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Where do we land from here?

Gold had a strong 2023, defying expectations amid a high interest rate environment,
and outperforming commaodities, bonds and most stock markets." As we look
forward to 2024 investors will likely see one of three scenarios (Table 1). Market
consensus anticipates a ‘soft landing’ in the US, which should also positively affect
the global economy. Historically, soft landing environments have not been
particularly attractive for gold, resulting in lacklustre average returns.

That said, every cycle is different. This time around, heightened geopolitical tensions
in a key election year for many major economies, combined with continued central
bank buying could provide additional support for gold.

Further, the likelihood of the Fed steering the US economy to a safe landing with
interest rates above five percent is by no means certain. And a global recession is still
on the cards. This should encourage many investors to hold effective hedges, such
as gold, in their portfolios.

Table 1: The global economy faces three likely scenarios in 2024

Economic scenarios, probability of occurrence and key gold drivers*

Economic Scenario Soft landing Hard landing No landing
Probability 45% - 65% 25% - 55% 5% - 10%
Drivers of Gold Opportunity cost Opportunity cost Opportunity cost

Opportunity cost

Risk and uncertainty Economic expansion
Risk and uncertainty Economic expansion
Risk and uncertainty
Momentum Momentum
Momentum
Implied gold performance ‘ Flat with upside potential Notably higher (above record) Flat with initial downside pressure
Colour key (effect on gold): ‘ Positive Neutral Negative

*Based on market consensus and other indicators. Size of gold drivers represents relative importance within each scenario. Impact on gold performance based
on average annual prices as implied by the Gold Valuation Framework. For more details on variables used as proxies for each driver, see Table 2, p.6.
Source: World Gold Council

1. The LBMA Gold Price PM was nearly 13% higher y-t-d as of 1 December,
performing better than the Bloomberg Commodity Index, Bloomberg
Global Bond Aggregate, and the MSCI All Country Index excluding the US.
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All eyes on the Fed

Despite some bumps along the way, the global
economy proved remarkably resilientin 2023 and
talks of an impending recession diminished as the
year progressed. Now, market consensus for 2024
points to a ‘'soft landing' given the expectation

of positive, albeit subpar, growth ahead (Chart

1). Alongside an economic deceleration, market
participants also expect inflation to cool sufficiently
for central banks to begin cutting rates.? Such a
soft-landing scenario would be a welcome outcome
for many investors. But its execution requires razor-
sharp precision by policy makers and also relies on
many factors outside of their direct control falling
into place.

Chart 1: Positive yet subpar growth is expected
in 2024

Consensus forecasts for real GDP growth, % y/y*
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*Data as of 23 November 2023. Forecasts are from Bloomberg contributor
composite. 'GDP potential growth' based on the 2024 economists’ consensus of
full potential for each economy.

Source: Bloomberg, World Gold Council

Composite PMIs remain in expansion, and
manufacturing PMIs are higher than they were
mid-2023.3 Real earnings have been rising for the
last six months,* resulting in healthy balance sheets.
Household excess savings are not yet depleted®

and unemployment remains historically low. Fiscal
stimulus plans for 2024, should they materialise, will
also offer support.

2. Bond derivatives markets are pricing around 75bps of cuts by the Fed and
European Central Bank starting in June, with other central banks such as
the Bank of England to follow. In addition, the Fed's dotplot indicates that
most FOMC members expect the fund rate to be down from current levels
by the end of 2024.

Although these factors will not prevent a slowdown
in growth, when combined with adequate monetary
policy they could help to avert a contraction in the
economy.

A recession is not off the table yet

While the market odds favour the Fed pulling off a
soft landing, this would be no mean feat. Historically,
the Fed has managed a soft landing only twice
following nine tightening cycles over the past five
decades. The other seven ended in a recession
(Chart 2). This is not all that surprising: when interest
rates stay higher for longer, pressure on financial
markets and the real economy generally builds.

