
The Case for Gold:
A Strategic Asset

history of gold
The history of gold is as old as time itself. From references to gold in 
the Bible to the Greek myths of Jason and King Midas, gold has long 
been a symbol of wealth, freedom and power. Empires and nations—
from Charlemagne to the Spanish conquest of the New World and on 
through to the American frontier movement—all were mobilized by 
the pursuit of gold or built upon its promise. 

Though its first use appears to have been for ornamentation, 
sculpture and jewelry, gold has been employed most prominently 
through the ages as a store of financial value—or as a form of 
currency. From Ancient Egypt to modern day Britain, gold became 
the standard medium of exchange for trade and was the standard 
measure upon which monetary systems were based. 

The Gold Standard
Over time, as various forms of currency and paper monies emerged, 
most major economies adopted the gold standard, which fixed the 
value of their currencies to a specified amount of gold. In its most 
formal sense, the gold standard was a financial system established 
with the aim of promoting global trade and controlling inflation. 
It dictated that a nation could not issue currency in excess of the 
amount of gold it held in reserve. Great Britain was the first to 
officially adopt the standard in 1821. The rest of Europe followed in 
the 1870s and the system remained intact until the end of World 
War I. After the war, most countries began to build reserves of major 
currencies independent of their gold reserves. The US was the only 
world power that maintained the gold standard. 

Although there was no longer a direct link between a nation’s gold 
holdings and its national monetary supplies, gold was still the 
primary reserve asset. In 1944, the Bretton Woods System was 
established as the new international monetery system, and the dollar 
emerged as the world’s dominant currency standard. Central banks 
kept gold in order to exchange it for dollars at the official fixed price, 
which helped to protect these nations from fluctuations in currencies 
that were no longer tied to the gold standard.

Gradually, however, central banks created more money than was 
consistent with stable prices and the fixed official gold price became 
unrealistic. In 1971, the US abandoned the system and the dollars 

held by foreign central banks could no longer be converted to gold, 
taking the US off the gold standard altogether. Since that time, the 
price of gold fluctuates in response to supply and demand. 
 

how Gold is used today
Gold’s chemical and physical properties make it valuable in a wide 
array of everyday applications. Jewelry accounts for 60%-70% of 
the annual consumption of gold today. Another 10%-15% of gold 
demand is generated by industrial applications ranging from the 
manufacturing of semiconductors and heating and cooling systems 
to dentistry. The remaining gold—between 15%-30%—is held for 
investment purposes by individuals, institutions, and central banks.1 
And the demand for investment-grade gold is increasing. 

WHAT DRIVES GOLD PRICES?
Ever since the gold standard was abandoned, gold prices have been 
driven by supply and demand. Since it was first mined more than 
5,000 years ago, the total production of gold ever put into use is a 
little over 166,000 tonnes.2 Most of this gold is still in existence today, 
and were it all gathered together it would fit into 3.5 Olympic sized 
swimming pools.3 

INCREASING DEMAND
Jewelry represents the largest area of consumption for gold. 
However, since 2007, its share of the demand pool has been gradually 
declining. Much of this decline may stem from a weakening market 
for jewelry in the US and other developed countries as lingering high 
unemployment and economic uncertainty in the wake of the Great 
Recession continue to take their toll on retail sales. As a result, the 
center of jewelry demand has shifted to China, India and the Middle 
East, where continued economic prosperity and rising standards of 
living among its growing middle classes are increasing demand for 
gold jewelry for celebrations and as a sign of personal wealth. 

While consumption for industrial gold has slowly risen over the past 
decade driven by usage in consumer elelctronics, the largest increase 
in demand during this same period is for investable gold, with overall 
consumption quadrupling since 2001, driven mainly by increased sales 
of gold bars and the skyrocketing popularity of gold ETFs and related 
products (see Figure 1).

