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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 Q32021

- Gold price US 10yr break-even rate
- | declinedin Q3 slightly higher
219 -0.7% 2.38%
- (] [ ) ° O
in Q3
\lz Gold price in past 12 months USD strengthened
5 -6.8% 1.9%
OO0 -9.0 /0 J /0
in Q3

Data: Bloomberg, as at 30 September 2021.
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The gold price started the quarter strongly

but slid lower in September to finish Q3 with
amodest loss. Most other asset classes posted
broadly flat returns, with the exceptions being
commodities and US high yield on the upside
and emerging market equities on the downside,
with the latter weighed down by China.

Over the last 12 months, gold has been the
worst-performing major asset class in what

has been a largely risk-on environment.

+ 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

+ G10currencies

A

Macro factors
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Rising nominal and real bond yields together
with a stronger US Dollar acted as a headwind
to the gold price in the quarter, negating

any concerns over inflation and the impasse
on lifting the US debt ceiling. Attention

is also on the next Federal Open Market
Committee meeting, when the market
expects an announcement on the tapering

of asset purchases.

+ 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

Although the third quarter started positively, with
the gold price strengthening in July, a downturn
in September left gold 0.7% lower for the quarter,
ending the period at $1,757 an ounce. Although
the precious metal broke above $1,800 several
times over the period, it also hit its lowest price
($1,726 on 29 September) since March.

Again, the theme of the quarter has been rising
nominal and real bond yields as investors become
more convinced the Federal Reserve will start
tightening monetary policy soon. This, in turn,
has supported a stronger US Dollar, which

is generally negative for the gold price.

|
®

Gold price declinedin Q3

-0.7%

B Gold price 1,756.95

USD per Fine Troy ounce
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Past performance is not a reliable indicator of future returns. Bloomberg, in USD, from 30 June to 30 September 2021.
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Quarterly price
returns

The 0.7% decline in the latest period was modest in absolute terms and also compared
to the performance in Q1this year, when the price of gold fell 10%. Taken together with
the positive performance in Q2, gold is down 7.4% over the first nine months of 2021.

Quarterly price change (%)
15

12.9

-10.0
15 —
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2019 2019 2020 2020 2020 2020 2021 2021 2021

Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, as at 30 September 2021.
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Annual price
returns

Given the poor performance so far this year, it is worth putting it into context of recent
history. The 7.4% decline over the first nine months of 2021 is worse than at the same
point in 2015 (-5.7%) when gold ended the year -10.4%. However, returns so far this year
are ahead of those in 2013, when the gold price fell 20.7% over the first nine months

on the way to a remarkable 28.2% decline by year-end.

Annual price returns*

40

30.9

29.6
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, as at 30 September 2021. *2021is YTD returns.
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Asset class
returns

The third quarter was tough for most asset classes
as a number of macro-economic headwinds built
up, including: rising new virus cases; sharply
higher inflation; Chinese regulatory pressures;
indications of tighter monetary policy to come;
and weakening PMls.

Broad commodities had a strong quarter, led

by rising energy prices, particularly natural gas,
and soft commodities. Emerging market equities
were hurt by a sharp decline in China’s stock
markets and USD strength. Developed market
equities, in contrast, were broadly unchanged.
Most US fixed income markets were also flat as
yields pushed higher, although the high yield
segment stood above the rest with a quarterly
return of 0.9%.

Over the past 12 months, gold has now lost 6.8%,
making it the worst performer of the asset classes
shown. US Treasuries are the only other asset

class that has fallen over this period, losing 3.6%.
Overall, it has been a risk-on environment with
broad commodities and global equities generating
the highest returns over the 12-month period,
while high yield delivered a robust 11.5% return.

\l/

O
O

Gold price in past12 months

-6.8%

Quarterly asset class returns (%)
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Past performance is not areliable indicator of future returns. Source: Bloomberg, in USD, as at 30 September 2021.
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Relative strength
of the gold price

Towards the end of the quarter, gold fell below
not only its 50- and 100-day moving averages
(MAVSs), but also its 200-day MAV. Gold actually
hit a “death-cross” on 9 August, often viewed by
technical traders as indicating the potential for

a major sell-off, as the 50-day MAV fell below the
200-day MAV. However, this did not translate into
further weakness as the gold price then trended
higher, above $1,800. Despite the volatility, there
were no clear buy (oversold) or sell (overbought)
signals on the Relative Strength Indicator (RSI)
during the quarter.

B Gold spot price 1,756.95
B Moving average 50 Day 1,784.34

B Moving average 100 Day  1,809.61
Moving average 200 Day  1,801.87

USD per Fine Troy ounce
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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Gold price return, nominal
Market and adjusted for inflation

performance

Quarterly price performance When adjusted for inflation, gold’s negative performance is exacerbated, equating to
afall of -1.4% in the quarter. On a 12-month basis, the inflation-adjusted price of gold
is down 11.4% (versus a nominal decline of -6.8%). Gold has yet to provide any sort of
Annual price returns inflation hedge during the recent rise in inflation, which has seen US inflation over 5%
year-on-year.

Quarterly price returns

Asset class returns
Relative strength of the gold price

Gold price return, nominal

A e e T e B Nominal Gold price 1,756.95

G10 currencies B Real Gold price 642.24

USD per Fine Troy ounce
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021. 08
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The USD outperformed all major developed-market currencies in Q3. The AUD was the
weakest, losing 3.6%, as the Australian economy continues to be stymied by pandemic
lockdowns. Sterling hit its lowest level year-to-date as stagflation concerns in the UK
mounted into quarter-end. Gold was outperformed only by the Japanese Yen and the
Swiss Franc, currencies typically used as safe havens and favoured in times of stress.
Even so, both currencies saw modest declines in the quarter.

