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Gold Inves tor | June 2016  Con ten ts Foreword  3 A posi tive outlook  for gold in  2016 In the news  4 Gold  market  news  from around the world  Responses  5 to Brexit An investor’s guide to su rviving  the UK referendum The UK referendum on  whether to remain in the European Un ion or leave it forever is an event  which defies normal market p lanning. But,  consultant  John N ugée, former ch ief manager of reserves at the Bank of England, bel ieves  gold may  prove its  worth, whatever the outcome. How T exas 8  teachers  invested in gold  Shayne McGuire is  an  Emerg ing Markets portfolio manager and runs the Gold Fund for Teacher Retirement  Sys tem of Texas, the 8th  largest  pension  fund in the United States. He explains why the fund is invested in gold. Too much 11 risk , too little gold Pension  funds and NIRP Pension funds face unprecedented headwinds , as  interest rates  remain at  stubbornly low or negative levels. In such  a climate, gold can mitigate risk and  boost  investmen t returns. Juan Carlos Artigas,  Director of Investmen t Research at the World Gold Council  explains how. Misguided 14 policies and  economic risk Mervyn  King was Governor of the Bank of England  from 2003 to 2013 , a period  which included  the most dramatic economic and financial down turn since the 1930s. Build ing on  his experiences from that time, Lord King  talks frankly about  Europe, global  growth and how best to  respond to  the cu rrent uncertain climate. Shanghai 18 benchmark A new price discovery  mechanism for Ch ina The Shanghai  Gold Exchange has officially launched the Shanghai  Gold Benchmark Price, a new go ld price discovery mechanism. Here Shanghai  Gold E xchange chairman, Jiao Jinpu , reflects on the s ignificance o f the new benchmark and i ts impact  both domestically and international ly. Why gold 20  can glow in a negative rate world Gold prices  have risen s trongly so far this year. James Steel,  Chief Commodities Analyst at HSBC, assesses the reasons behind the rally to date and  explains why the current environment may  presage further gains. Enhancing 22 performance with gold Gold has been prized as an asset for centu ries . The World Gold  Council explains why, today more than ever, go ld is  a valuable addition  to any inves tment portfolio . Key gold 25 market  statis tics Gold Investor | June 2016  



  
Foreword A posit ive outlook for gold in 2016 Aram Shishman ian Chief Executive Officer World Go ld Council Welcome to the new format for Go ld Investor. The t iming of the relaunch  of Gold Investo r is no coincidence. Global  economic condit ions are beset  with uncertainty, interest rates are at record lows and recovery remains elu sive. In such an environment, inves tment decision-making is excep tionally chal lenging  – creating  a po rtfo lio that  is balanced enough to with stand tu rbulence yet robust enough to deliver returns is arguably more demanding than ever. Gold Inves tor is designed to o ffer unique inves tment insights from the world?s most in?uential central bankers, economists , financial  inst itut ions, investors and  gold market specialists. In this edi tion;  Mervyn King, Governor of the Bank o f England from 2003 to 2013, talk s cand idly about world economic prospects and the s teps that Eu rope needs to take to return to  growth. In a world characterised by  ‘radical uncertainty’, Lord King concludes that  monetary policy  has reached  its l imits and there is no easy  path towards recovery. Against this background , Lord King  bel ieves  that go ld, as a unique and unco rrelated asset, has an important role to play in  central bank and insti tutional investment po rtfo lios.  (See page 14). John Nugée, independent Consultant and former Chief Manager of the Reserves of the Bank  of England discusses the impact  of the Brexit  referendum on inves tment portfolios . Discuss ing the vote on whether the UK should remain in the European Union or not, he bel ieves  the outlook is  not just unknown,  but unknowable. In such a scenario , Nugée advocates that  investo rs  should undertake ‘a su rvival analysis ’ o f their portfolio s and concludes that gold is a valuable asset to hold, whatever the outcome o f the forthcoming referendum. (See page 5). Shayne McGuire, portfolio manager at Teacher Retirement  System of Texas, reveals why the 8th  largest  pension  fund in the United States decided to invest in  gold. Highlighting the diversification benefi ts of gold, McGuire also prov ides practical advice about  how to overcome po ten tial is sues associated with invest ing in gold . (See page 8). James Steel, Ch ief Commodit ies Analyst  at  HSBC, is a renowned authority on gold. He outlines gold ’s  ro le as an investment  asset  during  a t ime of negative interest rates, when market behaviou r is unpredictable and sent iment is fragile. (See page 20). We are keen  to hear your views about  our publicat ion so  please email  goldinvestor@gold .org. We hope you enjoy the read. Aram Shishmanian The World Gold Council is  the market development arm of the gold indus try. Working w ith world-class  organ isations 
across the supply chain, we stimulate demand, develop innovative uses of go ld and take new products to market. As the g lobal autho ri ty on  gold, we offer comprehensive analys is of the industry , giving decision  makers  unparalleled  information  and insight into the d rivers  of gold demand . Gold Investor | June 2016 3   



  
4 Gold Investor | June 2016 In the news China launches renminb i-denominated  gold benchmark The Shanghai Gold Exchange has  launched a RMB-denominated gold price, in keeping with China’s moves to internationalise the RMB. The auction runs twice daily and involves  18 banks.  China’s ICBC Standard Bank buys  2,000-tonne London  gold vau lt from Barclays ICBC Standard Bank  has  announced that i t is buying  Barclay’s 2 ,000 tonne capaci ty go ld vault . The Chinese bank  has  also jo ined the London Precious  Metals clearing system.  
Rogoff recommends central banks increase share of gold in reserves Former IMF chief economist  and renowned  Harvard Pro fesso r, Kenneth  Rogoff is  recommending that  emerging market cen tral  banks increase the share of gold reserves they ho ld, suggesting that a shift  into gold would improve the functioning o f the internat ional financial sy stem. India’s gold market re-opens after 42 day s trike A 1% manufacturing excise tax included in the Union Budget in February led to  a 42 day strike by  jewellery retailers; consequently Q1 consumer demand fel l to i ts lowes t level since 2009. The strike ended in  April and the industry  has slowly returned  to no rmality.  



  
5 Gold Investor | June 2016 Responses to Brex it An investor’s gu ide to su rv iving  the UK referendum  
The UK referendum on  whether to remain in the European Un ion or leave it forever is an event  which defies normal market p lanning. But,  consultant  John Nugée, former ch ief manager of reserves at the Bank  of England, bel ieves  gold may  prove its worth, whatever the outcome. The UK’s referendum on whether to stay in the European Union or become the first country  ever to leave it is the major polit ical  event  of 2016. It is even more importan t than the US elect ion this November, despite the unp recedented  nature o f that  election, with the aggressively populist Republican cand idate Donald Trump turning normal American politics inside ou t. Bu t the UK’s referendum is also a market even t, and those responsib le for financial assets cannot  ignore it. Markets  have been experiencing heightened volatil ity for months and , if the UK votes to leave the EU, this  uncertain ty and volat ility wil l continue, potentially for years. So how should investors  react to this one-off and largely unpredictable event? How should they  posi tion their portfolio s, and what should their objective be? Should they  be seeking to maximise possible gains o r should  they have more defensive amb itions, aiming to  limit the damage that markets  migh t inflict  upon their investmen ts? John Nugée independent Consultant and former Chief Manager of the Reserves of the Bank of Eng land  