 

IMPORTANT INFORMATION

•	 SPDR® Gold Trust (the “Trust”) is an exchange traded fund designed to track the price of gold (net of Trust expenses).
•	 Investment involves risks, in particular, investing in one single commodity asset class. Fluctuation in the price of gold may materially 

adversely affect the value of the Trust. Investors may lose part or all of their investment.
•	 The trading price of the shares may be different from the underlying NAV per share.
•	 The Trust may not be suitable for all investors. Investors should not invest based on this marketing material only. Investors should read 

the Trust’s prospectus, including the risk factors, take into consideration of the product features, their own investment objectives, risk 
tolerance level etc and seek independent financial and professional advices as appropriate prior to making any investment.

For thousands of years, gold has been one of the world’s most valuable metals, used as both a form of currency 
and an investment. More recently, the potential value of gold as an investment option has been underscored by a 
continuing string of record prices for gold over the past few years and the greater accessibility of the gold market to 
a broader range of investors via exchange traded funds (ETFs), like SPDR® Gold Shares [2840]. This article provides 
an overview of the unique characteristics of gold and the value it may bring as a potentially beneficial diversifier and 
mitigator of risk and volatility in investment portfolios.



Figure 1: End-USE GOld Consumption (TONNES)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
jewelery consumption 3,009 2,662 2,484 2,616 2,719 2,300 2,423 2,304 1,814 2,017
Industrial & Dental 363 358 386 419 438 468 476 461 410 466
electronics 197 206 237 266 286 316 322 311 275 327
Other industrial & Decorative 97 83 82 85 90 92 96 95 82 91
Dentistry 69 69 67 68 62 61 58 56 53 49
Identifiable Investment 370 366 354 499 614 685 700 1,223 1,435 1,514
physical bar investment 259 240 183 222 258 237 244 645 531 880
official coins 83 97 107 115 111 129 135 187 229 207
medals & Imitation coins 29 26 26 29 37 59 68 70 59 88
investment in exchanged 
traded funds and related 
products*

- 3 39 133 208 260 253 321 617 338

total 3,742 3,386 3,224 3,534 3,770 3,453 3,599 3,989 3,659 3,997

Source: Thomson Reuters GFMS, Gold Survey 2011.
*�Including: Gold Bullion Securities (both traded at LSE and ASX), SPDR Gold Shares, NewGold Gold Debentures, Central Fund of Canada and Central Gold Trust, iShares Comex 
Gold Trust, XKB Gold, Goldist, ETFS Physical Gold, Xetra-Gold, Julius Baer Physical GOld Fund, Glaymore GOld Bullion ETF, Swiss Gold Bullion ETF, Swiss Gold, ETFS (both trated in 
Tokyo and New York), Sprott Physical Gold Trust, Dubai Gold Securities, ETFS Physical Precious Metals Basket Shares (GLTR) and Mitsubishi Physical Gold ETF.

While growing demand had gradually moved gold prices up over the 
past ten years, prices began to rise rapidly starting in 2007. In that year, 
the first warning signs of the recession coupled with concerns over 
inflation, began to generate a wave of demand for gold beginning in 
September. This demand, aided by a 3% drop in mining production, 
helped push prices sharply higher before dropping through most of 
2008 as fears of inflation largely subsided.

The financial crisis of late 2008 and the onset of the Great Recession 
initially led to a sharp decline in gold prices, as frightened investors 
pulled their money out of market-driven investments and converted 
to cash, and consumption in jewelry and technology dropped due 
to a decrease in consumer spending. However, once it became 
clear that the US banking system was not going to collapse, 
investors returned to gold as the value of the US dollar fell, and 
gold consumption in jewelry and technology began to rise again in 
2010. Since that time, gold prices have continued to rise as demand 
for investable gold, aided in part by the growing popularity and 
accessibility of cost-efficient investment options such as ETFs. 
In 2011, gold prices reached record highs aided by concerns over 
lingering weakness in the US economy and increasing skepticism 
that the political establishment in the US and Europe were either 
able or willing to solve their debt crises.

