
An Overview of Gold: For Now, It’s Golden

On November 3, 2009, India stunned the world when its central bank, the Reserve Bank of India, 
purchased 200 tons of gold, worth $6.7 billion and equal to approximately 8 percent of the world’s 
annual gold-mine production. The purchase, considered the largest by a central bank in 30 years, 
was viewed by many as “a signal governments around the world are becoming increasingly 
uncomfortable about the sliding value of the US dollar.”1

BY TOM ANDERSON, CFA, HEAD OF STRATEG AND RESEARCH,  
INTERMEDIARY BUSINESS GROUP, STATE STREET GLOBAL ADVISORS

The short-term impact of India’s purchase from the International 
Monetary Fund was to propel the spot price of gold in nominal 
terms to a new record high of $1,085 per ounce on that day. 
Subsequently, gold reached a 2009 peak price of $1,226 an ounce 
on December 3, falling to $1,097 an ounce by year end. 

On an inflation-adjusted basis, the spot price of gold remains well 
below the interim month high of $873 an ounce hit on January 21, 
1980, a time when the rate of inflation in the US was heading 
towards 20% and investors were worrying about the Soviet 
presence in Afghanistan and the fallout from the Iranian Revolution. 

India was not the only large buyer of gold in 2009. Numerous 
institutions have been attracted by the investment attributes of gold 
— as a diversifier, as a safe haven during volatile times and as a 
hedge against inflation and dollar weakness. Hedge funds, asset 
managers, broker/dealers, pension funds and endowments have all 
turned to gold as exemplified by their holdings in gold exchange 
traded products (ETPs). SPDR® Gold Shares, for example, held 
$40.2 billion in gold bullion as of December 31, 2009 for a similar 
cross section of institutional investors ranging from hedge funds to 
endowments.

Acknowledging the appeal and challenges for an institutional 
investor of investing in gold, Shayne McGuire, Managing Director 
and Head of Global Research at the Teachers Retirement System of 
Texas, recently said, “Within a portfolio setting, gold can make 
tremendous sense.” In their September 30, 2009 13F filing, the 
Teachers Retirement System of Texas said they had increased their 
position in SPDR Gold Shares by $144 million. According to 
McGuire, “we added gold as a tactical position for a number of 
reasons. We see gold benefiting from increased central bank 
purchases, from rising affluence in Asian countries, from continu-ing 
weakness in the US dollar, and from limited supply from mining 
production.”

However, despite gold’s stunning performance in recent years as 
it’s benefited from tight supply and strong demand, it should be 
remembered that gold has not always performed that well as an 
investment. From its January 1980 peak, the price of gold 
subsequently declined to trade mostly in the narrow $300 to $400 
an ounce range for the next two decades. In fact, it took nearly 
twenty seven years for the price of gold to top its 1980 peak on 
January 9, 2008. As we’ll see, the ups and downs of the price of 
gold are determined by many hard-to-predict variables that can 
impact the fragile balance between supply and demand.

FIGure 1: HIstorical Price of GoLd (us$/Oz, eNd of period) and  
real GOLd price (Jan 1974 = 100)

Source: Global Insight, World Gold Council.
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The Varying supPly and demand dynamICs of Gold

Like oil, gold supply is impacted by the ability of producers to 
identify and deliver newly mined gold to the market. Unlike oil, 
however, gold is not consumed or destroyed in its use, and there is 
the ability to recycle above-ground stocks to add to supply. Central 
banks, or the so-called official sector, are significant owners of gold 
reserves and also return a certain amount of supply to the market 
each year. Over the 5 year period (2004–2008), 59% of gold supply 
came from newly mined production, 28% from recycling of 
fabricated products such as jewelry, and 13% from net official 
sector sales.

Gold mining takes place on every continent except Antarctica. The 
supply sources are more geographically diverse than ever before, 
with China, the United States, South Africa and Australia all 
producing between 200 and 300 tons each of newly mined gold in 
2008. However, mine production has declined since 2001, from a 
high of nearly 2,650 tons to just over 2,400 tons in 2008.

Because gold is virtually indestructible, practically all of the gold 
that has ever been mined still exists. Of the 163,000 tons of above 
ground stocks of gold currently estimated to be in existence, the 
GFMS Group calculates that 51% is held in the form of jewelry, 
18% is in the hands of the official sector, 17% is with investors, 
12% is in industrial products and 2% is unaccounted for.

Official sector supply stands at 28,700 tons, down from the 38,000 
tons in the 1960s. From 1980 through the third quarter of 1999, 
many central banks systematically reduced their gold holdings 
which was a major factor in depressing the price of gold in those 
two decades.

However, in September 1999, a group of European Central Banks 
signed the first Central Bank Gold Agreement (CBGA1) to limit 
official sector gold sales to 400 tons a year for five years. CBGA2 
was signed in 2004, and in August 2009, a third five-year CBGA 
agreement was announced, reducing the annual ceiling to 400 tons 
which includes the IMF’s planned sale of 403 tons, half of which 
was already purchased by the Reserve Bank of India.

Gold demand comes from three sources: jewelry, industry and 
investment. In the five years from 2004 through 2008, annual 
demand for gold was 3,599 tons on average. The primary source of 
demand comes from jewelry, accounting for 68% of total demand 
over the five years. Investment demand, which includes both retail 
demand — largely gold coins and bars — and ETPs, accounted 
for 20% of aggregate demand during the same 2004-2008 period. 
Industrial demand, which comprises electronics’ consumption as 
well as medical and dental uses, represented the remaining 12%.

