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Gold is usually one of the largest commodities in an investor's portfolio, being used as an inflation hedge,
as a safe-haven asset or as part of broad commodities exposure (like the Bloomberg Commaodity Index).
Because most commodities cannot be accessed directly, or because investors are used to investing in
equity futures, Gold is often accessed through futures contracts. But history has shown that this is not the
most efficient way to access Gold or even Silver:

e Over the last 15 years, a futures-based investment in Gold has underperformed on average by 1%1
per year a physical investment in gold.

e Over the last 15 years, a futures-based investment in Silver has underperformed on average by 1.4%
per year a physical investment in silver.

* 1N 99%1 of 1-year holding periods and in 91%1 of 3 month periods since 2007 physical gold has
outperformed a futures-based gold investment

e For physical Gold or Silver to underperform over a prolonged period of time, the futures curve would
need to remain in backwardation for that period. In the last 50 years, neither the Gold nor Silver futures
curves have remained in backwardation for more than 15 days in a row.

The overwhelming outperformance of Physical Gold over Gold futures

Investing physically in most commodities is difficult due to operational constraints: they tend to be volu-
minous, expensive to store, move and insure and can be very perishable. Most commadities investments
are therefore made through futures contracts. However, this is not true for precious metals and Gold in
particular. Gold is extremely durable, it carries a high price tag per weight, and therefore can be stored
very cheaply in bank vaults. Overall, a physical investment in Gold is easy and cost-efficient. Investors can
therefore invest in Gold

ephysically, using, for example, physically-backed Exchange-traded products ("ETP")

eor through futures contracts

When investing in a physically-backed ETP, the cost of investing is known in advance. All costs are grouped
in the products' total expense ratio, which can be as low as 12 bps per year. When investing in futures

https://www.wisdomtree.com/gb/insights/blog/the-historical-superiority-of-physically-backed-investments-in-pre-

cious-metals WISDOMTREE



WISDOMTREE BLOG

contracts, the cost of investing is not known in advance as it is subject to a roll yield linked to the shape
of the futures curve, which can change at any time. So investors need to ask themselves how often is the
cost of investing in futures contracts above 12bps and how often is it below 12bps.

In Figure 1, we compare the performance of

*physical Gold and,

«a fully-funded future based investing using the BCOM gold index as a proxy

The result is very clear. Over the last 15 years, a futures-based investment in Gold has underperformed
on average by 1%1 per year a physical investment. A lot more than 12bps!

Figure 1: Historical comparison of investment in Gold physically or through futures

WisdomTree, Bloomberg. From 4th June 2007 to 19th November 2021. The Performance of the physical
Gold was observed at 1.30 PM Eastern Time to match the BCOM sub-index calculation time.

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

Source: WisdomTree, Bloomberg. From 4th June 2007 to 19th November 2021. The Performance of the
physical Gold was observed at 1.30 PM Eastern Time to match the BCOM sub-index calculation time. You
cannot invest in an Index.

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

More importantly, looking at one-year holding periods, physical Gold has outperformed futures-based Gold
98.99%1 of the time. Even considering the 12bps of costs of a Gold ETP, physical Gold outperformed
97.6%1 of the time. Even on short investment periods, physical Gold outperformed most of the time
(90.74%1 of 3 month investment periods).

Why is physical Gold a more efficient investment

The shape of the futures curve drives the cost of investing in futures-based Gold. In contango, investors
bleed money through the roll yield. For gold futures investment to outperform physical Gold in the medium
term, the roll yield needs to be under 12 bps per annum. The curve needs to be in a very slight contango
or in backwardation. In backwardation, the investor benefits from the roll yield (instead of paying it).

Unfortunately for investors in futures, the Gold futures curve is driven by very stable factors that lock it in
contango most of the time. Looking at the long history, the average roll yield between the 1st and 3rd
futures for Gold is -1.5% (i.e. the third contract was 1.5% more expensive than the 1st one). The curve
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was in backwardation only 63 days over the 11,788 business days between January 1975 and November
2021, i.e. only 0.53% of the time.

Considering the 12 bps cost of an investment in a physically-backed ETP, futures-based investors would
be able to accommodate a slight contango of 3bps per quarter. Unfortunately, this adds only 51 days in
those 50 years.

Source: WisdomTree, Bloomberg. 2nd January 1975 to 19th November 2021. Steepness is calculated as
the price of the third generic future minus the price of the first generic future divided by the price of the
first future.

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

When investing in gold futures, whether its a stand-alone gold investment or as part of a broad commodity
investment (like in the Bloomberg commaodity index), investors are hoping that the gold curve will remain
in backwardation for a large portion of their investment period. But in more than 50 years of history, this
has never happened for periods longer than 15 days.

What about Silver, then?

Silver futures' behaviour is very similar to gold futures. The average roll yield between the 1st and 3rd
futures for Silver is -2%. The curve was in backwardation only 76 days between January 1975 and
November 2021, only 13 days more than the gold curve.

1 WisdomTree, Bloomberg. From 4th June 2007 to 19th November 2021. The Performance of the physical
Gold was observed at 1.30 PM Eastern Time to match the BCOM sub-index calculation time. Historical
performance is not an indication of future performance and any investments may go down in value.

2 WisdomTree, Bloomberg. From 4th June 2007 to 19th November 2021. The Performance of the physical
Silver was observed at 1.30 PM Eastern Time to match the BCOM sub-index calculation time. You cannot
invest in an Index. Historical performance is not an indication of future performance and any
investments may go down in value.
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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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