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Executive Summary

> Inflation has been an issue for countries such as China, Britain and Singapore and is likely to
persist on the back of high oil and food prices.

» Possibly higher inflation expectation in US might cause workers to demand higher wages to
compensate for the inflation, which could lead to further inflationary pressure.

» Gold can act as a long-term hedge against inflation to a certain extent. Gold outperformed inflation
on average in all inflation quartiles from 1970 to 2010.

»There are several gold-related funds on the PhillipCapital platform which offers exposure to gold,
gold-related securities, industrial metals or precious metals.

Introduction

Inflation has been appearing on the headlines for many countries and is likely to
persist in our view. For investors that are looking to maintain their purchasing power
through investment opportunities that hedge against inflation, gold and precious
metals can be viable options. In this article we aim to explore gold as a possible
investment hedge against inflation and propose unit trusts for investors looking to
gain exposure in gold.

Persisting Inflation

Inflation is increasingly a concern for China, Britain, India and Singapore. Despite
government efforts to tame inflation, we expect inflationary pressure to persist due to
high oil and food prices. Oil has been trending above US$100/0z and is likely to stay
high on the back of supply-risk from the ongoing Middle East unrests. While the FAO
food price index has dropped 2.9 percent in March this year from the all-time high in
February, Abdolrezan Abbassian, FAO Secretary of the Inter-Governmental Group on
Grains, expressed that his outlook for food prices is “very volatile prices, a bit down, a
bit up but remaining high”.

Even for US which had lower inflation as compared to the abovementioned countries,
the Government Inflation-indexed bond yield signals mounting inflationary concerns.
Inflation-indexed bonds are bonds whose principal and coupon adjust with changes in
the Consumer Price Index (CPI) to give returns that aim to compensate for the
inflation. With everything else constant, the difference between a 5-year US Treasury
bond and a 5-year US Government Inflation-indexed bond should reflect investors’
inflation expectation. Therefore, we use the 5 and 10-year differences between the
two bond yields as proxies for the inflation expectation of investors. As shown in
Chart 1, the 5-year and 10-year inflation expectations are approaching a historically
high level, signifying mounting concerns on inflation. High inflation expectations might
cause workers to demand higher wages to compensate for the inflation, possibly
leading to further inflationary pressure and suggesting needs for inflation hedge.
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Chart 1: Inflation Expectation since Dec 1999
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Source: Bloomberg, as of 13 Apr 2011

Note: 5-Year inflation expectation is estimated using 5-Year US Treasury bond yield minus
5-Year US Government Inflation-indexed bonds yield. 10-Year inflation expectation is
estimated using 10-Year US Treasury bond yield minus 10-Year US Government Inflation-
indexed bond yield.

Gold as an Inflation Hedge — In the long term

Gold has gained 27 and 58 percent in the past 1-year and 3-year periods respectively
and could be caused by a variety of factors including geopolitical instability, natural
disaster, increased investment demand and inflation. As gold has been thought of as
a good long-term hedge against inflation, we compared the annual performance of
gold against the annual percentage change in US CPI since 1970 to explore the
relationship between the two. A glance at Chart 2 shows that peaks in annual gold
performance are near to peaks in annual US CPI change, signaling a certain level of
correlation between the two.

A previous study, ‘Short-run and Long-run Determinants of the Price of Gold’ (2006),
by the World Gold Council which used data from 1968 to 2005 concluded that there is
a long-term one-for-one relationship between the price of gold and the general price
level in the US. The study also showed that short-run deviations from the long-run
relationship could occur but there is a slow reversion towards the long-term
relationship which takes about five years. However, one limitation is that the study
was focused on US inflation data and gold price denominated in USD, which may
differ for overseas investors.

Overall, we are of the view that gold can act as a hedge against US inflation to a
certain extent in the long-term period. This could be due to the increased in demand
from investors for inflation hedging purposes. Given relatively constant gold mine
production, which had been trending between 2400 to 2700 tonnes per year in the
past 10 years, the increased demand could be one of the factors that attributed to the
gold return during inflationary times.
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5-year and 10-year inflation
expectations are at a
historically high level.
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Chart 2: Annual Percentage Change of Gold Spot (US$/0z) and US CPI
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Gold as an Inflation Hedge — Degree of inflation
Having established gold as a possible inflation hedge over the long term, we next aim
to explore the degree of protection that gold offers over different ranges of inflation.
We segregated the annual inflation from 1970 to 2010 into quartiles and computed
the average US inflation and return of gold spot price (US$/0z) during each quartile in
Chart 3.
Chart 3: Average Gold Return vs Inflation (1970 — 2010)
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We notice several interesting issues from the chart. Firstly, the average annual return
of gold outperformed average inflation on in all quartiles, reaffirming the previous the
point that gold can act as a possible inflation hedge. Secondly, there appears to be no
direct relationship between degree of inflation and gold performance as the average
annual gold return did not show a steady upward trend against increasing inflation.
This probably mean that inflation is not the only factor that can affect gold prices as
well. Lastly, the return of gold in the 4th inflation quartile significantly outperformed
the lower quartiles. One inference that can be drawn is that investors have greater
demand for gold as an inflation hedge during times of significantly higher inflations,
therefore contributing to high gold return during high inflationary times.

Gold in Unit Trust

One way of gaining exposure to gold is through unit trusts which invest in either gold-
related equities or gold futures. Listed in Table 1 are several funds with exposure in
gold futures or gold-related securities on the Phillip Capital platform. With regards to
exposure in gold, DWS Noor - Precious Metals Securities (65.9%) and UOB - United
Gold & General (67.3%) appear to have greater exposure than Schroder AS - Gold &
Metals (32.9%) according to the latest factsheets available.

