markit

Gold: a flash in the pan?

4th floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001
25 Ropemaker Street www.markit.com
London

EC2Y OLY

United Kingdom

Markit Research
January 29" 2014

Gold has broken through the $1300 mark for the first time in over four months, once again
garnering the attention of investors as other precious metals seemingly fall out of favour.

— Gold ETFs attract $2bn worth of net inflows in January, the highest level since 2012
— Investors pull funds from other precious metal ETFs amounting to $1.3bn
— But gold’s volatility levels indicate investors still question safe haven status

Golden opportunity

The gold price is still down over 30% from all-
time highs reached in 2011, but as the metal
rose this week above $1300 for the first time
in four months investors are questioning if
these are the first glimpses of a potential gold
rally.

The factors are stacking for a bullish gold
scenario as increased global debt levels have
continued to flow through financial systems
and now will be bolstered by Europe’s new
QE program, which should increase market
liquidity further while also adding to volatility
levels. Speculative long positions in the
metal have increased and gold prices have
actually exhibited a stable price level in the
last 12 months, trading in a $100 range in a
year that was anything but stable for other
commodities and major currencies.

Inflow/Outflow Global monthly ETF flows into Gold
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Inflows into gold ETFs ticked up dramatically
in January 2015 to $2.2bn and are set to be
the highest since November 2012. This new
trend comes after 21 months out of the past
25 seeing investors pull money out of ETFs
exposed to gold. During this period a total of
$44bn worth of funds exited gold ETFs.

Others not so precious

While gold’s future prospects have attracted
renewed interest and net inflows into ETFs,
other precious metals have witnessed the
opposite, particularly over the past two
months.
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ETF investors have withdrawn $1.3bn from
non-gold precious metals ETFs in the last two
months, perhaps indicating that uncertainties
surrounding the global economy are driving
renewed interest in the yellow metal’s historic
function of a safe haven for capital.
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Mining new gold

Inflow/Outflow Metals & Mining ETFs
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Metals and Mining ETFs are made up
predominantly by gold miners, which
represent 80% of the categories AUM. While
gold has come back into favour and other
precious metals are seemingly falling out,
materials and metal mining ETFs have not
witnessed significant prolonged outflows. In
fact, despite seeing a large outflow occuring
in  December 2014, investors have
consistenly invested in mining and metal
ETFs since 2006, with net annual inflows
every year.

Gold miners will benefit from increases in the
gold price and have also recently benefited
from oil prices halving in less than a year;
driving operating costs lower. Lower oil prices
and an increasing gold price overall can only
be posive for gold minering firms.

This haven’s more volatile
Options Implied Volatility
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Despite the recent bullish sentiment towards
the commodity in recent weeks, the last
couple of years of volatility appear to have
taken some of the shine off gold’s safe haven
status, if the options market is assessed. 90
day at the money options for contracts written
against the SPDR Gold Trust are now trading
witha greater implied volatility than
those written against the S&P 500 according
to Markit Daily Volatility.

GLD options used to trade with roughly the
same implied volatility as the S&P 500
options prior to gold’s recent price dip and at
one point in 2013 traded 10% higher than
equities.

While this volatility trend has tapered off
somewhat in recent months as calm returned
to the price of gold, the fact that options
market makers price gold options as more
volatile than large cap equities ones does
punch a big hole in gold’s safe haven status.
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