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Introduction

In the first part of our quarterly Gold Report, we review

the performance of the gold price and touch upon
other asset classes as well as explore significant
macro factors, including bond yields, the US Dollar
and inflation expectations.

Key facts
from Q12021

- Theyield onthe US 10-year
- | \lv TIPS ended the quarter at
- 1@ [mYm! -0.63%
- - ° (0
Gold price On a12-month basis, its highest in nine months
decreased gold delivered an

The first quarter of 2021
saw the US Dollar rise

3.7%

as relative economic momentum
swung firmly in the US’s favour

-10% 8.3%

in Q12021, return, but that ranks
its worst start to it ahead of only cash
ayear since 1982 and government
bonds for the year

Market performance
Pages 03 - 09

The gold price had a particularly weak start

to the year, as investors regained appetite

for riskier assets on the back of an improvement
in the global economic outlook.

Quarterly price performance
Quarterly price returns

Annual price returns

Asset class returns

Relative strength of the gold price

Gold price return, nominal
and adjusted for inflation

G10 currencies

A

Macro factors
Pages10-15

Arise in real yields, strengthening of the USD
and decline in global economic uncertainty
combined to push the gold price lower during
the quarter, despite inflation expectations
picking up.

+ Gold price and real bond yields

+ Gold price and negative-yielding debt
« Gold price and US interest rates

« Gold price and inflation expectations
+ Gold price and the US Dollar

+ Gold price and economic risks

6 Please note that we may refer to

supply and demand dynamics in this
commentary but will take a more
in-depth look into these specific
contributors in a subsequent report.
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Quarterly price
performance

Gold fell 10% in Q12021, its worst start to a year
since 1982. It finished this most recent quarter
at $1,708 per Fine Troy ounce, having dipped
below $1,700 twice in March and returning to
levels not seen since June. The metal’s price
did not breach $1,651, however, which would
have put the metal into a technical bear market
(20% below August 2020’s all-time high).

The quarter’s gold price weakness has been due
primarily to rising nominal and real bond yields,
which has also encouraged USD strength. Investors
have been regaining their appetite for risk as the
Covid vaccination programme rolls out and the
economic growth outlook improves.

|
®

Gold price decreased

-10%

in Q12021, its worst start
to ayear since 1982

B Gold price  1,707.7
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, from 31 December 2020 to 31 March 2021.
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Quarterly price
returns

The first quarter of this year saw three consecutive months of negative returns.

Q1 was the first negative quarter since Q3 2018 and the worst quarterly performance
since Q4 2016. In terms of bad starts to the year, you have to go back to 1982,

when gold returned -19.5%, for a more inauspicious start to a year.

Quarterly price change (%)
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, as at 31 March 2021.
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Annual price
returns

Annual price change (%)
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, as at 31 March 2021. *2021is YTD returns.
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Asset class
returns

In a risk-on quarter, gold performed poorly
compared to other asset classes, despite
underlying weakness in government bonds and
investment grade credit, with the former having
their worst quarter at a global level since 1987.
Broad commodities generated the strongest
returns as economically sensitive commodities,
such as oil and copper, gained from heightened
expectation of a robust economic recovery.
Equities also had a good quarter.

On a12-month basis, gold delivered an 8.3%
return, but that ranks it ahead of only cash and
government bonds for the year. Gold has fallen
down the performance table as the bear market
numbers of Q12020 rolled off and risk assets
this quarter rallied strongly.

\l/

O
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On a12-month basis,
gold delivered an

8.3%

return, but that ranks it ahead
of only cash and government
bonds for the year

Quarterly asset class returns (%)
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, as at 31 March 2021.
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Relative strength

of the gold price

The pace of gold selling in the quarter meant
there were several days where the metal dropped
into oversold territory. The moving average
(MAV) chart shows that the 50-day MAV, having
already crossed the 100-day series in Q3 2020,
continued its negative momentum, falling below
the 200-day MAV at the end of January 2021,
known in technical terms as the ‘death cross'.

Stabilising bond yields and some easing in USD
strength helped gold recover off its lows, but there
would likely need to be a sustained deterioration
in the economic outlook for technical signals

to become unanimously positive on gold.

