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1  	 Why is gold a relatively attractive aSset class	   
	 to invest in?	 

T here are two important developments to highlight in the gold market. 
First, central banks are no longer selling gold. Since 2009, central banks 
have become net buyers of gold to reduce their over-reliance on the US 
dollar as a reserve currency. The World Gold Council reported that in 

the first quarter of 2011, central banks and official sector institutions dramatically 
increased their gold purchases, far exceeding the combined total of net purchases 
during the first three quarters of last year. In contrast, central bank selling remains 
virtually non-existent. We expect central banks – particularly those of developing 
economies – to remain net purchasers of gold going forward.

Second, we believe there is an inverse relationship between real interest rates and 
gold prices. When real interest rates are negative i.e. interest rates are below the rate 
of inflation, the gold price tends to perform strongly. Likewise, when real interest 
rates are positive, the gold price tends to fall. In recent months, interest rates have 
been kept low by many central banks in order to support asset prices and economic 
activity. This is despite the fact that inflation rates have been increasing. According 
to the World Gold Council’s projections, 2011 real interest rates in the top gold 
consuming countries are expected to have negative real rates1. We view negative real 
rates as an important support for the gold price.

Gold prices reached record highs 
in the third quarter of 2011. 
Given weak US economic data 
and continuing Eurozone debt 
uncertainty, what is the outlook 
for gold for the remainder of 2011? 
Robert Adair, Fund Manager at UOB 
Asset Management for the United 
Gold & General Fund, shares his 
views on the future outlook.
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[1]   Source: World Gold Council, Gold Demand Trends report, May 2011
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2011 forecast real deposit rates1 in top gold consuming countries of 
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At-a-glance:
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We would also highlight strong retail demand from India and China, the two largest 
markets for gold jewellery. Demand in these two markets has grown given bullish 
price expectations, domestic inflation concerns and relatively strong local currency. 
In 2010, China’s gold demand grew by 32% despite the 25% rise in the annual  
average local currency gold price1. The World Gold Council states that Chinese retail 
demand may double in less than 10 years given the growing affluence of Chinese 
consumers1.

Lastly, gold’s low correlation with other asset classes allow for diversification in the 
investment portfolio. It is typically used to protect against inflation and volatility in 
the markets.

2 	 How has gold performed recently? What is the  
	 market outlook for gold price in the near- 
	 term?

The physical gold price closed at a record high of US$1,773/oz on 10 August 2011. 
As of 16 August, the gold price stood at US$1,766/oz. Year-to-date, physical gold has 
generated a return of 24.3%. 

According to a recent Bloomberg2 survey of traders, investors and analysts, there is 
a widespread view that the Federal Reserve is unlikely to tighten monetary policy 
this year. This means US interest rates will remain low to combat slowing growth. 
Continuing uncertainty about the euro-zone’s peripheral debt crisis is likely to boost 
demand for wealth protection. Moody’s Investors Service predicts there is a 50% 
chance of default by Greece despite efforts by European officials to put together 
the second bailout plan in two years. Hence, we believe the gold price is likely to 
continue to climb in the near-term.
 
3	 With market concerns over Greece’s debt crisis,  
	 how do you think gold will be impacted?

Concerns over the Greek debt crisis should see some investor flows into the US dollar, 
since the US currency is viewed as a relatively safe and liquid asset. Typically, when the 
US dollar rallies, the gold price falls. However, during euro-zone crisis in the second 
quarter of 2010, gold prices rose even though the US dollar was strengthening. We 
think this scenario will likely repeat this time.

 	  Source : Bloomberg, 16 August 2011
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[2]   Source: Gold may gain on growth outlook, European Debt Survey shows, 3 June 2011
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Important Notice & Disclaimer	  
 
All information in this publication is based upon certain assumptions and analysis of information available as at the date of the publication and 
reflects prevailing conditions and UOB Asset Management Ltd (“UOBAM”)’s views as of such date, all of which are subject to change at any 
time without notice. Although care has been taken to ensure the accuracy of information contained in this publication, UOBAM makes no rep-
resentation or warranty of any kind, express, implied or statutory, and shall not be responsible or liable for the accuracy or completeness of the 
information. 

