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Gold is money. Everything else is credit – John Pierpont Morgan 
 
As we enter the later stages of the current economic cycle, we recognize the importance of effective 
portfolio diversification and defensive positioning. In our view, gold fits favorably within this idea and 
within one of our broader investment themes of “participating with protection.”  The current macro 
environment should allow for gold prices to continue to rise as lower US interest rates, rising macro 
risks, and strong central bank demand should continue to be supportive for prices. Moreover, gold has 
historically outperformed equities as recession probabilities rise and contributed to higher risk adjusted 
portfolio returns over both the short and long term1. We expect that gold prices will end 2019 at $1,500 
per ounce and $1600 per ounce for mid-2020.  
 
Gold prices have rallied nearly 20% year-to-date behind a backdrop of falling yields and rising risks.  We 
expect this environment to continue in the months ahead.  We believe lower US interest rates are the 
key driver of higher gold prices.  As the real opportunity cost of holding gold, a non-yielding asset, 
decreases, the price of gold should increase.  In a world of nearly $15 trillion of negative yielding debt, 
gold now has actually becomes a “positive” yielding asset.  
 
The Federal Reserve has begun easing 
policy and our belief is still for lower 
yields even if the Fed underdelivers on 
market expectations of future rate cuts.  
Limited upside for nominal yields should 
allow real yields to move back into 
negative territory which should support 
gold. Gold has historically outperformed 
US equities as recession probabilities 
rise. J.P. Morgan estimates that the 
probability of a recession in 12 months 
currently sits around 45%, which is the 
highest probability since the Global 
Financial Crisis.  

                                                           
1 According to the World Gold Council, since the start of 2017, a portfolio allocation of 55% US stocks/35% US bonds/10% gold had a higher 

Sharpe ratio than a traditional 60% US stock/40% US bond portfolio (0.44 vs. 0.37). Over the last 20 years, the same portfolio with gold had a 
Sharpe ratio of 0.53 relative to a portfolio without gold (0.46). Data metrics as of September 16, 2019 
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Over the past 35 years, once recession probabilities have reached 50%, gold has historically averaged a 
positive return of nearly 1.5% per month, while US equity returns are negative 0.80%, representing over 
200 bps of relative outperformance.  Additionally, over the past 5, 10, and 20 years, gold has had virtually 
zero correlation with equities and only minimally positive correlation with bonds.  This historically 
diversified and uncorrelated return stream – especially as broader macro risks rise – can make gold an 
attractive portfolio holding as we near what could be the end of this economic cycle. 
 

 

An important structural support for gold is central bank demand.  Last year, central banks purchased 
over 650 tonnes of gold in 2018, which was the largest single year of purchases since President Nixon 
suspended convertibility of gold in the early 
1970s.  This trend has continued into 2019 
with a rolling 4-quarter sum of central bank 
reserve purchases is the largest on record.   
 
Last year’s purchases were not just isolated 
to a few buyers – the number of individual 
sovereign buyers of at least one ton of gold 
matched an all-time high. Buyers, like 
Hungary and Poland, returned to the 
market after multi-year absences.  In 2018, 
Poland bought 25 tonnes of gold – the 
country’s first purchase time in 20 years.  In 
2019, they bought nearly 4 times that 
purchase.   
 
Countries with massive reserves also return to the gold market after long absences.  India (10th largest 
reserves) bought gold for the first time in almost ten years.   Most importantly, China (6th largest reserves) 
has been buying gold every month since December adding a cumulative 100 tonnes.  While China holds 
sizable gold reserves, as a percentage of overall reserves, this is only 3% suggesting ample room to 
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continue to add.  For context, Russia which also has sizable gold reserves holds around 20%.  An increase 
in structural buyers is an important medium-term factor that we believe should continue to support gold 
in the months ahead.   
 
The question of why central banks buy gold is an interesting one and although there are many overlapping 
reasons, a few notable trends stand out.  In a recent survey2 of central banks, nearly 95% of central banks 
said that gold’s value as a safe haven asset was either highly relevant or somewhat relevant as a reason 
to buy gold.  In terms of responses that are perhaps most relevant for client portfolios, nearly 90% of 
respondents said limited correlation to other assets was either highly or somewhat relevant while over 
80% said portfolio diversification was either highly relevant or somewhat relevant.   
 
Volatility has risen with prices and the recent rally in prices has pushed the market premium for gold calls 
relative to puts to its highest levels in 10 years.  Elevated vol and skew continues to argue for positioning 
for gold upside via structured notes.     
   
KEY RISKS 
 
Commodities risk: Investments in commodities may have greater volatility than investments in traditional securities. 
The value of commodities may be affected by changes in overall market movements, commodity index volatility, 
changes in interest rates, or factors affecting a particular industry or commodity, such as drought, floods, weather, 
livestock disease, embargoes, tariffs and international economic, political and regulatory developments. Investing in 
commodities creates an opportunity for increased return but, at the same time, creates the possibility for greater 
loss. 
 