B Gold spot price
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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Gold price return, nominal
and adjusted for inflation

With the outlook for economic growth improving, the attention now turns to inflation.

US CPlincreased 1.7% in the first three months of the year - the largest quarterly increase
in a decade - but gold did not assume the inflation-hedge often associated with it.

In real terms, gold fell by 11.5% over the quarter.

B Nominal Gold price 1,707.7
B Real Gold price 644.7
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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(G10 currencies

After a number of weak quarters, the US Dollar performed well during Q12021,

rising against most of the G10 currencies. Fiscal-policy-driven upgrades to the

US economic outlook, good progress on the rollout of the vaccination programme,
rising interest differentials and an unwinding of short positions underpinned the gains.
Perhaps unsurprising given the quarter’s risk-off environment, the Japanese Yen

and Swiss Franc saw the weakest returns.

Q1 returns of gold and G10 currencies in USD (%)

1.38% 0.26% ‘ -3.96% -6.68%

Canadian Dollar Norwegian Krone Swedish Krona Danish Krone Japanese Yen
CAD NOK SEK DKK JPY

B Goldreturn
B Positive returns
B Negative returns

——e

0.83%

British Pound

GBP
-3.98% .
Euro
-10.04% EUR
Gold Swiss Franc Australian Dollar New Zealand Dollar
CHF AUD NZD

Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, from 31 December 2020 to 31 March 2021.
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Gold price and
real bond vields

Arapid rise in the real yield in US Treasuries from
their all-time low (-1.1%) at the start of January was a
key driver in a weaker gold price during the quarter.
Expectations of a strong US economic recovery on
the back of the recent approved pandemic relief
packages, a supportive monetary policy stance
from the Federal Reserve and good progress on the
rollout of the vaccination programme all helped
push real yields higher. Anincrease in bond yields
increases the opportunity cost of holding gold,
given it is a non-income-paying asset.

The yield on the US 10-year TIPS ended the
quarter at -0.63%, its highest in nine months,

and the positive momentum is expected to
continue as the US economy returns to something
close to normality in the coming quarters.

Theyield onthe US 10-year
TIPS ended the quarter at

-0.63%

its highest in nine months
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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Gold price and
negative-yielding debt

The stock of negative-yielding debt globally,
while still elevated, fell from just over $17.8 trillion
to around $13.4 trillion. At just over 20%,

this is still a significant portion of the Bloomberg
Barclays Global Aggregate Index of investment
grade debt.

All countries with negative policy rates, notably
Japan and the Eurozone, are still able to issue
short-term government debt with negative yields,
while even in longer-dated maturities, countries
such as Germany continue to see yields firmly in
negative territory. Currently, the majority of the
negative-yielding debt globally is denominated

in either Euro (66%) or Yen (30%).

0O

Currently, the majority of the
negative-yielding debt globally is

66%

denominated in Euro

30%

denominated in Yen

B Gold (LHS) 1,707.7

B Stock of negative-yielding debt (RHS) 13.36 trillion
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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Gold price and
US interest rates

The Fed Funds rate may have remained at 0.25% in the quarter, but there was considerable
speculation about the timing of the next rate hike, reflected in the rise of longer-dated bond
yields. The market expects the first rate increase to occur in 2022. However, while the latest
dot plot released in March showed more members of the Federal Reserve seeing a rate hike
in 2022, a clear majority still forecast the Fed Funds rate remaining unchanged until the
end of 2023. With the Fed apparently dispelling speculation of an earlier rate hike, gold was
granted a slight reprieve from its downward trajectory at the end of the quarter.

B Gold (LHS) 1,707.7
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.

© O

12



Market
performance

Quarterly price performance
Quarterly price returns

Annual price returns

Asset class returns

Relative strength of the gold price

Gold price return, nominal
and adjusted for inflation

G10 currencies

2

Macro
factors

Gold price and real bond yields

Gold price and negative-yielding debt
Gold price and US interest rates

Gold price and inflation expectations
Gold price and the US Dollar

Gold price and economic risks

Markets are pricing higher inflation expectations
with the US 5y5y inflation swap ending the quarter
at 2.4%, having been at 1.7% a year earlier.