5-year AVerAGe FLOws (2004-2008)

5-year DEMAND FLOws (2004-2008)

Net Central  
Bank Sales 

13% (447 tons)

Recycled Gold� 
28% (1,016 tons)

Mine Production 
59% (2,136 tons)

Industrial 
12% (441 tons)

Investment 
20% (717 tons)

Jewelry 
68% (2,441 tons)

Source: GFMS, World Gold Council

Figure 2: suppLy and demand FLOws for GoLd

The demand factors can vary considerably from year to year. In 
2008, for example, jewelry demand fell dramatically to 62% from 
the average 68% of total demand, reflecting the poor economic 
environment.

However, even as jewelry demand fell in 2008, investment demand 
rose to 25% from the average 20% of total demand as gold was 
used as a safe haven investment. Overall investment demand has 
more than tripled since 2004, much of it driven by the availability of 
gold exchange traded funds.



THe InVestment CAse FOr GoLd: A pOsitive PrICe Outlook ANd 

dIVersification BeNefits

As with any asset class, investors turn to gold for both tactical and 
strategic investment reasons. The tactical case has been driven 
by the positive price outlook associated with strong demand and 
tight supply for gold. The strategic case is driven by the investment 
diversification benefits of gold.

Gold as a pOrtfolio dIVersIFIer

One of the most compelling reasons to own gold is to help diversify 
a portfolio. Gold’s diversification benefits are manifold. As can be 
seen in Figure 3 below, gold’s correlations are exceptionally low 
to traditional equities and bonds as well as to broader commodity 
indexes.

E  DOW JONES US SELECT REIT
F  S&P 500 INDEX
G  US DOLLAR INDEX

10 year Correlation with GoLd (October 1999–sepTember 2009)

A  GOLD LONDON PM FIXING
B  S&P GSCI
C  BARCLAYS CAPITAL US AGGREGATE INDEX
D  S&P GLOBAL BMI EX US

Source: Zephyr Style Advisor, SSgA Strategy & Research.
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GOLd As AN Inflation HedGe

Gold has been used as a hedge against inflation for centuries. 
Since 1973, when the price of gold became free-floating, gold has 
provided an annualized real rate of return of 1.8% over the US 
consumer price index (CPI). Gold has tended to see its strongest 
price performance in years of high inflation such as 1980, providing 
an average real return of 14.9% in years in which CPI has been 
greater than 5%. 

GoLd AS a dOLLAr HedGe

Gold has historically demonstrated an inverse relationship to the 
dominant global currency — currently the US dollar. Over the past 
10 years, the correlation of gold to the US Dollar Index, a trade-
weighted basket of non-US currencies, was -0.49. 

GoLd SAS A sAFe HavEn Asset

Gold has long enjoyed a reputation as a safe haven asset and tends 
to trigger investor interest during periods of uncertainty. The market 
crisis of 2008 was no exception. The price of gold rose for the 
eighth consecutive year, climbing 4.3% in a year in which the S&P® 
500 fell 37%, MSCI EAFE dropped 43%, and broader commodity 
indexes such as the S&P GSCI Index fell 43%. 

For Now, It’s GoLden

So at least for now, the overview for gold is golden. But as gold’s 
history tells us, that can always change and change very quickly.
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1	 Alia McMullen, “India Propels Gold to New High,” Financial Post, November 4, 2009.

This document may not be reproduced, distributed or transmitted to any person without 
express prior permission. The information contained herein may not be distributed and 
published in jurisdictions in which such distribution and publication is not permitted.

Nothing contained herein constitutes investment advice and should not be relied upon as 
such. The value of the shares of the SPDR® Gold Trust (the"Trust") may fall or rise. Shares 
in the Trust are not obligations of, deposits in, or guaranteed by, World Gold Trust 
Services, LLC, State Street Global Advisors or any of their affiliates. Past performance 
figures of the Trust or of the gold market are not necessarily indicative of the future 
performance of the Trust. The shares are expected to reflect the gold price, therefore the 
price of the shares will be as unpredictable as the gold price has historically been. 
Investors have no right to request the Trust’s sponsor to redeem their shares while the 
shares are listed. It is intended that the holders of the shares may only deal in their 
shares through trading on the Singapore Exchange Securities Trading Limited (“SGX”). 
Redemption of shares can only be executed in substantial size through authorized 

participants. Listing of the shares on the SGX does not guarantee a liquid market for the 
shares, and the shares may be delisted from the SGX.

Investors should read the Trust’s prospectus and may wish to seek advice from a financial 
adviser before making a commitment to invest in the Trust. The prospectus may be 
obtained upon request from State Street Global Advisors Singapore Limited (Co. Reg. No: 
200002719D) and can be downloaded from the Trust’s website www.spdrgoldshares.com.

“SPDR” is a trademark of Standard & Poor’s Financial Services LLC (“S&P”) and has been 
licensed for use by State Street Corporation. No financial product offered by State Street 
Corporation or its affiliates is sponsored, endorsed, sold or promoted by S&P or its affiliates, 
and S&P and its affiliates make no representation, warranty or condition regarding the 
advisability of buying, selling or holding units/shares in such products.

Further limitations that could affect investor’s rights may be found in the SPDR® Gold 
Shares prospectus.  
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