Chart 2: A soft landing is a rarity

Seven out of the past nine hiking cycles resulted
in a recession*
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*Data from 29 January 1971 to 31 October 2023.
Source: Bloomberg, Federal Reserve, NBER, World Gold Council

A key determinant of whether economic conditions
will shift from a soft to a hard landing is the labour
market. While unemployment in the US remains low,
some of the factors that kept it resilient in 2023 -
such as a dearth of labour supply and solid corporate
balance sheets aided by a healthy consumer wallet -
have not only faded but have a historical tendency to
turn quite quickly.

3. ISM economy-weighted composite PMI at 51.3. Manufacturing PMI at 46.7.
As of October 2023. Source: Bloomberg

4. Real average hourly earnings at 0.8% as of October 2023.
Source: Bloomberg

5. Data Revisions and Pandemic-Era Excess Savings |
San Francisco Fed (frbsf.org)
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To put things into context, previous recessions in the
US started on average between five and 13 months
after growth in payrolls reached the same level

as today.® In addition, the so-called Sahm rule, an
unemployment indicator developed at the St Louis
Fed, is hinting that we are mere months away from a
recession.’

Various commonly followed indicators still pointto a
moderate to significant chance of a recession (Chart
3). On average, these indicators suggest a recession
probability of 45% over the next 12 months.

Chart 3: Estimates of recession probability
moderate to significant over the next 12 months

Probability of a recession over the next 12 months
based on commonly used indicators*
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*As of November 2023. These include Bloomberg Economics, Bloomberg 10y-2y
curve-based measure, Cleveland Fed 18m-3m curve-based measure and Morgan
Stanley all-variables measure estimates over the next 12 months.

Source: Bloomberg, Morgan Stanley, World Gold Council

A (less likely) third option

A soft landing or a recession are not the only
outcomes investors could face next year. A'no
landing’is also on the cards.® This scenario is
characterised by a reacceleration of inflation and
growth. The rebound in US manufacturing and
recovery in real wages are two potential drivers of
such a scenario.®

6. Atthe time of writing, US payroll growth was 200,000 per month based on
a seasonally smoothed three-month average.

7. Sahm Rule Recession Indicator, St. Louis Fed (stlouisfed.org). It is worth
noting, however, that Claudia Sahm, author of this indicator, has recently
said that the Sahm Rule may break without a recession due to pandemic
and post-pandemic economic distortions. Claudia Sahm: 'We do not need a

recession, but we may get one’, FT.com, November 2023

8. Some investors are taking an alternative view that Fed funds futures are
pricing no landing rather than a soft landing. See: Fed Funds Futures
Pricing in "No Landing" - Apollo Academy

Arguments for this outcome focus on the fact that
the US economy has become less capital intensive
and thus less interest rate sensitive than in the past.
To boot, households have benefited from sizable
pandemic refinancing at low rates (Chart 4).° And US
corporates have somewhat inoculated themselves
against the tide of higher rates with a doubling of
their duration over the last 30 years."

Chart 4: US economy and households insulated
against rate rises
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Sensitivity Count
07 -~y - 450
- 400
06 - N - 350
- 300
- 250
05 N B
- 200
- 150
0.4 |  GDPmoreinsulated g
from rates: less capital 00
intensive - 50
0.3 T T T T T T T T T T 0

71 76 81 8 91 9 01 06 11 16 21

Rate-sensitive GDP / rate-insensitive GDP

- Mortgage refinance application (rhs)

*Monthly data from 31 December 1971 to 31 December 2022.
Source: Bloomberg, Bureau of Economic Analysis, World Gold Council

Add the prospect of strikes,? the fact that budget
cuts are unlikely in an election year, and spikes in
energy prices from a possible continuation of the
Israel-Hamas conflict, and the concept of inflation
resurgence becomes a real threat.