Figure 2: Gold PRICE
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LONDON GOLD PM FIX

Source: www.gold.org, SPDR ETF Research & Analytics Team, as of 12/31/2011.

tightening supply
Although it can be found on nearly every continent in the world, gold 
is a relatively scarce mineral that is often expensive and difficult to 
extract. Five tons of ore are required to yield one ounce of gold, and 
this process requires significant outlays in manpower, energy and 
material costs. 

Figure 3: Gold Supply & Demand Fundamentals
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Mining production had been slowly decreasing through the first years 
of the 21st century, but began to increase in 2008 as overall demand 
for gold began to increase, particularly as central banks transitioned 
from sellers to purchasers of gold, however, mining production 



remains close to 2001 levels. Over the past few years, recycled gold 
has played an increasing role in meeting the growing demand for this 
most precious of metals.4

the strategic caSe for GOLD
While rising gold prices have enhanced its attractiveness over the 
past few years, this precious metal has far more to offer than its 
recent track record of impressive returns. Many investors have 
understood and benefited from the important strategic role gold 
has played as a potential means of mitigating volatility and reducing 
systemic risk within a portfolio, and for the benefits it has delivered 
as a hedge against inflation and currency devaluation. 
 
gold’s potential to lower risk 
Over the past decade, the stock market has gone through several 
periods of dramatic price swings. Over this same period, gold prices 
largely exhibited lower volatility, as measured by the annualized 
standard deviation of daily returns, than traditional asset classes and 
even other commodities. 

Since the market meltdown and financial crisis of 2008, volatility 
has become the new norm, with the markets generating huge 
gains and losses on what often seems a daily basis. During the past 
two years, the steady rise in gold prices reduced this volatility even 
more, making an allocation in gold a potentially effective strategy 
for reducing the overall volatility of an investment portfolio, although 
there is no guarantee that gold will continue to serve as a ‘volatility 
defender.’ 

Figure 4: performance of various commodities and 
commodity indices (JANUARY 2002 – DECEMBER 2011)

DESCRIPTION VOLATILITY*
annualized  

10-YEAR RETURN

London Gold PM FIX (US$/oz) 18.08 18.67

Platinum, NYMEX (US$/oz) 21.21 12.15

Copper LME (US$/t) 31.14 17.85

Dow Jones-UBS Grains SubIndex 26.51 4.08

Dow Jones-UBS Commodity Index 18.21 6.63

S&P GSCI® Total Return 25.06 5.64

Dow Jones-UBS Energy SubIndex 32.39 -0.86

Brent Crude Oil (us$/bbl) 33.29 18.76

London Silver Fixing (US$/oz) 33.96 19.92

*Volatility is the annualized standard deviation of daily returns for the period.
Source: Barclays Capital, JP Morgan, S&P, MSCI, FactSet, SPDR ETF Research & 
Analytics Team , as of 12/31/2011.

gold as a portfolio diversifier
Although the aim of diversification is to hold a wide array of assets 
that behave differently from one another under various market 
conditions, data has suggested that equity markets tend to become 
more closely correlated during periods of market turbulence.  

Gold prices historically have not moved in lockstep with those of 
traditional asset classes, nor have they correlated strongly with 
most commodities other than precious metals like silver. Adding a 
separate standalone allocation to gold may help to better insulate a 
portfolio against events that broadly affect the markets. 

Figure 5: gold Correlation to major asset classes  
(JANUARY 1, 1992 — December 31, 2011)

 

1) London Gold PM Fix 1.00

2) �Dow Jones U.S. Select REIT Index 0.08

3) �Citigroup 3-month T-bill Index -0.14

4) MSCI EAFE Index 0.14

5) �Barclays Capital U.S. Aggregate Index 0.16

6) S&P 500®  Index -0.02

Source: StyleADVISOR, SPDR ETF Research & Analytics Team , as of 12/31/2011.
The correlation coefficient measures the degree to which the movements of two 
variables are related. For example, a correlation of 1.00 would (or 100%) indicate 
that the two asset classes monthly returns move in the same direction (positive or 
negative) for the stated time period. In contrast, a correlation coefficient of -1.00 
would mean that the to indices move in opposite direction. A correlation of zero 
indicates that the two exhibit no discernible relationship.