  
6 Gold Investor | June 2016 The new abnormal The first po int to bear in mind is that  a referendum is no t a normal market event. It is  binary: the answer is  ei ther In o r Ou t, with no shades o f grey in  between. And if the vote is to leave, it is irreversible so i t canno t be changed . This means  that the usual  portfolio measuremen t and management techniques , like expected  value of investmen ts and VaR calculations, are not  part icularly helpful here. Averages do  not offer a useful guide to the outcome of a binary decision , and it is not  enough to  posi tion a po rtfol io so  that it  ‘comes  out ahead  on average. ’ Nor can the u sual risk  analys is techniques  offer any guide, for the s imple reason that there are no  facts, no  percentages, no risk factors and no pred ictions  about the aftermath of the vote. In other words, it  is imposs ible to  predict  what  will  happen after an event  fo r wh ich there is no p recedent . In  situat ions l ike this, where the future is not only unknown, but unknowable, many investors choose to conduct a scenario  analy sis. look at all the outcomes that could possib ly arise, (however un likely they may seem) and see what  the consequences migh t be. However, in a one-o ff, irreversible decision such as  the referendum, conducting a survival  analy sis is even  bet ter. A subset of scenario analysis , it involves looking at all the possib le downsides  and checking to see whether your portfol io can  survive the worst  that fate can th row at it. Onwards and upwards  In  the case of the UK referendum, i f the British vote to remain, there is no significant change. But this means that  current is sues wil l pers ist,  such as the weak global economy generally ; the compounding chal lenges of immigration  and  security in Eu rope, and  mounting solvency pressures on Greece and Italy. The implication of al l this is that the current  monetary policy  stance o f the major central banks will  also continue – persistent ly low rates in the US and  UK; QE and negative rates in Eu rope and  Japan.  This is a relatively posi tive environment for gold , so, with no change in central bank po licy, the current  mildly upward trend in the gold price may stay in  place. If the UK votes to leave,  the immed iate react ion wil l be heightened uncertainty as  to the consequences. And with these consequences involving not just the UK, but also the EU and the wider global economy,  there may well  be a flight to  safety assets, includ ing go ld. Gold rush Longer term, Brex it could  prompt a number of poss ible outcomes  fo r the EU. It is possib le that the shock  of the UK’s departure could drive the eurozone to a closer union  as a defensive response, cementing  the sing le currency by adding fiscal  and financial  governance to the monetary governance 
of the ECB. Many  not on ly predict th is, bu t deem it necessary  fo r the euro to survive and p rosper.  But  it would also reinforce the deflationary grip that the euro creates for the EU economy, increasing the pressure on the weaker peripheral economies and  probably in tensifying the ECB’s policy of QE and negative in terest rates. In such an environment, go ld, as an asset that yields zero  rather than less than zero,  ironically becomes a high-yielding asset and very at tractive. Even after sto rage costs, returns  on gold become competit ive in a world o f sub-zero bond  rates.  



  
Responses to  Brex it An investor’s gu ide to surv iving the UK referendum There are no facts , no percentages, no risk factors and no predictions about  the aftermath o f the vote. In other w ords,  it is  impossib le to predict what will happen next . 7 Gold Inves tor | June 2016 Another poss ibil ity is that a UK exit would increase the risk of mu ltip le fractures  in the EU, as nationalis t and popu list  part ies in other member s tates seek  to follow the UK’s example. But, if the EU were to come under such sustained pressure, doub ts wou ld arise over the value of al l paper assets  in the Eu rozone, and even over the future of the euro itself. In such  a scenario gold stands  to benefit, no t for its superior retu rn , but because of its t radi tional safe haven  qualities . The importan t feature of this  sort of analysis is that the inves tor does not  have to forecast which outcome is  the most likely  or what will  happen next – for an event such as the referendum this  is an impossible and fru itless  task. Rather, a survival  analy sis looks at all  possible outcomes , and shows that whatever the outcome, an inves tment in gold is unlikely  to underperfo rm and in some scenarios  migh t outperform s trongly . Better be safe And having done the survival analysis, the wise investor wil l look at his  or her po rtfo lio and ask:  “Given the uncertainties and the range of outcomes , what proportion of my  assets should be in  gold?” Whatever your posit ion and whatever your beliefs, the optimal  answer is unlikely to be “Nil .” The old saying  is that  “All roads lead to Rome.” Given that  the UK is, in effect , voting on i ts adherence to the T reaty of Rome, and one of the two  outcomes leads the UK away from Rome, the old saying  does not , in th is case, hold. But instead, we migh t perhaps be just ified in saying that “All  roads  lead  to Gold.” Responses to Brexit  An investor’s  guide to surviv ing the UK referendum Whatever the outcome, an  investmen t in gold is  unlikely to underperform and in  some scenarios might outperfo rm strong ly.  



  
8 Gold Investor | June 2016 How Texas teachers inves ted in go ld Shayne McGuire is an Emerging  Markets portfolio manager and runs the Gold Fund for Teacher Retirement System o f Texas, the 8 th largest pension fund in the United  States. He explain s why the fund  is inves ted in gold. Ultimately,  our decision to invest  in go ld as an asset separate from commodit ies was based on the d ivers ificat ion benefits to the overal l portfol io. Shayne McGuire Emerg ing Markets portfolio manager, Gold Fund for Teacher Retirement System o f Texas TRS has  been investing in go ld for a number of years. Why  did the pension fund  decide to invest  in go ld as an investment separate from commodities? One of the main reasons we considered gold was the diversification benefits it  provides to portfolios dominated by equities, as most pens ion funds  are. We began work  on gold in 2007 and the Gold Fund was launched in  October o f 2009. Gold, which has different  demand and supply d rivers than financial  assets, is  generally negatively correlated with stocks . Since the end o f Bret ton Woods, every t ime the S&amp;P 500 has fallen more than 10% in a year, go ld has been up. Despite the co llapse of commodities  during the 2008 financial crisis  and  the metal’s in itial decline, gold was one of the few assets that ended posit ive fo r the year. We though t that adding gold as a relatively small  percentage of total assets would improve the Trust’s long -term risk-ad justed returns due to diversification benefi ts. What were the main hurdles that had to be overcome to  launch the Gold  Fund? What  convinced pension  fund directors to dep loy the s trategy? Go ld presents a number o f investment  challenges  that provided fo r intense discussion  when  we were deciding on the Gold Fund.  Most  notably , the metal does not offer a dividend or coupon  that can  allow for cash flow-based valuat ions that we, as  financial pro fessionals, are comfo rtable with. There was  also the memory of the 20-year bear market  the metal endured during the 1980s and 90s.  (What i f we get another bad one?) Since the price of gold was fixed befo re 1971 (excluding the few turbu lent years  after the Civil War and during  the early FDR adminis trat ion), we only have two very different bear markets and two very different  bull  markets for the metal, which p rovide a weak basis  fo r s tatist ical  analy sis. (It is  importan t to point  out that  the bear markets were so different because the first started with very high real in terest rates and the second one with negative real rates , which persist  today.) Furthermore, there is  the issue o f where gold should reside in asset allocation. The precious metal is lis ted on the FX page on the Bloomberg  financial 
sys tem, but  also on i ts Commodit ies page.  It  is an in flation hedge (it rose 2,300% during the inflationary  1970s), and yet  a deflation hedge in times of deep  economic stress (such as the early 1930s and 2008) – it tends to rise as investors begin to ant icipate the need for dramatic in flationary monetary in tervention. Given  these difficu lties, i t is no surprise to me that, to this day, many funds strugg le to implement a gold strategy. Ultimately , our decision to invest  in go ld as an asset separate from commodities was based on the d ivers ificat ion benefits to the overall portfol io.  



  
Gold Inves tor | June 2016  9 How is  gold handled at the asset allocation level and actual  implemen tation o f the investmen t? The Gold Allocat ion Committee (comprised of the Chief Risk Officer, the heads of Asset Allocat ion and Trading , and myself) meets once a month along with two  analy sts to consider pos itioning in precious metals  fo r the Trust. We reach  a decision regarding the Trust’s  gold  posit ioning helped, in  part , by a gold  model we designed  internally. The model contains  factors that  historically have sign ificant ly impacted the metal’s price –  most  notably  the level of US real interest rates, the US dollar, changes in  central bank holdings and demand from Asia (wh ich represents abou t half of total g lobal physical demand for gold) among others. Once a decision has  been made, the team also ag rees on the proper way to imp lement an increase or a decrease. The Go ld Fund invests in both  precious metals and related equities , so on  an unlevered basis we can add beta to gold i f we th ink the investment  environment fo r p recious metals is  posit ive. We unders tand the Gold Fund has held assets  of as  much as US$800 mill ion and as li ttle as US$100  mil lion, o ften for reasons other than  price movements. What factors drive the re-balancing decisions  and  how often do  you review them? How do  you measure performance? Given that the Go ld Fund at p resent represents less than one percent of to tal assets (of approx. US$130bn), our decision  to add to  or subtract from the fund is based almost entirely on  gold.  In  2013, a difficult  year for gold  and  the Gold Fund , we reduced our holdings  in the fund  ultimately down  to the minimum and we started adding significant ly early this year as our model began giv ing a posi tive signal for gold . In  terms of performance, we measu re the Gold Fund versus a custom benchmark of 35% go ld, 15% s ilver and 50% precious metals equities  (based o ff the Philadelph ia Stock Exchange Go ld &amp; Silver Index, which has the longest h isto ry ). Given that we can gain alpha by playing the metals vs. s tocks and via s tock select ion, this has p rovided us with less  volati lity  (in comparison  with t radi tional gold equities-only  funds) and yet more po ten tial ups ide than go ld alone can  provide. This flexibil ity allowed  us to  be the only  gold fund  (to my  knowledge) that rose in  absolute and relative terms  in 2014, another tough year in  which both metals and equities were down. (We were s ignificantly overweight equities vs. metals on 1  January  and  reversed posi tion ing early in the summer.) Fortunately, 2016 has started on  a s trong no te given the recovery in precious metals. How Texas  teachers  invested in gold Since go ld has low to negative 
correlations with traditional asset classes, most no tab ly stocks, investors should consider the outlook for larger markets to arrive at their outlook for gold.  