Structured products involve derivatives and risks that may not be suitable for all investors. The most common risks 
include, but are not limited to, risk of adverse or unanticipated market developments, issuer credit quality risk, risk 
of lack of uniform standard pricing, risk of adverse events involving any underlying reference obligations, risk of high 
volatility, risk of illiquidity/little to no secondary market, and conflicts of interest. Before investing in a structured 
product, investors should review the accompanying offering document, prospectus or prospectus supplement to 
understand the actual terms and key risks associated with the each individual structured product. Any payments on 
a structured product are subject to the credit risk of the issuer and/or guarantor. Investors may lose their entire 
investment, i.e., incur an unlimited loss. The risks listed above are not complete. For a more comprehensive list of 
the risks involved with this particular product, please speak to your J.P. Morgan representative.              
 
This material is for information purposes only, and may inform you of certain products and services offered by J.P. 
Morgan’s wealth management businesses, part of JPMorgan Chase & Co. (“JPM”).  Diversification and asset 
allocation does not ensure a profit or protect against loss. Please read all Important Information.  
  

                                                           
2 Survey of central bank gold reserves 2018, World Gold Council, September 10, 2018 
https://www.gold.org/goldhub/data/world-gold-council-survey-central-bank-gold-reserves-2018 
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GENERAL RISKS & CONSIDERATIONS. Any views, strategies or products discussed in this material may not be 
appropriate for all individuals and are subject to risks. Investors may get back less than they invested, and past 
performance is not a reliable indicator of future results. Asset allocation does not guarantee a profit or protect 
against loss. Nothing in this material should be relied upon in isolation for the purpose of making an investment 
decision. You are urged to consider carefully whether the services, products, asset classes (e.g. equities, fixed 
income, alternative investments, commodities, etc.) or strategies discussed are suitable to your needs. You must 
also consider the objectives, risks, charges, and expenses associated with an investment service, product or strategy 
prior to making an investment decision.  For this and more complete information, including discussion of your 
goals/situation, contact your J.P. Morgan representative.  
 
NON-RELIANCE. Certain information contained in this material is believed to be reliable; however, JPM does not 
represent or warrant its accuracy, reliability or completeness, or accept any liability for any loss or damage (whether 
direct or indirect) arising out of the use of all or any part of this material. No representation or warranty should be 
made with regard to any computations, graphs, tables, diagrams or commentary in this material, which are provided 
for illustration/reference purposes only. The views, opinions, estimates and strategies expressed in this material 
constitute our judgment based on current market conditions and are subject to change without notice. JPM assumes 
no duty to update any information in this material in the event that such information changes. Views, opinions, 
estimates and strategies expressed herein may differ from those expressed by other areas of JPM, views expressed 
for other purposes or in other contexts, and this material should not be regarded as a research report. Any 
projected results and risks are based solely on hypothetical examples cited, and actual results and risks will vary 
depending on specific circumstances. Forward-looking statements should not be considered as guarantees or 
predictions of future events.   
 
Nothing in this document shall be construed as giving rise to any duty of care owed to, or advisory relationship with, 
you or any third party.  Nothing in this document shall be regarded as an offer, solicitation, recommendation or 
advice (whether financial, accounting, legal, tax or other) given by J.P. Morgan and/or its officers or employees, 
irrespective of whether or not such communication was given at your request. J.P. Morgan and its affiliates and 
employees do not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting 
advisors before engaging in any financial transactions.   
 
LEGAL ENTITY, BRAND & REGULATORY INFORMATION 

In the United States, bank deposit accounts and related services, such as checking, savings and bank lending, are 
offered by JPMorgan Chase Bank, N.A. Member FDIC.  

JPMorgan Chase Bank, N.A. and its affiliates (collectively "JPMCB") offer investment products, which may include 
bank managed investment accounts and custody, as part of its trust and fiduciary services. Other investment 
products and services, such as brokerage and advisory accounts, are offered through J.P. Morgan Securities LLC 
(“JPMS”), a member of FINRA and SIPC. JPMCB and JPMS are affiliated companies under the common control of 
JPM. Products not available in all states.  

