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Performance Summary – Backtested* 

Rationale and Methodology 

The Gold Income Overlay has significantly improved the absolute risk-adjusted performance of Gold and 
reduced drawdowns. 

• Gold is a popular investment for both retail and institutional investors, used for portfolio diversification, hedging 
against rising inflation (or falling real rates) and hedging against risky assets in risk-off environments. However, one 
of its main drawbacks is that it is not expected to generate any income. 

• The Gold Income Strategy combines Gold exposure and an overlay which generates income by systematically selling 
OTM call options. The strategy further benefits from a positive correlation of spot prices with both implied volatility 
and skew. 

• The Gold Income Overlay systematically sells OTM call options on a daily basis based on 2 months target maturity and 
a strike of 107.5% of the forward (107.5%F). The daily selling mechanism leads to a diversification in entry points 
(strike, implied volatility) and expiries. 

Call Overwriting – Concept 
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Source: UBS AG, Bloomberg. Data as of 12 August 2020. 
Data contains backtested values. See disclosure on the last page of this document for important information regarding backtested data. Past performance not indicative of future 
performance. The performance is net of trading costs. 
*Based on weekly returns of MSCI World and BCOM Gold TR Index from Dec 1980 to Jun 2020. 
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Gold Income Strategy 

Outperformance 

2008 2.9% 3.8% -0.9% 

2009 26.5% 22.7% 3.8% 

2010 31.5% 28.5% 2.9% 

2011 16.1% 9.5% 6.6% 

2012 7.4% 5.9% 1.5% 

2013 -26.3% -28.8% 2.5% 

2014 0.3% -1.9% 2.2% 

2015 -9.3% -11.0% 1.7% 

2016 8.5% 7.6% 0.9% 

2017 13.8% 12.6% 1.1% 

2018 -2.4% -3.0% 0.6% 

2019 18.1% 17.8% 0.3% 

2020 20.8% 24.7% -3.9% 

Gold Income Strategy Gold (BCOM Gold TR) 

IRR (p.a.) 7.39% 5.80% 

Volatility (p.a.) 14.60% 18.44% 

Return / Vol 0.51 0.31 

Max Drawdown -37.3% -46.1% 

Does Gold provide a hedge against equity risk? 

Gold has historically been an effective hedge against equity 
risk with negative correlation to stocks during large equity 
market drawdowns and positive correlation in sideways and 
rallying equity markets.  

Gold Income Strategy – Further Analysis 

In the subsequent section we analyse the hedging properties of Gold against equity risk as well as the 
relationship between Gold spot and volatility. 

Correlation of Gold to Equities conditional on equity 
returns* 
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Source: UBS AG, Bloomberg. Data as of 30 June 2020. 
*Gold 2m 107.5F implied volatility is calculated via linear interpolation of variance of the daily target options selected in the 2m 107.5F Call OW strategy. 
**Based on data between June 2015 and June 2020. 
  

How does the volatility smile behave? 

Gold volatility skew tends to be upward sloping (OTM calls 
more expensive than puts). The skew tends to increase as 
Gold spot moves higher. This makes selling OTM calls 
more attractive as spot prices rise. 

Over the last 5 years the rolling 6m correlation between Gold 
spot and Gold 2m 107.5F implied volatility has averaged 
~32% - the rolling correlation has been particularly high 
during periods of Gold rallies. 

How does implied volatility correlate with Gold spot?  

Gold spot and implied volatility have on average been 
positively correlated as opposed to equities where implied 
volatility tends to spike as prices go down. Therefore when 
gold prices go up, call options are richer and compensate 
investors for capping their upside on the underlying asset. 

Selling OTM calls on Gold can therefore be a good 
funding trade even if prices are trending up.  

What about realised volatility? 

A common misconception is that Gold realized volatility is 
high when the spot rallies and less when it falls. Gold 
realized volatility tends to have very low correlation to 
spot prices most of the time. Over last 5y spot / vol 
correlation averaged a modest ~14%.** 

Being short upside strikes in Gold may not be as risky 
as what the implied volatility indicates. 
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Gold Income Strategy – Performance during different Market Scenarios* 

The Gold Income Overlay has increased the annual returns of Gold in all considered market scenarios. It 
has generated an additional income in upside or sideways markets and it has provided hedging benefits 
in downside markets. 

