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Gold is up by 9.2% so far this year. This surprised many market
participants as most analysts predicted lower prices. Some
investors took advantage of last year’s price correction to buy
gold but investment demand has remained tepid.

We consider that the current environment of high bond issuance,
tight credit spreads and record low volatility continues to offer a
prime opportunity for investors to add gold.

In our view, gold can reduce overall portfolio risk and it is
cheaper to implement than many volatility-based strategies.

The first half of 2014 has delivered good news for gold

Gold was up in H1 Dwring the first six months of 2014, the gold price rose by 9.2% and cutperformad almost all ather
outperforming most assels (Chart 1). Only a few assels had a sironger parformance: selected commadities (such as
ASEEIS... grains, nickel and palladiurm); Indtan stocks (benefitting from the BJP sweeap at elections); and US

REITs (as real estate randed higher),

Chart 1; Gold has outperformed most assets so far in 2014
Ratwms from vanous assets between 1 January and 30 June 2014°
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..and defying analysis'
predictions.

Wa balieve that gold can
hedge portfolio risk as
lower-quality bond
issuance increases and
buying profection appears
attractive af current
volatility leveis.

So far so good: prices ane up, volatility is down (Chart 2), and gold has defied the bearish cutlook
that many godd analysts trumpetad at the beginning of 2014. Eary indicators suggest that
consurner demand remains. resilient, even after a record year in 2013. Central bank net purchases
have picked up, adding approximately 180 tonnes 1o official reserves from January 1o May. " At the
sarme line, jewellery demand had its best first quaner since 2005,

‘While invesiment demand in some sectors has in fact been lepid = as discussed inour Q1 2014
Gold Demand Trends = we see that interest in gold i gaining momentum. Net long positions in the
futures market have gradually increased as shoet positions have been covered, ETFs have
expenenced inflows in recent months, and cein sales are increasing.

Chart 2: Gold prices rose and volatility fell during Hi 2014
Gold price (UISS/oz; Ihs) and annualised 3-month volatility (rhs)
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Market risk and low volatility: good reasons to own gold going
into H2 2014

Faced with kew interest rates, invesiors continue to loak for betler rebums across muliple asset
clagses (aur Latest issue of Gold vesior discusses the surge of altemative assels)” Howaver,
alernatives have not been the only assels o benefit

Besides varicws equity markets, higher-yielding (and lower-gquality) bonds have been a sought-
after component in investor portfolios. As a consequence, credit spreads have tightened 1o pre-
crisis levels and overall market volatility has reached mulli-year bows.

Wiz consider thal these bwo factors support the case for imvesting in gald for the Tellowing reasens:

= An excess of lower-quality bonds (and other fixed income assels) ncreases risk in the financial
system and tha likeliheod of a market comection

« ‘olatlty appears too kow to us and may create an opporiunity for investers bo buy portfolio
protecton as a means of prudent (and bang-term) risk managemeant.

Looking forward, we believe thal invesiors can benef by adding gold as a hedge in their portfolios

= whather investors see this as a tactical response 1o the current market environmant or as pari of

comgprehensive stralegy on leng-term risk managemaent,

Hare is why.

1 Basad on GFMS, Thomeon Reuters Q1 estimates and IMF repored net punchases for Apnil and May.

2 World Gold Council, How gold imp

L e gl povh e and The mos! Sguid of aff Tigui aits’, Gold Invesior, Volomas 8, June 2014
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Low rates have pushed
supply and demand for

higher-yislding bonds up,

Investors are loading portfolios with higher-risk debt

S far this year, issuance of high yield bonds, collateralised loan cbligations, and emerging markat
delt has soared. Al this rate, 20114 will sat multi-year highs (Table 1).

The LIS market issued US3181 billion in high yield bonds in H1 2014 alone, compared to US3336
billion i all of 2013 and LSS329 billion in 2012, In Europe, high yield bond issuance is on track to
bar 307% higher than last year. Emarging market debi has also seen strong demand. Soversign
issues 5o far in 2014 have reached US353 balon, and H1 corporate dabt stands at LES3170 billion.
The full-year tatal for @ach is also likely to reach a record high. Even frentier markets ane
benafiting. Kenya, for example, recantly raised U552 billien from international invesiors — setting
an African recond.

