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Key points

 ■ The US Federal Reserve has committed to a ‘whatever 
it takes’ approach to offset the impact of the 
Coronavirus on the US and global economy. The key 
beneficiary of this commitment will be gold. 

 ■ Since the end of February, the Federal Reserve has 
announced measures involving itself more deeply into US 
financial markets than ever seen before. This amounts to 
an attempt to ensure functioning of US credit markets by 
injecting nearly USD 2 trillion into the US economy.

 ■ Without deep and liquid credit markets, the near  
USD 1 trillion in US corporate and emerging market debt 
financing requirements in 2020 alone will be put at risk of 
default, forcing the Fed to take these unprecedented actions.

 ■ Compounding the Fed actions are similar central bank 
actions by the Bank of Japan and the European Central 
Bank as well as negative interest rates in the Euro area 
and Switzerland plus recently announced monetary 
financing of deficits in the United Kingdom.

 ■ We see both a tactical and a strategic opportunity for investors 
in gold and view gold as an anchor of value for portfolios with a 
challenge to the all-time high of USD 1,920 likely looking ahead.

 ■ With financial variations of gold (via ETFs or structured 
access) growing more and more common, investors 
should increasingly prefer and hold physical gold rather 
than these synthetic exposures that ultimately represent 
unsecured promises to deliver physical gold.
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Central banks lay the foundation for gold

The moves by the US Federal Reserve since the COVID-19 
crisis hit the shores of the United States in early-March have 
highlighted a growing resolve on the part of America’s central 
bank to mitigate the impact of the spreading infection not only 
on the US economy but also on the functioning of US capital 
markets.

Indeed, having begun using measures introduced in the 2008-
09 Global Financial Crisis including purchases of US Treasury 
and mortgage backed securities, the Fed is prepared to venture 
into US municipal, asset backed securities, as well as lending 
to small and medium-sized business and low quality corporate 
bond issuers via the high yield bond markets.

With COVID-19 infections and their associated lockdowns 
ravaging demand across sectors of the US economy, these 
Federal Reserve actions and the USD 2 trillion in fiscal measures 
that followed are the key bulwarks between no longer a simple 
economic slowdown and recession but instead, a recession and 
a 1930s-style depression.

Indeed, at its trough in March, US financial conditions – the ease 
in securing financing in the US economy – had approached 
levels of tightness not seen since 2008-09.

Compounding this problem is the fact that US companies – both 
highly rated and high yielding – as well as emerging market 
borrowers in US dollars are estimated to require as much 
as USD 1 trillion in new or maturing financing needs for the 
remainder of 2020 alone. This brings exceptional urgency to the 
Fed’s mission to loosen conditions.

The US economy was on the verge of a 2008-09 style 
financial crisis until the Fed took action in March  

Sources: Nat’l Bureau of Economics Research,  
Bloomberg Finance L.P. and UBP
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The Fed is on schedule to exceed its efforts during the 
2008-09 Global Financial Crisis

Federal Reserve Balance Sheet (2008 vs. 2020) 

Note: dotted line represents full implementation of  
announced measures by the Federal Reserve  

* from Jan 2008-December 2008  
** from June 2019 to April 2020

Sources: Federal Reserve Bank of St. Louis and UBP 

Indeed, in recognition of this need, aggregating the programmes 
announced by the Federal Reserve, if fully utilised, could see the Fed 
balance sheet, having already grown by nearly 50% in the past six 
weeks, expand by a further 30% to over USD 8 trillion in the months 
ahead (chart) as the Fed itself takes on the role of lender of last resort 
for much of the American economy.

Gold – a primary beneficiary of Central Bank largesse

With the Fed committed to extraordinary measures to expand its 
balance sheet to support the US economy, the US central bank 
joins the European Central Bank and the Bank of Japan in adopting 
a ‘whatever it takes’ approach towards assisting their respective 
economies.  

Furthermore, much like the US Federal Reserve’s 2008-09 efforts to 
save the global economy with a near tripling in the size of its balance 
sheet by the end of its quantitative easing programmes which led 
to a near tripling in gold prices from their 2008 lows (chart 3), we 
expect that gold will likely be the primary beneficiary of global central 
bank largesse not only in the months, but also the years ahead.

