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ith risk-aversion cur-

rently plaguing global

financial markets, driv-

en by fears over eco-

nomic uncertainties in
the debt-stricken eurozone as well as
possible military conflicts involving
North and South Korea, gold looks
set to shine as a safe-haven asset in
turbulent times. The metal is among
a handful of assets — alongside US
Treasuries — that are still turning in
positive returns this year.

“Traditionally, gold has acted as
a safe haven in times of economic
uncertainty and stress in financial
markets, with its attraction increas-
ing as the degree of financial uncer-
tainty rises,” says Robert Adair, fund
manager of United Gold & General
Fund and United Global Resoure-
es Fund at UOB Asset Management
(UOBAM). “The price of gold could
potentially go higher, in the event of
renewed financial market uncertain-
ty," he predicts.

Of late, global investors have
“questioned the credibility” of the
recently announced US$1 trillion
($1.4 trillion) eurozone rescue pack-
age, as “it failed to address the is-
sue of sovereign debt burdens”, says
Andrew Robinson, a market analyst
at discount brokerage Saxo Capital
Markets, “With French and German
debt-to-GDP ratios at 78% and 73%,
respectively, this bailout package is
actually a case of the indebted bail-
ing out the indebted,” says Robin-
son, another gold fan, who believes
the ongoing uncertainties in the eu-

rozone will continue to keep gold at
the forefront of investors’ and hedg-
ers’ minds.

The key reason for gold's appeal
as insurance during market turmoil
is that it tends to preserve its value
better than other asset classes in an
across-the-board slump. Indeed, gold
is up 9.1% this year (as at May 26),
while riskier assets like global eg-
uvities and commodities, measured
by the MSCI World Index and Reu-
ters/Jefferies CRB Index of 19 com-
modities, are both currently down
by more than 10%.

Besides gold's safe-haven charac-
teristic, the current low interest rate
environment around the world is also
spurring demand for the metal. “Gold
was often viewed as the investment of
zero returns; it just sits there, shines,
but does not earn an investor any in-
terest. However, with the current low
global interest rate environment, gold
may no longer be seen as the ‘cost-
ly’ investment it used to be,” says
Robinson. With global interest rates
likely to stay low in the foreseeable
future, the lack of higher yields else-
where will keep investors trading in
gold, he adds. “We can therefore ex-
pect the current highs to remain sup-
ported in the long term.”

Nevertheless, investors should treat
gold as an insurance policy against
unexpected market chaos, instead
of using it as a profit-making asset,
advises Christian Gattiker-Ericsson,
global head of research at private
bank Bank Julius Baer. “[Though]
overhyped, gold does act as an in-
surance for our clients' portfolios,”
says Gattiker-Ericsson, whose cli-

Robinson: With the current low global
interest rate environment, gold may no
longer be seen as the ‘costly’ investment
it used to be

ents’ diversified investment portfo-
lios tend to have a 5% exposure to
the precious metal. “If you have the
extremes [scenarios] in the market,
with either heavy deflation or infla-
tion,.or if [the EU] really messes it
up in Europe, then gold will com-
pensate you,” he points out, adding
that the recent strong surge in gold
price “tells you that the market is
very concerned about policy errors
of the EU leaders”.

Volatile prices

For sure, it has been a topsy-turvy
couple of weeks for gold, whose price
has been extremely volatile of late. It
hit an all-time high of US$1,249.40
an ounce on May 14 as other asset
classes — notably riskier ones like

§ equities and industrial commodities

— slumped on concerns about the
worsening eurozone debt crisis. The
latest Chinese consumer-price num-
bers that show inflation in the coun-
try at an 18-month high fuelled more
buying in gold, which is seen as an
inflation hedge.

But, from that peak, gold subse-
quently slumped five straight days to
as low as $1,166.50 in the week end-
ed May 21. That was its worst week-
Iy performance in almost 15 months,
as traders cashed in profits on expec-
tations that demand for risky assets
could see a pick-up and dampen the
shine of the yellow metal.

The recent short-term slump could
be due to “deteriorating equities forc-
ing managers into selling their winners
[namely accumulated gold gains] to
meet their widening losses”, observes
Ashraf Laidi, a strategist at discount
brokerage CMC Markets.

Last week, gold regained some
of its glitter. Its price climbed above
US$1,200, after reports that North
Korean leader Kim Jong Il was pre-
paring his military forces for combat
against its neighbour in the South,
which is accusing the North of sink-
ing one of its warships and killing
46 people. The global stock sell-off
last Tuesday — spurred by fresh con-
cerns that the European debt crisis
may derail the global economic re-
covery — also helped revive demand
for gold.