  
10 Gold Investo r | June 2016 How do  you address the challenge of unconventional monetary  policies, such as  negat ive interest rates, and their effect on go ld portfol io management? Unconventional monetary  policies have had a tremendous  effect – both good and bad – on our gold portfolio. Before 2013, they  benefited the fund, as inflation was expected to rise. Bu t in that year go ld fel l hard on the expectation  the Fed was moving  away from QE and that rate hikes were coming, that Eu ropean central  banks wou ld be gold sellers (led by bank rup t Cyprus), and a strong stock market – in short, because we w ere going  back to normal fol lowing  a d ifficul t recovery from the Global Financial  Cris is. This year – and,  by the way, cen tral  banks never sold, but rather bought  more gold  on a net basis –  quantitat ive easing has returned as a market considerat ion, which  has  impacted gold. Perhaps the b iggest surprise in this regard  was that the announcement by Japan’s central bank  of negat ive interes t rates  resu lted in a stronger currency  – the exact opposi te of what  the policy  was  intended to  achieve. The notion of “quanti tative fai lure” – that unconventional monetary policies were becoming counterproductive and  that cen tral  banks might lack tools to manage the fu ture macroeconomic environment –  has  benefited  gold s ignificantly, mos tly v ia ETF ho ldings and precious metals  equities. I would say unconventional  monetary policy  is one of the factors affect ing ou r decision-making (mostly at the allocation level), but that it is one of several we consider. Events like the British referendum on EU membership have triggered conversations about  how to  manage risk for outcomes whose effects  are not ful ly understood. As these sorts of tail  events seem to be increas ing in frequency, what adju stments, if any have you made to  investmen t strategies? Although fund managers  like George Soros have made fortunes in macro  investing, it  is imposs ible to  know if th is year’s (o r week’s) cris is wil l truly affect financial markets  for better or worse. The Asian Crisis of the late 1990s , which was devastating for a number of countries in  the region, did lit tle to help  the price o f gold (which at the t ime was responding primarily to massive central bank dumping – something our model would have detected). We are always  monitoring  the global  polit ical  and  macroeconomic env ironment,  but focus much  more on the fundamentals (such as the key facto rs  mentioned  above) that  have h isto rically  affected go ld prices to determine the Trust’s proper allocation  to the metal . Gold thrived during  the inflationary 1970s and  then languished in a protracted bear market. In recent years, we have confronted the risk 
of deflat ion and gold has declined s ignificantly from its  2011 peak. Why does it make sense as an inves tment now? Gold general ly competes with other asset classes, l ike stocks , bonds  and real estate, on a weak  footing  since it does  not offer a dividend or coupon with  which to value i t in a formal sense. Over the very long term (since the 1830s), gold  has  retu rned 1 .1% per annum in  real terms in US dollars (see Barro and Sanjay, “Gold Returns,” Feb ruary 2013, NBER Working  Paper No. 16026). But  fo r an investor today , knowing this is perhaps less  helpful than knowing  that gold rose 2,300% in the 1970s and that  it had a 20-year bear market  in the 1980s and 1990s:  it h as h igher volati lity  than long-term retu rns  would  imply, making hold ing a large posit ion relative to other assets a complex decision. Considering that the metal  has  effectively only been  trading as a risk asset for 45 years I believe gold  is, very iron ically, one of the newest majo r asset classes,  one that funds  with a very long term time horizon wil l be taking more seriously  in the years  ahead. With the exception of brief periods I mentioned before, when it traded free of a dollar link , gold  has  only  had  two bull markets (th ree, if you include 2016) and two bear markets in US financial h isto ry . Since gold has low to negative correlations with traditional asset classes, most no tably stocks, inves tors should cons ider the outlook for larger markets to arrive at their outlook for gold.  How Texas  teachers invested in gold Considering that the meta  



  
l h11 Gold  Inves tor | June 2016  Too much risk, too  litt le gold  Pension funds and NIRP Pension funds face unp recedented headwinds, as in terest rates remain at stubbornly  low or negative levels . In  such a cl imate, gold can mitigate risk and boos t investment returns. Juan Carlos Artigas, Director of Inves tment Research  at  the World Gold Council, explain s how. Chart  1: A large portion of sovereign debt now carries negative in terest rates*Less than 0%Between 0 -1%Greater than 1%Outer ring :NominalTotal amountoutstanding:US$26.5tnInner ring:Real35%14%47%33%32%38%* As of 23 May 2016. Includes  sovereign debt from A ustralia, Canada, Denmark, Euro area (investmen t grade), Japan, Sweden , Switzerland, the Un ited Kingdom and the United States. Real yields compu ted as  nominal yield minus  the most recently  availab le year-on-year CPI inflation rate.  Totals may not equal 100% due to rounding. Source:  Bloomberg; World  Gold Council   
A challenging environment Pension sys tems in developed markets face a challeng ing environment. They are under pressure to close funding gaps – either current  or expected – as returns dwindle, populations age and market  contractions become more frequent . Yet , amid a low rate environmen t – negative in many cases  – the most common so lutions seem daunting: Cutt ing benefits  and /or increasing the retirement age are not popular with the electo rate Adding more stocks, lower quality debt or other h igher yielding (and generally  riskier) assets makes funds  more vulnerable to market swings. Th is is  not a doomsday scenario. It is  a real ity that pension managers  are confron ting right now. In  the US,  for example, the Financial Times reported a s tudy est imating a US$3 .4 trill ion pens ion fund  deficit . In the UK, the deficit for final salary pensions was 375  bill ion (US$562 b illion) in 2015, a figure that has been increasing in recent  years. In Germany, the financial services regulator has raised concerns  regarding unintended consequences of unconventional monetary  policy for pension funds . At the same time, Japanese pens ion funds  are ramping up investments in the stock  market . Bond retu rn s are limited Then there is  the issue o f low (or in many cases negative) interest rates. In all, one third of developed market sovereign bonds are trad ing with negative yield s, and two thirds t rade with yields  lower than 1%. In Germany and France, al l sovereign debt  yields with maturities of five years  or less are negative. For Switzerland  and  Japan , only 30-year bonds have posi tive yield s and the yield s are negligible. In the US, the si tuation is not much bet ter. The economy is showing strength and the Federal Reserve may even raise rates at least once this year (possib ly th is summer) but rates are st ill, on average, at  mult i-decade lows . Nominal  yields are posit ive but , excluding the long-term 30 -year bond, they are all below 2%. And real  yields are negat ive on bonds of up to three years in  maturity . Against this backdrop, analys is from the World Gold Council  shows that bonds are likely to have l imited  upside:  low yield s mean that bond prices cannot increase as much as they did s ix or seven years  ago, as  they are already  close to their face value. In addition, current yield s and the steepness o f the curve have historical ly been good predictors  of fu ture returns . For example, the current Barclays Capital US Bond  Aggregate (US Agg) has a yield-to -maturity (YTM) o f 2. 16%, and reg ression analysis Juan Carlos  ArtigasDirector, Investment  Research World Go ld Council Th is is  not a doomsday scenario. It is a real ity that  pension  managers are con fronting right now.  