We nonetheless believe a no-landing scenario is an
unlikely path: less of an outcome but rather more
of an interim state. As Morgan Stanley put it: “A no
landing is just a soft or a hard landing waiting to
happen”.®* And should the Fed be compelled to hike
further, putting more pressure on households and
corporations, this would increase the likelihood of a
deeper recession down the ling, as it did in the late
1960s (Chart 5).

9. Prospects for a global ‘rebound’ | TS Lombard

10. The Great Pandemic Mortgage Refinance Boom - Liberty Street Economics
(newyorkfed.org

11. The notorious wall of maturities revisited (ft.com)

12. From UAW to WGA, here’s why so many workers are on strike this year
(cnbc.com

13. Soft, Hard or No Landings, Ukraine - Time to Have Your Say - Bloomberg
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Chart 5: Interest rate hikes following the 1966 soft
landing led to a hard landing three years later

US GDP and CPI, y/y during the late '60s
and early '70s*
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*Quarterly data from Q4 1965 to Q1 1973.
Source: Bloomberg, World Gold Council

Can gold break away?

Gold's performance responds to the interaction of
its roles as a consumer good and as an investment
asset. It draws not only from investment flows but
also from fabrication and central bank demand.'

In this context, we focus on four key drivers to
understand its behaviour:'

Economic expansion: positive for consumption
Risk and uncertainty: positive for investment
Opportunity cost: negative for investment

Momentum: contingent on price and positioning

In practice, these factors are captured by economic
variables such as GDP, inflation, interest rates, the
US dollar, event risk, and the behaviour of competing
financial assets, which, in turn, determine a
macroeconomic environment (Table 2, p.6).

Sidewinding in a soft landing

A soft-landing scenario could benefit bonds and risky
assets. Consensus earnings expectations appear
optimistic’ and high interest rates would keep
bonds attractive. This is consistent with historical
evidence, with both bonds and stocks performing
well in the two previous soft landings. Gold, however,
has not fared as well - increasing slightly in one and
decreasing in the other (Chart 6).

14. Gold also responds to supply-side factors: primarily recycling in the
medium term, and mine production as the longer-term determinant,
based on its scarcity.

Chart 6: On average, the past two soft landings
have resulted in flat returns for gold

Average returns for the past two soft-landing
scenarios*
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*Average computed using monthly data from August 1984 to August 1985 and
May 1995 to May 1996. Gold is LBMA PM price; US Treasuries: ICE BoFA Treasury
& Agency Index; US equities: MSCI USA Total Return Index.

Source: Bloomberg, World Gold Council

This is likely the result of two competing forces:
lower nominal rates

lower inflation

Lower nominal interest rates should bring a respite
for gold: 75-100bps of policy rate cuts are likely

to translate into no more than about c.40-50bps

of longer maturity yield drops. We estimate this
response given the bull steepening that has occurred
during past soft landings and we also factor in
continued term premium pressure, quantitative
tightening and high issuance supply in 2024. That
drop in longer maturity yields, all else being equal,
suggests a gain of about 4% for gold.

Alas, all else is likely not equal. If inflation cools more
quickly than rates - as it is largely expected to do

- real interest rates will stay elevated. In addition,
subpar growth could constrain gold consumer
demand. In summary, expected policy rate easing
may be less sanguine for gold than it appears on
the surface.

15. Itis common for investors to look at gold's performance through two
factors: real interest rates and the US dollar. While useful in the very short
term, these factors alone are not sufficient to explain its behaviour and
can lead to inaccurate perspectives.