Although the gold price is cur-
rently 3.5% below its record set over
a week ago, many gold experts, ac-
cording to a recent Bloomberg sur-
vey of 23 traders, analysts and in-

The precious metal will continue to trend higher,

as its appeal as a safe-haven asset rises on the back
of ongoing uncertainties in Europe and turbulence
in global financial markets, say experts

vestors, still believe the metal could
hit US$1,500 an ounce by end-2010.
Many market observers reckon that
gold's recent slide is temporary and it
is likely to trade in an upward-trend-
ing range going forward.

“We see gold prices edging clos-
er to US$1,300 by year-end, as long
as we are able to hold position above
US$1,160,” says Robinson of Saxo Cap-
ital Markets. “For long-term investors,
gold remains a viable store of value.
US$1,330 is a possible target for year-
end, but gold could also see a decline
towards $1,080 in the medium term,”
adds Laidi of CMC Markets.

Gold to hit US$8,000 by 2015
Veteran “gold bug” James Turk, found-
er of online gold broker Gold Mon-
ey, is predicting more upside for the
precious metal — reaching $1,800
to $2,000 at end-2010. In a keynote
address on the first day of the 2010
World Mining Investment Conference
in London on May 18, Turk reaffirmed
his bold forecast made at end-2009
that gold could reach US$8,000 by
2015, based on past patterns of surg-
es in price.

The trillion-dollar bailouts by the
US and Europe will lead to high in-
flation over the long run, says Turk,
who believes the purchasing power
of many currencies will be devalued
in a hyper-inflationary environment,
as large volumes of fiat money are
printed and pumped into the global
market by developed economies in
their respective bailout plans. The
only “real money" that can pre-
serve wealth over the long term is
gold, he says.
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Adair of UOBAM agrees. “Financial
Instability could manifest itself through
an equity market sell-off, a crisls in the
bond market or a loss of confidence
in paper currencies, Of these three,
gold 1s perhaps most attractive when
viewed as an alternative to paper cur-
rencies, since an important character-
{stic of gold is that it does not depend
on a particular national government
for fts value."

Fundamental drivers of gold
Indeed, gold has been rising against
the currencies of most of the developed
countries in recent years, Last year, pric-
es surged 23.9% against the US dollar,
marking the ninth consecutive year of
gains versus the greenback.

Gold's bull run, which started in ear-
ly 2002 when prices crossed US$300 an
ounce, is widely believed to have been
primarily driven by the weakness in the
US dollar. But, Adair of UOBAM points
out that there are other fundamental
reasons behind the price surge.

"We believe the price of gold is
well-supported at current levels, given
reduced selling by central banks, in-
creased Investment demand and con-
strained supply fundamentals,” he
says, observing that since 2002, pri-
vate and institutional investors have
started repositioning their portfolios
by allocating a portion of their assets
into gold. “We believe [investment de-
mand] will continue to provide some
support for the price of gold.”

Global central banks and govern-
ments bought 425.4 tonnes of gold
last year, the most since 1964, accord-
ing to data by the World Gold Coun-
cil (WGC), whose latest Gold Invest-
ment Digest (published on April 22)
noted that strong jewellery demand in
India and China, as well as sustained
inflows from global investors, contin-
ued to support the gold price perform-
ance in 1Q2010.

“What becomes clear is that gold's
continuing upward price trend is an-
chored in solid fundamentals,” notes
Juan Carlos Artigas, investment research
manager at WGC, in a recent report. “A
strong recovery in the Indian jewellery
market from the low levels of demand
experienced in early 2009... coupled
with strong physical demand in Chi-
na during the quarter, created positive
support for gold,” he observes. India is
currently the world’s biggest jewellery
market for the precious metal.

Artigas also points out that gold
could move higher, even when both
the US dollar and global equities are
rallying. “Given the proven role gold
plays as a hedge against weakness in
the US dollar and the fact that it typ-
ically exhibits a negative correlation
with equities, it is often assumed that
when equities or the US dollar rise,
the price of gold suffers. [1Q’s posi-
tive] price performance was achieved
despite the US dollar rallying against
weaker European currencies and de-
spite an upturn in US and emerging
market equities,” he states,

Still, not everybody is a fan of
gold. Among the big fund managers
shunning bets on gold is Richard
Lacaille, CIO of State Street Global
Advisers, which manages assets of
US5$1.9 trillion. The focus on gold
is "difficult”, because it is not easy
to measure whether the metal is ex-
pensive or cheap, Lacaille tells Per-
sonal Wealth, “Gold doesn’t have
a yield or any [fundamental valua-
tion gauge] you can get your arms
around. When it rises, people tell a

Adalr: An Important characteristic of gold
is that it does not depend on a particular
national government for its value

story about inflation or currency con-
cerns, but they can tell the same story
when gold is US$2,000 or US$1,000,"
he points out. "For that reason, I think
making a bet on gold is something we
don't like doing.”

