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What’s Driving Gold? 
Frank Holmes, 
CEO and Chief Investment Officer 
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Fund Recognition 

Winner of 26 Lipper Fund Awards and certificates since 2000 

Investment  
leadership results  
in performance 
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Government Policy Model —  
Precursor for Change 
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G7 Countries 
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E7 Countries 
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E7 and G7 Population vs  
GDP — Inverse Relationship 
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Catch-Up Potential — Big Macro Trend 

•  Poor countries grow faster than rich ones 
•  EM GDP per capita is US$5,000 vs. $40,000 in developed markets 

As of Sep 2006. Source: IMF, Merrill Lynch 
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Infrastructure Spending and  
Oil Demand March Together 
Barrels of Oil per Day/1000

Source: PIRA
China
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High Correlation of Oil and Money Supply 

Government will likely continue  
to print money, like the bailout of 
Fannie Mae and Freddie Mac, to 
support the economy 
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Money Supply on Steroids 
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In “Gold” We Trust as a Form of Money 
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Holding T-bills Or Cash No Longer Generates Much 
Interest and, Unlike Gold, Still Bears Credit, Inflation,  
FX and Political Risk 
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Sustainable Deficit Spending  
is Bullish for Gold 

Investor Alert�
Special Report

06/05/09
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Excessive Spending on War or Welfare 
Harms a Currency’s Value 

What’s Driving 
Gold Webcast 

03/05/09 
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China’s Gold Demand 
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The Shanghai 
Gold Exchange 
and liberalization 
of citizens to 
freely buy gold 
and a cultural 
affinity towards 
gold, makes gold 
an attractive 
asset class. 

Source: World Gold Council, CEIC, Merrill Lynch APR Economics Team 
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India-From Price Taker to Price Maker 

Scene from Slumdog Millionaire
Source: padanisaa.blogspot.com
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Emerging Market Central Banks are 
Switching to Gold as a Reserve 

EM: Emerging Markets�
CB: Commodity Based�
FX: Foreign Currency

Nancy Pelosi, Speaker of the House
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Gold Fundamentals & Key Price Drivers 
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Gold Supply – Official Sector  
Reducing Net Sales 
  Only around 60% of annual gold demand is met with new mine supply. 

  Rising prices are resulting in increased gold recycling. 

  Official sector (central banks) has substantially cut-back net sales past  
two years and in three of the past four years. 
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Gold Demand Overview –  
Investment Demand Rising 

  Jewelry demand accounts for just over half of global gold demand. 

  Investment demand accounts for over one-third of demand. 

  Falling jewelry and coin/bar demand has been more partially offset by rising  
ETF investment. 
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Gold Demand – ETF Demand  
Outpaces Coins/Bars 

  Investment demand for gold rose by nearly 10% with flows into physical gold ETFs/
ETCs up by 274 tonnes, which offsetting a 186 tonne fall in coin and bar investment, 
indicating some switching from coins & bar holdings into more liquid, transparent and 
secure ETF holdings. 
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Gold Has Performed Well, With  
Low Volatility Over Past 10 Yrs 

  Gold returns have substantially outperformed equities on a 3yr, 5yr and 10yr horizon 
(based on data in table below – see note for source). 

  Historically, the volatility of gold returns has been lower than S&P 500 volatility. 

  Gold has had a zero to modestly negative correlation to equities, providing strong 
portfolio diversification benefits. 
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Gold Price vs Inflation & Equities 

  In nominal terms the gold price 
reached an all-time high in 2008. 
However, in real terms the gold 
price is still well below its 1980 
peak of around $2000/oz. 

23

  At 8:1, The Dow Jones Industrial 
Average/Gold spot price ratio is now 
close to its average since 1920. The 
Ratio hit an all-time low of 1:1 in 1980. 
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Recent Commodity ETF Investment  
Flows: What Can They Tell Us? 

24 
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Flows into ETCs Now Well Above  
July 2008 Levels 

  ETFS’ exchange traded commodity 
inflows up nearly $7bn since 
November bottom,75% above  
July 2008 peak. 

  We believe flows being driven by 
demand for “real assets” as hedge 
against inflation and currency risks  
as government debt levels rise and 
central banks expand their balance 
sheets. 

  We believe price supportive long-
term supply-demand fundamentals 
also likely driving flows. 