Income Overlay – Sensitivity Analysis 

Maturity:*** Strike:*** 

•  Theoretically shorter-dated options tend to be beneficial due to a larger time decay (theta). Given the nature of the  
underlying movement and the liquidity, we have chosen a 2m maturity. 

• The graphs below show the net-of-costs performance statistics across strikes for 2 month calls and across maturities 
for a 20 Delta Call. 

We have chosen a 2m 107.5F Call OW implementation as it provides a good trade-off between premium 
received vs. capped upside.  

Source: UBS AG, Bloomberg. Data as of 12 August 2020. 
Data contains backtested values. See disclosure on the last page of this document for important information regarding backtested data. Past performance not indicative of future 
performance. The performance is net of trading costs. *Bull Market: BCOMGC Index > 7%; Bear market: BCOMGC Index < -10%; Sideways Market otherwise 
**2020 numbers are year-to-date and not annualised. ***Performance numbers are annualised, Data as of 30 June 2020 
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Bull 
Market 

2009 22.7% 26.5% 11.5% -10.0% 

2010 28.5% 31.5% 5.1% -2.8% 

2011 9.5% 16.1% 5.9% -0.7% 

2016 7.6% 8.5% 3.5% -3.0% 

2017 12.6% 13.8% 1.4% -0.4% 

2019 17.8% 18.1% 1.8% -1.6% 

2020** 17.9% 19.4% 3.9% -7.6% 

Average 16.7% 19.1% 4.7% -3.7% 

Sideways 
Market 

2008 3.8% 2.9% 13.8% -17.3% 

2012 5.9% 7.4% 3.8% -2.6% 

2014 -1.9% 0.3% 2.3% -0.1% 

2018 -3.0% -2.4% 1.1% -0.5% 

Average  1.2% 2.1% 5.2% -5.1% 

Bear 
Market 

2013 -28.8% -26.3% 3.5% -0.3% 

2015 -11.0% -9.3% 2.6% -0.9% 

Average -19.9% -17.8% 3.0% -0.6% 



Gold Income Strategy – Monthly Returns 

Source: UBS AG, Bloomberg. Data as of 12 August 2020. 
Data contains backtested values. See disclosure on the last page of this document for important information regarding backtested data. Past performance not indicative of future 
performance. The performance is net of trading costs. *Data as of 12 August 2020 
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Gold Income Strategy – Path Dependency Illustration* 
Daily trading using monthly listed expiries is the preferred implementation method as it provides entry 
and exit diversification to reduce path dependency. 

• Each grey path represents a different strategy which only trades once a month (1st Friday, 2nd Friday, 3rd Friday or 4th 

Friday). By trading daily the Gold Income Overlay diversifies across entry points (implied volatility, strike) and exit points 

(expiries).  

• Among the five variations the Gold Income Overlay ranks 2nd in terms of return and 1st in terms of Sharpe Ratio. 

Below is the monthly return comparison of the Gold Income Strategy and Gold (BCOM Gold TR Index). 
    Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Annual 

2008 Gold Income Strategy 2.3% 3.3% -2.0% -4.8% 3.0% 3.8% 0.5% -8.6% 3.7% -14.1% 11.7% 5.3% 1.4% 
  Gold 7.3% 5.2% -5.8% -6.0% 2.7% 4.3% -1.5% -9.4% 5.6% -18.4% 13.8% 8.0% 1.1% 
  Outperformance -5.5% -2.0% 4.2% 1.1% 0.2% -0.5% 2.0% 0.8% -2.0% 4.6% -2.0% -2.8% -2.3% 