  
as12 Gold Investor | June 2016 shows that investors may expect a 2.9% return (±0 .5%) over the nex t 7-10 years, jus t a fract ion of the 6 .4% the US Agg has returned, on average, over the last  25 years . This means  that investors would be losing money  in real  terms on any o f their short- and medium-term bond hold ings and  would be mak ing very li ttle on longer dated bonds , while incu rring additional duration  risk. As a consequence, investo rs  may have to re-cons ider their asset mix, especially when it  comes  to risk  managemen t. This  may have importan t consequences  in terms o f the time it  takes investors to achieve their financial  objectives. Stocks  are expensive In spi te of market  uncertainty, stock p rices continue to rise and s tock valuations remain expensive. Yale Pro fesso r Robert Shiller’s price-to -equity ratio  data going  back to 1900 shows that  the situation is unp recedented,  with 10-year nominal bond  yields this low and equity valuations this high. In fact, the p revious high was in 1929. That does  not mean that  the world is on the cusp of an  economic depress ion, but risk  in portfol ios has increased considerably with few assets  to balance it out . Globalisation has  a cost  Histo ry  shows that the magn itude and frequency o f s ignificantly  negat ive events (defined  as  a 5% pullback in stock markets in any given month ) have only increased over time. This  is due in  part  to the growth of financial  markets worldwide and  their interconnectedness. Thus , it is not unrealis tic to think  events like these will continue to occur and that go ld wil l react accordingly. While isolated events  may remain localised, a confluence o f many events at the same time and the global isation of financial  markets could result  in a broader shock to the global economy. Too much  risk, too lit tle gold Pension funds  and  NIRPExpected return based on YTM and curveChart 2:  Current yield s and the steepness o f the bond curve are good  predictors of future retu rns*Regression analysis o f future returns versus  yield-to-maturity and Treasury curveFutu re return %0246810121416180% 5% 10% 15% 20% Observed 10y Treasu ry  Observed US Agg  US Agg  fo recas t * Log-l inear regress ion based on  monthly bond data. Treasu ry  data from January 1920 to  April 2016. US Agg data from January 1992  and  April 2016 due to availabi lity .Source: Barclays Capital; Bloomberg ; Federal  Reserve;  World Gold  CouncilRelative ratioRelative ratio &gt;9Shiller’s  P/E ratio div ided by 10y Treasury y ield03691215190019201940196019802000Chart 3: Stock P/E valuat ions today are at record h ighs relative to the level of interest*Ratio between Shiller’s CAPE and 10-year Treasu ry yield* Shil ler’s Cyclical Adjusted Price-to-
Earn ings  (CAPE ) ratio  is a measure o f relative valuation. Ratio relat ive to the cons tant matu ri ty 10y Treasury yield.Source: Federal Reserve; Robert  Schil ler;  World Gold Council0Frequency of monthy  world stock  retu rns  less than -5%Cummulative loss du ring those periodsCountCummulative loss (%)-200-150-100 -5050Number o f events%Chart  4: The frequency and magnitude o f negative market events  keeps  growing*Coun t of mon thly returns  less than -5% and their cumulative return1980-199041990-200092000-201020*Based on data from a spl iced index of the MSCI World (1980-1987) and MSCI AC World (1988-2010) indices. Source: Bloomberg ; World Gold Council  



  
effectively on ly been trading as a risk  asset  fo r 45 years, I believe gold is,  ironically, on13 Gold Investor | June 2016  
Low rates favour gold For inves tors, the p resence o f low or even  negat ive rates:  reduces the opportunity cost o f holding gold  limits the asset  pool some investors would use erodes  con fidence in fiat currencies  increases uncertainty and market volatili ty as cen tral  banks run ou t of effect ive monetary policy options. World  Gold Council  analy sis shows that : in a low interes t rate environment gold returns tend  to be twice as high as  the long -term average as long as short-term interes t rates  are below 4% (in  real terms), average gold returns remain pos itive. At  present , even if the Fed continues to normalise pol icy and lifts  the Fed funds rate a few t imes this year, interes t rates  would be far from that th resho ld. A higher percen tage in gold Since the s tart  of the financial  cris is, there has been  a p rolonged period o f low yields . In such an environmen t, pension funds should  consider adding gold (or increas ing their allocation if they already hold  it). Bonds generally help  balance the risk s inherent in  portfolio s. Low yields, however, not only promote risk tak ing, bu t also l imit the abili ty of bonds to  cushion pullbacks in stocks  and  other risk assets  in inves tment portfo lios . Our research shows that  gold can help investors balance portfolio risks in this largely unp recedented env ironment. For portfol ios that  have a mix of stocks and bonds we found that s trateg ic gold allocations in  the current low yield env ironment should be: 1 to  1.5 times higher than they would  be if average bond yields were closer to their 25-year average, depending on the portfo lio mix 1.5  to 2.2  times higher than they would be if bond yield s were to fall 1% from current levels (or i f curren t yields  pers ist, but gold returns are close to their his torical  average). For example, under conservative assumptions for gold  retu rn s, our analysis  shows that an investor with a 60 /40 po rtfo lio may hold up to 8.7% in gold (up from 5.5% under historical assumptions for bond return expectations), and up to 10% if yields were to fall  1% further (or i f curren t yields  were unchanged, but  expected gold returns were 4% per year). While these examples use US-do llar portfolios, similar results  app ly to  euro and pound-sterling inves tors. Too much risk, too li ttle go ld Pension funds and NIRPVolati lity30y historicalCurrent yields (gold @ 0%)Current  yields (go ld @ 2%)Yields fall by  1% (gold @ 2%)Gold  allocat ion %85%70%55%35%20%Cash andbond  mixChart 5: Lowering  expected bond returns significantly increases the optimal weigh t that go ld should have in  portfolio sOptimal gold  al locat ions  in inves tor portfolios under different  expected returns**Portfol ios include 3-month T-Bil ls, US treasuries, high  grade and high yield  US bonds, 
global  treasu ries,  small-, mid- and large-cap US stocks, EAFE and EM stocks, commodities, REITS and go ld. His torical returns compu ted  using monthly data from February 1986 to  February 2016. Curren t yields  as  of 21 March  2016. Source: Bloomberg; ICE Benchmark Adminis trat ion; World Gold Council0246810123%5%7%9%11% Low yield s, however, not only promote risk taking, bu t also l imit  the abili ty of bonds to cushion pullbacks in  stocks.  



  
14 Gold Investo r | June 2016 Misguided  policies and economic risk Mervyn King was Governor of the Bank  of England from 2003 to  2013, a period which included the most  dramatic economic and financial  downturn since the 1930s. Bu ilding on h is experiences from that time, Lord King talks frank ly about  Europe, global growth and how bes t to respond to the current uncertain climate. Ever since the financial crisis  erupted  in 2008, governments , policymakers and regulators  have been determined to preven t a recurrence of those dark times. Myriad rules and  regulat ions have been designed to strengthen  bank balance sheets and l imit their recou rse to the taxpayer. At the same time, there have been concerted efforts  to boost economic growth, th rough quantitative easing and  exceptional ly low interest rates . Mervyn King believes many o f these s trategies  are, quite s imply, wrong. “Monetary policy has reached its limits ,” he says . “If you repeatedly bring  down in terest rates to  try and persuade people to spend  today rather than tomorrow, it works fo r a while. But  they become increasingly resistan t to being asked to spend their resources now rather than  save for the futu re. And the longer domestic spending is in excess  of potential output , the more you  have to borrow from the rest of the world to finance it. Eventual ly people wake up to the fact that  this is unsustainab le and then you get  a sharp adjustment  downwards.” King suggests  that ul tra-low - o r negative - interest  rates do not just have a limited shelf-li fe; they  actually exacerbate some of the structural problems that have beset global economies from many years, namely the disequilibrium betw een saving and spending. “Unless you take steps to deal  with that  underlying disequ ilib rium, all monetary policy  does is to essentially buy a bi t more time in the hope that policymakers will do the right  thing. Bu t we’ve bought eigh t years now and they s till  haven’t  done what’s right ,” King explain s. Mervyn King Governor of the Bank of E ngland from 2003 to 2013  