Without a doubt, Lacaille says a lot
of his institutional clients own gold, as
“the long-term inflation story hasn't yet
gone away”, But, he says, “gold isn't
the only way of hedging inflation. The
logical thing is to go for global [infla-
tion protected bonds] or if you want
to take more risk, go for a real asset
portfolio like [a basket of] commodi-
ties or real estate that have a long-term
inflation-link payoff,”

Gold ETF and equities
Nevertheless, investment demand for
the metal continues to be strong. Ac-
cording to data from the US Mint, sales
of American Eagle one-ounce gold coins
hit a year-high of 158,000 ounces up
to May 25 for the month, exceeding
60,500 ounces for the whole of April.
Meanwhile, physical gold holdings of
the world’s largest gold-backed ex-
change-traded fund (ETF), the SPDR
Gold Trust, hit a record 1,236.89 tonnes
on May 24, according to the compa-
ny's figures.

Gold holdings in this ETF, a favour-
ite among some of the world’s most
successful hedge fund managers, have
grown 9% so far this year. Billionaire
hedge fund manager John Paulson’s
New York-based Paulson & Co was the
SPDR Gold Trust’s largest investor in
1Q, with 31.5 million shares, or about
96 tonnes, according to a May 17 regu-
latory filing with the US Securities and
Exchange Commission. Meanwhile, re-
nowned hedge fund manager George
Soros’ Soros Fund Management was
the sixth-biggest investor in 1Q, the
filing shows.

Given that gold as an investment
class is relatively small, compared with
the total value of global stocks and
bonds, continuing strong inflows from
ETF investors could easily push gold
prices sharply higher, Adair says.
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Laldl warns that a strengthening of the
euro could lead to weaker gold prices
against currencies and a broad sell-off

“Total cumulative gold production
is estimated at 158,000 tonnes. Assum-
ing that all this gold is available for
sale, this only equates to approximate-
Iy US$6.2 trillion. By comparison, total
global bonds and equities are probably
valued in the region of US$120 trillion,”
he points out. “If sizeable amounts of
investor money moved towards gold,
the physical gold price and the share
prices of gold-producing companies
could react sharply.”

Besides investing in gold ETFs,
which track gold price performance,
adventurous long-term investors who
are positive on the metal and a lever-
aged play on it could consider gold
stocks or a gold-equity mutual fund.
Gold stocks are typically very sensi-
tive to gold prices, both on the up-
side and downside, and they provide
a “two-to-one leverage” on the under-
lying movement in the price of gold,
says Adair.

“Gold equities are typically val-
ued on a net present value basis with
assumptions made for the expected
price, future production and the cost
of production. In aggregate, financial
analysts estimate that for every 1%
increase in price, the net present val-
ue of gold equities increases by 2%.
For this reason, we believe gold equi-
ties are an attractive leveraged way
of investing in a forecast increase in
the gold price,” says Adair, who is in-
vested in gold stocks such as Barrick
Gold, Goldcorp and Newmont Min-
ing. Last year, his United Gold & Gen-
eral Fund generated returns of 53.7%,
which were more than double the price
gain of physical gold in 2009.

Risk factor

Looking ahead, as long as volatility in
the global financial markets remains
high and equities continue to slump,
gold will remain one of the preferred
safe-haven assets alongside US Treasur-
ies. Interestingly, the main short-term
risk facing gold isn’'t the strength of
the greenback but that of the battered

euro, says Laidi of CMC Markets.
“The recent gold rally had ini-
tially emerged against the euro, ow-
§ ing to the eurozone sovereign woes,
& which led to multiple record highs
in gold versus the euro before the
metal finally hit new highs against
the pound, yen and US dollar,” the
strategist observes, “Thus, any antic-
ipation of coordinated intervention
10 support the euro” may similarly
trigger a decline in gold against the
European currency, leading to weaker
gold prices versus other currencies,
and eventually cause a broad sell-
off in the metal, he warns. [c]
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