2009 Gold Income Strategy 3.8% 2.3% 1.0% -2.0% 8.8% -2.9% 3.1% 0.3% 6.2% 3.4% 4.8% -4.3% 26.5% 
  Gold 4.8% 1.5% -2.1% -3.7% 9.8% -5.4% 2.7% -0.2% 5.9% 3.1% 13.5% -7.3% 22.7% 
  Outperformance -1.1% 0.8% 3.3% 1.7% -0.9% 2.6% 0.4% 0.5% 0.3% 0.3% -9.0% 3.2% 1.5% 

2010 Gold Income Strategy -0.5% 3.4% 0.2% 5.2% 3.2% 2.7% -4.0% 5.4% 4.2% 3.2% 2.2% 2.8% 31.5% 
  Gold -1.3% 3.2% -0.5% 5.9% 2.8% 2.5% -5.3% 5.6% 4.7% 3.7% 1.9% 2.5% 28.5% 
  Outperformance 0.9% 0.2% 0.7% -0.7% 0.5% 0.1% 1.4% -0.2% -0.5% -0.5% 0.3% 0.3% 2.3% 

2011 Gold Income Strategy -5.2% 5.5% 2.4% 5.8% 0.6% -1.6% 7.2% 6.8% -4.4% 6.3% 2.2% -9.1% 16.1% 
  Gold -6.2% 5.6% 2.0% 8.1% -1.4% -2.2% 8.4% 12.3% -11.4% 6.3% 1.3% -10.5% 9.5% 
  Outperformance 1.1% -0.2% 0.4% -2.3% 2.2% 0.6% -1.2% -5.7% 8.1% 0.1% 1.0% 1.4% 5.2% 

2012 Gold Income Strategy 9.9% -0.6% -1.6% -0.3% -5.9% 3.0% 0.6% 4.2% 3.3% -2.2% -0.2% -2.1% 7.4% 
  Gold 10.9% -1.7% -2.5% -0.5% -6.1% 2.6% 0.3% 4.5% 5.1% -3.1% -0.5% -2.2% 5.9% 
  Outperformance -1.0% 1.1% 0.9% 0.2% 0.2% 0.4% 0.2% -0.3% -1.9% 1.0% 0.3% 0.1% 1.2% 

2013 Gold Income Strategy -0.8% -4.9% 1.0% -7.8% -5.0% -11.8% 6.9% 4.8% -2.5% 0.3% -5.2% -3.6% -26.3% 
  Gold -1.0% -5.1% 1.0% -7.8% -5.5% -12.2% 7.1% 6.3% -5.0% -0.3% -5.6% -3.9% -28.8% 
  Outperformance 0.1% 0.1% 0.0% -0.1% 0.5% 0.4% -0.2% -1.5% 2.7% 0.5% 0.4% 0.2% 3.2% 

2014 Gold Income Strategy 3.2% 6.0% -1.8% 1.1% -3.6% 5.8% -2.7% 0.5% -5.8% -3.1% 0.3% 1.1% 0.3% 
  Gold 3.1% 6.6% -2.9% 0.9% -3.9% 6.1% -3.1% 0.3% -5.9% -3.3% 0.2% 0.7% -1.9% 
  Outperformance 0.2% -0.6% 1.1% 0.2% 0.2% -0.3% 0.4% 0.2% 0.1% 0.2% 0.1% 0.4% 2.2% 

2015 Gold Income Strategy 6.6% -4.2% -2.3% 0.1% 0.8% -1.4% -6.5% 3.2% -1.1% 2.7% -6.5% -0.3% -9.3% 
  Gold 7.9% -5.2% -2.6% -0.1% 0.5% -1.5% -6.7% 3.4% -1.5% 2.3% -6.7% -0.5% -11.0% 
  Outperformance -1.4% 1.1% 0.2% 0.2% 0.2% 0.1% 0.2% -0.2% 0.4% 0.4% 0.3% 0.2% 1.7% 

2016 Gold Income Strategy 5.1% 7.1% 1.7% 3.8% -4.3% 7.8% 3.1% -2.8% 0.7% -3.3% -7.7% -1.8% 8.5% 
  Gold 5.3% 10.6% 0.0% 4.5% -5.8% 8.5% 2.2% -3.4% 0.4% -3.3% -8.0% -1.9% 7.6% 
  Outperformance -0.2% -3.6% 1.9% -0.7% 1.6% -0.7% 0.9% 0.6% 0.2% 0.1% 0.4% 0.1% 0.5% 

