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Quarterly statistics commentary Q3 2012

Overview

This  commentary  summarises  gold’s  price  performance  in  various  currencies,  its  volatility  

  

Q3 in summary

Gold  (US$/oz)  returned  11.1%  in  the  third  quarter  as  investors  responded  to  further  

correlations  to  other  assets,  generally  low,  remained  similar  to  those  seen  in  Q2.

Central  banks  announced  a  continuation  of  their  unconventional  monetary  policy1  
programmes  in  Q3.

Central  banks  have  numerous  rationales

  Financial  assets  have  responded
reaction  has  been  the  strongest.  

  There  is  a  consensus  that  these  policies  drive  investment  into  gold  purely  due  

provide  further  support  to  the  investment  case  for  gold:

  

   –   Currency  debasement  and  uncertainty

1  Unconventional  monetary  policy  refers  to  measures  used  to  provide  liquidity  once  policy  rates  are  at  the  zero  bound.
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Table  1:  Performance  of  gold  with  respect  to  various  currencies

Gold price Closing return

Volatility
Q3

Max daily 
pullback

Q3Currency 28/09/2012 Q3 average
QoQ – 
close

QoQ –
average1

YTD 
return

YoY –
average2

US$/oz 1,776.0 1,652.0 11.1% 2.6% 16.0% -2.9% 14.4% -3.8%

€/oz 1,380.5 1,320.2 9.6% 5.2% 17.1% 9.4% 12.5% -1.9%

£/oz 1,099.8 1,045.3 7.9% 2.8% 11.6% -1.2% 12.4% -2.6%

¥/gram 4,442.4 4,174.8 8.3% 0.7% 17.3% -1.7% 16.4% -4.6%

Yuan/gram 358.9 337.3 9.9% 3.0% 15.8% -3.9% 14.2% -3.5%

Rupee/10gram 30,117.2 29,302.1 5.0% 4.6% 15.2% 16.7% 11.4% -3.3%

1 The % change between prices during Q2 2012 and Q3 2012.     
2 The % change between prices during Q3 2011 and Q3 2012.     

Source: TR DataStream, World Gold Council        

Chart  1:  Gold  (US$/oz)  performance  and  key  events  during  Q3  2012
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Chart 1: Gold (US$/oz) performance and key events during Q3 2012

Note: Gold implied volatility uses 1-month at-the-money options traded on the OTC market.  

Source: Bloomberg, World Gold Council
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Table  2:  Timeline  of  central  bank  action  in  Q3  

Date Action Theme

End of Q2 Central bank of Turkey raises the proportion of gold held by commercial banks Gold market

04/07/2012 Central bank of Kazakhstan raises its target for gold purchases and production Gold market

11/07/2012 Fed releases minutes from the June FOMC meeting Fed

26/07/2012 Draghi pledges to protect the Euro as Spain’s 10-year bond breaches 7.5% ECB

02/08/2012 Draghi signals the ECB is prepared to move forcefully into bond markets ECB

28/08/2012 IMF announces central bank purchases by Turkey, Russia and others Gold market

31/08/2012 Bernanke provides dovish comments during Jackson Hole conference Fed

06/09/2012 ECB President, Mario Draghi pledges unlimited european bond-buying ECB

13/09/2012 Fed announces their QE3 programme, pledges zero rate policy through 2015 Fed

19/09/2012 BoJ announces a surprise expansion to their asset purchase programme BoJ

Summary of gold price performance in Q3 2012
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Third quarter review 

generated  in  Q3.  This  performance  was  echoed  in  most  currencies  with  returns  ranging  from  

of  the  quarter.  

  
  

  

  

As  Chart  1  illustrates,  gold’s  strong  performance  began  in  earnest  only  in  the  latter  half  of  

doldrums  and  low  conviction  amidst  a  slowing  global  economy  and  uncertainty  about  the  fate  
of  the  euro  area.  

August  and  early  September  created  a  catalyst  for  price  activity.  It  is  critical  to  note  that  while  
gold  prices  react  to  monetary  policy  developments,  they  are  more  generally  determined  by  

Price  volatility  during  the  period  was  subdued,  ranging  from  11.4%  for  rupee  investors  to  

2  

2   
  

http://www.gold.org/download/pub_archive/pdf/GDT_Q1_2012.pdf
http://www.gold.org/download/pub_archive/pdf/GDT_Q1_2012.pdf
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Correlation  statistics  between  gold  and  other  assets  were  similar  to  those  experienced  in  Q2  

higher  than  normal,  but  its  correlation  to  global  bonds  and  commodities  was  lower  than  in  Q2.  

behaviour.  In  prior  quarterly  commentaries  we  have  shown  how  gold’s  correlation  to  equities  

In  particular,  both  gold  and  equity  prices  moved  higher  during  Q3,  leading  to  an  elevated  
correlation.  However,  prices  were  driven  higher  by  different  underlying  reactions.  While  both  

gold,  on  the  other  hand,  moved  higher  encouraged  by  factors  that  we  discuss  in  the  section  
titled  “unconventional  monetary  policy  and  gold”.

