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18 January 2013

Gold: Repatriation

Deutsche Bank

The importance of gold takes a step higher

The aphorism ‘actions speak louder than words’ refers
to actions being thought to reflect more accurately the
true intent of the observed. Furthermore while the
motive of a speaker can be quite convoluted and
contrary, the implication is that he motives of his/her
actions are likely to be more direct or forthright.

We have noted previously the shift in central bank
behavior over the past several years, from net sellers of
gold to net buyers. This includes the significant
deceleration of sales by Western Central Bankers.
Implicit in this is that most of them are now buyers of
gold (in so much as logic suggests that, if one holds an
asset one is a buyer of that asset otherwise one would
sell and hold something else). The relatively recent
actions by central banks however to not only buy gold
but also repatriate and upgrade owned bars, further
demonstrates in our view an implicit acknowledgement
of its monetary importance.

For various historical/liquidity reasons many central
banks have in the past held their gold reserves in
multiple jurisdictions. These reasons are, in many
cases, no longer valid. This and the increased value of
gold holdings combined with heightened budgetary
pressures that many governments are now facing is,
not surprisingly, resulting in a greater call to track
assets more closely. On this basis, we believe the
timing of the high profile German repatriation process
is not altogether unexpected.

Bundesbank Actions

Following on from a request by Germany's Federal
Court of Auditors last year to review its overseas gold
holdings, the Bundesbank has indicated that it will
begin a process to rebalance the distribution of its gold
reserves. The intent is to increase the amount of gold
held domestically. In this process some of its gold will
be repatriated (drawing down on stocks held in the US
and in France). The Bundesbank wishes to increase its
domestic gold holdings to 50% from 31% currently
over the next six years or so.

The Bundesbank has stated that its objectives in
expediting this new storage plan are: 1) to build trust
and confidence domestically, and 2) to ensure liquidity
in an emergency.

Figure 1: Central bank gold purchases
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Figure 2: German gold re-allocation
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Figure 3: Gold price (EUR/0z) and ECB balance sheet
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Not only will incoming bars be stored domestically
however: these bars will, if necessary, also be upgraded
to London Good Delivery (LGD) standards, thereby
ensuring compliance with the request of the Court to
‘spot check’ their quality. We believe much of the gold
held in NY is old, known as ‘Fed Melts’ or ‘Deep Storage’
bars and may not be acceptable as is for transaction
without additional processing.

Furthermore we note that the Bundesbank has indicated
that it will continue discussions to expand its rights to
conduct audits in NY, London and Paris.

Given the highly ‘charged’ or politicised nature of the gold
market as it pertains to central bank actions, particularly in
the Western World, central bankers are generally highly
sensitive to public perception and to perceptions of trust.
In our view the Bundesbank is responding in large part to
the Court of Auditors, who themselves have no doubt
observed the increase in value of German gold reserves
and may wish to raise the standard by which gold is
treated on their books. Furthermore, we believe that the
slow transfer of gold from the US Fed in NY back to
Frankfurt, at 50t/year, is partly a reflection of its wish to
avoid any perception of a change in confidence in the US
Fed. A secondary factor could perhaps be the reluctance
to put undue strain on the gold refining sector.

Impact

Many central banks have already gone through the
process of rebalancing gold holdings and upgrading
where necessary; Germany happens to be a high profile
example.

As we indicated previously, we view the repatriation and
upgrade of old gold by the Western World's central banks
as a further positive in gold's evolution as a legitimate
form of money. While this is unlikely to have any impact
on the near-term price performance of the metal, it could
have important longer-term implications.
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Important Disclosures
Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see
the most recently published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqgsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in
this report. Daniel Brebner/Xiao Fu

Deutsche Bank debt rating key

CreditBuy (“C-B”): The total return of the Reference
Credit Instrument (bond or CDS) is expected to
outperform the credit spread of bonds / CDS of other
issuers operating in similar sectors or rating categories
over the next six months.

CreditHold (“C-H"): The credit spread of the
Reference Credit Instrument (bond or CDS) is expected
to perform in line with the credit spread of bonds / CDS
of other issuers operating in similar sectors or rating
categories over the next six months.

CreditSell (“C-S"): The credit spread of the Reference
Credit Instrument (bond or CDS) is expected to
underperform the credit spread of bonds / CDS of other
issuers operating in similar sectors or rating categories
over the next six months.

CreditNoRec (“C-NR"): We have not assigned a
recommendation to this issuer. Any references to
valuation are based on an issuer’s credit rating.

Reference Credit Instrument (“RCI”): The Reference
Credit Instrument for each issuer is selected by the
analyst as the most appropriate valuation benchmark
(whether bonds or Credit Default Swaps) and is detailed
in this report. Recommendations on other credit
instruments of an issuer may differ from the
recommendation on the Reference Credit Instrument
based on an assessment of value relative to the
Reference Credit Instrument which might take into
account other factors such as differing covenant
language, coupon steps, liquidity and maturity. The
Reference Credit Instrument is subject to change, at the
discretion of the analyst.
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Regulatory Disclosures

1. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of
the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject companyl(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly
affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where at least one
Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the preparation of this
research report, the Brazil based analyst whose name appears first assumes primary responsibility for its content from a
Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.

EU countries: Disclosures relating to our obligations under MiFiD can be found at
http://www.globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures Association of Japan,
Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific financial instruments or
related services. We may charge commissions and fees for certain categories of investment advice, products and services.
Recommended investment strategies, products and services carry the risk of losses to principal and other losses as a result of
changes in market and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial
products and/or services, customers should carefully read the relevant disclosures, prospectuses and other documentation.
"Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not registered credit rating agencies in Japan unless
“Japan” or "Nippon" is specifically designated in the name of the entity.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from
time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may
engage in transactions in a manner inconsistent with the views discussed herein.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are
common in emerging markets. It is important to note that the index fixings may — by construction - lag or mis-measure the
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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