Issuers have Laken advantage of the double opportunity provided by low interast-rines and
curréntly low default rates, On the olher side, invesiors ane eager 10 put capital o work in high
yiekding securities to help meel liabilities and obligations as US 10 year reasuries are yielding
close o 2.5% as of June 3. Some market paricipants expect that they may even fall 1o 2%.

Table 1: Lower-guality bond issuance |s poised to reach record levels
Bond msuance in biliens of US dollars as of 30 June 2014 unless otherwise specilied

3 10378 3381
YTD 2014 | =k ¥ 1815 | 61T 1200 166
Fad B 1004 3630 1234 4145 Xz

“In girn fnmes as of 15 Jores 2014
& = gstimabed full year Ssuance assurming cument rate
Sourcer JP. Mongan, S5FMA, Weorkd Gold Coureil

Anather intaresting trend in credit markets 8o far in 2014 is the mulli-year recerd issuance of
collateralised loan obligations (CLOs). rising 1o above the pre-crists kevets of 2007, Driven by
stabilising credi gualibes afler suffenng much detenoration dunng 2013, the market has sean
record issuance of CLOs - tolalling LUSS535.6 billion during the second quaner and US$53 bilon
throwgh the first half of the year. Issuance of CLOS in Europe has already exceeded the 2013
leved, and the US is on track to reach record levels of issuance.

Finally, issuance of leveraged loans has grown axponantially in recent years and the propostion of
covanant-light wersions has also dramatically increased (Chart 3).

Chart 3: Leveraged loans with lighter covenants have increased as a proportion of total
Number of leveraged loans (and the comesponding percentage of covenant-light loans) issued in
the LS
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Credit spreads have
compressed and some
mrarket obServers ane wary
of tail events.

Gold can help manage risk,

especially during systemic-
risk events.

3 BI5, 84" avnual repord, Jure 3014

Investors who believe that tail risks are increasing should consider gold's track record
The continual saarch for yield has compressed credit spreads and this puts pressure on financial
markets — high yleld CDS5 spreads are below the 107 percentile over the past decade. There is a
wiew thal so many dollars chasing 80 few high-yield products could create the risk of market
bubblas.

Batter economic conditions, record comporate cash levels, and imperoving credit availability ane
positive catalysts for high yield investors. Yet some economists and other experts have concermns
that the tremd may not be sustainabla.

The Bank for InMernational Settiements (BIS) pointed out in June 2014 that “low corporate bond
yiekis nat only reflect expectations of a low likelihood of defaull and low levels of nsk premia, but
alzo contribute b the suppression of actual defaull rates, in that the availlability of cheap credil
makes it easier for iroubled borrowers 1o refinance. The sustainability of this process will ultimately
be pud fto the test when inlerest rates normalise. Lo

Imvastors should take note that gold has a track record of reducing tail-risk lesses. Gold can be a
stara of walue during markat upheavals (Ghart 4).

Chart 4: Gold helps reduce losses during periods of systemic risk including those
stemming from the bond market
Qutperformanca of a portfolio containing 5% in gold ralative to a similar portfolio without gold®
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Low volatility suggests that now is the time to buy portfolio
protection

While gold prices are up, ils volatity is down, Way down. I is curmently below 11% on a 30-day
rolling basis = close 1o its all time low, Yel, gold is not alone. The VX, which measures the implied
volatility of the S&P 500 index, is rading slightly above 10.0 - a level not seen since 2007, Global
equities, commodities, and cumancies are experiencing significantly lower levels of (realised)
wolatility (Chart 5).
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Chart 5: Market volatility, across the board, is trading at all time lows
Annualised hstorical volablity based on weekly retums over vanous penods®
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“Volatifty computed using weekly returns over each respective period. We use: 1) the Bloomberg Commodiy Index
{formiety known as the SEP Goldman Sacha Commadity bndea) &5 @ proxy Tor commodities; 2) e MSC| AL-Country
Indax fior global equities; and 3).J P, Morgan Global Volatilty Inde foe turmancis.

