm by which householders” geld is turned
inte an internatianal assal i a source of naticnal prde

When we first introducad the Reserve Ophion Mechansm,
therne were concerns that it would create additional demand
for gokd. That has not happened. Instead, it has helped

gold invasiors 1o raalss that thare ang other ways 1o save
and imvest. When thay go inte a bank branch, they ses tha
products that are on ofter and the returns that they can
potantially recene 30 the Mechanism i bnnging unbankad
citizens into the financial system and boosting financial
educaton

€€ e firmly believe that long-term

asset holders should overweight gold
in their portfolios. 99

Maximising gold's monetary valui

Triple benefits

COwerall, we believe that it creates a win: win situation
Indevidual investors win out becawss thay are swapping
physical gold, which yields no return, for return-generataing
deposit accounts, Turkish banks win out becauss they are
able 1o usa thas gold a5 required reseneas with the Cenitral
Bank, theraby boosting ther own liquidity without recourse
to internatonal barrawang, We wan out because we are
ncreasing our reserves of physical gald ot a time when we
believe all Central Banks shoukd be raising the proportion of
gold they hold in their portfohos, And the Turksh aconary
benefits because gold & beang transformed from a passive
asset Into an actve one

Leaking to the future, we have no specific target tor the
arnount of geld that we would like 1o monstiss in this way
but, given there 15 close 1o USE2Z00 bilkon of gold hing
dormant in peopke's homes, we will certainly confinue to
support the Reserve Opticn Meachanism and encourage
mdividuals and banks to bring gokd nte the financial system

We are also working on an initiative with some of our
largest trade pariners, whera both 2ides can use enthear ther
doemesiic currency or gold for payment. It s early days but
this schame s another key way inwhich we can monatise
aur gokd

We belisve that Turkey = one of the wealthiser emarging
rmarket countries, but much of that wealth i hidden
We are deterrnined o brng it inte the open. B




New steps to empower Turkey
in the global gold market

Working in partnership with the Himmet Karadag
Central Bank of the Republic of et
Turkey, Borsa Istanbul is expected Barsa Istanbul
to play a pivotal role as Turkey

cements its reputation for successful

innovation in the global gold market.

Borsa Istanbul Chairman Himmet

Karadag explains the steps that

the exchange is taking and the Gold has been regandad as one of the most important
importance of the new AAOIFI invstmant products for genarations in Turkey and Borss
o L Istanbul & & key player in the frade of physical gold. Lookin
Standard which sets Spﬂ'ﬂ]ﬁc I'LIIEE: ahead, we hope r;;.:u bacome a global .;Enf.-\-,- fc'%hﬁ.:;al 4
f'l'.lll' use Uf gﬂld as an investment in pracious metal storage. Howeaver, ong pont was claar
hefiimice! ) ) in cnder 1o fulfill aur ambition, we needed to expand our
Islamic Finance. vaulting capacity. To that end, we are constructing a new

facility, with maore than 1,600 tors of storage capacity for
gold and other pracious metals - around ten tirmes langer
than our current vaull

The mowe should strengthen cur partnership with the
Cantral Bank of the Republic of Turkey [CBRT), a2 1t
continues to develop the reserve option mechanism. Borsa
Istanbul’s vault 5 currently the only place where Turkish
banks can safeguard gold kept az a part of their rezane
requirernents within Turkey. In tirme howear, we hopa

1o store commancial banks’ othar gold resarves currently
stored in London

Wea have bean collaborating closely with the CERT on
this and, once the new tacility i open in around March,
afforts to bring the gold resanes from London to kstanbul
will ae e rarter

The expansion of Borsa [stanbul's vault 15 aleo timely, gvan
the recent launch of the nev Shar’ah Standard for gold,
develeped by tha World Gobd Council and the Accounting
and Aupditing QOrganisation for lslames Financial Institutiens
fof whch Turkey i 2 member)

W baleve that the new Standard will have a significant
impact on gold demand from all sector players which shy
away from comventional inance practices, a3 it & tha first
time there hes been such dehnitve guidance on gold
praducts in this regard

Iri thea shart-tarm, we axpect that this recant step will fostar
the creation of diversified financial gold products; provide
imvestors with access to 2 broader range of investrmsnt
options, and reduce handling and vaulting costs

Ir the benger tarm, we beleve that the Standard will play an
avien graater role n the market: bolstenng demand for gold
products, reducing gold pnce walatdity and contnbuting to
Turkey's standing as a regional gold hub. W




Advancing Islamic finance

through gold

In 2016, AAOIFI launched the
Shari'ah Standard on Gold,
developed in collaboration with the
World Gold Council. The Standard
is one of the most important recent
developments in Islamic finance and
will bring all the benefits of gold as
an asset class to Muslim investors
worldwide. Dr Mark Mobius,
Executive Chairman, Templeton
Emerging Markets Group, explains
why the time has now come for gold
instruments in Islamic finance.