  
15 Gold Investo r | June 2016  
King  accep ts that monetary policy  tools , such as cutting in terest rates and quantitative easing, w ere appropriate in the immediate aftermath of the financial crisis. His  main concern is that they have outlived their usefulness.  “If we had  too much  spending and too much borrowing  before the crisis and  we have even more spending and borrowing  now, then we’re moving further and further away  from the point that we’ve got to get back to. So monetary  policy is not  only meeting diminishing  retu rn s, but it’s making the ul timate adjus tment even bigger. It ’s  taking u s in the wrong direct ion,” he sugges ts. King believes that there are four paths  that world economies need  to follow to emerge from the cycle o f persis tently  slugg ish g rowth and an increasingly d isil lusioned electo rate. No easy solution “T here is no easy  way out. But I believe that first , we need explici tly to recogn ise that monetary policy is no longer the right approach. That’s no t to say central banks should put up interest rates now. I th ink that would just lead to another downturn. But  governments  really  have to do something to boost people’s bel iefs in their futu re income, so they need to put in  place a sustainab le programme of improving p roductivi ty over the next 10 to 20  years. It does  not have to work quickly , but i f peop le bel ieve their fu ture incomes wil l be higher, they  will be p repared to spend more today and that would g ive someth ing of a recovery,” he says. “Second, we need  to tackle imbalances within and between economies so we need to move to much more flexib le exchange rates.  Part of the problem here has been the belief that fixing exchange rates was the righ t way to go and it’s just created massive imbalances bo th within Europe and between Asia and the West.  That’s a b ig challenge in Eu rope, but it  needs  to be addressed. “Third, there needs  to be a sustained effort by the indus trialised world to promote freer trade in  serv ices and not get bogged down in the Doha round , where the big emerg ing markets can hold us back. “And fourth, we need a degree of international  cooperation that has been absent s ince the spring o f 2009. The IMF has not  been active enough  in promoting the need  fo r this. But governments will have to recognise that  it is very  hard  for any coun try to rebalance its economy un less others are doing  so at the same time. Many countries  have been trying to stimulate domestic growth by  pushing their exchange rates down, but  this  is clearly  counter-p roductive as it won’t work in  agg regate,” he points out.  So far, however, there are few signs  of this  spirit  of cooperation. “The risk is  that we just  mudd le through with a prolonged period of very low g rowth. The longer that  goes on, 
the more ou tput we wil l have lost  in the interim. And in the long run, i t makes another crisis  more likely  because, if everyone is relying  on monetary po licy and it  isn’t the answer, we won’t get  back to a new equilibrium. We do need to make that  jump  at some po int so  the question is  do we get there as a result  of active, conscious policy decisions  and cooperation between  countries or wil l it  only happen  as the side-effect o f another crisis, where we dither too long and wait to  wri te off a lo t of past cap ital inves tment before we s tart  investing again?” asks King . Tough t imes in Europe King’s  fears  about economic p ro spects are arguab ly even gloomier when it comes to Europe. “There are four possible paths, but  none of them is particularly palatable because the s tart ing point is one that nobody  would have recommended,” he says. “I don’t think further austerity withou t any other compensating set o f actions  to boost demand  will help in Southern Eu rope. T here is not much prospect , let alone support for, inflation in Germany. There is some at tempt to make transfers o f capital within Europe and  several cen tral  bank governors have sugges ted a Euro area finance minister, but  there is no democratic support for that. Misguided policies and  economic risk If we had  too much spending and too  much borrowing before the crisis  and  we have even more spending and borrowing now, then  we’re moving further and  further away from the point that  we’ve got  to get  



  
back to. 16  Gold Investor | June 2016 “And the last opt ion is to have a different configu ration of membership of the euro area, in which the easiest  outcome wou ld be for Germany  to leave. That could be temporary. They may not want  to abandon the ultimate goal of monetary union, bu t I think the problem is that  it is  very  hard to be explicit  about that unless you are prepared to  accept  poli tical union and no coun try has been  prepared to do  that yet,” King  states. In a world characterised by what King describes as ‘radical uncertainty ’, he bel ieves  long -term asset managers should adop t a pragmatic approach to  investmen t. “If we don’t  quite know what the future holds, there is li ttle po int in getting carried away by very fancy mathematical  calculations of opt imal po rtfo lios . Don’t rely on past  data to be a good guide. Try to  think  through  what mix  of assets gives you the best  chance of surviving some big event. That must  mean including assets that  are negat ively correlated or uncorrelated in your portfolio,” he says. “And I am very struck by the fact that over many  many years , central banks , governments  and individuals  have always, despite the protestat ions of economists , held some gold in their portfol io. Obv iously, there is no high runn ing return, bu t when unexpected things happen, particularly when  governments rise and  fall,  then gold is a means of payment that everyone is always prepared to accep t. And I think that’s why even central banks have always  had a role in their portfol ios for gold, ” he adds. Emerging  gold In recent  years, many central banks  in Asia and South America have been increasing the amount of gold in their portfolio s. King  bel ieves  this  is a sensible app roach. “I can understand why they feel that some proportion of their portfol io needs to  be in gold,” he says. “Over the las t decade or so, the claims by some emerg ing market countries  on the US have grown. Who knows what the future ho lds, but China and other countries do not  want  to be in  a s ituation where all their international  assets are in effect dependent on the US. Of course the US would not  want  to renege on its  deb ts, bu t if some awful conflagration occurred , then all China’s assets in the US might be annulled.  So there are plenty of big  concerns that  make i t extremely reasonable to have assets in  your portfol io that are not dependent on the goodwill  of other countries,” he adds. A national treasu re King also sees a role fo r gold as a hedge against inflat ion. “It’s st ill early days to conclude that around the world, governmen ts have found the solut ion to  maintain ing price stabil ity with a managed paper currency.  We made real p rogress  in the 1990s and early 2000s and a lot of coun tries went 
down  that road and followed u s. Bu t hyper-inflation  has clearly not disappeared  – the second biggest hyper-inflation in h isto ry  was in Zimbabwe in this century – so  I can understand why hold ing gold wou ld seem to be a sensible part  of a nat ional portfol io. Because there is clearly a need to take some precautions against an unknowable future,” he says. Within this “unknowable futu re,” King is dismissive of the policies being pursued by cen tral  banks and regulators the world over. Too much complexity “When  it comes to assessing risk, and regulating banks to ensure they can  survive a crisis, there seems li ttle po int in pursuing unbelievably complex and  bureaucrat ic regulat ion us ing complex risk weigh ting  and  models  because crises  invo lve events that you haven’t thought of, so inevitably these formulae will  turn out  to be irrelevan t. Misguided policies and economic risk Peop le ’s  Bank of China. I am very struck b  



  
y the fact  that over many many years, central banks, governments and indiv iduals have always, despi te the protestations of economists, held some go ld in  their portfolio. e o17 Gold Investor | June 2016  
I find it  ab solutely extrao rd inary  that we’ve ended up with  ten s of thousands of pages of rulebooks, straddling the Atlantic. No one can keep  all  that in their heads. The answer is to make sure that  banks have a good chunk of equity finance because equity automatically absorbs losses. Don’t  rely  too heavily  on bail-ins and bail-innable debt because they  require a discreet  decis ion by  a regulato r. Politicians may  intervene,  regulators may miscalculate and markets may not bel ieve that the bail-in  app roach wil l work so  you will get the same moral  hazard as ex isted before the cris is,” he says. King advocates a more s traightforward approach to central bank po licymaking too.  “We really  need to keep  the policy  framework as simple as poss ible. It does not make sense to  rely on one or even  a small set o f econometric models because they tend to  build in s trong assumptions and these assumptions are incompatib le with the radical uncertainty that ex ists  in ou r world today. “Economic fo recas ting is no bet ter than  it was 30  or 40 years ago . Why? Because expectations  and sentimen t are fundamental to explaining what people will do  and  sentiment  does not  fo llow a physical  law of nature. It  is no t easi ly predictable and it  cannot  be represented by a known probabil ity distribu tion . It  is the essence of radical uncertainty ,” he says. Easy  money Against th is backdrop, King believes that central banks’ principal  task is  to determine how much money  should be created each year. “In good times , we call this monetary  policy and in bad times, we call  it the prov ision of liqu idity or acting as the lender of last resort. But they  are two s ides of the same coin,” he says. King also bel ieves that central banks should act as ‘pawnbrokers  fo r all  seasons’ when it comes  to helping to keep the bank ing sy stem safe.  “What this means is that the type of lending and the type of depos its in any given bank have to be structured in  such a way that the cen tral  bank is p repared to give a cash credit  line to  that bank so it can meet its  short-run l iabilit ies in the event  of a run. Once the central  bank is sat isfied with those assets  and liabil ities, i t can  announce that fact so everyone knows that the bank is effectively insu red against  a run  on its short-term deposits ,” he explain s. “This would help to keep banking  in its presen t form – us ing short-term deposi ts to  finance long-term lending . It  is relatively  simp le. And we are closer to this model than many  might think,” he adds. Fearful that governments, policymakers, cen tral  bankers and  regulators are in danger of making a difficu lt si tuation worse, King talks of ‘the audaci ty of pessimism’ – where those in authori ty become so g loomy about the world’s prospects that  they are 
prepared to  undertake radical act ion to  improve the situation. He does not  expect h is views  to be accepted in an instant. He does however hope that : “They will  gradually in fuse the way peop le think about things .” Meanwhile, his frustration about the present and  concerns about  the future are both  tangible and unsettling. Mervyn  King’s The End  of Alchemy: Money, Banking and the Future of the Global  Economy was published by Little, Brown earlier this year. Misguided policies and  economic risk Economic forecasting  is no  better than it was 30 or 40 years  ago. Why? Because expectations and sentimen  