In fact, just as seen in 2008-09, gold investors have recently 
questioned its safe haven credentials as the yellow metal tumbled 
nearly 15% during the height of the March sell-offs in risk assets. 

Both in 2008-09 and again in 2020, these temporary sell-offs were 
due to the leveraged positions held in futures and options markets 
which needed to be unwound as liquidity became tight and as 
margin calls across other asset classes forced liquidation of those 
positions that still retained value such as a gold. With this forced 
unwinding of positions substantially behind us now, we look set to 
see a challenge to the all-time gold price high of USD 1,920 per oz.
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Gold may repeat its 2008-09 trajectory as central banks 
support the global economy
Fed Balance Sheet vs. Gold 

Sources: Federal Reserve Bank of St. Louis, Bloomberg Finance L.P. and UBP

As the COVID-19 demand shock serves to depress inflation 
expectations around the world, investors should expect interest 
rates to remain under pressure even once recovery comes. 

With the amount of debt in the global economy even before the 
coronavirus crisis of 2020 combined with the trillions of dollars 
committed in the past weeks alone, we anticipate that negative 
real – adjusting for inflation – interest rates will be a characteristic 
of markets well into the future. These will facilitate a gradual 
deleveraging of overstretched balance sheets around the world. 

Historically, falling inflation adjusted interest rate environments 
have offered a tailwind for gold. With such a backdrop, negative 
nominal interest rates in the euro area and Switzerland combined 
with pressure on bank balance sheets should increase pressure 
for these negative rates to be passed on to depositors so 
increasing the attractiveness of gold as a store of value on the 
continent.

Looking forward, were the COVID-19 crisis to deepen or if a 
further economic shock presented itself, recent actions by the 
Bank of England provide a glimpse of what the next round of 
actions may look like to stabilise the global economy.

600

800

1000

1200

1400

1600

1800

2000

500

1000

1500

2000

2500

3000

3500

01.08 01.09 01.10 01.11 01.12

Fed B/S - Total Assets (US$ billions)

Gold US$ per oz (RHS)

On April 9, the UK Treasury and the Bank of England agreed to 
use the standing Ways & Means facility as a standby ‘overdraft’ 
facility to provide a source of additional liquidity as  
the government seeks to provide support to the UK economy.  
In practice, this overdraft line has only ever been moderate in 
size, averaging GBP 370 mn. However, in times of stress like in 
2008-09, it has grown to be as large as GBP 18 billion.  
The Bank of England has now agreed to provide the UK Treasury 
with an unlimited overdraft line in the current environment.

Put another way, should it be required, the UK Treasury could 
bypass public bond markets and source a substantial amount of 
funding for its fiscal spending directly from the Bank of England.

Were such measures to become commonplace among central 
banks around the world in the event of an additional shock to 
the global economy, we expect to see gold emerging once again 
as a primary beneficiary. 

Positioning for the continued rally in gold

With central banks increasingly coordinating with their fiscal 
counterparts to finance economic assistance packages, 
we expect gold to grow in importance as a store of value in 
investment portfolios looking ahead, a role previously offered by 
high quality sovereign government bonds. With many of these 
bonds now yielding near to or below zero percent, a position 
of as much as 5-10% in gold should be a meaningful part of a 
broader portfolio of risk-off assets. 

Increasingly, however, we believe that investors need to focus 
not only on how much gold they hold in portfolios, but also the 
form in which they hold that gold. There is a need for caution 
given the proliferation of financial instruments which appear to 
be backed by or which mimic physical gold (such as leveraged 
ETFs, gold certificates or gold backed bonds) because such 
synthetic substitutes may ultimately represent, in some cases, 
unsecured claims on the yellow metal. As a result, investors 
should focus on underlying physical gold to ensure the store of 
value role is fulfilled.
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION on 
financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA and/or 
any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is not and does 
not purport to be considered an offer or a solicitation to enter into any transaction with 
UBP, buy, subscribe to, or sell any currency, product, or financial instrument, make any 
investment, or participate in any particular trading strategy in any jurisdiction where such 
an offer or solicitation would not be authorised, or to any person to whom it would be 
unlawful to make such an offer or solicitation. This document is meant only to provide a 
broad overview for discussion purposes, in order to determine clients’ interest. It does 
not replace a prospectus, KID, KIID or any other legal document relating to any specific 
financial instrument, which may be obtained upon request free of charge from UBP or 
from the registered office of the issuer of the instrument concerned, where applicable. 
The opinions herein do not take into account individual clients’ circumstances, objectives, 
or needs. 