Daszpite challanging irmeas racanthy, the [slamic finance
field has expananced magpr growth during the last
decads Mevertheless, the opportunity for innovation

i great, given the high interest in lslamic finance

by Muslims gl ower the world. Gold is 8 particularly
noteworthy prospect given its sgnificant history i the
Muslirm world. Antiquity gold was activaly mined and gold
coins ware minted throughout the Middle East, while

the gold dinar was recognized a3 a trading standard for
hundreds of vears. OF course, the use of gold in [slanic
art 15 exceptional and gold's uss in caligraphic documents
has gven pleazurs to mikons of paople over tha years

Givan its hastory and raputaton, the oppodrtunaty for gold
in Islamic finance is clear. However, in order for this
developmant to take place, the klamic world needs o
agrea on a clear set of ndes regardng the use of gold in
Islarmiz finance

‘ ‘ The new Standard will enable the
foundation of what could be the most
significant event for Shari'ah finance in
modern times. ’ ’

Gold Investor | Pebruary 2017

D Mark Mobius
Executive Chairman
Templeton Emerging
Markets Group
A modern step-change

The World Gold Council's cooparation with the Accounting
and Auditing Organisation for Islarmic Financial Institutions

(AA0IFI) to creata a Shan'ah Standard on Geld & a notabla
developrnent in this regard. The new Standsrd will enable

the foundation of what could be the most sigrificant event
for Shan’ah finance in modern imes

Tha most exciting outcome would probably be 3 sanes

of financial products which would appeal not only 1o
Muslims but to people of sl faiths. Gven its unique and
mnecomparable charactenstics of ranty and durabiliy, gold
has for millennia been corsiderad the bast store of value
for all civilisations. Gold's reputation for safety and stabiiny
has made it 3 haven for many imvestors sround the world,
particularly during the high volatility expensnced in financial
rmarkels in recent times. The fact that gold's markat
behaviour 15 rermarkabby different from other asset classes
means that n offers an excallant diversification tool for
rvestors. noaddition, it has proven to be kess volatile than
equities. Furthermore, gold carmes no credit risk

‘ ‘ Buy gold and sit on it That is
the key to sumess”



Advancing [alamic Enance throsgh gold

Wealth preservation

Perhaps one of the most important charactenstics of gold
i 13 liguidity. Gold is traded all over the world and a market
for sellers and buyers can be found in large quantities. In
addition, the most important argument for the use of gold
in Shari'ah and other kinds of finance is the fact that it has
bean shown to be a long-term presarver of waalth

The study of paper money since the time it was first issued
shows that no fiat currancy has hald its value for the lbng
term, Cwver the long term therefore, gold has provided
investors with a bulwark against the irmesponsible issuance
of paper money by governments all cver the world. Franz
Pick, a rencwned expert on currencies who spent a
lifetime studying monay, once said: "Buy gold and sit an

it. That is the key 1o success,” The time has come for gold
instruments in Islamic financs. @

‘ ‘ Over the long term, gold has
provided investors with a bulwark
against the irresponsible issuance of

paper money by governments all
over the waorld. ,’




Gold and currencies: looking
at gold beyond the US dollar

Gold is traditionally priced in dollars
and assessed in relation to the US
currency. But, as Juan Carlos
Artigas, Director of Investment
Research at the Warld Gold Council
explains, 90% of physical demand
comes from outside the US. For those
investors, the price of gold in their
local currency is much more relevant.
And it can differ significantly from the
dollar price.

