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Market & Portfolio Performance 

The BGF World Gold Fund declined -4.9% over the 
third quarter; the FTSE Gold Mines Index, its 
benchmark was literally flat, returning 0.0%. Over the 
same period, gold bullion appreciated by 7.1% 
finishing the quarter at $1,618/oz.  
 
Despite a strong start to the quarter for both bullion 
and the gold producers, a crisis in confidence erupted 
in August with the downgrade of US debt by S&P from 
AAA to AA+. Chairman Bernanke’s announcement 
regarding the implementation of ‘Operation Twist’ 
coupled with further rating agency downgrades in 
Europe did little to ease negative investment sentiment.  
Fears over weak global growth and a lack of political 
impetus to finding a resolution to the Eurozone debt 
crisis, sparked an indiscriminate liquidation across 
most asset classes.   
 
The ongoing market uncertainty helped gold deliver 
positive returns over the quarter as investors 
continued to seek out its safe haven status.  Over the 
period gold outperformed other precious and base 
metals returning 7.1% versus falls of -13.1%, -12.3% 
and -25.7% in silver, platinum and copper prices 
respectively (Source: Datastream).  Yet it was not 
immune to the market turbulence, posting its worst 
three day performance for 30 years, as it fell back to 
close to $1,600/oz in September.  In this bearish 
environment investors flocked to the US dollar in the 
face of a second credit risk event.   
 
The growing theme of gold purchases by emerging 
market central banks continued through the third 
quarter.  A report from the IMF indicated that central 
banks in Thailand, South Korea and Russia have all 
recently increased their gold holdings.  Typically 
buyers of gold have been those countries that are 
either: the drivers of global growth eg China and India; 
or those that receive foreign currency in exchange for 
natural resources eg Saudi Arabia, Russia and Mexico. 
These rapidly developing economies have large 
balances of foreign exchange reserves typically in 
dollars, euro and yen on their balance sheets; 
increasing their gold holdings allows them to diversify 
their currency risk during a period where currency 
markets have been volatile and uncertain. 
 

GFMS released some telling data in their demand 
trends publication for the second quarter. ETF inflows 
have been comparatively modest compared to the 
surge in interest this time last year, but that has been 
more than compensated for by strong jewellery and 
physical investment demand, largely from Asia. 
Jewellery demand was, for example, up 12% from this 
time last year, surprising to the upside given that it is 
typically price sensitive. The central bank buying trend 
continues to be a constructive and powerful one: over 
the first half, the official sector purchased a net 192 
tonnes. Gold continues to be highly sought after in this 
uncertain climate, in which even US sovereign debt 
can no longer be considered ‘risk free’ and in which 
paper currencies cannot be counted on to hold value. 
 
As global economic issues dominated the market, 
investors continued their rotation out of risk assets.  
The most recent outlook from the IMF cast a shadow 
over the global economy as they downgraded their 
world growth forecast. As result, those commodities 
that are more closely aligned with industrial production 
weakened over the period.    
 
Our underweight to Newmont, the North American 
large cap gold producer (currently 11.7% of the 
benchmark) detracted from performance over the 
quarter.  The company outperformed its peers 
following an announcement that it would link its 
dividend to the gold price. 
 
This impacted some of the Fund’s South African non-
gold holdings such as Impala, the platinum producer 
and African Rainbow Minerals, the diversified miner.  
The market also punished those companies with any 
financing requirements, such as European Goldfields, 
despite successfully achieving key permits for the 
development of their assets in Greece. These holdings 
detracted from performance over the period. 
 
The portfolio’s holding in Fresnillo contributed 
positively to performance over the period.  Due to 
concerns over production and corporate governance, 
the portfolio’s underweight to Zijin also contributed to 
performance over the quarter.  Following a substantial 
investment by a new shareholder, the valuation of the 
portfolio’s holding in a private Russian gold producer 
was revised upwards.



 
 

  
   

 

 
 