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 3.8% over the US consumer 
price index (CPI). Historically, gold has seen its strongest price 
performance in years of high inflation such as 1980, providing an 
average real return of 19.2% and a median increase of 14.9 in years 
in which CPI has been greater than 5%.5

gold as a dollar hedge
Gold has also been used by investors to hedge against the declining 
value of the dollar. In the past, gold prices have tended to move in 
an inverse relationship with the dollar. Over the past 10 years, the 
correlation of gold to the US Dollar Index, a trade-weighted basket of 
non-US currencies, was -0.44.6 

When the dollar declines in value, the price of gold tends to rise, 
partly because gold is generally denominated in US dollars, but also 
because a weakening dollar often drives investors to purchase gold 
as a way to potentially protect the value of money against further 
price erosion.



Figure 6: inverse relationship between dollar and gold, 
1978-2011
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DIFFERENT WAYS TO ACCESS GOLD
Until the 20th century, the only way most people could invest in 
gold was to buy gold coins or bars, and the price was often out of 
reach. But, today there are a variety of ways investors can enjoy the 
potential benefits of gold, without necessarily having to take physical 
ownership. 

Gold Coins 
For most people, gold coins offer a simple way to own physical 
gold directly. These coins are minted in gold bullion and issued by 
both governments and private mints. Coins minted by governments 
are legal tender at their face value in their country of issue, rather 
than the gold content. For investment purposes, the market value 
of gold coins is determined by the value of their fine gold content 
plus a premium assessed by dealers. Sizes range from 1/20th of a 
troy ounce to 1,000 grams, although the most common weights (as 
measured in fractions of troy ounces) are 1/20, 1/10, 1/4, 1/2 and 1 
ounce. 

Gold coins are attractive for investors wishing to invest in a relatively 
small amount of gold. They can be stored in a small space and are 
relatively easy to purchase and sell. At the same time, investors may 
need to pay extra costs to secure and protect them against loss. It’s 
also important for investors to thoroughly research any dealer or mint 
from which they are considering buying coins, since less reputable 
sellers may sell fake gold coins or coins with less gold content than 
advertised. 

Gold Bars
Investors can also buy gold bullion in the form of gold bars. Like gold 
coins, gold bars offer a way for investors to own a relatively small 
quantity of gold that is relatively easy to buy and sell through dealers. 
Gold bars are available in a variety of weights and sizes, ranging from 

as little as one gram to 400 Troy ounces (the size of the internationally 
traded London Good Delivery bar). Small bars are defined as those 
weighing 1,000 grams or less. They normally contain a minimum of 
99.5% fine gold. 

Generally, investors can purchase larger gold bars at a lower 
premium than smaller bars. However, gold bars in general tend to 
be less liquid than gold coins because there is a smaller market for 
them. Larger bars may be difficult to sell to anyone other than a large 
dealer, since the pool of private purchasers is likely to be very small. 
Thus, large gold bars may be more suitable for use as long-term 
investments or bequests to heirs or charitable institutions. 

As with gold coins, it’s important to fully research prospective 
dealers to make certain that the gold is genuine. And the same 
issues and added costs of insurance and storage that apply to gold 
coins must be considered as well.  

Gold Accounts
Gold accounts offer another way to purchase a larger quantity 
of physical gold without the logistics and expenses of physical 
ownership. The investor purchases a specific number of gold bars 
from a recognized bullion dealer or bank, which holds them in 
custody and is responsible for storage and insurance. Investors must 
pay a fee for these services. 

Most gold accounts are either allocated or unallocated. With an 
allocated account, the investor has full ownership of his or her bars, 
which are numbered, assigned and held in a specific vault. He or she 
has full control over how the gold may be used and can physically 
remove the gold and either keep it or move it to another custodian. 
The gold may not be leased to a third party without his or her 
consent. 

With an unallocated account, the investor has proportional interest 
in a specific quantity of gold held by the bank or dealer, but does 
not have specific bars assigned to him or her. The investor cannot 
remove or transport the gold since he or she does not physically 
‘own’ it. The dealer has the authority to lease or lend the gold to a 
third party.