Sowrce: Boomberg, JP. Mongan, M5, World Gold Council

Volatility has come down The main drivers of this lew-volatility envirenment have been lighler credil spreads and higher
o the back of higher W!mimilﬂ4 = lhe end resull of an extended period of easy monetary policies and looser credit
sproads and higher profit condilions. Many markel participants, including the BIS, have been alarmed by such low levels of
margins, markat volatility,

Thesa factors suggest that low volatility can lead 1o complacancy that encourages investors o
take on mare risk than they should. This increasse in risk makes markets prone be sharp reversats
and increased future volatility — thus creating a “volatility paradoy’*

While some markel obsensers have been wary and critical of the currenl envirenrment, nat
everyone agrees on the appropriate response, The BIS called for higher target rates from ceniral
banks. However, in a recent speech, Federal Reserve Chair Janet Yellen, stated that in her view,
highar interest rates and tighter monetary policies were not tools to cool down financial markets.
Ruﬂmr.fn appropriate regulatory envircnment was required to create stabiity in the financial
systam.

A good time to buy pretection through velatility... or gold
Sorme market participants see tighter credit-spreads and low volatility a5 an spportunity 1o allocate

1o a new assel-class = volatility,
Some markef participants They point out that while bonds and equities seem axpensiva, volatiity looks cheap. Volatility, thay
consider volatility is say, could revert 1o its kong-term meean in the not-too-distant future. Blackrock suggesis that
currently cheap... “market watchers hawve increasingly taken the view in recent years that volatility is an asset class,

accessible through funds that irack votatilty indices and other siralegies, thal can poteniially help
reduce porfolio risk and increase relums,

witind investors may benefit  Volatility, however, can be difficult and expensive o invest in. Institulional and high net-warth

from buying profection, investors can anter inte over-the-counter or exchanged-traded derivative contracts such as options
on volatility indices. These may be attractive for some. but thay bring the added task of managing
risks that are very differant from the relatively well-undersiood risks of stocks and bonds,

o Biackrock, The lasf cheap assefl class, June 2074; and Sociéed Géndrale, The Bokpian dentis! dady, June 2014,

5 In theewr annual repon, e Bank for indemabional Seitlemants said that a "parssient sasing bas™ by Tacal, ¢ Y and dantial poloymak g halbed
gerearnmants Tinto & Talse senie of security” thal delied resded consoldation and crealed & rak S inslabiity could “enirench iteel™ in e systemn Pobcy
doss nof lean against e booms but eases aggressively and persistently during busts || Ths induces a downwanrd bias in interest rales and an upward bias in
detl lervels, which in burn makes il hard bo raise rabes without damaging the economy = a deid bap.” BIS, B4 annwsd repod, June 2014

& hitlp Pavwiw Spdadaligsane govriwirantaissechivalan2 01407008 htm

T Biackrock, The lasl chaap assel class June 2014,

8 IntipFaww blackrockblog com20 1406300 cheap-asset-class-2/
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Volatility-linked securities Most non-institutional invesiors do not have as many channels for buying volatility and the ones

can be expensive or available carry limitations. Only a handful of exchange-traded products (ETPs) exist, the majority
difficult to implement... of which are exchange-traded notes (ETNs) that canry adulﬂnﬂal counterparty expesure. Further,
ETF': use futures, are often subject to ‘contange’,” and tend 1o have significant tracking

* In addition, they can be expensive, The average expense ralio for 16 ETPs we measured
] 1DBL'||:| with a median expense ratio of BBbp."" Only seven of these products offer directional
exposures 1o equity-market volatility indices, while the others carmy levered and inverse-return
profiles o underying volatility indices.
«.but gold can be used In aur view, gold can provide much of the same protection as wolatility-based vehicles (Chart 6),
imstead. with the added benefit that gold investrment wehicles are usually cheaper, mara kquid, accessible,
transparent, and withoul credd (and oflen times counbarparty) risk.

Gald also helps reduce long-term portiolio velatility - by acting as a diversifier — and can help
increase risk-adjusted retumns (see Why invest in gold 7). Some investors may see the current low
volatility environment as an opporiunity to add gold; we consider that, in addition, gold should be
seen as a strategic portfolio component.

