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Turkey is going through an economic crisis, as seen on last week’s blog the Lira has dropped to an all-time
low, 34% over the week. The Euro also fell 2% in the past week as some of the Eurozone’s largest banks
are lenders to Turkey, as highlighted by the European Central Bank’s financial watchdog department.

Gold has traditionally been seen as a safe haven asset, often sought after in times of investor anxiety.
However, gold prices have declined 0.4% in the past week.

So why hasn’t gold reacted more strongly?

Well, gold doesn’t always react quickly in times of stress. During the Argentine crisis, for example, the
Minister of the Economy froze bank accounts on 1st December 2001 (a clear sign the writing was on
the wall) and on 23rd December 2001 the government defaulted on its sovereign debt. In the month of
December 2001, gold only rose 1%. But in the first half of 2002, gold rose 15% as the ramifications of
the Argentine crisis (and dot-com bubble issues) introduced a clear geopolitical premium into gold. That
indicates that even as a crisis unfolds it may not be too late to build a hedge.

Turkish Central Bank: largest gold accumulator in 2017

Gold's relative underwhelming reaction to Turkey’s issues today may also be due to some of Turkey’s unique
features.

The Central Bank of the Republic of Turkey (CBRT) is a large purchaser of gold. When defending the Lira
in this crisis, it may sell gold and investors may perceive this supply as price-negative. The CBRT bought
85.9 tonnes of gold in 2017, the second largest gold purchases of any central bank next to the Russian
Central Bank (223.5 tonnes) in 2017.

Turkey has a somewhat unusual system, where commercial banks can use gold to meet reserve require-
ments with the central bank. In 2017 gold inflows into the Turkish Central Bank from commercial banks
(held on reserve) amounted to 187.7 tonnes. Combining these two sources of flows to the CBRT, gold
inflows into Turkey were the highest of any central bank.

Figure 1: Central Bank gold purchases (annual)
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Source: World Gold Council, WisdomTree, data available as of close 30 June 2018

Historical performance is not an indication of future performance and any investments may go
down in value.

How long is gold’s listlessness likely to last?

Part of the answer will obviously relate to whether the stress in Turkey is transient or whether it will escalate.
We can't offer any meaningful precision here. However, if indeed the threat of Turkish gold being sold is
weighing on its price, what could arrest that threat? The Turkish Central Bank could sell other currencies
before touching gold, leaving little impact on gold supply. That could be a viable strategy for the CBRT, that
is to punish currencies belonging to other countries rather than ‘stateless’ gold.

Commercial banks appear to have reduced their gold held in reserves at the central bank in recent months.
The CBRT has seen an outflow from this source amounting to 27.5 tonnes between April and June 2018,
wiping out most of the 30.7 tonnes of inflows from January to March 2018. If commercial banks and their
customers withdraw more gold in the state of panic in the country, gold will clearly be playing its traditional
role. This would be gold price-positive.

Figure 2: Central Bank gold purchases (monthly)

Source: World Gold Council, WisdomTree, data available as of close 30 June 2018 Historical performance
is not an indication of future performance and any investments may go down in value.
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There is also a chance that the government takes draconian action to prevent households hedging
themselves with their gold. That is not without precedent. In 1933, the Roosevelt Administration in the
US signed a presidential executive order "forbidding the Hoarding of gold coin, gold bullion, and gold
certificates within the continental United States". That ban on gold lasted until 1974. Such actions would
surely make gold a coveted asset elsewhere.

Turkey’s president Recep Tayyip Erdogan’s rhetoric has already been tilting in that direction. On Friday he
stated, “If there is anyone who has dollars, euros or gold under the pillow, he should go and convert this
at the bank.” A seize on assets is not an unthinkable step for a leader with power-hungry tendencies.

Conclusion

Gold does not always react quickly to stress events. Turkish-specific issues could be temporarily weighing
on price more so than currency crises in countries where the central banks hold little gold. Today’s low
price could offer investors an attractive entry point.
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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