
After mining 
the depths in 
2013 to 2015, gold has made 

a strong comeback, rallying 20 per 
cent this year. Fears over China’s 
slowing growth followed by Brexit 
in the first half of 2016 has 
reinvigorated its safe-haven status. 
However, views are mixed over its 
prospects and whether it has a place 
in a European pension fund. 

Historically gold has not featured 
prominently in European institutional 
holdings and if there is an allocation, 
it is a fraction of the 4 per cent to 5 
per cent allocated to commodities. 
Energy and other metals have been 
the firm favourites but the sector 
overall was badly hit by the fizzling 
out of the super cycle as well as 
slowing global growth. Its fortunes 
have been reversed this year thanks 
to rising oil prices but few expect 
that it will regain its former glory 
position in the near to medium term.

To date, natural resources have 
been the main beneficiary of pension 
fund money, while retail and asset 
managers have flocked to gold. 
Figures from ETF Securities show 
that they account for the bulk of the 
healthy $4.2 billion inflows into gold 
exchange traded products as of year 
to date (mid-October). This 
surpassed the watershed mark of 
$4.2 billion in 2013 and reversed the 
sharp outflows of roughly $5.5 
billion the preceding three years.

The renewed appetite has triggered 
a rebound in prices to within the 
$1,200 to $1,300 per ounce trading 
range, up sharply from the lows of 
$1,050 of late last year but a far cry 

from 
$1,900 per 

ounce highs 
recorded in the summer of 2011. 
Emotions were running high then 
due to the European debt crisis and 
the first-ever downgrade of US 
sovereign debt.

As for the rest of the year, prices 
are expected to fluctuate. In the 
short term, the uncertainty over the 
US election is lending support due 
to the possibility of a Donald Trump 
presidency, although farther down 
the road they could swing 
downwards if the Federal Reserve 
decides to hike interest rates in 
December as predicted. When rates 
increase, non-yielding assets such as 
gold tends to lose ground to their 
income-bearing peers.

Momentum
World Gold Council head of 
member and market relations John 
Mulligan believes the momentum 

will continue partly thanks to its 
wide investor base, which includes 
investors as well as central banks 
buying it for their vaults, electronics 
companies using it for wiring and 
people buying jewellery. In addition, 
the demand for gold is a reflection 
of the long-term trend of the move 
from the West to the East as the 
engine of growth and this is leading 
to the growth and creation of a new 
customer base. 

Moreover, “compared to other 
assets, gold demand often has a self-
balancing component quarter-on-
quarter, where one quarter 
investment is strong and the next 
jewellery is strong,” he says. 

Uncertainty, especially on the 
geopolitical front, is also expected to 
continue.“Gold was oversold for the 
past four years and we are seeing a 
resurgence due to financial market 
turbulence at the 
beginning of the year, 
concerns over China’s 
economy and the 

Investing in
Commodities

34 www.europeanpensions.net

A golden opportunity
i n v e s t m e n t

Lynn Strongin Dodds explores the momentum behind 

pension funds’ investment in gold and how it can be 

held as a short-term hedge against volatility

WRIT TEN BY  LYNN STRONGIN DODDS, 

A FREELANCE JOURNALIST

36-37_Commodities.indd   2 04/11/2016   16:22:14



shock Brexit vote, ETF Securities 
director of commodities research 
Nitesh Shah says. “European, as 
well as other pension funds, are a 
relatively smaller category of 
investors and if they have shown 
interest, it is in a broader set of 
commodities,” says Shah.

Shah, along with some other 
proponents of the metal, advises 
institutions to look beyond gold’s 
safe-haven status to the performance 
and diversification advantages the 
metal can bring to a portfolio.“If you 
added 10 per cent of gold into a 
typical 60 per cent equities/40 per 
cent bonds portfolio, it would have 
reduced the standard deviation to 
around 8.35 per cent from 8.58 per 
cent in a traditional benchmark and 
increased the annual return to 9.65 
per cent from 8.58 per cent in the 
traditional benchmark, based on 
volatility and returns between 1991 
and 2016,” adds Shah.

