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Summary:

- The investment case for gold has gained more interest recently 

with the proliferation of negative rates, geopolitical uncertainty 

and an unprecedented increase in fiscal and monetary stimulus 

from global central banks.

- Gold has a respectable long-term track record as an asset class but 

it is not without periods of high volatility and large drawdowns.

- We believe a systematic, tactical approach can offer investors a  

risk-managed exposure to gold that can provide the same 

diversification benefits within a  60/40 portfolio but with lower 

volatility, lower drawdowns and a superior risk/ return profile.

Br inging "Sm ar t  Bet a"  t o Gold

IDX Insights

The Case for Gold

It 's no surprise that gold has 
traditionally been viewed by 
investors as a long-term store of 
value.  During the inflationary 
periods of the 70's, gold was a 
strong driver of returns during a 
period in which equities 
provided litt le relief: 
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Traditional arguments against holding gold have been largely focused around (i) 

the cost of storage, (ii) the lack of a yield and (iii) the volatility.

Amid a backdrop of negative interest rates, increased geo-political uncertainty and 

increased equity volatility, the case for gold has started to look more appealing to 

investors.  

"The Fed can't Print Gold."

[1] https://www.theblockcrypto.com/2019/07/10/visa-blockchain-capital-back-40-million-round-for-crypto-custodian-anchorage/ 

[

Particularly as investors are forced to reckon with trillions of dollars of negative 

debt, they're now facing a reality in which an "asset" which used to generate a 

yield, now has cost.  Now, the cost of storing bullion in a vault isn't so bad when 

compared to bonds. 

https://www.theblockcrypto.com/2019/07/10/visa-blockchain-capital-back-40-million-round-for-crypto-custodian-anchorage/
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Similarly, with an unprecedented expansion of both the Fed's balance sheet as well 
as the money supply, concerns over preserving value, regardless of inflation or 
deflation, are now moving to the top of investors' minds: 
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Even after setting aside concerns about the cost (or opportunity cost) of gold,  the 

bigger issue (potentially) facing investors considering increased allocations to gold 

is the volatility and drawdowns that the yellow metal has endured historically:

Historically a Wild Ride

Source: TheAtlasInvestor.com

We would argue that the volatility of gold, as an asset class, is the biggest risk 

factor facing prudent investors considering an allocation.  For many, gold 

represents a new component within the portfolio, and while the forward looking 

case is clear, the prospect of excessive volatility and large drawdowns can quickly 

outweigh the benefits.

For that reason, a systematic and tactical methodology that opportunistically 

participates in gold, can be a tremendous way to gain exposure to the asset class 

in a risk-conscious way.   The IDX Tactical Gold Index seeks to do exactly that.
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Taking a "Smart Beta" Approach

Rather than mine the data for an optimal set of momentum parameters and rules, 

we opted to implement an established approach from the managed futures 

industry. The goal:  codify a robust process for attempting to signal asymmetric 

participation to gold going forward not to optimize for what the best allocations 

would have been historically. In this case, momentum is evaluated over 4 different 

short-term timeframes and then weighted according to the length of the 

time-span. The longer the span, the greater the weight (30 day lookbacks get more 

weight than 10 day lookbacks). 

In order to signal a long allocation in the index, 2 conditions must be met: 

(i) Momentum must be positive 

AND 

(ii) Momentum must be increasing 

  

The objective: long exposure to those times when the risk/return profile is 

disproportionately skewed to the upside. It 's not enough that gold is simply "going 

up" ...it must be going  up at an increasing rate. 

This presents a relatively high bar for participating in gold (by design). Similarly, a 

relatively low bar is set for taking risk OFF the table. As soon as either of these 

conditions is no longer met, the index allocates 100% to a diversified basket of 

fixed income ETFs (like the IDX Managed Duration Index).  
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By being very judicious with how capital is allocated to gold (in this case the SPDR 

Gold ETF (GLD)), the IDX Tactical Gold Index has historically only been long about 

30% of the time, but has captured over 60% of the total upside of Gold with less 

than 30% of the downside. 

