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I World events and gold
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I The Fed and gold HSBC <»
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I Gold recovery HSBC <»

* USD rally challenged in 2016

+ HSBC forex strategy team suggests a weaker USD in 2016
+ USD tends not to rally after Fed raises interest rates; gold tends to rally
* Negative interest rates a positive for gold

* Market expectations of Fed rate rises weighed on gold in 2013 and 2014; fewer-than-expected rate rises are
leading to gold recovery

* |nvestment shift

* Marked recovery in gold ETFs
* Rebuilding long positions on Comex

* Physical market reacting to higher prices

* A significant discount in India to world prices, implying no import demand
 Indian authorities increased taxes on gold jewelry
» Coin and bar demand volatile in China

* Room is open for central bank gold purchases if USD is seen as weakening but forex holdings are falling

* Supply constraint

* Gold mine production likely topping out; 2015 may be peak year
* Scrap market is down due to low prices



I Negative rates

The new trend for
some central banks

Highly supportive of
gold based on:

 Distress

* Lack of opportunity
cost

* Flat yield curve
e Substitute for cash

+ “Safe-haven”
appeal

* Central bank
intervention free
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I Global bonds HSBC <X»
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I Gold and rate hikes

Based on the last
four Fed
tightening cycles,
gold prices tend to
weaken going into
rate hikes and
then rally for the
next 120 trading
days
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February 1994 rate hike
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I Currency wars: give peace a chance

The end of the
‘Currency Wars’
as suggested by
the HSBC forex
research team is a
positive for
commodities,
including gold

Positive for
Asian FX

Source: HSBC

End of the currency

war: stronger JPY &

/

N

EUR

\

Weaker USD

Less pressure
on the RMB,

smaller chance
of devaluation

More positive
outlook for EM FX

N

Positive for
commodities

v

HSBC <»



Dollar strength scenario

Investment-grade
credit, REITs and
high yield do well
in periods of
dollar strength
while commodities
(including gold)
and certain equity
markets suffer
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I Gold and inflation breakeven HSBC <>
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I Gold and China’s stock market HSBC <>
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Global trade

Global trade
remains weak

Gold prices tend
to have an inverse
relationship with
world trade
patterns
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I Gold tracks economic policy uncertainty HSBC <X»
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I Commodity prices HSBC <»

The sharp fall in oil Real commodity prices at Energy and metals are down
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I Gold and investments HSBC Xy
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China’s gold import from Hong Kong HSBC X»

The drop in prices China: Gold imports from Hong Kong
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I Gold consumption HSBC X»
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Gold as a percentage of currency reserves among largest holders HSBC X»
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