While fees for unallocated accounts are generally lower than those 
for allocated accounts, the former carry higher risks. Since the 
depository has no restrictions on lending gold, there is a chance 
that a borrower may default on payments or that they may not have 
enough gold on hand to meet a sudden rush of redemption requests. 

Whichever account an investor is considering, it’s important to 
conduct a thorough background check on any depository under 
consideration, particularly those that are located outside the US. 

Gold Mining Equities and Funds
Gold mining stocks provide a means for investors to gain leveraged 
exposure to the price of gold through the profits of producers and 
refiners. If the price of gold rises, the profits of mining companies 
generally rise, though this is not always the case. 

For example, operational issues may affect production. Rising material 
and labor expenses and competitive pressures may squeeze profit 
margins. Also, there are relatively few mining companies that focus 
solely on gold production. Most produce other minerals as well, and 
the profits generated by gold could be offset by falling markets in other 
metals. 



All of these factors can contribute to investors’ views of these 
stocks, which may result in prices outperforming or underperforming 
relative to the price of gold. In addition, during times of economic or 
geopolitical stress, gold stocks may move down with the market as 
a whole.  

For those who do not wish to invest in individual stocks, gold sector 
mutual funds hold securities issued by miners, refiners and sellers, 
some of which produce other minerals in addition to gold.

Passive funds attempt to mirror the composition and performance of 
a gold sector index such as the NYSE Arca Gold Miners Index. Active 
funds use portfolio managers to select equity stocks they believe will 
outperform a designated benchmark. They may invest in established 
companies or speculate on smaller miners with unproven reserves. 
While a diversified portfolio of mining companies may help reduce 
the effect of falling prices in some stocks, it may also limit the upside 
potential of stocks that are benefiting from rising gold prices.

GOLD ETFs
This category of gold ETF is designed to give investors the potential 
benefits of owning gold without the added costs and logistics of 
physical ownership. Launched in 2004, SPDR Gold Shares (2840) is 
the first and largest ETF of this kind. 

Backed by Physical Gold

ETF shares represent a proportional interest in a quantity of gold, 
minus expenses, held by an independent trust, which is responsible 
for custody, transportation, security and insurance. And since ETFs 
invest only in gold, instead of mining stocks, they offer investors 
the opportunity to add the strategic characteristics of gold to their 
portfolio without the burden of physical ownership. 

Accessibility

ETF shares are listed on an exchange and can be bought and sold 
through brokerage accounts during the normal trading day. Like 
stocks, investors may use stop and or limit orders to protect against 
potential upside or downside risk when they trade shares.  

Cost Efficient

With a minimum purchase price of one share, ETFs offer a cost-
efficient way to own the potential benefits of gold without the added 
costs of buying, storing and insuring gold—and at a significantly 
lower entry point than other gold investment options with higher 
investment minimums. Additionally, ETF management fees may be 
significantly lower than those charged by other gold accounts.  

�Transparent

Unlike gold coins, bullion, and futures whose true value may not 
truly be known until an investor is ready to sell, gold trust ETFs are 
fully transparent. Bid/ask prices, NAVs, performance information and 
holdings are available for public viewing on a daily basis. 

Gold is the Benchmark

Unlike actively managed gold funds or even passively managed 
gold sector ETFs which track equity indexes or futures, gold trust 
ETFs are designed to precisely track the spot price of gold, providing 
investors with pure exposure to gold and an easy way to directly 
express their views on the gold market. 

CONCLUSION: ATTRACTIVE ATTRIBUTES IN ANY ECONOMIC 
ENVIRONMENT 
Record-setting prices in the past few years have demonstrated the 
historical attraction of gold in times of market and economic 
uncertainty. Yet, there are many other benefits of gold in addition to 
its use as a ‘defensive’ asset in challenging times. Adding a strategic 
allocation to gold within a diversified portfolio can offer a number of 
potential benefits to investors, including: an effective hedge against 
both inflation and dollar depreciation, a potential hedge against stock 
market volatility, and low correlation with traditional asset classes 
and other commodities. However, it is important to remember that, 
as with all investments, past performance is not indicative of future 
results and that there is no guarantee that gold will continue to 
exhibit these characteristics. Please see important information below 
about investing in gold and SPDR Gold Shares. 