Performance shown as at 30 September 2011 in USD on a NAV price basis with income reinvested. Performance figures are calculated net of annual fees. Fund benchmark: MSCI World (net). 
Source: BlackRock Datastream. This material is for distribution to Professional Clients and should not be relied upon by any other persons. All financial investments involve an element of risk. 
Therefore, the value of your investment and the income from it will vary and your initial investment amount cannot be guaranteed. Past performance is not a guide to future performance and should 
not be the sole factor of consideration when selecting a product. The Fund invests a large portion of assets which are denominated in other currencies; hence changes in the relevant exchange rate 
will affect the value of the investment. The Fund invests in a limited number of market sectors. Compared to investments which spread investment risk through investing in a variety of sectors, 
share price movements may have a greater affect on the overall value of this fund. The Fund typically invests in smaller company shares which can be more unpredictable and less liquid than those 
of larger company shares. The Fund invests in economies and markets which may be less developed. Compared to more established economies, the value of investments may be subject to 
greater volatility due to increased uncertainty as to how these markets operate. Reference to the names of each company mentioned in this communications is merely for explaining the investment 
strategy, and should not be construed as investment advice or investment recommendation of those companies. BlackRock Global Funds (BGF) is an open-ended investment company established 
in Luxembourg which is available for sale in certain jurisdictions only. BGF is not available for sale in the U.S. or to U.S. persons. Product information concerning BGF should not be published in the 
U.S.  It is recognised under Section 264 of the Financial Services and Markets Act 2000. BlackRock Investment Management (UK) Limited is the UK distributor of BGF. Most of the protections 
provided by the UK regulatory system, and the compensation under the Financial Services Compensation Scheme, will not be available.  A limited range of BGF sub-funds have a reporting fund 
status A sterling share class that seeks to comply with UK Reporting Fund Status requirements.  Subscriptions in BGF are valid only if made on the basis of the current Prospectus, the most recent 
financial reports and the Simplified Prospectus which are available on our website.  Prospectuses, Simplified Prospectuses and application forms may not be available to investors in certain 
jurisdictions where the Fund in question has not been authorised. Issued by BlackRock Investment Management (UK) Limited (authorised and regulated by the Financial Services Authority). 
Registered office: 12 Throgmorton Avenue London EC2N 2DL. Registered in England No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually recorded. BlackRock is a 
trading name of BlackRock Investment Management (UK) Limited. Issued in Switzerland by the representative office, BlackRock Asset Management Switzerland Limited, Claridenstrasse 25, PO 
Box 2118, CH-8022 Zurich, Switzerland, from where the Company’s Prospectus, Simplified Prospectus, Articles of Association, Annual Report and Interim Report are available free of charge. 
Paying Agent in Switzerland is JPMorgan Chase Bank, National Association, Columbus, Zurich Branch Switzerland, Dreikonigstrasse 21, CH-8002 Zurich. For further information, the prospectus, 
simplified prospectuses, annual report and semi-annual report can be obtained free of charge in hardcopy form from the Austrian paying agent: Raiffeisen Zentralbank Österreich AG, A-1030 
Vienna, Am Stadtpark 9. Issued in Hong Kong by BlackRock (Hong Kong) Limited. In Singapore, this information is issued by BlackRock (Singapore) Limited. The Fund is only available to 
institutional and accredited investors as permitted under the Singapore Securities and Futures Act and not to the retail public in Singapore. This factsheet is for information purposes only and does 
not constitute an offer of shares in the Fund in Singapore. For your protection, telephone calls are usually recorded.This is for distribution to Professional Intermediaries only. This material is for 
information purposes only and does not constitute an offer of shares in any of the BlackRock Global Funds. You should consider carefully whether the investment is suitable for you. BGF has been 
registered on the official list of the Financial Supervision Commission (Komisja Nadzoru Finansowego) for distribution in Poland. Issued in Poland by the representative office BlackRock Investment 
Management (UK) Limited, Oddzia w Polsce. Paying agent in Poland is Bank Handlowy w Warszawie SA, ul. Senatorska 16, 00-950 Warsaw, Poland. 
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Transactions & Portfolio Activity 

Over the quarter we evolved the focus of the portfolio 
to be more closely aligned with the higher quality, mid-
tier producers in the portfolio, reducing our exposure 
to those companies that may be required to raise 
capital in order to develop new/existing projects and 
those with limited cashflow. 
 
We added to our holding in the large cap gold 
producer Barrick and increased our weighting to gold 
royalty companies.  Gold royalty companies should 
enable the Fund to benefit from a strong gold price, 
while providing some level of protection from the risk 
(and implied volatility) of operating a mine.   
 
We took profits in some of the silver names held in the 
portfolio, such as Penoles, who have delivered good 
performance over the course of the year.  We also 
sold out of Primero Mining. The company agreed a 
merger with Northgate, but we were uneasy about the 
scope within the agreement for an external party to 
take control of Northgate in the course of the 
transaction and as a result gain access to the 
company’s young Davidson project. Our scepticism 
was well founded: AuRico Gold subsequently bid for 
Northgate and Primero’s share price fell. 
 

Market Outlook 

Investment demand has been the most important 
driver of the bull market to date and the key factors 
that have been driving that demand – concerns about 
financial markets, Eurozone debt, the health of the US 
economy and inflation – are likely to persist for the 
foreseeable future. As the official sector continues to 
seek diversification of its currency positions, we have 
seen purchases of gold from a number of emerging 
market central banks, which appear likely to continue.   
 
Gold equities have underperformed gold bullion year 
to date as a result of the intense pressure applied on 
the equity market by macroeconomic concerns. Gold 
equity valuations are as a result in historically low 

ranges but recent earnings reporting has confirmed 
that margins have been able to expand on the back of 
gold’s rise and cashflows are at record levels. Gold 
equities bucked the trend of a falling market in August 
and performed strongly but there is still plenty of scope 
for a re-rating.  
 
The key threat to the gold market is an increase in real 
(adjusted for inflation) interest rates.  When real 
interest rates begin to rise, so does opportunity cost of 
holding gold. At the moment, we believe the interest 
rate and exchange rate environments remain bullish 
for gold, this is supported by the recent announcement 
from the Fed that it intends to keep rates low for the 
foreseeable future.  Since the recent sell off, gold 
bullion appears to have stabilised above $1,600/oz, 
which suggests the market may have established a 
new floor for the precious metal. 
 