In Luxembourg this material is issued by J.P. Morgan Bank Luxembourg S.A. (JPMBL), with registered office at 
European Bank and Business Centre, 6 route de Treves, L-2633, Senningerberg, Luxembourg. R.C.S Luxembourg 
B10.958. Authorised and regulated by Commission de Surveillance du Secteur Financier (CSSF) and jointly supervised 
by the European Central Bank (ECB) and the CSSF. J.P. Morgan Bank Luxembourg S.A. is authorized as a credit 
institution in accordance with the Law of 5th April 1993. In the United Kingdom, this material is issued by J.P. Morgan 
Bank Luxembourg S.A– London Branch. Prior to Brexit, (Brexit meaning that the UK leaves the European Union under 
Article 50 of the Treaty on European Union, or, if later, loses its ability to passport financial services between the UK 
and the remainder of the EEA), J.P. Morgan Bank Luxembourg S.A– London Branch is subject to limited regulation 
by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our 
regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from us on 
request. In the event of Brexit, in the UK, J.P. Morgan Bank Luxembourg S.A.– London Branch is authorized by the 
Prudential Regulation Authority, subject to regulation by the Financial Conduct Authority and limited regulation by 
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation 

4

http://www.finra.org/
http://www.sipc.org/


 
 
 

Authority are available from us on request. In Spain, this material is distributed by J.P. Morgan Bank Luxembourg 
S.A., Sucursal en España, with registered office at Paseo de la Castellana, 31, 28046 Madrid, Spain. J.P. Morgan Bank 
Luxembourg S.A., Sucursal en España is registered under number 1516 within the administrative registry of the Bank 
of Spain and supervised by the Spanish Securities Market Commission (CNMV). In Germany, this material is 
distributed by J.P. Morgan Bank Luxembourg S.A., Frankfurt Branch, registered office at Taunustor 1 (TaunusTurm), 
60310 Frankfurt, Germany, jointly supervised by the Commission de Surveillance du Secteur Financier (CSSF) and the 
European Central Bank (ECB), and in certain areas also supervised by the Bundesanstalt für 
Finanzdienstleistungsaufsicht (BaFin). In Italy, this material is distributed by J.P. Morgan Bank Luxembourg S.A– 
Milan Branch, registered office at Via Cantena Adalberto 4, Milan 20121, Italy and regulated by Bank of Italy and the 
Commissione Nazionale per le Società e la Borsa (CONSOB). In addition, this material may be distributed by 
JPMorgan Chase Bank, N.A. (“JPMCB”), Paris branch, which is regulated by the French banking authorities Autorité 
de Contrôle Prudentiel et de Résolution and Autorité des Marchés Financiers or by J.P. Morgan (Suisse) SA, which  is 
regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA).  
 
In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong Kong branch is regulated by 
the Hong Kong Monetary Authority and the Securities and Futures Commission of Hong Kong. In Hong Kong, we will 
cease to use your personal data for our marketing purposes without charge if you so request. In Singapore, this 
material is distributed by JPMCB, Singapore branch. JPMCB, Singapore branch is regulated by the Monetary 
Authority of Singapore. Dealing and advisory services and discretionary investment management services are 
provided to you by JPMCB, Hong Kong/Singapore branch (as notified to you). Banking and custody services are 
provided to you by JPMCB Singapore Branch. The contents of this document have not been reviewed by any 
regulatory authority in Hong Kong, Singapore or any other jurisdictions. You are advised to exercise caution in 
relation to this document. If you are in any doubt about any of the contents of this document, you should obtain 
independent professional advice. For materials which constitute product advertisement under the Securities and 
Futures Act and the Financial Advisers Act, this advertisement has not been reviewed by the Monetary Authority of 
Singapore. JPMorgan Chase Bank, N.A., a national banking association chartered under the laws of the United States, 
and as a body corporate, its shareholder’s liability is limited. 

With respect to countries in Latin America, the distribution of this material may be restricted in certain jurisdictions. 
We may offer and/or sell to you securities or other financial instruments which may not be registered under, and 
are not the subject of a public offering under, the securities or other financial regulatory laws of your home country. 
Such securities or instruments are offered and/or sold to you on a private basis only. Any communication by us to 
you regarding such securities or instruments, including without limitation the delivery of a prospectus, term sheet 
or other offering document, is not intended by us as an offer to sell or a solicitation of an offer to buy any securities 
or instruments in any jurisdiction in which such an offer or a solicitation is unlawful. Furthermore, such securities or 
instruments may be subject to certain regulatory and/or contractual restrictions on subsequent transfer by you, and 
you are solely responsible for ascertaining and complying with such restrictions. To the extent this content makes 
reference to a fund, the Fund may not be publicly offered in any Latin American country, without previous 
registration of such fund´s securities in compliance with the laws of the corresponding jurisdiction. Public offering 
of any security, including the shares of the Fund, without previous registration at Brazilian Securities and Exchange 
Commission–CVM is completely prohibited. Some products or services contained in the materials might not be 
currently provided by the Brazilian and Mexican platforms. 
 
References to “J.P. Morgan” are to JPM, its subsidiaries and affiliates worldwide. “J.P. Morgan Private Bank” is the 
brand name for the private banking business conducted by JPM.  

This material is intended for your personal use and should not be circulated to or used by any other person, or 
duplicated for non-personal use, without our permission. If you have any questions or no longer wish to receive 
these communications, please contact your J.P. Morgan representative.  

© 2019 JPMorgan Chase & Co. All rights reserved. 
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