Chart  2:  Gold’s  correlation  to  global  assets
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Note: long-term correlations calculated using the period between December 1987 and September 2012. MSCI World for global 
equities, MSCI EM for emerging markets, Barclays Global Agg for global bonds and S&P GSCI for commodities.

Source: Bloomberg, J.P. Morgan, World Gold Council  

Chart 2: Gold’s correlation to global assets  

http://www.gold.org/investment/research/regular_reports/investment_statistics_commentary/commentary_q1_2012/
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Unconventional monetary policy

Events leading up to Q3 announcements

macroeconomic  data  during  the  preceding  quarters  had  created  expectations  among  

anticipation  of  announcements.  In  addition,  a  concomitant  slowdown  in  both  India  and  China  

3  China’s  industrial  production  

4

5

helped  drive  asset  prices  higher  across  the  board.

consider  an  extension  of  its  QE  programme,  despite  some  signs  of  housing  and  retail  sector  

buying  programme  on  the  premise  of  an  ‘irreversible’  euro  plagued  by  severe  dislocations  in  

its  barriers  to  foreign  investment.

per  month.  The  ECB  announced  a  new  bond  buying  programme  named  “outright  monetary  

as  the  long  wait  for  further  easing  came  to  an  end.  
  

3   
4   
5
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Universally,  the  motivation  for  UMP  is  the  need  to  remedy  anaemic  economic  activity  in  the  

hope  a  policy  of  asset  purchases  will,  in  the  short  to  medium  term,  lower  borrowing  costs  and  

Chart  3:  Central  bank  balance  sheets  have  collectively  expanded
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Chart 3: BoJ, BoE, ECB, FED balance sheets have collectively expanded from US$3.4tn to US$9.1tn

Fed (growth: 220%) ECB (growth: 161%) BoJ (growth: 96%) BoE (growth: 289%) 

*Central banks collectively provided liquidity across various currencies and instruments.

Source: Bloomberg, World Gold Council  
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6     BIS  Annual  Report  2011/2012,  Neely,     The  large-­scale  asset  purchases  had  large  international  effects,  2012.  

Fed  action  since  the  credit  crisis

Chart  4:  Asset  returns  resulting  from  central  bank  actions
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Chart 4a: Fed action since the credit crisis 
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Chart 4b: ECB action since the credit crisis 
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Chart 4c: BoE action since the credit crisis 
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Chart 4d: BoJ action since the credit crisis 

Daily return (%)

Chart 4a: Fed action since the credit crisis 

-0.5

-0.3

-0.1

0.1

0.3

0.5

7-10y
bonds

US$
index

S&P
500

Gold
US$/oz

Initial reaction (lhs)
Average daily return* (lhs)

* Average daily return is the average of all day’s returns 
 excluding period of central bank announcements.

Source: Bloomberg, World Gold Council 

S&P
GSCI

-1.0

-0.5

00

0.5

1.0
Daily return (%)

7-10y
bonds

EUR/
US$

eStoxx
50

Gold
EUR/oz

Initial reaction (lhs)
Average daily return* (lhs)

* Average daily return is the average of all day’s returns 
 excluding period of central bank announcements.

Source: Bloomberg, World Gold Council 

Chart 4b: ECB action since the credit crisis 

S&P
GSCI

-1.0

-0.5

0

0.5

1.0
Daily return (%)

Chart 4c: BoE action since the credit crisis 
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Chart 4d: BoJ action since the credit crisis 

Note: Market reactions measured over a three-day window from the day before the announcement to two days after. This is to 
ensure a long enough window to capture both the effect on assets and potential pricing of information prior to announcement.

6  These  

costs,  and  boosted  asset  prices  and  corresponding  sentiment  based  on  perceived  wealth  

  

Initial reaction (lhs) Average daily return* (lhs)

* Average daily return is the average of all day’s returns excluding period of central bank announcements.

Source: Bloomberg, World Gold Council 



  

fallen  since  the  advent  of  UMP.  In  addition,  strong  initial  responses  to  announcements  of  
monetary  policy  –  both  initiations  and  extensions  of  programmes  –  have  tended  to  fade.    

impact  of  current  measures.

