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The Role of Gold

Gold has been on a tear over the last year, rising 32% while global equities have languished. Investors buy gold for many

Gold’s strong performance over the last year has some investors wondering if it is time to add gold to their portfolios. We aren’t 
recommending gold, as we find the current outlook for gold prices too uncertain.

We believe that investors should be compensated for the risks thehy take in individual investments, and that every asset should
have a purpose. We do not have a strategic allocation to gold as, over the long term, gold doesn’t generate returns sufficient enough
to justify its risk levels. This can be seen in Exhibit 1, where gold is by far the riskiest asset, yet has generated returns lower than the
other long-term assets. Gold can, however, be more useful on a shorter term basis and p-otentially as a hedge against risk. While
many investors believe gold is a good inflation hedge, we show that both TIPS (Treasury Inflation-Protected Securities) and natural
resource equities are superior hedges. We also show that gold can reduce portfolio downside risk during market downturns - as we
have recently encountered. Because we are not overly bearish on the present risk taking environment, we are not currently recom-
mending a tactial position in gold in our global policy model.

Drivers of Gold Prices

One of the key challenges in investing in gold is determining its true value. With no income stream to value, gold prices fluctuate
widely based on short-term supply and demand. As shown in Exhibit 2, the traditional driver of gold demand (jewelry) has fallen as
a percentage of total demand, while financial demand has increased, Because of this changing dynamic, we do not feel much insight
will be gained by digging into non-financial supply and demand for gold as a clue to future prices.

A Less than Perfect Inflation Hedge

reasons, but a common objective is a hedge against some type of risk. In this report, we show how gold can reduce downside risk
during big down markets, but that it isn’t the most effective inflation hedge.
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Gold as an Inflation Hedge
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Gold as a Currency Debasement Hedge
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Gold as an Armageddon Hedge



5 

The Role of Gold

The Benefits of Gold Can Be Fleeting
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