Figure 7: Month-Over-Month Performance Comparison
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Source: Bloomberg, SPDR ETF Research & Analytics Team, as of 12/31/2011. 



About SPDR® ETFs 
Offered by State Street Global Advisors, SPDR ETFs are a family of exchange traded funds that provide investors with the 
flexibility to select investments that are precisely aligned to their investment strategy. Recognized as the industry pioneer, State 
Street Global Advisors created the first ever ETF in 1993, which is currently the world’s largest ETF.7 In 1999, SSgA introduced 
ETFs in Asia Pacific when it launched the Tracker Fund of Hong Kong. Currently, State Street Global Advisors manages 
approximately US$274 billion of ETF assets worldwide.8

For comprehensive information on our ETFs, visit us at spdrs.com.hk.

STATE STREET GLOBAL ADVISORS ASIA LIMITED
68/F, Two International Finance Centre
8 Finance Street
Central, Hong Kong

(852) 2103 0100
www.spdrgoldshares.com

1    	Thomson Reuters GFMS, Gold Survey 2011.
2	    Thomson Reuters GFMS estimates that by the end of 2010 there were 166,000 tonnes of gold on above ground stocks. Taking into account that one tonne equals 1,000 kg and that the density 

of gold is 19.32 kg/l, the total volume of the above ground stocks is equivalent to 8.6 million liters. An official Olympic pool (L: 50m, W: 25m, D: 2m) can hold up to 2.5 million liters. In turn, the 
available gold above ground would fill approximately 3.5 Olympic pools. 

3   	World Gold Council, August 2011 [from http://www.gold.org/about_gold/story_of_gold/demand_and_supply/].
4		 Thomson Reuters GFMS, Gold Survey 2011. 
5		 World Gold Council, An Investors Guide to the Gold Market US Edition, December 2010.
6		 Zephyr StyleADVISOR, SSgA Global ETF Strategy & Research, July 2001 – June 2011.
7 	 Source: Bloomberg, as of 31 December 2011.
8    As of 31 December 2011. This AUM includes the assets of the SPDR Gold Trust (approx. US$63 billion as of 31 December, 2011), for which State Street Global Markets, LLC, an affiliate of 

State Street Global Advisors serves as the marketing agent.

THIS MATERIAL IS FOR YOUR PRIVATE INFORMATION.

This document is issued by State Street Global Advisors Asia Limited (“SSgA Asia”) and has not been reviewed by the Securities and Futures Commission of Hong Kong (“SFC”). It may not be 
reproduced, distributed or transmitted to any person without express prior permission. This document and 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. 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 the holders of the shares may only deal in their shares through trading on the Stock Exchange of Hong Kong Limited (“SEHK”). Redemption of shares can only be executed in 
substantial size through authorized participants. Listing of shares on the SEHK does not guarantee a liquid market for shares, and shares may be delisted from the SEHK.

The prospectus of the Trust may be obtained upon request from State Street Global Advisors Asia Limited and can be downloaded from the Trust’s website www.spdrgoldshares.com10. 

“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.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may trade at prices above or below the ETFs net asset value. Brokerage commissions and ETF expenses will 
reduce returns. Frequent trading of ETFs could significantly increase commissions and other costs such that they may offset any savings from low fees or costs. Diversification does not ensure a 
profit or guarantee against loss. Asset Allocation may be used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect against loss.

The information provided does not constitute investment advice and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take 
into account any investor’s particular investment objectives, strategies, tax status or investment horizon. You should consult your tax and financial advisor. All material has been obtained from 
sources believed to be reliable. There is no representation or warranty as to the accuracy of the information and State Street shall have no liability for decisions based on such information.

© 2012 State Street Corporation – All rights reserved