Unconventional monetary policy and gold

gold  through  four  principal  channels.  While  these  effects  will  to  some  extent  be  present  in  
conventional  policy  easing,  they  are  exaggerated  by  unconventional  policy.

unconventional  policy.

goods  causes  price  appreciation.  However,  this  is  not  a  straightforward  relationship,  and  

BIS  Annual  Report  2011/2012,  White,  2012.  The  unintended  consequences  of  loose  monetary  policy.    
Economist,  QE,  or  not  QE?,

  Bank  of  Japan’s  quantitative  and  credit  easing:  Are  they  now  more  effective?;;  Gambacorta  et  al.  The  effectiveness  of  
unconventional  monetary  policy  at  the  zero  lower  bound:  A  cross-­country  analysis, Unconventional  monetary  
policy:  The  international  experience  with  central  bank  asset  purchases,



Current  unconventional  policy  has  increased  the  monetary  base  in  most  countries  without  

lending.   The  distinction  is  important:  a  simple  metaphor  might  be  a  cheque  that  is  yet  to  be  

  
Previous  research  by  the  World  Gold  Council  shows    

  

10

sustainability  of  fragile  economic  growth.

10       Spiegel  online,  May  2012.

Chart  5:  Money  supply  growth  has  not  kept  up  with  central  bank  asset  purchases
YoY % change

Chart 5: Money supply growth has not kept up with central bank asset purchases

* Figures aggregated for US, Japan, UK and Europe, in US$. Money supply growth in excess of GDP growth. 

Source: Bloomberg, World Gold Council 
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http://www.gold.org/download/rs_archive/money_supply_paper_jan10.pdf
http://www.gold.org/download/rs_archive/money_supply_paper_jan10.pdf
http://www.gold.org/download/rs_archive/money_supply_paper_jan10.pdf
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not  disappeared.  

could  be  conducive  to  gold  investing.  While  gold’s  performance  during  periods  of  high  

with  gold  outperforming.  

has  on  currencies.

currency  becomes  all  the  more  important  to  maintain  export  competitiveness.  While  the    
term  ‘competitive  devaluation’  may  be  a  little  dramatic,  the  problems  of  currency  strength    
are  evident.

be  monitoring  the  exchange  rate  closely  after  posting  an  “unexpectedly”  rapid  appreciation  in  
Q3.11

  

target.12
over  QE3,  which  he  termed  a  “protectionist”  move.13  Given  that  gold  is  typically  transacted  

investors  who  typically  see  a  negative  correlation  between  the  US  dollar    
and  gold.  

Third,  the  willingness  of  central  banks  to  engage  in  protective  strategies  provides  an  
implicit  ‘put’  option  –  an  implied  guarantee  to  prevent  precipitous  falls  in  asset  prices.  

new  and  dangerous  imbalances  in  the  global  economy.  By  vowing  to  intervene  to  prevent  

14  

  11  

  12  

  13   Financial  Times,  September  2012.
  14   Reinhart  and  Reinhart.  After  the  fall When  credit  bites  back:  leverage,  business  cycles,  and  crises,  2012.

http://www.gold.org/download/rs_archive/the_impact_of_inflation_and_deflation_on_the_case_for_gold.pdf
http://www.gold.org/download/rs_archive/the_impact_of_inflation_and_deflation_on_the_case_for_gold.pdf
http://www.gold.org/investment/research/regular_reports/investment_statistics_commentary/
http://www.gold.org/investment/research/regular_reports/investment_statistics_commentary/
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Research  

Fourth,  an  environment  of  unprecedented  low  interest  rates  –  negative  in  real  terms  –  
can  greatly  impact  savers  and  investors.  

  One  motivation  for  
unconventional  policy,  to  further  depress  interest  rates,  stems  from  the  belief  that  households  
will  increase  their  expenditures.  However,  prudent  households  will  have  to  save  greater  sums  
of  money  to  pay  future  obligations  in  a  low  interest  rate  environment.  The  almost  universally  

creation  –  a  principal  driver  of  gold  demand  in  emerging  countries.15

Conclusion

acted  to  accelerate  the  economic  recovery.  However,  there  are  many  obstacles  facing  

in  unconventional  monetary  policy  duration  as  they  are  now  in  their  12th  year.  The  ECB  is  

intervention  before  growth  and  price  stability  are  restored  to  a  consistent  path.  

  15   World  Gold  Council,  India:  heart  of  gold:  strategic  outlook.  World  Gold  Council,  China  gold  report:  gold  in  the  year  of  the  tiger.

https://www.gold.org/download/rs_archive/WOR5963_Gold_Hedging_against_tail_risk.pdf
https://www.gold.org/download/rs_archive/WOR5963_Gold_Hedging_against_tail_risk.pdf
https://www.gold.org/download/rs_archive/WOR5963_Gold_Hedging_against_tail_risk.pdf
http://www.gold.org/investment/research/regular_reports/investment_statistics_commentary/
http://www.gold.org/investment/research/regular_reports/investment_statistics_commentary/
http://www.gold.org/download/rs_archive/wgc_india_heart_of_gold_strategic_outlook.pdf
http://www.gold.org/download/rs_archive/WOR5797_Gold_Invest_Report_China_Web.pdf
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