US breakeven inflation has made an even sharper
move, with the 10-year at its highest level in eight
years, up to 2.3% from 0.9% over the past 12 months.

Despite higher expectations for inflation, gold has
not moved in response. It may be that, as with

the Fed, the market is waiting for inflation to
come through in the data or that investors no
longer see it as the inflation-hedge it was once
perceived to be, particularly when the rise is
inflation is expected to be relatively contained.

Gold price and
inflation expectations

B Gold (LHS)
B USD Inflation Swap Forward 5Y5Y (RHS)
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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After an extended period of weakness during B Gold (LHS) 1,707.7
2020, the first quarter of 2021 saw the US Dollar M USD Index (RHS) 93.2
regain some of its losses, rising 3.7%, as relative
economic momentum swung firmly in the USD per Fine Troy ounce Index level, inverted
US's favour. Being short the USD was very much 2,000 88
a consensus view, so an unwinding of some of
these short positions, against a backdrop of the
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Global economic uncertainty fell materially in the first quarter, returning to pre-pandemic
levels. Policy uncertainty has continued to recede (outside of the 2020 US election period)

since it peaked in May of last year.

As the largest economies have begun to show signs of recovery, supported by continuing
fiscal and monetary stimulus and the vaccination programme rollout, it is hardly surprising to
see the level of uncertainty decline. A clearer outlook reduces the attraction of assets such as
gold, which have historically provided a safe haven during periods of heightened uncertainty.

W Gold (LHS) 1,707.7
B Global economic policy uncertainty (RHS) 223.5
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 31 March 2021.
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4. Invesco

Investment Risks

The value of investments and any income will
fluctuate (this may partly be the result of exchange
rate fluctuations) and investors may not get back
the full amount invested.

Important Information

This document contains information that is for
discussion purposes only, and is intended only for
professional investors in Austria, Belgium, Croatia,
Czech Republic, Denmark, Dubai, Finland, France,
Germany, Guernsey, Hungary, Ireland, Jersey, Italy,
Luxembourg, the Netherlands, Norway, Portugal,
Romania, Slovakia, Spain, Sweden, Switzerland and the
UK, Qualified Clients in Israel. Marketing materials may
only be distributed in other jurisdictions in compliance
with private placement rules and local regulations.

Data as at 31 March 2021, unless otherwise stated.

By accepting this document, you consent to
communicating with us in English, unless you
inform us otherwise.

This document is marketing material and is not
intended as a recommendation to invest in any
particular asset class, security or strategy. Regulatory
requirements that require impartiality of investment/
investment strategy recommendations are therefore
not applicable nor are any prohibitions to trade
before publication. The information provided is for
illustrative purposes only, it should not be relied
upon as recommendations to buy or sell securities.
In Israel, this document may not be reproduced

or used for any other purpose, nor be furnished to
any other person other than those to whom copies
have been sent. Nothing in this document should

be considered investment advice or investment
marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio
Management Law, 1995 (“the Investment Advice Law”).

Investors are encouraged to seek competent
investment advice from a locally licensed
investment advisor prior to making any investment.
Neither Invesco Ltd nor its subsidiaries are licensed
under the Investment Advice Law, nor does it carry
the insurance as required of a licensee thereunder.

Any calculations and charts set out herein are
indicative only, make certain assumptions and
no guarantee is given that future performance
or results will reflect the information herein.

Where individuals or the business have expressed
opinions, they are based on current market
conditions, they may differ from those of other
investment professionals and are subject to
change without notice.

Issued by Invesco Management S.A., President
Building, 37A Avenue JF Kennedy, L-1855 Luxembourg,
regulated by the Commission de Surveillance du
Secteur Financier, Luxembourg; Invesco Asset
Management, (Schweiz) AG, Talacker 34, 8001 Zurich,
Switzerland; Invesco Asset Management Limited,
Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 1HH, UK. Authorised

and regulated by the Financial Conduct Authority;
Invesco Asset Management Deutschland GmbH,
An der Welle 5, 60322 Frankfurt am Main, Germany.
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