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Executive summary

The period after Bretton 
Woods was irritating to 
many Keynesian economists, 
who had suggested that the 
price of gold would collapse 
upon the abandonment 
of government sponsorship. 

To their chagrin, gold became a competitor 
currency. With a use case fortified by millennia 
of experience and challenges, gold has 
proved — in the words of Spandau Ballet — 
indestructible, as the price rises over 2019 
have once again demonstrated.

Over the long term, gold has an uncertain case 
for investment returns. However, when the 
world economy shakes, gold has proved to be 
an admirable monetary and conflict hedge. 
Gold should serve investors well if we enter a 
downturn (geopolitical, monetary or fiscal). 
As gold is a competitor currency, it will do best 
when its rivals struggle.

Although our central case is not that real yields 
will decrease further, there remains a risk 
that they may do so as rates are lowered and 
substantive further easing occurs, supporting 
the hedging case for gold (gold has a well-
defined relationship to real yields). If central 
banks are perceived to be expanding the 
money supply to monetize their governments’ 
debt, thereby weakening their currencies, 
gold should benefit.

Investors should explore the whole suite of 
defensive tools  — diversification, rotation to 
defensive sectors and/or cash, put options, 
tail risk hedge funds — but should give serious 
consideration to extending that defensive 
toolkit to gold in the current environment.

However, gold has to be accessed in a 
responsible manner. Investors looking to own 
gold-mining stocks should look to engage with 
best-in-class firms and be vocal advocates for 
improvement in practices; they should also join 
government and investor-led initiatives aimed 
at improving transparency over practices. 
Investors in physical gold may wish to sign 
up to initiatives aimed at putting pressure on 
providers to source gold more responsibly. 
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Gold is a special-case commodity 
with a unique history and usage. 
It is a lustrous yellow metal that is 
impervious to chemical reaction 
outside artificial laboratory 
conditions. 

Its beauty and stability have inspired humans for 
millennia and made it one of the first universal 
currencies. The mythos of gold is deeply anchored, 
and cultural beliefs around the metal are embedded in 
resonant and still-current associations: English-speakers 
describe kind people as having hearts of gold, first-
place athletes win gold medals and giving gold is a 
popular way of celebrating marriage, from the relatively 
plain wedding rings common all over the world to the 
more spectacular and profuse Indian bridal jewelry. 

While other commodities decline when industrial 
demand falls, gold behaves differently. It’s primarily 
a monetary metal, a backstop currency and universal 
store of value. Gold is highly topical: It surged to a 
six-year high in September 2019, and the ratio of the 
gold price to the silver price hit a 24-year high in July 
2019. Some have deemed these signals recessionary, 
but, more precisely, gold prices relate closely to real 
interest rates. Gold has done well when real rates drop, 
or have been expected to drop, as investors attempt to 
recession-proof portfolios through safe-haven assets. At 
the same time, as gold does not offer a yield, lower real 
interest rates reduce the opportunity cost of holding 
gold: The higher interest rates are, the more the investor 
would “lose” by holding gold instead of assets that 
produce a yield.

Introduction
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Gold was the original basis for 
fractional reserve banking in 
Europe and had been a trusted 
currency long before then.1 

Following the Restoration of 1660,2  London 
goldsmiths, who accumulated substantial deposits 
of gold on which they issued promissory notes, 
realized that they could treat gold as both deposit 
and loan at the same time, or in plain terms, issue 
notes for more gold than they held. Bullion banks 
have always been part of the financial system, 
although in the early 1970s, the United States 
terminated the dollar’s last link to gold; since then, 
gold has had little formal link to major currencies 
(Switzerland was the last country to decouple its 
currency from gold, in 1999). 

Despite the abandonment of the gold standard, 
the US never gave up its public gold holdings, and 
gold still makes up 76% of its reserves.3 Central 
banks, in general, continue to be major holders of 
the world’s gold. The gold standard was switched off 
but not dismantled. One reason (among many) that 
the US has kept hold of gold reserves is the symbolic 
damage that selling the gold in Fort Knox would 
cause.