The IDX Tactical Gold Index

Unless otherwise noted, performance information is hypothetical and GROSS of all associated fees and sales and trading expenses that an investor might incur. You 
cannot invest directly in an index. Hypothetical or model performance results have certain limitations including, but not limited to: hypothetical results do not take 
into account actual trading and market factors (such as liquidity disruptions, etc.). Simulated performance assumes frictionless transaction costs and no lag between 
signal generation and implementation. Simulated performance is designed with the benefit of hindsight and there can be no assurance that the strategy presented 
would have been able to achieve the results shown. There are frequently large differences between hypothetical performance results and actual results from any 
investment strategy. While data was obtained from sources believed to be reliable, IDX Insights, LLC (?IDX?) and its affiliates provide no assurances as to its accuracy or 
completeness. 

Conclusion

As Gold continues to gain investor interest and participation, investors may be 

tempted to justify enduring the volatility associated long-only exposure as a 

"necessary evil". 

We firmly believe in rigorously evaluating and seeking out market risks that are 

compensated over time and the forces driving gold prices are no exception. We 

believe a rules-based, risk-focused framework (like the IDX Tactical Gold  Index) 

that seeks to avoid uncompensated volatility in the gold markets represents a 

prudent method of participation for most investors over time. 
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Disclosures: This document has been provided to you solely for information purposes and does not constitute an offer or 
solicitation of an offer or any advice or recommendation to purchase any securities or other financial instruments and may not 
be construed as such. The factual information set forth herein has been obtained or derived from sources believed by the 
author and IDX Insights, LLC (?IDX?) to be reliable but it is not necessarily all?inclusive and is not guaranteed as to its accuracy 
and is not to be regarded as a representation or warranty, express or implied, as to the information?s accuracy or completeness, 
nor should the attached information serve as the basis of any investment decision. This document is intended exclusively for 
the use of the person to whom it has been delivered by IDX, and it is not to be reproduced or redistributed to any other person. 
The information set forth herein has been provided to you as secondary information and should not be the primary source for 
any investment or allocation decision. Information contained herein has been obtained from sources believed to be reliable, 
but not guaranteed. Forward-looking statements are not guarantees of future results. They involve risks, uncertainties and 
assumptions, there can be no assurance that actual results will not differ materially from expectations. Past performance is no 
guarantee of future results. No part of this material may be reproduced in any form, or referred to in any other publication, 
without express written permission from IDX. The information contained herein is only as current as of the date indicated, and 
may be superseded by subsequent market events or for other reasons. Charts and graphs provided herein are for illustrative 
purposes only. The information in this document has been developed internally and/or obtained from sources believed to be 
reliable; however, neither IDX nor the author guarantees the accuracy, adequacy or completeness of such information. Nothing 
contained herein constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other 
decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable 
indicators of actual future market behavior or future performance of any particular investment which may differ materially, and 
should not be relied upon as such. This document should not be viewed as a current or past recommendation or a solicitation 
of an offer to buy or sell any securities or to adopt any investment strategy. The investment strategy and themes discussed 
herein may be unsuitable for investors depending on their specific investment objectives and financial situation. IDX provide 
links to third-party websites contained herein only as a convenience and the inclusion of such links does not imply any 
endorsement, approval, investigation, verification or monitoring by us of any content or information contained within or 
accessible from the linked sites. If you choose to visit the linked sites you do so at your own risk, and you will be subject to such 
sites? terms of use and privacy policies, over which IDX.com has no control. In no event will IDX be responsible for any 
information or content within the linked sites or your use of the linked sites. Information contained on third-party websites that 
IDX may link to is not reviewed in its entirety for accuracy and IDX assumes no liability for the information contained on these 
websites. It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available 
through investable instruments derived from that index. IDX makes no representations regarding the advisability of investing in 
investment products based on the Index, which is not sponsored, endorsed, sold or promoted by IDX. Index returns do not 
reflect payment of certain sales charges or fees an investor may pay to purchase the securities underlying the Index or 
investment vehicles intended to track the performance of the Index. The imposition of these fees and charges would cause 
actual performance of the securities/vehicles to be lower than the Index performance shown. IDX gives no representations or 
warranties as to the accuracy of such information, and accepts no responsibility or liability (including for indirect, consequential 
or incidental damages) for any error, omission or inaccuracy in such information and for results obtained from its use. 
Information is as of the date indicated, and is subject to change without notice. This material is intended for informational 

purposes only and should not be construed as legal, accounting, tax, investment, or other professional advice. 
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