2017 Gold Income Strategy 4.8% 3.3% 0.1% 1.6% 0.4% -2.3% 1.9% 3.5% -2.0% -0.9% 0.3% 2.5% 13.8% 
  Gold 5.0% 3.5% -0.4% 1.4% 0.3% -2.5% 2.0% 3.9% -2.8% -1.0% 0.2% 2.7% 12.6% 
  Outperformance -0.1% -0.2% 0.5% 0.2% 0.1% 0.2% 0.0% -0.4% 0.7% 0.1% 0.1% -0.1% 1.0% 

2018 Gold Income Strategy 2.2% -1.5% 0.4% -0.3% -1.3% -3.6% -2.3% -1.9% -0.7% 1.8% 0.7% 4.4% -2.4% 
  Gold 2.3% -1.8% 0.4% -0.5% -1.4% -3.7% -2.4% -2.0% -0.7% 1.8% 0.6% 4.7% -3.0% 
  Outperformance -0.2% 0.3% 0.0% 0.1% 0.1% 0.1% 0.0% 0.1% 0.1% 0.0% 0.1% -0.3% 0.6% 

2019 Gold Income Strategy 3.4% -0.3% -1.6% -0.7% 1.6% 6.0% 1.8% 5.7% -2.3% 3.1% -2.8% 3.4% 18.1% 
  Gold 3.1% -0.5% -1.7% -0.8% 1.7% 8.0% 1.0% 6.5% -3.5% 3.0% -3.1% 3.6% 17.8% 
  Outperformance 0.3% 0.3% 0.1% 0.1% 0.0% -2.0% 0.9% -0.9% 1.3% 0.1% 0.3% -0.2% 0.2% 

2020 Gold Income Strategy 4.1% -1.2% 1.7% 6.2% 3.5% 2.6% 3.6% -1.1%         20.8% 
  Gold 4.0% -1.2% 1.8% 6.1% 2.7% 2.8% 8.5% -1.9%         24.7% 
  Outperformance 0.1% 0.1% 0.0% 0.0% 0.8% -0.2% -5.1% 0.8%         -3.7% 



Bloomberg Gold Subindex 

Source: UBS AG, Bloomberg. For illustrative purposes only. 
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The BCOM Gold Index gives investors exposure to Gold by systematically rolling a future at the front of the 
curve. 

Gold Income Overlay 

Every day the strategy aims to trade a 2m 107.5F call target option, implemented via listed options as 
outlined below.  

• Every day the strategy trades 1 target option with maturity of 2 months and a strike of 107.5% of the forward  with 
an allocation of 1/42 of the strategy notional. 

• This target option is implemented via one or two available listed monthly expiring options enclosing the target 
maturity and with listed strike closest to the target strike. 

• The Gold options and futures are listed on COMEX. The selected options are restricted to the expiries in odd months 
and they reference the Gold future expiring in the subsequent even month. 

Monthly 
Option Expiry 

t + 2m 

Monthly 
Option 
Expiry t 

Monthly 
Option 

Expiry t + 4m 

BD 1 BD 2 BD 3 …. 
2 1 

• Example         : The target maturity exactly matches the listed expiry. Therefore only one option is traded (with strike 
closest to the target strike). 

• Example         : The target maturity falls between two listed expiries. Therefore a weighted position in the two 
enclosing options is taken such that the weighted average maturity equals the target maturity (and with strikes closest 
to the target strike). 

 

1 

2 

• To avoid the physical delivery of commodities from the underlying futures, the BCOM indices roll from current to 
subsequent contracts during the roll period defined in the methodology, which falls within the 5th-9th business day 
of each month. 