Gold has plaved an integral rode in the monetany system for
centunes, as a unit of exchangs and a monetary anchor
While gold's official rols has evobeerd under the axisting
systemn of flosting exchange rates, it has retained several
CUmancy characienstcs

For fiat currencies, however, money supply and bank
balance sheots can be expanded as necessary 10 adjust
menetary policy (Chart 1), And the valug of fiat currencies
15 haked 1o whather investars belisve that governments are
wiling and able 1o discharge ther obligations

Geld & different because the avallable supply of gold
changes ittle over time — growing only 2% per yaar through
rmine production. Its geokgical scarcity and its roke as a
hard currency makes 1t a natursl hedge to fiat money. In

fact, over the past century, gold has vastly outperformed all
major currencies as a means of exchange

Az such, investors wse gold as they seak the safety of
supphy-constraned hard assets, especially as governments
impharment inflationany pohces. Cantral banks usa gold

in the sarme way. They view it as an integral part of their
foresgn reserves, providing dersification and buffenng
geopalitical and soveregn nsks

Juan Carlos Artigas

Director
Invesiment Research
Wioeld Gold Council

€€ The reference price of any
commodity - including gold - is
less important to investors and
consumers than the price they pay
in their own local currency. 99

Chart 1: Gold's mine production growth pales in comparizon to the
money supply growth of fist currencies since the Great Recession™
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Geld and carrencies: locking st gald beyend the US dollar

Tracitionally, godd is consicerad & natural hedgs 1o the US
dollar, the world's reserve currency, But US dollar investors
are not the only ones to banafit from gald's currency
hedging qualimes. An allecation to gold also provides
internaticnal inwastors with protection against falls m

thedr lecal currency.

Quoted in US dollars, gold is
bought in local currency

Investors often say that gold is “prced’ in US dollars and
uge this to explain the negatve relationship batwean the
two, While it is true that the gokd price is often quoted in
dollars, it 15 not solely dictatad by the dollar,

The relationship between gold and the dollar responds to
the position of the dollar as “the” resarve currency and

the effect of US dollar-based demnand and supply on the
gold price,

From the demand side, however, the reference price of any
commadity - including gold - is less important to investors
and consumers than the price they pay in their own local
currancy. And from the supply side, the relative strangth of
the reference currency may influence production

ifa track the gold p

Martin Faldstain, Profassor of Econermics at Harvard
University highlighted the impact of this in Project
Syndicate. He showed that the local price of ail enly moves
in relation 1o the daollar to reflect the US currency’'s move
ralative to the local currency. Similarly, we believe the pnce
aof gald in dollars weuld only change te reflect the change
n local dermand/supply for the currency, reflected in the
change in the US dollar relative to a local currancy. For
example, if the dollar rises against the eure, gold becomas
more expansive for European buyers, They, in furn, may
demand lass gold, putting downward pressura on the gold
prica. Thas is, of coursa, a simplification, but explans why in
practice, there 13 an asymimetrc relationship betwean the
collar and gold

€€ The market for gold is truly
global, with more than 90% of
physical demand coming from
outside the US, primarily from
emerging economies. 99




Non-dollar performance of gold

Yes, the US dollar iz a significant driver for gold but there
are two addimonal important points 1o consider: first, s
not the only drivar, and second, it 15 not always the most
relevant metne for imestors.

The market for gold is truly global, with more than 90% of
physical dermand coming from cutside the S, primarily
from emerging economies. For all these non-dallar buyers,
it is the local price = and not the US dollar price = that
matters most, In 2018, as the dollar strengthened, gold's.
return in eurs, starfing, Indian rupes and Chinese renminti,
to name a few, was higher than gold's return in US dollars.

Chait 2: Gold in non-dollar terrms outperformad gold in dollar
termis over the past decade aided by periods of dollar strength
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Geld and currencies: looking at gold beyoad the US dallar

€€ In 2016, as the dollar
strengthened, gold’s return in euro,
sterling, Indian rupee and Chinese
renminbi was higher than in

US dollars. 99

B T T T I I L]

Recently, Solactive AG - a well-established index provider
- has devaloped an indax to track the price of gold from

a nen-dallar parspective. Combining the performance of
gold in a basket of non-US currencies - including the euro,
the British pound, Japanese ven, Canadian dollar, Swedish
krona and Swass franc = it reflects the economic effect of
halding gold with a basket of non-US currences. Gold's
return from this perspective has been, on average, 2.3%
higher per year than the return of gold in dollars for the past
tan years, driven by periods of dallar strength (Chart 2).

So, locking at gold only from a dollar perspective does not
capture all the benefits that investors around the warkd
darve fram adding gold to their portfolio. And from a US
investors point of view, these alternative metrics underine
gold's global relevance. Bl



Key gold market statistics

Gold returns remain competitive compared to major financial assets
Parformance matncs for magor global fnancial assets m LISSY
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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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