  
t are fundamen tal to explaining what  people will  do and sentiment does not follow a physical law of nature. It is  not easily  predictable and i t cannot be represented by a known probability  distribution. 18 Go ld Investo r | June 2016 Shanghai benchmark A new price discovery mechan ism for China The Shanghai Gold  Exchange has officially launched the Shanghai Gold Benchmark Price, a new gold price discovery mechanism. Here Shanghai Gold  Exchange chairman, J iao Jinpu, reflects on  the sign ificance of the new benchmark  and  its impact both domestical ly and in ternationally.  
Jiao J inpu Chairman of Shanghai Gold  Exchange T he Shanghai Go ld Exchange (SGE) formally  launched  its Shanghai Go ld Benchmark Price on  19 April , 2016 and the new pricing mechanism has already att racted strong  interes t from commodity exchanges, market participan ts, and media both at home and  ab road. The Shanghai Go ld Benchmark Price will play a significant role in facilitat ing the p rice discovery functions of the Chinese gold market; accelerating the pace o f internat ionalisat ion o f the market, and strengthening China’s  financial market systems. The Shanghai  Gold Benchmark Price is an RMB-denominated spot  benchmark  price derived from the t rading of 1 kg  standard gold  ingots of fineness 999 .9 or higher on  the trad ing platfo rm at  SGE. The p rice is  quoted in RMB per gram, and is determined through an  auction sys tem, which attempts to bring market supply and demand to  a relative balance through multiple rounds  of buy/sel l intent ions  at  various price points. Traded  twice a day at 10 :15 a.m. and  2:15 p .m. Beijing time, the Shanghai Gold Benchmark Price prov ides global  traders with a reference price that  bes t cap tures  the dynamic gold supply and demand situat ion in Ch ina, while also enhancing  the domestic gold  pricing sy stem. In its first month,  the Shanghai  Gold Benchmark  Price’s  trad ing vo lume was 105 .91 metric tons of gold  kilo  bars , correspond ing to a turnover of RMB 27.94 bil lion and an average daily trading volume of 4.81 metric tons. 102.10 metric tons of gold  were phys ically settled, add ressing the market’s need for physical gold.  



  
19 Gold Investo r | June 2016 The Shanghai Gold  Benchmark Price enjoyed a smooth first  month and the price discovery mechanism is already  in play.  Pricing  participants are p laying an active role in t rading; the Shanghai Go ld Benchmark Price generated  from the process is justi fied and fair, and its ‘benchmark’ functions are becoming more visible and influential. It is this final point that  is most interest ing: what  impact can  this  benchmark  have on  domestic and  international markets? The launch  of the RMB-denominated  Shanghai  Gold Benchmark Price Trading has strengthened the price discovery mechanism of the Chinese gold market . It supports China’s gold industry by  providing gold derivatives with a benchmark  price, which  promotes innovation in the gold derivat ives market and offers more risk management in struments  to that  market . Firs t, it serves as a benchmark price for the go ld industry in terms of hedging and sett lement, as, in  add ition to the US$-priced New  York gold  and  London  gold, the Shanghai  Gold Benchmark Price provides a third  choice –  pricing in  RMB in the Asian time zone –  when  en tering into trading contracts such  as  those for gold  and gold  raw materials. Second, the Shanghai Gold Benchmark Price serves  as  a benchmark price in financing arrangements such  as  gold leasing, pledging and such l ike. Some commercial  banks have already made the Shanghai Go ld Benchmark Price their con tractual basis for calculating principal and  interes t when they enter into leas ing deals with customers. Third, i t serves  as  the cash  settlement price for gold  derivat ives in  the interbank price quotation market. By 19 May, commercial banks had concluded 72  cash-sett led  price-asking transactions based on  the Shanghai  Gold Benchmark  Price at  SGE’s Price Asking  Platform, with a total  of 74.8 metric tons of go ld kilo bars. Fourth, it  serves  as the ancho r p rice for financial  inst itutions’ products and services . For instance, commercial banks have started ci ting  the Shanghai Gold Benchmark  Price as  the basis for their go ld accumulation  plans and other gold-based wealth management products, while security and fund companies have started to design  their own products anchored on the benchmark price. A nd finally, the Shanghai  Gold Benchmark Price has  triggered  strong  interes t from overseas  inst itut ions, w ho are seeking cooperation  with the Shanghai  Gold Exchange on various applications of the Benchmark Price. The introduction of the Shanghai Gold  Benchmark Price in RMB is a strategic move by the Shanghai Gold  Exchange in its efforts to align with develop ing trends  in both domestic and international  gold  markets . The London Gold market 
and the New York Gold market  buil t up p rominent posit ions in the global gold market  through their hard work over a hundred years. Although enjoying an auspicious start, the Shanghai Gold market is  stil l at an early stage and  has  a long way to  go. Shanghai benchmark A new price discovery mechan ism for China The Shanghai Gold  Benchmark Price has triggered strong interest from overseas ins titu tions , which are seeking  cooperation with  the Shanghai Gold Exchange on  various applications of the Benchmark  Price.  



  
20 Gold Investo r | June 2016 Why go ld can  glow in a negat ive rate world  Gold prices have risen strongly so  far this year. James Steel, Chief Commodit ies Analyst  at  HSBC, assesses  the reasons  behind the rally to date and explain s why the curren t environmen t may presage further gains . Negative rates, posit ive gold Here are six  factors that exp lain why a negative rate env ironment is good for gold:  Gold p rices are up nearly 20% since the beginn ing of the year. One reason for the surge is the increasing number of central banks joining the ‘negative rates  club.’ At the end o f January, the Bank of Japan cut the interest  rate on bank  reserves to -0.1%,  echoing similar actions in the Eurozone, Switzerland,  Sweden, and Denmark. Indeed , almost  27% of the world ’s  GDP is from economies wh ich  now have negat ive rates . 1 Distress Gold th rives against a backdrop of economic uncertainty and  distress. Negative interes t rates have been introduced because of continued low economic growth, low inflat ion and financial market volatili ty. As  a result , the shift  in monetary policy in  this  direct ion by  some of the world ’s  largest  central banks  has encouraged flows  into  bullion. It is poss ible that negative rates could be cut  even further, although neither the ECB nor the BoJ opted for even lower rates at their last pol icy meetings . Haruh iko Kuroda, the governor of the Bank of Japan, did say in February  that there is no  limit to  measu res to ease monetary policy. Such rhetoric continues  to feed the demand for gold. 2  Negative rates, a flattening  yield curve and gold The impact of negative rates on go ld should be understood in conjunction with risk-off sentiment . Risk avers ion is  stil l very much in the market psyche. When risk-off sentiment is  high, capital tends to  flow into longer-term US Treasuries. The flattening ‘yield curve’ is one of the more compelling developments support ing ou r longer-term view fo r h igher gold  prices. The d ifference between  the two- and 10-year Treasury yield s is a li ttle more than  100 basis poin ts. This is a historically narrow gap. A flattening yield  curve often presages  an  economic slowdown, which may trigger pol icy  responses that could support gold. The last t ime the yield  cu rve flattened th is much – in early 2008  – gold  was  in the early phases of a major bul l ral ly. James SteelCh ief Commodit ies  Analyst  at  HSBC The last  time the y ield curve flattened this much – in  early 2008 – go ld was in the early phases o f a majo r bull rally.   
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3 No opportun ity cost  but increased  opportunity  Traditionally, high rates reduce the appeal o f go ld by  raising its oppo rtunity cost. Investors have to juggle the risk o f owning bullion against the retu rn of government bonds. Borrowing to buy bu llion at high  rates is also a dis incen tive to own gold. Negative yields  remove this barrier by eliminating  the oppo rtunity  cost traditionally associated  with buying bullion. 4 Better than cash  One of the intentions behind negative rates is to penalise savers and reduce savings levels. By effect ively taxing savings, firms and  indiv iduals are encouraged to spend and inves t, thereby stimulating the economy  and  rais ing inflat ionary pressures. The alternat ive is a shift  to ho lding cash.  This may  be impract ical , especially fo r corporations or high net worth indiv iduals. Another option is  to buy  bull ion. Gold is easier and cheaper to store, and more durable and easier to t ransport than large amounts of cash . It  is l ikely that  retail  bank customers could be even  more resistant to  charges on their accounts  than large co rpo rations because small amounts o f cash could  be stashed at home, but even this has its limitations. As retail clients cope with this “ups ide down” world , previously unlikely solutions – such as keeping wealth in gold – become less  unusual.  5 ‘Risk-off’ gains are not being diluted by the US$ Gold currently seems well suited to benefit  from periods o f increased  risk-off sen timent . Markets have been through periods  of heightened risk  aversion without a ral ly in  gold p rices. However, more recent bouts of risk-o ff sentiment have buoyed  gold. T he reason may l ie in the currency and bond markets. In line with  equity weakness, US 10-year Treasury yield s have slumped. In prev ious periods of heightened risk-off sent iment, the capital  flowing into US Treasu ries  also buoyed  the US$ . This weighed  on gold and explains  why gold fell , even as risk aversion rose. This time around , gold  is competing with the US$ as the safe-haven choice. This may  have important  ramifications for gold  going fo rward. 6 The ‘in tervention free’ currency Negative interest rates can be u sed  as  a tool to weaken domestic currencies. Acco rd ing to traditional macroeconomic theory, negative rates would  pressure the host currency as investors shift capital to  yield-bearing currencies. For the Swiss franc and Japanese yen, this has not  been the case for much of the year.  These currencies have tended to strengthen.  If negative rates are not  achieving the objective of currency  dep reciation , then the monetary authorities have the op tion  of outrigh t intervention to depress their currencies . This  risk makes go ld more attract ive. Gold  is not  subject to any government’s monetary 
policy and, therefore, represents a low-risk option as far as interven tion is concerned. This increases i ts attractiveness relative to other safe-haven -related investments, such as  the Swiss franc and the Japanese yen.  
Why go ld can  glow in a negative rate world Gold is  not subject to any government’s monetary policy and, therefore, represents a low-risk option as  far as intervention is concerned .  



