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The Three-Part Case for Commodities

Excerpt: Despite commodity indices being down significantly month to date, Russ believes investors should maintain a strategic exposure to this
asset class. Here, he offers three reasons why.

By Russ Koesterich

With both gold and broader commodity indices down significantly month to date, many investors are asking if they should lower or even remove
their commodity exposure. I believe the answer is no.

First, it�s useful to put the recent weakness in perspective. Both gold and a broad basket of commodities are down roughly 10% over the past
three months. While the losses represent a significant correction, they are in line with the performance of equity markets over the same time
period. Even more importantly, here are three reasons for maintaining a strategic exposure to commodities.

1.) Diversification: Commodities typically behave differently from paper assets like stocks and bonds even as correlations between all
risky assets have risen in recent years. In fact, based on historic relationships, it doesn�t take a large allocation to commodities � it
typically takes less than 10% - to improve the risk-adjusted returns of a strategic portfolio.

2.) Inflation: Commodities tend to perform best when inflation is rising. As I mentioned last week, while I see little risk of double-digit
inflation in the near-term, inflation is not completely dead. Core inflation in the United States is rising at 2.3% year over year, a
3 1/2-year high. Given the US fiscal position and the unconventional nature of recent monetary policy, there is a non-trivial risk that
we may see more than 2.3% inflation over the next decade. Over the long term, even modest inflation would erode purchasing
power. Commodities can offer an effective hedge against this scenario.

3.) Potential tailwind from monetary policy: While commodities have suffered recently, the performance hasn�t been awful. The S&P
Goldman Commodities Index is down roughly 5% year to date. Meanwhile, gold was up around 2% through the end of last week,
returns that still compare favorably with most equity markets outside of the United States.

One reason for the resilience, as I�ve written before, is that commodities and gold generally benefit when real interest rates are negative. In such a
rate environment, there�s no opportunity cost for holding commodities, and commodity returns tend to be higher. At least historically, the level of
real interest rates has been far more important to commodity returns than either inflation or the dollar. In fact, over the past twenty years, the
variation in real interest rates explains roughly 60% of the variation in the annual return of gold. To the extent the Fed, and most other major
central banks, are determined to keep real rates negative for the foreseeable future, we�ll be in an environment supportive of commodities,
particularly gold.
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To be sure, commodity prices are likely to remain volatile � along with just about every other risky asset � in the near term as investors worry
about the potential for a disorderly default by Greece impacting the global economy. However, for investors, especially those currently
underweight commodities, now may very well be a good long-term buying opportunity (potential iShares solution: NYSEARCA: IAU).

Source: Bloomberg

Past performance does not guarantee future results. Diversification and asset allocation may not protect against market risk.

iShares Gold Trust (�Trust�) has filed a registration statement (including a prospectus) with the SEC for the offering to which this
communication relates. Before you invest, you should read the prospectus and other documents the Trust has filed with the SEC for
more complete information about the issuer and this offering. You may get these documents for free by visiting www.iShares.com or
EDGAR on the SEC website at www.sec.gov. Alternatively, the Trust will arrange to send you the prospectus if you request it by calling
toll-free 1-800-474-2737. Investing involves risk, including possible loss of principal. The iShares Gold Trust (�Trust�) is not an investment
company registered under the Investment Company Act of 1940 or a commodity pool for purposes of the Commodity Exchange Act.
Shares of the Trust are not subject to the same regulatory requirements as mutual funds. Because shares of the Trust are intended to
reflect the price of the gold held by the Trust, the market price of the shares is subject to fluctuations similar to those affecting gold
prices. Additionally, shares of the Trust are bought and sold at market price not at net asset value (�NAV�). Brokerage commissions will
reduce returns.

Shares of the Trust are intended to reflect, at any given time, the market price of gold owned by the Trust at that time less the Trust�s expenses
and liabilities. The price received upon the sale of the shares, which trade at market price, may be more or less than the value of the gold
represented by them. If an investor sells the shares at a time when no active market for them exists, such lack of an active market will most
likely adversely affect the price received for the shares. For a more complete discussion of the risk factors relative to the Trust, carefully
read the prospectus.

Following an investment in shares of the Trust, several factors may have the effect of causing a decline in the prices of gold and a corresponding
decline in the price of the shares. Among them: (i) Large sales by the official sector. A significant portion of the aggregate world gold holdings
is owned by governments, central banks and related institutions. If one or more of these institutions decides to sell in amounts large enough to
cause a decline in world gold prices, the price of the shares will be adversely affected. (ii) A significant increase in gold hedging activity by gold
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producers. Should there be an increase in the level of hedge activity of gold producing companies, it could cause a decline in world gold prices,
adversely affecting the price of the shares. (iii) A significant change in the attitude of speculators and investors towards gold. Should the
speculative community take a negative view towards gold, it could cause a decline in world gold prices, negatively impacting the price of the
shares.

Shares of the iShares Gold Trust are not deposits or other obligations of or guaranteed by BlackRock, Inc., and its affiliates, and are not
insured by the Federal deposit Insurance Corporation or any other governmental agency.

BlackRock Asset Management International Inc. (�BAMII�) is the sponsor of the Trust. BlackRock Investments, LLC (�BRIL�), assists in the
promotion of the Trust. BAMII and BRIL are affiliates of BlackRock, Inc.

Investing involves risk, including possible loss of principal.

This material represents an assessment of the market environment at a specific time and is not intended to be a forecast of future events or a
guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding the funds or any
security in particular.

Blog Image:

Edgar Filing: ISHARES GOLD TRUST - Form FWP

3