25



www.usfunds.com 
March 2010  10-218 

Steady Gold ETC Inflows  
Even During Price Corrections 

  ETFS’ physically-backed gold ETC 
holdings now over $8bn, up $3bn vs 
end-2008 levels. 

  Gold inflows have remained relatively 
steady even when the gold price has 
corrected sharply likely due to the long-
term strategic nature of most buying. 

  It is interesting to note that the biggest 
flows came not when Lehman went bust 
but, we believe, when scale of U.S. 
quantitative easing and fiscal cost of 
financial bailout became apparent, 
indicating gold may be being used as 
hedge against sovereign (fx) and 
inflation risks. 
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Silver ETC Flows Also Relatively  
Price Insensitive 

  Inflows into ETFS Physical Silver 
continued to rise even during price 
corrections over the 2007-09 period, 
indicating ETC investors may be buying 
for longer-term safe haven/inflation 
hedge purposes. 

  However, price underperformed gold  
in 2008 and outperformed in 2009 as 
cyclical indicators rose, indicating 
investors view it as more of an  
industrial play than gold. 
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Compare — Active Management  
vs. Passive Gold ETFs 
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Trading Premium and Discount to NAV



www.usfunds.com 
March 2010  10-218 

The Five M’s for Gold Miners 

30

  Market Cap 

  Management 

  Money 

  Minerals 

  Mine Lifecycle
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The performance shown is hypothetical and does not necessarily reflect the performance of any U.S. Global Investors product. 
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Value Drivers for Superior Performance 
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Gold Company Share Issuance Inflation 
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Production Per Share Has Dropped 
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Falling Profit Margin with Rising Gold Prices 
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Mine Supply Issues 

Macraes Gold Mine, Otago, New Zealand.
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2013 Hope or Hype – The Four-Year Story – 
Will it be Different this Time?  
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Goldcorp Before Acquisition  
of Glamis Gold Ltd 
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Goldcorp After Acquisition  
of Glamis Gold Ltd 
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Compare: Goldcorp and Red Back Mining 
2003-2006 Pre Goldcorp Acquisition of Glamis 
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Compare: Goldcorp and Red Back Mining 
2006-2009 Post Acquisition of Glamis 
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Gold Seasonality 
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Holidays Drive Gold Demand 
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Anticipate Before You Participate 

View the presentation “Anticipate Before You Participate” at 
www.usfunds.com/investor-resources/publications/research 

 NYSE Arca Gold BUGS  
 Index (HUI) 

41.9% 

 Crude Oil 41.4% 

 Copper 37.7% 

 Silver 26.2% 

 S&P 500 Index (SPX) 17.9% 

Rolling 1 Year 

12-month rolling volatility of 
price action over 10 year period 
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Inflation-Adjusted Gold Prices in 2009 Dollars 
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60 Day Rolling Volatility  
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60 Day Rolling Oscillator 
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Come Visit Us at… 

Facebook: www.facebook.com/usfunds 

Twitter: www.twitter.com/usfunds 

Frank Talk: www.usfunds.com 

Investor Alert: www.usfunds.com 
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CEO and Chief Investment Officer of U.S. Global Investors, Inc., a registered  investment 
adviser that manages U.S. mutual funds specializing in natural resources, emerging 
markets and global infrastructure.    

Investment team leader for the Meridian Global Gold and Resources Fund and the 
Meridian Global Energy and Resources Fund, also managed by U.S. Global Investors.  

As CIO, U.S. Global’s funds have earned more than two dozen Lipper Fund Awards and 
certificates since 2000. The World Precious Minerals Fund was Lipper’s top-performing 
gold fund in 2009, the second time in four years that it has achieved that distinction.   

Named the 2006 mining fund manager of the year by Mining Journal, a leading 
publication for the global natural resources industry.  

Co-author of the book “The Goldwatcher: Demystifying Gold Investing.” 

Frank E. Holmes  

The World Precious Minerals Fund may be offered only to persons in the United States. The reference above to the World Precious 
Minerals Fund should not be considered a solicitation or offering of the fund to investors residing outside the United States. 

Frank E. Holmes 
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Disclosures 

All opinions expressed and data provided are subject to change without notice. Some of these opinions may not be appropriate to every  
investor.  