16. S&P 500 2024 consensus earnings growth forecast of 12% y/y.
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Table 2: Gold's performance in a given economic scenario is driven by the interaction of its four key drivers

Economic scenarios and factors that impact on gold based on key drivers*

Economic Scenario Soft landing

Expected Fed funds rate Current 5.25% - 5.5%;

4.50% by year end

Hard landing

Max 5.5% -
significantly lower by year end

No landing

Max 5.5% -
significantly lower by year end

Opportunity cost 10yr: stable, marginally down

Dollar: flat to slightly down
(normalization)

10yr: lower

Dollar: up on safe haven

10yr slightly higher

Dollar: up on US exceptionalism

Economic expansion Below trend growth

Severe downturn

Growth continues to surprise

Inflation comes down,
near target

Risk and uncertainty

Risk-on positioning

Geo-political risks

Inflation drops below 2%

Risk-off positioning

Geo-political risks

Inflation reaccelerates

Market volatility

Geo-political risks

Momentum Central banks purchases

continue at or above trend

Commodities down marginally

Gold net positioning rebounds

Central banks purchases
continue but below trend

Commodities sell off

Gold net positioning rebounds

Central banks purchases continue
but at or slightly below trend

Commodities rebounds

Gold net positioning rebounds

Implied gold performance ‘ Flat with upside potential

Notably higher (above record)

Flat with initial downside pressure

Colour key (effect on gold): ‘ Positive

Neutral

Negative

*Based on market consensus and other indicators. Size of gold drivers represents relative importance within each scenario. Impact on gold performance based
on average annual prices as implied by the Gold Valuation Framework. For relative importance of the various drivers, see Table 1, p.2.

Source: World Gold Council

Consistent recessionary outperformer

If a recession becomes a reality, weaker growth will

help push inflation back towards central bank targets.

Interest rates would eventually be cut in response.
Such an environment has historically created a
positive environment for high-quality government
bonds and gold (Chart 7).

Higher rates may spook

If the no-landing scenario does occur, it could prove
initially challenging for gold. While positive economic
growth would support consumer demand and
higher inflation would increase the need for hedges,
itis likely that the combination of higher rates and a
stronger US dollar would create a drag, as they

did in September 2023. But if inflation surged again
it could elicit an even stronger monetary response -

Chart 7: Gold has historically performed well
during recessionary periods

Gold and US Treasuries during recessions®

NBER Recessions

Jan/20-Apr/20

Nov/07-Jun/09

Feb/01-Nov/01

Jun/90-Mar/91

Jun/81-Nov/82

Dec/79-Jul/80

Oct/73-Mar/75

leading us back to the spectre of a hard(er) landing
further down the line and a strong case for strategic
gold allocations.
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*As of 30 November 2023. Based on LBMA Gold Price PM and Bloomberg US
Treasury index.
Source: Bloomberg, NBER, World Gold Council
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History may not have
the last word

From a historical perspective, a soft-landing or a
no-landing scenario could result in a flat to slightly
weaker average gold performance next year.
However, this time around there are two additional
factors in gold's favour:

Geopolitical risks abound. In 2023 there were
two significant event risks - the SVB failure and the
Israel-Hamas conflict. Geopolitics added between
3% and 6% to gold's performance. And in a year
with major elections taking place globally, including
in the US, the EU, India, and Taiwan,"” investors’
need for portfolio hedges will likely be higher than
normal.

Central bank demand. Purchases by official
institutions have helped gold defy expectations
over the past two years. In 2023 we estimate that
excess central bank demand added 10% or more
to gold's performance. And they will likely continue
buying.’® Even if 2024 does not reach the same
highs as the previous two years, we anticipate that
any above-trend buying (i.e. more than 450-500t)
should provide an extra boost.”

Furthermore, the probability of a recession is not
insignificant. From a risk-management perspective,
this would provide strong support to the case

of maintaining a strategic allocation to gold in the
portfolio.

17. In 2024, countries making up over 50% of global GDP will undergo decisive
elections.” Eight Key Elections to Watch in 2024, Brunswick Geopolitical

September 2023

18. 2023 Central Bank Gold Reserves Survey, May 2023
19. Conversely, slower than expected demand would likely create a drag
on gold.
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We are a membership organisation that
champions the role gold plays as a strategic
asset, shaping the future of a responsible and
accessible gold supply chain. Our team of
experts builds understanding of the use case
and possibilities of gold through trusted
research, analysis, commentary and insights.