Q3 returns of gold and G10 currencies in USD (%)

B Goldreturn
B Negative returns

-1.64% ‘

Canadian Dollar Norwegian Krone Swedish Krona
CAD NOK SEK

-0.14%
Danish Krone Japanese Yen
DKK JPY

——e
-2.58%

British Pound
GBP

Euro
-0.74% EUR -0.69%

Gold Swiss Franc Australian Dollar
CHF AUD

Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, from 30 June to 30 September 2021.

New Zealand Dollar
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Real yields ended the quarter almost exactly
where they began, at -0.89% from -0.88%, with
the intervening trading pattern fitting closely
with the historical relationship with gold. US 10yr
break-evens were slightly higher, although
remaining well anchored, ending at 2.38% having
been 2.34% at the start of the quarter. This left
the 10yr nominal yield marginally higher at 1.49%
from 1.47%.

US 10yr break-even rate slightly higher

2.38%

inQ3

W Gold (LHS)
M 10-yr TIPS yield (RHS)

USD per Fine Troy ounce

1,756.95
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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With yields starting to rise, it should come as no
surprise that the stock of negative-yielding debt
was noticeably smaller at the end of Q3, with
$13.1trillion representing the lowest amount in
five months. It may also be no great shock to see
Euro-denominated debt (comprising 63% of the
aggregate) and Yen-denominated debt (34%) still
dominating the negative-yielding debt space.
Government and government-related issues are
86% of the negative-yielding debt stock, whereas
securitised mortgages (both European and
American) and corporate issues are responsible
for another 7% apiece.

®
-l

Negative-yielding debt

$13.1 trillion

atend of Q3

B Gold (LHS) 1,756.95
B Stock of negative-yielding debt (RHS) 13.1trillion

USD per Fine Troy ounce USD, trillions
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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Tightening from the Federal Reserve is expected to first come in the form of tapering

of their asset purchases with an announcement to that effect likely at the next Federal
Open Market Committee meeting on 2-3 November. In terms of future interest rates,
September’s dot plot has the median Fed Funds rate at 0.25% into year-end 2022,

with expectations amongst participants equally split between those seeing hikes and rates
remaining unchanged. Three hikes are projected by the end of 2023, taking the median
projection at that time to 1%.

B Gold (LHS) 1,756.95
B Fed funds rate - upper bound (RHS) 0.25

USD per Fine Troy ounce

@),

Projected US interest rates:

0.25% 1.00%

atend of 2022 atend of 2023

Rate (%)

2,000 3.0
. /[\!\V/\ﬂ
1,600 TV
2.0
1,400 AV
\/\\/\_\/\_\ ’_A/\\ /\/\#\/\j 1.5
1,200 JaY VA \/ v
W/ 1o
1,000 /\PJ
500 V / 05
600 \ \ \ \ \ \ \ \ \ \ \ \ — 0.0
2008 2009 2010 20M 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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Inflation expectations stabilised into quarter- B Gold (LHS) 1,756.95
end with the US 5y5y inflation swap ending at B USD Inflation Swap Forward 5Y5Y (RHS) 2.44
2.44% and the 10yr break-even rate at 2.38%. W US Breakeven 10 Year (RHS) 2.38
Both inflation measures are slightly higher on the
quarter, more so the 5y5y inflation swap having USD per Fine Troy ounce %
begun the period at 2.35%. Despite the increased 2.000 35
inflation concerns, the gold price has still fallen
slightly. On the whole, the market appears to
remain supportive of the Federal Reserve's view
that the currently higher inflation is transitory. 1,800
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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US Dollar

The USD made little headway in the first two
months of the quarter, but four consecutive
weeks of gains in September left it 1.9% higher

for the quarter. Higher yields, rising economic
uncertainty and expectations of an imminent
tapering of asset purchases by the Federal
Reserve saw the US Dollar index (DXY) hit a year-
to-date high of 94.34 at the end of the quarter and
its highest level since September of last year.

USD strengthened

1.9%

inQ3

W Gold (LHS) 1,756.95
B USD Index (RHS) 94.23

USD per Fine Troy ounce

Index level, inverted

2,200 70
2,000 n ) h

80
1,800
1,600

90
1,400 } |
1,200 100
1,000

10
800 '
600 ‘A

120
400 i N
200 \ \ \ \ — 130

1991 1996 2001 20M 2016 2021

Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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US economic policy uncertainty picked up in the quarter but remained relatively low
compared to the levels seen last year at the height of the pandemic. Concerns around
the pace of economic growth, higher inflation, the future paths of monetary and fiscal
policy and the resolution of the debt ceiling impasse have all created a more uncertain
backdrop for investors over the quarter. Uncertainty is generally positive for the gold
price, but the other factors highlighted in this report - such as stronger USD and rising
yields - appear to be outweighing those concerns, at least for now.

W Gold (LHS) 1,756.95
B Global economic policy uncertainty (RHS) 177.9
USD per Fine Troy ounce Index level
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Past performance is not a reliable indicator of future returns. Source: Bloomberg, in USD, to 30 September 2021.
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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 30 September 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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