  
22 Gold Investo r | June 2016 -0.5 -0.25  0 0.25  0.5 0.75  1 Commodities US high grade US treasuries Global s tocks US stocks  *As of April  2016. Expansion  and  con tractions as defined by NBER. Source: Bloomberg; NBER; World Gold Council Contract ion Expansion Correlat ion Chart  1: Gold’s co rrelation to other assets  during expans ions and con tractions since 1987* Enhancing  performance with go ld Gold has been  prized as an asset for cen turies. The World Gold Council explain s why, today more than ever,  gold is a valuable addition to any  investmen t portfolio. -1 -0.5 0 0 .5 1 All  S&amp;P returns S&amp;P falls by more than 1_  S&amp;P falls by more than 2_ S&amp;P falls  by more than 3_*Computed u sing weekly returns  between January 1975 and April 2016. Source:  Bloomberg; NBER; World Gold  Council Chart 2 : Gold’s  correlation to US stocks as a function of stock pu llbacks* Gold is a highly l iquid yet scarce asset; it  is bought as a luxury good  as  much as an investment, and i t is no one’s liabil ity.  As such, go ld can  play four fundamental roles in a portfolio . It  can act as a diversifier and  as  a vehicle to mit igate losses  in times of market stress. It can also act as a hedge again st both inflation and currency risk . The combination of all these factors means that investors can use gold to enhance their risk-adjus ted retu rn s over the long  term. The diversity effect  Firs t, gold disp lays a low – o r in mos t cases, statist ical ly in significant –  correlation  to other major asset  classes . Prices reflect the diverse drivers of go ld demand and supply , which are often very different from those of other asset classes, including commodities. As  such, it  is very effect ive at diversifying a portfolio and thereby reducing its  inheren t risk and volatil ity. Th is characteristic of go ld transcends the economic cycle, applying in  periods of economic expansion and contract ion. Ou tperforming in a crisis Second, there is  gold’s performance during periods  of cris is, perhaps one of its best known characteristics. As  a h igh-quality, liquid asset,  gold o ften benefits  from safe-haven  inflows.  Gold is especially effect ive during times o f systemic crisis , when investors tend to  withd raw from equit ies. As they  pull back, go ld’s correlation to  stocks becomes p rog ress ively more negative and i ts price tends to increase. Gold  has performed better than  other high-quality l iquid  assets during these periods o f crisis and that has made i t a good l iquidity p rovider of last resort. During cris is (lhs ) All days (rhs) Average daily return Gold  US Treasuries Japan government bonds German Bunds UK Gilts5010152025lhsrhs050100150200250 Chart 3:  Gold outperforms other assets in periods o f crisis (in US$) *Basis poin ts 
Basis points* Crises include Black Monday : 9/1987-11/1987, LTCM: 8 /1998 , Dot-com: 3/2000 -3 /2001 , September 11:  9/2001, 2002 recession : 3/2002-7/2002, Great recession:  10/2007-2/2009, Sovereign debt crisis  I:  1/2010-6/2010, Sovereign  deb t crisis II: 2 /2011-10 /2011events. Data from January 1986 to April 2016. Source: Bloomberg; NBER; World Gold Council   



  
23 Gold Investo r | June 2016 A strong currency Third , over the past cen tury, gold has vastly outperformed all major currencies  as  a means o f exchange. This  includes instances  when major economies defaulted, send ing their currencies  spiralling down, and  after the end of the Gold  Standard, when gold became a free-floating  currency . One of the reasons  fo r this is that the available supply  of gold changes li ttle over time – growing only  2% per year through  mine production. In contrast , fiat  money can be printed in unlimited quan tities  to support monetary policies. The aggressive, unconventional  monetary policies  used by major central banks  since the 2008 -2009 financial crisis are a good example. Cen tral  banks expanded their balance sheets  to reco rd levels, increasing government liabilities and, consequen tly, the inherent  credit  risk. The Fed ’s  balance sheet has increased five-fold s ince 2008, while the ECB, BOJ and BOE have increased their balance sheets by  110%, 260% and  340%, respect ively. In contrast , gold above-ground stocks  grew by  15% over the same period. Hedging extreme inflation  And fourth, many investors across  the globe turn to go ld to  help weather the capital erosion they face due to  inflation . While inflation and gold do no t always move together in the short term, gold has consistently  outperformed US and  global inflat ion over long periods  of time. Further, gold ’s  inflation-hedg ing properties become more apparen t when the in flation environment is  more ex treme. Some studies even sugges t that gold help s in periods of deflat ion – i t serves  as  an  al ternative currency  – which, intuit ively, would be more apparent  if deflat ion is  accompanied by negative rates .120100806040200*Breaks in the mark/euro reflect periods of hyperinflation  and WWII.Source: Bloomberg; Thomson Reuters; World Go ld CouncilChart  4: Value of major currencies relative to  gold through h isto ry*Value in gold190019101920193019401950196019701980199020002010US$EuroYenBritish  poundGold Enhancing  performance with gold* Inflation computed  using  annual US CPI year-on-year changes between 1970 and 2015. ** For each year on the samp le, real return = (1+nominal return)/(1+in flation)-1.Source: Bloomberg ; World Gold Council Chart 5: Gold  retu rn s as  a function of annual inflat ion*Annual return %20Less than  4% year-on-yearMore than 4% year-on-year151050NominalReal**US CPI  



  
24 Gold Investo r | June 2016 How much is enough? The combination of all these factors means that adding gold to a portfol io can enhance risk-adjus ted returns. But how much gold  should investors add to achieve the maximum benefit? Portfolio  al locat ion analys is (based on the seminal work of Richard and Robert Michaud  and  praised  as  a robust alternative to  tradi tional  mean-variance optimisation) indicates that, for most US dollar investors, holding 2% to 10% of their portfolio in gold can greatly improve performance Th is applies , even if we assume gold’s average annual return is a modest 2% to 4%, which  is well below its actual, long-term historical performance. Broadly  speaking, the h igher the risk in the portfol io – whether in terms of volatility , ill iquid ity o r concentration of assets – the larger the requ ired allocation to  gold to offset  that risk . This holds  true even for investors who already hold  other inflation-hedging assets , such as inflation-linked bonds. It  also holds true for investors  who ho ld other alternative assets, such  as  real estate and hedge funds, and for in ternational inves tors whose po rtfo lios  have d ifferent  reference currencies . Fo r foreign reserves  asset  managers, given their concentrat ion o f sovereign  debt, the analysis sugges ts a higher 5%-15% allocation to gold. US Treasu ries &amp; AgenciesUK GiltsGerman Bunds &amp; French OATsJapan Government BondsUS cashUS &amp; foreign bondsUS &amp; foreign stocksCommodities &amp; REITsGoldChart 6: Go ld can  sign ificantly improve risk-adjusted  retu rns  fo r portfolios  across various levels o f risk(a) Portfolio composition at various levels of risk tolerance based on the equ ity/bond mix*(b) Range o f go ld allocations including the one that delivers the maximum risk-adjus ted return fo r each  portfolio mix*Weight %CB**30/7020/8060/4070 /3080 /20CB**30/7020/8060/4070/3080/20100Stocks and bonds po rtfol ios806040200Weight %Portfolio mixOptimal  al locat ion rangeOptimal allocation for the med ian risk po rtfo lio within the range1614812106420 *  Each po rtfo lio composit ion reflects  the percentage in stock (and  other assets) relative to cash and bonds. For example: 60/40 is a po rtfol io with 60% in stocks , commod ities, REITs and gold, and 40% in cash  and  bonds . Analysis  based  on New Fron tier Adviso rs  Re-sampled Efficiency . ** CB represent typical portfol ios held  by cen tral  banks.Source: World Gold Council  Enhancing performance with gold Tab le 1: Gold’s return s have not only been posi tive over various periods of time, but they  have also surpassed in flation and short-term bonds .Compounded gold returns over various periods o f t ime* Nominal gold return Gold return in 
excess  of Gold return in  excess of US CPI Global CPI US cash Global cash Since 1971 7 .76% 3.50% 1 .73% 2.04% 1 .78% 25 year average 4.54% 2.05% 1.17% 0.89% 1.30% 10 year average 10.11% 7 .95% 7.91% 7 .87% 8.73%  