We drive industry progress, shaping policy
and setting the standards for a perpetual and
sustainable gold market.

Research

Jeremy De Pessemier
CFA Asset Allocation Strategist

Johan Palmberg
Senior Quantitative Analyst

Kavita Chacko
Research Head, India

Krishan Gopaul
Senior Analyst, EMEA

Louise Street
Senior Markets Analyst

Ray Jia
Senior Analyst, China

Taylor Burnette
Research Associate

Juan Carlos Artigas
Global Head of Research

Market Strategy

John Reade
Market Strategist, Europe and Asia

Joseph Cavatoni
Market Strategist, Americas

Further information:

Data sets and methodology visit:
www.gold.org/goldhub

Contact:
research@gold.org
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Important information and disclosures

© 2023 World Gold Council. All rights reserved.
World Gold Council and the Circle device are
trademarks of the World Gold Council or its affiliates.

All references to LBMA Gold Price are used with the
permission of ICE Benchmark Administration Limited
and have been provided for informational purposes
only. ICE Benchmark Administration Limited accepts
no liability or responsibility for the accuracy of the
prices or the underlying product to which the prices
may be referenced. Other content is the intellectual
property of the respective third party and all rights
are reserved to them.

Reproduction or redistribution of any of this
information is expressly prohibited without the prior
written consent of World Gold Council or the
appropriate copyright owners, except as specifically
provided below. Information and statistics are
copyright © and/or other intellectual property of the
World Gold Council or its affiliates or third-party
providers identified herein. All rights of the respective
owners are reserved.

The use of the statistics in this information is permitted
for the purposes of review and commentary (including
media commentary) in line with fair industry practice,
subject to the following two pre-conditions: (i) only
limited extracts of data or analysis be used; and (i) any
and all use of these statistics is accompanied by a
citation to World Gold Council and, where appropriate,
to Metals Focus or other identified copyright owners
as their source. World Gold Council is affiliated with
Metals Focus.

The World Gold Council and its affiliates do not
guarantee the accuracy or completeness of any
information nor accepts responsibility for any
losses or damages arising directly or indirectly from
the use of this information.

This information is for educational purposes only

and by receiving this information, you agree with its
intended purpose. Nothing contained herein is
intended to constitute a recommendation, investment
advice, or offer for the purchase or sale of gold, any
gold-related products or services or any other
products, services, securities or financial instruments
(collectively, “Services”). This information does not
take into account any investment objectives, financial
situation or particular needs of any particular person.

Diversification does not guarantee any investment
returns and does not eliminate the risk of loss. Past
performance is not necessarily indicative of future
results. The resulting performance of any investment
outcomes that can be generated through allocation
to gold are hypothetical in nature, may not reflect actual
investment results and are not guarantees of future
results. The World Gold Council and its affiliates do not
guarantee or warranty any calculations and models
used in any hypothetical portfolios or any outcomes
resulting from any such use. Investors should discuss
their individual circumstances with their appropriate
investment professionals before making any decision
regarding any Services or investments.

This information may contain forward-looking
statements, such as statements which use the words
“believes”, “expects”, “may”, or “suggests”, or similar
terminology, which are based on current expectations
and are subject to change. Forward-looking
statements involve a number of risks and uncertainties.
There can be no assurance that any forward-looking
statements will be achieved. World Gold Council and
its affiliates assume no responsibility for updating

any forward-looking statements.

Information regarding Qaurums™ and the
Gold Valuation Framework

Note that the resulting performance of various
investment outcomes that can generated through use
of Qaurum, the Gold Valuation Framework and other
information are hypothetical in nature, may not reflect
actual investment results and are not guarantees of
future results. Neither World Gold Council (including
its affiliates) nor Oxford Economics provides any
warranty or guarantee regarding the functionality of
the tool, including without limitation any projections,
estimates or calculations.
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