• The roll schedule for Gold is defined in the table below: 

Month Jan (F) Feb (G) Mar (H) Apr (J) May (K) Jun (M) July (N) Aug (Q) Sep (U) Oct (V) Nov (X) Dec (Z) 

Contract G J J M M Q Q Z Z Z Z G 

• The contact shown in the table for the respective month is the “Lead Contract“ which is held at the beginning of the 
month, but rolled out of during the 5th – 9th business day into the “Next Contract“, which is the contract shown for 
the subsequent month. 

• If Lead and Next Contract are identical (in Feb, Apr, Jun, Aug, Sept, Oct), no rolling activity takes place. 

Appendix: Strategy Implementation 
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Sales and Trading Disclaimer 

This material has been issued by UBS AG and/or any of its affiliates ("UBS" and "we", "us"). The securities, derivatives or other financial instruments described herein 
("Instruments") may not be eligible for sale in all jurisdictions or to certain categories of investors. This material is for distribution only under such circumstances as may be 
permitted by applicable law, rules and/or regulations. All communications between you and us may be monitored. Please see further details as set out under "Country-specific 
information" below. 

Provenance and purpose: This material has been prepared by sales or trading personnel and it is not a product of our Research Department and is not intended to recommend, 
suggest or inform an investment strategy. Opinions expressed may differ from the opinions expressed by our other divisions, including those of the Research Department. 

Recipient to exercise own judgment: The information contained herein should not be regarded by recipients as a substitute for the exercise of their own judgment. It has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient and does not constitute the provision of investment advice. Prior to 
entering into a transaction you should consult with your own legal, regulatory, tax, financial and accounting advisers to the extent you deem necessary to make your own 
investment, hedging and trading decisions. 

Not an offer to transact: This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of an offer to buy or sell any 
Instrument or to participate in any particular trading strategy. This material is not an official confirmation of terms. 

Conflicts of Interest: This material may contain proprietary commentary produced in conjunction with our trading desks that trade as principal in the Instruments. This 
commentary may therefore not be independent from our proprietary interests or those of connected parties which may conflict with your interests. We may have accumulated or 
may acquire a long or short position in the subject Instrument, or derivative thereof, on the basis of this material prior to its dissemination. We may trade as principal or otherwise 
act or have acted as market-maker and/or as an execution venue in the Instruments. Instruments may be highly illiquid which may adversely impact the price, spread and speed of 
execution of orders in those Instruments. Furthermore, we may have or have had a relationship with or may provide or have provided investment banking, capital markets and/or 
other financial services to the companies associated with the Instruments. We have policies and procedures designed to manage conflicts of interest. In order to control the flow of 
information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS, we may rely on information barriers. Additional information can be 
found at "https://www.ubs.com/global/en/investment-bank/regulatory.html" and may be made available upon request. 

Contents of Material: This material is prepared from information believed to be reliable, but we make no representations or warranties, express or implied, and owe no duties 
(including in negligence) as to the accuracy, completeness or reliability of the information contained herein, nor is it intended to be a complete statement or summary of the 
Instruments, markets or developments referred to in the materials. The information contained in this material is as of the date hereof only and is subject to change without notice. 
We do not undertake any obligation to update this material. Any prices or quotations contained herein are indicative only and are not for valuation purposes. Past performance is 
not necessarily indicative of future results. 

Statement of Risk: The Instruments are not suitable for all investors, and trading in these Instruments is considered risky and is appropriate only for sophisticated investors and in 
particular any target market identified herein. These Instruments may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates, foreign 
exchange rates and other market conditions. Some Instruments may be physically settled or cash settled. 

No Liability: To the fullest extent permitted by law, neither we nor any of our directors, employees or agents is liable for any loss (including indirect, special or consequential losses 
or damages, and even if we have been advised of the possibility of loss) arising out of any person’s use of, or reliance upon, the information contained herein. 

Securities Act: Any Instruments that have not been registered under the United States Securities Act of 1933 may not be offered or sold in the United States except pursuant to 
an exception from the registration requirements of the Securities Act and applicable state securities laws and in such circumstances as may be permitted by applicable law. 