The prospectus of the fund mentioned above (the “Fund”) is available and may be obtained from UOBAM or any of its appointed distributors. 
Potential investors should read the prospectus of the Fund before deciding whether to subscribe for or purchase units in the Fund (“Units”). 
Returns on the Units are not guaranteed. The value of the Units and the income from them, if any, may fall as well as rise. An investment in 
the Fund is subject to investment risks and foreign exchange risks, including the possible loss of the principal amount invested. Investors should 
consider carefully the risks of investing in the Fund and may wish to seek advice from a financial adviser before making a commitment to invest 
in the Fund. Should you choose not to seek advice from a financial adviser, you should consider carefully whether the Fund is suitable for you. 
Investors should note that the past performance of the Fund or the managers is not necessarily indicative of the future or likely performance 
and any prediction, projection or forecast on the economy, stock market, bond market or the economic trends of the markets is not necessarily 
indicative of the future or likely performance of the Fund. Nothing in this publication shall constitute a continuing representation or give rise to 
any implication that there has not been or that there will not be any change affecting the Fund. 

All subscription for the Units must be made on the application forms accompanying the prospectus of the Fund. The above information is strictly 
for general information only and is not an offer, solicitation advice or recommendation to buy or sell any investment product or invest in any 
company. This publication should not be construed as accounting, legal, regulatory, tax, financial or other advice. Investments in unit trusts are 
not obligations of, deposits in, or guaranteed or insured by United Overseas Bank Limited (“UOB”), UOBAM, or any of their subsidiary, associate 
or of their affiliate (“UOB Group”) or distributors of the Fund. The UOB Group may have interests in the Units and may also perform or seek to 
perform brokering and other investment or securities-related services for the Fund.

UOB Asset Management Ltd Co. Reg. No. 198600120Z

4	 What are some of the potential risks for gold  
	 investors?

The danger to gold would be a repeat of the financial crisis we went through in 2008. 
Gold was widely sold off then. But in the light of recent developments – weak US 
economic data, Europe’s debt crisis and the current strong appetite for gold-related 
assets – we think it is unlikely to happen to gold price again. 

We would be concerned if global real interest rates started to turn positive. But the 
near-term likelihood seems remote. We believe it is unlikely that Bernanke will do an 
about-turn on the Federal Reserve’s stimulus policies for now. 

5	 In view of the current macro backdrop in terms  
	 of opportunities and challenges, what invest- 
	 ment approach should investors consider  
	 going forward?

Depending on their investor profile, investors may consider investing in gold as well 
as in other resource sectors which exhibit positive macroeconomic fundamentals, 
looking for companies which possess robust micro qualities.

While the main focus is on long-term growth, investors may want to consider investing 
in companies where valuation levels can be justified. They may also want to look 
for positive macro and micro drivers in the industry of the companies they want to 
invest in. Such factors would include rational producers, disciplined industry supply, 
rising secular demand for the company’s end product, the scalability of business and 
exploitation of economies of scale.

Gold  
Outlook  
in 2011

“We would also 
highlight strong retail 

demand from India 
and China, the two 

largest markets for gold 
jewellery. Demand in 

these two markets has 
grown given bullish 
price expectations, 
domestic inflation 
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Robert joined UOBAM in 2008.  
Robert holds degrees from Exeter 
University and UCLA, and has 
qualified as an Associate of the UK 
Society of Investment Professionals. 
Currently, he has specific responsibility 
of global commodities (ex oil & gas) 
and Canadian equities and manages 
the United Gold & General Fund and 
the United Global Resource Fund. In 
total, he has over 9 years’ experience 
as a sell side analyst and 6 years’ 
experience as a fund manager.
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