UBP performs analysis on the financial instruments on offer in the market and may 
maintain and/or seek to develop business affiliations with third parties for that purpose; 
furthermore, UBP may create its own financial instruments. This generic information is 
therefore not independent from the proprietary interests of UBP or connected parties, 
which may conflict with the client’s interests. UBP has policies governing conflicts of 
interest and takes appropriate organisational measures to prevent such cases. 

The information contained in this document is the result neither of financial analysis within 
the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation 
on MiFID provisions. EU regulation does not govern relationships entered into with UBP 
entities located outside the EU.

Reasonable efforts have been made to ensure that the content of this document is based 
on objective information and data obtained from reliable sources. However, UBP cannot 
guarantee that the information contained herein and gathered by the Bank in good faith 
is accurate and complete, nor does it accept any liability for any loss or damage resulting 
from its use. Circumstances may change and affect the data collected and the opinions 
expressed at the time of publication. Therefore, information contained herein is subject 
to change at any time without prior notice. UBP makes no representations, provides no 
warranty and gives no undertaking, express or implied, regarding any of the information, 
projections or opinions contained herein nor does it accept any liability whatsoever for 
any errors, omissions or misstatements in the document. UBP does not undertake to 
update this document or to correct any inaccuracies which may have become apparent 
after its publication.

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements do not 
guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any tax 
advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties 
in this respect. This document is not intended for distribution in the US and/or to US 
Persons or in jurisdictions where its distribution by UBP would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority 
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited 
regulation by the PRA.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and no 
other person should act upon it. The financial products or services to which this material 
relates will only be made available to a client who meets the professional client and/or 
market counterparty requirements. This information is provided for information purposes 
only. It is not to be construed as an offer to buy or sell, or a solicitation for an offer to 
buy or sell any financial instruments, or to participate in any particular trading strategy 
in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of 
the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are defined 
as “prospectuses” within the meaning of the Companies Ordinance (Chapter 32 of the 
Laws of Hong Kong) (the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong Kong, no person may 
issue or have in his/her possession for the purpose of issuing, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities, directed 
at, or likely to be accessed or read by, the public in Hong Kong, except where the 
securities are intended to be disposed of only to persons outside Hong Kong, or only to 
“professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is 
an exempt financial adviser under the Financial Advisers Act (Cap. 110 of Singapore) 
to provide certain financial advisory services and is exempt under section 99(1) of 
the Securities and Futures Act (Cap. 289 of Singapore) to conduct certain regulated 
activities. This document has not been registered as a prospectus with the MAS. 
Accordingly, this document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, whether directly or 
indirectly, to persons in Singapore other than (i) to institutional investors under Section 
274 of the Securities and Futures Act (Cap. 289) of Singapore (“SFA”), (ii) to relevant 
persons pursuant to Section 275(1), or any person pursuant to Section 275(1A) of the 
SFA, and in accordance with the conditions specified in Section 275 of the SFA, or (iii) 
otherwise pursuant to, and in accordance with the conditions of, any other applicable 
provision of the SFA. This advertisement has not been reviewed by the Monetary 
Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the 
Commission de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in 
accordance with the European passport – held by its parent company, Union Bancaire 
Privée (Europe) S.A. – which is valid across the entire European Union. The branch 
is therefore authorised to provide services and conduct business for which its parent 
company, Union Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, 
where it is regulated by the Luxembourg financial supervisory authority, the Commission 
de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.
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