No redistribution or reproduction: We specifically prohibit the redistribution or reproduction of this material in whole or in part without our prior written permission and we 
accept no liability whatsoever for the actions of third parties in this respect. © UBS [INSERT YEAR]. All rights reserved. 

Country-specific information: Except as otherwise specified herein, these materials are distributed to professional clients only, and are not suitable for retail clients. For further 
important country-specific information, please see the following link: https://www.ubs.com/global/en/investment-bank/us-sales-trading-country-specific.html  

 

Back-testing Disclaimer 

This analysis has been provided to you by UBS AG and/or any of its affiliates ("UBS"), for informational purposes only and should not be used in substitution for the exercise of 
independent judgement.  

This material contains data derived as a result of back-testing of data and is provided by UBS in good faith using its standard methodology for information of this kind.  That 
methodology relies on proprietary models, empirical data, assumptions and such other information that we believe to be accurate and reasonable.  The current data that UBS 
selected for preparation of this material may be substantially different if the date is selected from a different time period and this may have substantial impact on the back-testing 
results.   

 This information is provided to you for information purpose only and we make no representation as to the accuracy, completeness or appropriateness of such methodology and 
accept no liability for your use of the information.  Specifically, there is no assurance that other banks or brokers would derive the same results for the back-test period or that such 
results would have been achieved in practice.  Potential investors should not rely on this material for the purpose of understanding the probability that they may lose their initial 
investment in investing in the subject product. 

 Prospective investors should also note that back-testing results may project unrealistic expectation on the performance of the subject product.  Past performance is not necessarily 
indicative of future results.  This material does not guarantee the performance of the subject product in all circumstances and UBS shall not be responsible for any investment loss 
suffered by the investors in investing in the subject product in this respect.   

 The back-testing results has not considered the risks involved in investing in the subject product, including but not limited to the credit risk of the issuer of the subject product.  
These risks may lead to the loss of investors' initial investment in the subject product and investors should read the risks stated in the offering documents of the subject product 
before investing in the subject product. 

 Under no circumstances shall UBS have any liability for a) any loss, damage or other injury in whole or in part caused by, resulting from or relating to, any error (negligent or 
otherwise) of UBS in connection with the compilation, methodology, interpretation, communication, publication or delivery of this analysis, or b) any direct, indirect, special, 
consequential, incidental or compensatory damages whatsoever (including, without limitation, lost profits), in either case caused by reliance upon or otherwise resulting from or 
relating to the use of (including the inability to use) this analysis.  

 

This analysis is confidential. UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written permission of UBS and UBS 
accepts no liability whatsoever for the actions of third parties in this respect. © UBS 2020 

Scenario Analysis Disclaimer 

You have requested (whether pursuant to CFTC Rule 23.431(b), as it may be amended, or analogous SEC disclosure requirements as may be issued by the SEC or later amended 
(together, the “Rules”) or otherwise), that we provide you with a scenario analysis to assist you in assessing your potential exposure in connection with a proposed swap 
transaction. By accepting this information, you acknowledge that the scenario analysis is in full compliance with the Rules (if your request was pursuant to the Rules) and agree that 
the scenario analysis so provided by us is subject to the terms of this disclaimer.  This scenario analysis information is confidential and proprietary to us. 

The scenario analyses shown in this material are based on model-based valuation methodologies and the results provided by them may vary significantly depending on the data 
used as inputs and on the assumptions and other parameters imbedded in the model. They are based in part on information and market data which may be subject to change. We 
shall not be under any obligation to update the analyses. The assumptions and parameters used are not the only ones that might reasonably have been selected. The scenario 
analyses are illustrative only and present hypothetical performance analyses of the Instrument based on certain assumptions with respect to specific factors that may prove not to 
be correct. They are not intended to predict actual results for the Instrument and actual results may differ substantially from those provided or projected herein. We make no 
representation or warranty, express or implied, as to the accuracy or completeness or fitness for use for any particular purpose of the analysis or calculation methodology used. You 
should review and understand the assumptions and evaluate whether they are appropriate for their purposes. 
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