Gold is largely used for jewelry, financial products 
and reserves, with only 9% being used for industrial 
purposes.4 Industrial demand, therefore, has only a 
residual impact on gold prices. The price of gold is 
subject to demand and supply, as is the case for all 
asset classes. Most of the demand depends on its 
use as a currency, which, in turn, is dependent on 
confidence in the fiat money system.

Gold and banking

1 The Code of Hammurabi, an ancient Babylonian legal framework, circa 3,750 years old, refers to the settlement of commodity contracts with gold (and silver).
2 When Charles II ascended to the throne and England returned to being a monarchy, having been a republic led by Oliver Cromwell.
3 World Gold Council, as of September 2019.
4 World Gold Council. “Gold Market Structure and Flows,” available at https://www.gold.org/about-gold/market-structure-and-flows, accessed January 30, 2020.
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When does gold work?

Gold tends to do well in low-
interest-rate environments, 
when there are severe 
downturns in equities, as 
shown in the table below. 

This may not be perfectly rational. Although selling 
equities may have been logical in periods covered 
in the table below, only during the global financial 
crisis was there reason to believe that cash was 
not an appropriate temporary safe haven, at least 
in nominal terms (it is no accident that gold did so 

well, when the financial system in its entirety was 
threatened). Investors’ choices may be affected by 
the so-called “safe value bias” — a belief that gold 
is safer than cash in a crisis.5 There is also herding 
behavior: If an investor suspects others will buy 
gold in a crisis and thus cause an increase in the 
price, gold becomes preferable to cash — “it has 
always worked, so it will always work.” In addition, 
while many crises come out of the blue, others — 
such as elections and referenda — are more likely 
to occur on a known date, and some investors will 
prefer to hold gold to protect against perceived 
market-unfriendly outcomes in these scenarios.

Gold’s performance during equity market falls

Period Event Months US equity Gold Gold 
equity

Oct 87–Nov 87 1987 market crash 2 -32% +7% -31%

Jul 90–Oct 90 Iraq invades Kuwait 3 -20% +8% -12%

Jul 98–Aug 98 LTCM crisis 1 -19% -7% -32%

Sep 00–Sep 02 Tech bubble burst 25 -49% +16% +70%

Nov 07–Feb 09 Global financial crisis 17 -57% +28% -30%

Sep 18–Dec 18 2018 stock market downturn 3 -20% +5% +11%

Sources: Thomson Reuters Datastream, Bloomberg, Federal Reserve Economic Data. US equity: S&P 500 Index in USD; gold equity: NYSE 
Arca Gold Miners Index in USD (from 1998), Philadelphia Gold and Silver Index (prior to 1998); gold: London bullion market USD prices.

5  Dieupart-Ruel L, François A, Grauffel A, Le Roy J and Vacheret T. “Effect of Behavioral Finance on Gold Price Trend,” International Journal of Trade, Economics 
and Finance, Volume 4, Number 3 (2013), available at http://www.ijtef.org/papers/272-T00006.pdf.
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Many studies have shown that gold has a close to 
zero correlation with equity markets in the long run. 
However, a negative correlation tends to appear at the 
most welcome of times — when the S&P 500 falls by 
more than three standard deviations, the correlation 
between it and gold becomes highly negative.6 When 
the equity markets have experienced heavy falls, gold 
prices have risen.

Over much longer-term history, gold has sometimes 
performed less well during crashes, with the Great 
Depression of 1929 being a key example. This 
underperformance has tended to be due to the 
monetary policy environment: When interest rates 
are set by the market and currencies are not printed/
debased, gold has been relatively ignored by defensive 
investors, with cash and bonds preferred.

The table above shows that gold mining stocks haven’t 
always held up in a crisis, when any equities may 
be sold down in the rush to create liquidity. We do, 
however, note that gold equities have held up better 
than broad equities in all but one of the events we 
list. For example, there was a significant dispersion in 
returns during the global financial crisis, as gold miners 
were not immune from wider market problems and 
sentiment. This suggests that active management is 
particularly important when holding gold-mining firms.