Chart &: Equity volatility and gold typically go up during crises
S&P 500 and gold LSS retums compared 1o changes in VIX®
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9 As dascribed in Investopsda Tolontangs refan 1o a sthuation whans the fulure spol price @ below the cument price. [_The may be due 1o an imeesiors
willingness bo pary @ presmem bo hane the commaodity in the futune rther than paying the oosts of siomge and camy costs of buying the commodity today.” i
citen [nads 10 8 negatid impact 30 NHuRnE Wik INUNES CORTRCES Maid b2 B Folipd conr LPSn MAturity AL & Peghar price (negaten rell yiskd)

10 Viclatikty wdices. such a8 the VI ans oly indicatye and nol diectly iradable. ETPS thal sesk 15 ek Mmmmmuqmmmj
tio repbcate them. Thess futunes contracts ane typically in contango, often Bmes whan volatibty & kow and so 1o be an Lk
rolling funes can B cArTHanial 00 & INVESHor S MU, and acs to the inecking ermer of ETPS varsus this wialilty indices. For gxample. 5 Sversge
correlaion of seven drectional ETPS bo the VIX was found 1o b 074 sinde inception. ranging from 041 1o D85, This shows The dficulty in closely replcaling
wolaSliy in an irvestables product form.

11 The bl includes IPATH SEP 500 VIX Short-Tern Fulunes ETH (W00), ProShanes WX Shod-Term Fulues ETF (WX ), ProShanes VIX Mid-Term Fulunes
ETF (VIXM), PATH SEP S00 WIX Mid-Tiern Fitrii ETN (VIZ), VislastyShanes VIX Shoft Teim ETH VI, C-Trscks ETH Citi Vislatiity e (CVOL),
WeloctyShares VK Medum Tem ETH (VIZ), VelockyShares Daily inverse VIX Short-Term ETH (X1V), ProShaces Short VX Short-Term Futwres ETF (8vXY)
mmlmmm—TﬂmEm [Z1}, iPath bvverse SAP 500 W1X Shorl-Tem Fulures ETN (000, Path inverse SEP 500 VIK Shot-Term
Futurgs ETH (Il) (MOP), ProShenes Ukra VI Shan-Term Futungs ETF (LAVY), VelosityShaces Dipdy 2x VIX Shon-Tarn ETH (TVIX), VelocityShanes Daty Tx
WiK Madium-Tem ETH (TVIZ), and ETRACS Daity Long-Short VI ETH (KV1X)L

12 World Gold Councl, Wiy imvast iy poid™, Goldl Investor, Violurme 4, January 20114
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Ahout the World Gold Council

The Waorld Gedd Council ks the market development organisation
for the gold industry. Working within the investrment, jeweliery
and technology seclors, as well as engaging with governmeants
and cantral banks, our purpasa = o provide industry leadership,
whilst stimulating and sustaining demand far gold.

W dewelop gold-backed solutions, services and markets based
on brue market insight. As 8 result we create structural shifts in
demand for gold across key market sectors.

W prowide insighls into mlemational gokd markets, halping
peophe (o batler understand the weallh presenvation qualities of
gokd and its role in meeling the social and environmenlal needs
of society,

Based in the UK. with operations in India, the Far Easl, Europe
and tha US, the Weoeld Gobd Council ks an association whosa
mamizers comprise the world's leading gold mining companies.

Cogyright and other rights
© 20114 World Gold Coundil. All rights: reserved World Gold Councal and the

Cirche déwice ans trademarks of the World Gold Coundil or &3 affikales

Thomaon Reuters and GFMS. Thomson Reuten conten is the intellsctusl
gty of Thomesh Raulans. Aly Copying. repubbeiton of idswib 1=

For more information

Please contact investment Research:

Maxwell Gold
maxwell gold@gokd.ong
+1 212 317 3858

Johan Palmberg
johan.palmbe
+44 20 TH2G 4773

Juan Garlos Artigas
Director, Investment Research
juancarios. adigas@oold org
+1 212 317 2828

Marcus Grubb
Managing Director, Investrment Strafegy
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Themson Reuters content, including by Famng o similar Masns, & apeassly
prohibied without Bhe prior whitten consent of Thomson Reuters. Thomson
Reuters shall not be kable for any ermons or delays in its content, o for any
acticng taken in reliancs thereon. “Thomean Reulens” is & trademark of
Themaon Fguters and il alffliaced companias

A rpfarences 1o Thes London Gold Marost Fisng prices ang usad with the
jpermission of The Lordcn Godd Market Feeng Limited and have ks
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Disclaimer
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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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