Table 1: Gold-related Funds on Phillip Capital’s Platform

Name Asset Class Geography/Sector Currency
DWS Noor - Precious Metals Securities A USD Equity Gold and Precious Metals usbD
Schroder AS - Gold & Metals A Acc NAV USD Commodity Futures II\D/IreegI(;us ] eVt uUsD
Schroder AS - Gold & Metals A Hedged SGD Commodity Futures r/lr:t(:; UG el SGD
UOB - United Gold & General SGD Equity Gold and Precious Metals SGD
DWS Noor - Precious Metals Securities J SGD Equity Gold and Precious Metals SGD

Source: UT Research

Schroder AS - Gold & Metals is mainly invested into derivatives and outperformed in
recent short term periods such as 1-month, 3-month and year-to-date. (Table 2)
However, it has a shorter track record than the other funds and charges a
performance fee. (Effective on 3 May 2011, the performance fee will be removed and
there could be alteration in its allocation between derivatives and equities.)

Among the funds available, we prefer UOB - United Gold & General as it has a longer
track record than Schroder AS - Gold & Metals and outperformed DWS Noor -
Precious Metals Securities in the longer period (3-year). Its low expense ratio (1.81%)
will erodes less of the fund’s return, and the low turnover ratio (40.84%) suggests that
the investment committee takes a long term approach in investing. However, we note
that the investment mandate of Schroder AS — Gold & Metals has changed and will
be monitoring its performance and changes in allocation between equity and
derivatives moving forward.
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Table 2: Gold-related Funds Return and Other Ratios

0
1 Mth 3 Mth YTD % 1Yr % 3Yr% 1vr

Vol

% % Change

Change Change

Change Change (Ann.)

DWS Noor - Precious

Metals Securities A 4.88 0.95 -2.4 21.07 2.47 26.95 50.4 0.87 0.06
usbD

Schroder AS - Gold &

Metals A Acc NAV 5.15 4.42 4.6 15.75 --- 17.02 --- 1.02 ---
usbD

Schroder AS - Gold &

Metals A Hedged SGD 5.05 4.21 4.46 14.9 17.01 0.97
L0t - Lz el & 5.09 1.27 252 14.31 6.1 2333 41.27 0.68 0.16
General SGD

DWS Noor - Precious

Metals Securities J 3.45 -1.56 -4.49 9.11 -0.17 23.52 46.6 0.49 0.01

SGD

Source: Financial Express, data obtained on 14 April 2011
*Highlighted in bold are the outperforming fund
“Returns expressed are calculated in local currency terms assuming dividends are reinvested.
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GENERAL DISCLAIMER
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip
Securities Pte Ltd shall not be liable for any direct or consequential loss arising from any use of material contained
in this publication.
This publication is solely for general information and should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities, and specifically funds, mentioned herein. It does not have any
regard to your specific investment objectives, financial situation and any of your particular needs. Accordingly, no
warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or
indirectly as a result of any person or group of persons acting on such information and advice. Unit Trusts
distributed by Phillip Securities Pte Ltd are not obligations of, deposits in, or guaranteed by, Phillip Securities Pte
Ltd or any of its affiliates. No action should be taken without first viewing the details in a fund’s prospectus. A copy
of the prospectus can be obtained from Phillip Securities Pte Ltd or online at www.eunittrust.com.sqg. Past
performance is not necessarily indicative of future returns. Investments in unit trusts are subject to investment risks,
including the possible loss of the principal amount invested. Investors should note that the value of the units and
income from the fund may rise as well as decline. Investors should also note that there are limitations whenever
performance is stated or comparison is made to another unit trust or index for any specific period as no funds or
indices are directly comparable.
This publication should not be relied upon as authoritative without further being subject to the recipient's own
independent verification and exercise of judgment. The fact that this publication has been made available
constitutes neither a recommendation to enter into a particular transaction nor a representation that any investment
product described in this material is suitable or appropriate for the recipient. Recipients should be aware that the
investment products described in this publication may involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be
appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to
be a disclosure of all risks or a complete discussion of such risks.
Whilst we have taken all reasonable care to ensure that the information contained in this publication is accurate, we
do not guarantee the accuracy or completeness of this publication. Any advice contained in this publication is made
only on a general basis and is subject to change without notice. We have not given any consideration to and have
not made any investigation of the investment objectives, financial situation or particular needs of any specific
person or group of persons as we are not in possession of any such information. You may wish to seek advice from
a financial adviser before making a commitment to purchase the investment products mentioned. In the event you
choose not to seek advice from a financial adviser, you should consider whether the investment product is suitable
for you. Any unit trusts mentioned in this publication is not intended for U.S. citizens.

DISCLOSURE OF INTEREST

Statement pursuant to section 36 of the Financial Advisers Act - Phillip Securities Pte Ltd, its directors and
employees may have interest in the securities recommended herein from time to time, and its associates and
connected persons may also have positions from time to time. Opinions and views expressed in this report are
subject to change without notice.

PhillipCapital is a group of companies who together offer a full range of quality and innovative financial services to
retail, corporate and institutional customers. Member companies in Singapore include Phillip Securities Pte Ltd,
Phillip Securities Research Pte Ltd, Phillip Financial Pte Ltd, Phillip Futures Pte Ltd, Phillip Trading Pte Ltd, Phillip
Capital Management (S) Ltd, CyberQuote Pte Ltd, International Factors (Singapore) Ltd and ECICS Ltd.
Information on any and all independent PhillipCapital members and the respective financial services they offer can
be obtained through the following website — www.phillip.com.sg. Members can otherwise be identified by their
authorised use of PhillipCapital brand name along with their own name in their documentation and literature.
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