6  Analysis by First Eagle Investment Management; weekly data, August 1971 to 
June 2019.

6
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Gold prices and real yields

In recent years, gold has had a 
strong inverse relationship to 
real yields (bond yields net of 
inflation expectations); in other 
words, gold prices have risen as 
real yields have fallen. 

Gold provides no yield, but approaches a level 
playing field on this front when real yields fall and 
gains an advantage if yields turn negative. The chart 
below confirms the relationship between gold and 
US real yields. This is levered relationship (gold has a 
higher than 1:1 sensitivity to inflation-linked bonds), 
and the chart below adjusts for this by using the 
natural logarithm of inflation-adjusted gold prices. 
The real yield is inverted to ease the comparison of 
the lines. 
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Source: IFS (International Monetary Fund’s International Financial Statistics).

Investors would need to monitor this relationship over time to ensure that their gold holdings continue to 
diversify from US inflation-linked bonds. The relationship between gold prices and real yields could break down 
when rates have normalized. For the time being, however, the relationship remains strong.



Gold: You’re Indestructible 8

What’s behind the recent 
bull market in gold prices?

The gold price is a 
reliable minute-taker of 
Federal Reserve meetings 
and has spiked as the Fed 
has turned dovish.

Investors see the relatively fixed supply of gold 
as a hedge against rising inflation risk, as the 
expansion of the money supply continues. Fewer 
substantial deposits of gold are being discovered, 
with a large downward trend in discovery 
since 2006, while production at existing sites in 
aggregate is forecast to decrease. It makes sense to 
look at the four major demand sectors to see what 
has happened, with exchange-traded funds (ETFs) 
and central bank purchases increasing year on year 
and offsetting weaker demand in the jewelry, gold 
bar and coin markets.

1.  Investor purchases grew the ETF-related gold
tonnage from 2,476 metric tons at the end
of Q4 2018 to 2,852 metric tons at the end of
Q3 2019,7 largely due to US domestic investor
concerns over low interest rates and future
monetary policy.

2.  The gold price has risen in recent times, as
central banks have become net purchasers of
the commodity, buying just over 550 metric
tons in the first three quarters of 2019. Central
banks of nations competing with the US are
steadily purchasing gold in order to decrease
their reliance on the dollar. Russia, for example,
has quadrupled its holdings since the global
financial crisis.8 Gold plays a different role in the
reserves of emerging markets’ central banks,
as emerging-market economies are less able
to support their currencies in a crisis. This is
because international debt is denominated
in so-called hard currency and international
trade tends to be settled in dollars. For these
economies, gold can be — and is being —
stockpiled for a  rainy day.

7 World Gold Council.
8 Monthly Central Bank Statistics, Goldhub, https://www.gold.org/goldhub/data/monthly-central-bank-statistics.
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Central bank gold holdings in metric tons
September 2009 to September 2019
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Source: Thomson Reuters Datastream and FRED (Federal Reserve Economic Data).

9  China and India accounted for 57% of the jewelry demand in the year to September 30, 2019. (Source: World Gold Council). Purchases are popular during Qixi (七
夕), the Chinese love festival similar to Valentine’s Day, and in the run up to Diwali in India.

3.  Despite 2019’s high prices, demand from jewelers
has held up relatively well and should be expected
to continue doing so, as long as China and India’s
middle classes continue to expand and thrive.9

In general, the jewelry market is a major long-
term driver of demand for gold. It can also act to
dampen volatility as jewelers tend to buy gold
during lulls and may sell it high. We note that this
very large section of the market is exposed to the
general well-being of the economy.

4.  Gold bar and coin demand was slightly below the
levels of recent years in the first half of 2019 but
decreased substantially in Q3 2019.
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Physical demand for gold in 
Q2 2019 was 935 metric tons.10  
With 190,040 metric tons of gold 
in above-ground holdings, this 
means that at current levels of 
demand and ignoring new supply, 
the world has around 50 years of 
gold demand coverage. 