Charters Gold and Precious Metals 
Fund chairman and chief investment 
officer Ian Williams echoes these 
sentiments. He cites Bloomberg data 
that shows gold delivered a 454 per 
cent return from January 2001 to 
September 2016, outshining the 251 
per cent gain for the German 30-year 
bund maturing in 2031 and a 111 per 
cent increase by the FTSE All Share 
index, when measured in British 
pounds during the same time period. 

Williams thinks that gold, together 
with gold and silver mining 
company shares, “have an important 
role in balanced portfolios because 
precious metals are counter cyclical 
to other major asset classes”, he 
adds. “In particular, gold and silver 
are inversely correlated to corporate 
and sovereign bonds and also a 
hedge against inflation.”

Stumbling block?
He believes that one stumbling block 
in attracting institutional money is 
that many pension fund portfolios 

have built up a record overweight 
position in bonds as these are partly 
seen as a deflation hedge. “However, 
as bond markets peak and the risk of 
faster inflation re-emerges, gold 
qualifies as an excellent diversifier 
for a wide range of portfolios,”  
he adds. “Globally, institutional 
allocation to gold is currently 
estimated around 1 per cent -  
very low compared with our view 
that it should be around 5 per cent,” 
he adds. 

Investec Global Gold Strategy 
co-manager Hanré Rossouw also 
believes that investors should 
consider gold as alternative to bonds. 
He noted that currently an estimated 
$13 trillion worth of sovereign 
bonds are trading with a negative 
yield, while gold equities performed 
strongly rising on average around 80 
per cent this year. “In the current 
low-yield environment, the 
opportunity cost of holding gold is 
low,” he adds. “Even if the Federal 
Reserve hikes interest rates, it will 
be slower and lower than had 
previously been expected, which fits 
well into gold. It will not only act as 
a currency protection but can also 
enhance returns and add 
diversification.”

Other fund managers though have 
adopted a more measured tone 
regarding the asset’s attributes. 
Hermes Investment Managers head 
of global equities Geri Lode, for 
example, cautions investors to be 
careful of the safe-haven label 
because the price of gold is volatile 
and heavily influenced by hard to 
predict factors such as central bank 
activity, investor risk aversion and 
hedge fund purchases. “The 
sentiment towards gold in countries 
such as India, where gold has been 
seen as a status symbol, also brings 
an additional source of volatility,”  
he adds.

He also points to some of the 
pitfalls to investing in 

exchange-traded commodities or 
derivatives, which many prefer over 
direct or physical exposure due to 
the high storage costs and lack of 
return. “They can deliver a lacklustre 
performance, while listed gold 
miners may bring the additional 
exposure to the wider equity market 
and clearly negates some of the 
diversification benefits,” he says.

Meanwhile, J.P. Morgan Asset 
Management global strategist for 
multi asset solutions Mark  
Richards notes that: “One of the 
misconceptions about gold is that it 
provides a hedge against inflation 
and offers diversification. Both have 
elements of truth but I think about it 
differently. The bigger question is 
what is the opportunity cost of 
holding a non-yielding asset? If 
there is a sharp decline in real 
interest rates, then that opportunity 
cost is less.”

If however, rates increase because 
the economy has improved and 
inflation is being well managed,  
then Richards notes gold will lose  
its defensive characteristics. 

Standard Life Investments 
investment director, global thematic 
strategist Frances Hudson also 
believes that other metals, such as 
palladium, are a better commodity 
investment because of its 
commercial use in the auto sector. 
The metal is increasingly being used 
in catalytic converters as a lower 
cost replacement for platinum.

“If the currency, like sterling  
was after Brexit, is unstable,  
then it is a good time to hold gold  
as a short-term hedge against 
volatility. However, overall,  
pension funds have long-term 
liabilities and horizons and there  
are better assets, such as real  
estate and infrastructure equity  
and debt in both public and private 
markets, which could better match 
those and generate strong risk 
adjusted returns.” ■
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