  
25 Gold Investo r | June 2016 Key gold market  statis tics Correlation of gold to major financial assets  remains lowWeekly return correlation on key assets and gold in (US$)** Year-to-date performance as of 27 May 2016.Note: BarCap US Cred it includes government and  corpo rate bonds.Source: Bloomberg ; World Gold CouncilCorrelation to goldS&amp;P GSCIYTD 201610-yearBren t (US$ /bbl)MSCI EAFES&amp;P 500BarCap US HYBarCap US CreditBarCap 1-3m T -bills -1.0-0 .8-0.6-0.4-0.200.20.40 .60.81.0 -15-10-505101520 * Year-to-date performance as of 27  May 2016 .**BarCap US Credit  includes governmen t and corporate bonds.Source:  Bloomberg; World  Gold Council10-year average return %Gold returns h ighly competit ive compared to major financial assetsPerformance metrics for major global financial  assets in  US$*YTD retu rn  %-20 -100102030405060BarCap US HYBarCapUS Credit**BarCap 1-3m T-billsGold(US$/oz)S&amp;P 500MSCIEAFEBrent(US$ /bbl)S&amp;PGSCI10%per yearKey:  Bubble area =10y avg. volati lity 20% per year 02004006008001,0001,2001,400US$bn/day * Based on estimated annual  averages  as  of September 2015. ** Gold liquidi ty includes  es timates on over the counter transactions, and published statis tics on  futures  exchanges, and gold-backed exchange traded  products.Source:  BIS; Bloomberg;  German Finance Agency;  Japan  Securities DealersAssociation; LBMA; UK Debt Management Office (DMO); World Gold CouncilStocksBondsCurrenciesUS$/euroUS$/yenUS Treasu riesUS$/sterl ingJGBsGold**US AgenciesEuro/yenS&amp;P 500 (al l stocks)UK GiltsGerman BundsDow Jones (all s tocks)Gold  trades more than many other major financial  assetsAverage daily  trad ing vo lumes in US$* -40-30-20-100102030504020012003200520072009201120132015Annual return %In US$In euroIn Indian rupeeGold performance should be measured in more than one currencyGold  retu rn s in US dollar, euro and Indian  rupee terms**Year-to-date as  of 27 May 2016.Source: Bloomberg ; World Gold Council05,00010,00015,00020,000US$bn * As of 30 September 2015. ** Includes  bars,  coins, go ld-backed exchange traded products and official sector hold ings . Sou rce: BIS; Bloomberg;  GFMS, T homson Reuters; ICE Benchmark Adminis tration; World Gold Council  AustraliaDAXHang SengGerman BundsFrench OATsChinaFTSE 100Gold**UK GiltsShanghai CompositeTOPIXJGBsUS TreasuriesS&amp;P 500Gold  market  larger than many major stock  and  bond marketsMarket size o f major global financial assets*StocksBonds* As  of December 2015. Financial go ld is  defined as the sum o f o fficial sector 
holdings , bars  and  co ins, and ETPs**  (69,500 tonnes, US$2,592bn, 37%). ** ETPs  include go ld-backed exchange traded funds (ETFs) and  similar. Sou rce: Bloomberg;  GFMS, Thomson  Reuters; ICE Benchmark Administration; Respective ETP Providers; World Gold Council  Financial  gold accounts for more than  a third of above ground gold s tock*Market size (tonnes) and amount (US$) for various  gold  products Jewellery88,000 tonnes  US$ 3,282bn  47%Official secto r31 ,400 tonnes US$1,171bn 17%Bars and coins36,489 tonnes  US$1 ,361bn  19%Gold-backed exchange traded products  (E TPs)1,611 tonnes  US$60bn 1%Other fabrication and unaccounted29 ,200 tonnes US$1,089bn 16%  
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objective o r financial s ituation of a p ro spect ive investor.  A decis ion to invest  in gold, any gold related p roducts or any other p roducts, securities o r investments shou ld not  be made in reliance on  any of the statements  in th is documen t. Before making any investment  decision, p ro spect ive investors  should seek advice from their own financial advisers, take in to accoun t their individual  financial  needs  and  circumstances and  careful ly consider the risks associated with such inves tment decision. Without l imiting  any  of the fo regoing, in  no event wil l the World Gold Council or any o f i ts affil iates be liable for any decision made or action taken in reliance on the information in  this  document and, in any even t the World Go ld Council and i ts affi liates shall  not be liab le for any consequential, special, pun itive, incidental, ind irect or s imilar damages arising from, related to or connected  with this document, even if not ified  of the poss ibil ity o f such  damages.  This document contains  fo rward-look ing s tatemen ts. The use of the words  “bel ieves ,” “expects,” “may,” or “suggests,” or similar terminology, iden tifies a statement as “forward-looking.” The forward-looking  statements included in  this  document are based on cu rrent expectations that involve a number of risk s and uncertainties. These forward-looking statements  are based  on the analysis of World Gold Council of the stat istics  available to it . Assumptions relat ing to the forward-looking s tatement involve judgments  with respect to, among other th ings, future economic,  competitive and  market  conditions all of wh ich are difficult or impossible to predict accurately. In addit ion, the demand fo r gold and the international gold markets are subject to  substant ial risks  which increase the uncertainty  inheren t in the forward-looking statements. In light of the s ignificant uncertainties  inherent  in the forward-looking information included  herein, the inclusion of such information should  not be regarded as a rep resentation by the World Gold Council  that the forward -looking statements will  be achieved. The World Gold Council cautions you not to  place undue reliance on its forward-looking statements. Except in the normal cou rse o f ou r publication cycle, we do not in tend to update or revise any forward-looking statements, whether as  a result  of new information , fu ture events  or otherwise, and we assume no  responsib ility for updating  any  fo rward -look ing statemen ts. Exp ressions o f op inion are those o f the authors and are subject  to change without no tice. Pho tography credi ts Front cover: BloombergPage 4: Top left, Tomasz Bidermann/Shutterstock.comPage 4: Top  right, Robert Paul Van  Beets/Shutterstock .comPage 4:  Bottom right, 
World Gold CouncilPage 5 : Bo tond Horvath /Shutterstock.comPage 6: Nerthuz/Shutterstock.comPage 7:  Artens/Shutterstock. comPage 9: Alexander Rath s/Shutterstock .comPage 14:  Leonid Andronov/Shutters tock.comPage 16 : World Gold CouncilPage 18 : Robert Paul Van Beets/Shutterstock.comPage 21: Argus /Shutterstock.com Pub lished by: World Go ld Council 10 Old Bailey, London EC4M 7NGUnited Kingdom C43201606  



  
Executive Programme in Gold Reserves Management Monday 19 September – Friday  23 September 2016Cambridge, UK Dis tingu ished faculty from the Un ivers ity o f Cambridge Judge Bus iness School and experts from the World Gold  Council will  lead  sen ior central bankers and finance min istry o fficials through three days of in tensive training in the fundamental, technical and portfolio aspects of gold  managemen t and analysis . The programme also acts as a global  forum for central bankers and ministry  officials  throughout the world to exchange views and share best pract ices  in gold reserve management. For more details and to apply,  visi t www.jbs .cam.ac.uk/gold the newest asset cla  



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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