This level of coverage sets it completely apart from 
other commodities, including other precious metals. 
Copper demand, by contrast, is 28,000 kilotons per 
year, with warehouse levels at 263 kilotons11 or two 
weeks of coverage. The reason is that gold is not 
primarily a consumed commodity. It is instead treated 
as a currency (and has an ISO identifier, XAU, along 
with palladium, platinum and silver). Please see the 
Appendix to this document for further information on 
where above ground gold holdings are held, as well as 
some statistics on gold as an investment opportunity, 
including the market cap of larger gold related stocks 
and derivative volumes.

In the era since Bretton Woods, gold has essentially 
been a competitor currency to the currencies issued 
by major governments, such as sterling or the Japanese 
yen. So gold needs to be considered alongside other 
currency exposures in a portfolio. In many respects, 
gold acts as the ultimate “risk off” currency.

10 GFMS.
11 Copper LME Warehouse Level as of October 31, 2019.

Gold — a special case 
commodity and a currency
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Different ways to 
get exposure 

There are several ways to gain 
exposure to gold:

1. Physical gold. It is worth diversifying physical
gold holdings across geographies, as gold can
be confiscated, even in countries with strong
institutions and property rights such as the United
States, where such a scenario unfolded during the
1930s. Physical gold is often, but not always, the
cheapest way to access gold.

2.  Exchange-traded funds (ETFs) or exchange-
traded commodities (ETCs). We recommend
using ETFs backed by physical gold, as opposed
to synthetic (derivative-backed) ETFs. (ETCs are
similar to physically backed ETFs but differ slightly
in that they are backed by a guarantee from the
underwriter of the ETC. The investor owns a part of
the guarantee, not the gold that the underwriter
uses to back the guarantee.) The lion’s share of
ETF gold assets are held within two ETFs: the
SPDR Gold Trust and the iShares Gold Trust, both
of which are physically backed by gold. In Europe,
ETCs tend to be the preferred option, as the UCITS
framework does not allow single-asset ETFs.
Levered ETFs are available but are unsuitable to
any but the most professional investors. They
should also not be held for longer than days or
weeks due to leverage drag (high volatility can
cause investors to lose out even when the gold
price is rising).

3.  Gold-mining equities. Mining stocks could be
a better place to invest if private gold holdings
are at risk. Mines in Africa tend to have purer
deposits than those found in other geographies,
where other metals are found alongside gold. The
leverage to the price of gold tends to be higher
when gold prices are low and approaches 1:1
when gold prices are high (it depends on how
profitable a mine is at certain prices; the closer you
are to a mine’s breakeven price, the more volatile
the returns). Equities have plenty of operational
risks, which physical gold does not. Gold-mining
equities provided returns far in excess of bullion
when the tech bubble burst, but they failed to
protect capital during the global financial crisis.

4.  Gold royalty equities. Gold royalty firms do
not have any mining operations themselves
but finance the mining operations of others in
exchange for a percentage of the revenue or gold
from the site being mined. There is some good
optionality on occasion here, as the royalty firm
may benefit from actual gold deposits being
much higher than forecast.
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5.  Derivatives. Gold futures are almost always
in contango (where futures prices are higher
than spot prices) to reflect the cost of storage,
implied financing costs and the durability of
the commodity. There are also options, swaps
and forwards on gold, as well as a gold volatility
market. Gold derivatives are commonly used
by multi-asset managers for efficiency reasons
(accessing many times more than a dollar of
gold return for a dollar of margin) and because
a margin call or swap payment is less likely to be
due during a crisis, given gold’s excellent hedging
qualities. The largest market for gold futures is
COMEX, and academic research has shown much
of gold’s price discovery is done in this arena,
despite higher volumes on the gold spot market
in London.12 Note that a key feature of gold is that
it is no one’s liability, and therefore when you
engage in derivative contracts, you reintroduce
credit risk.

6.  Blockchain/gold stablecoins. Crypto-gold is
an emergent digital asset class. There are both
government-backed and privately backed
operations. The Perth Mint Gold Token (PMGT) was 
launched in October 2019, and each coin is backed
by physical gold in the Perth Mint, with the
government of Western Australia guaranteeing
the physical gold. There have been many private
projects launched to date, but these should be
treated with caution: 16 of the gold stablecoins
launched since 2017 have already failed.13

7.  A managed and diversified fund that can hold 
more than one of the above. It is possible for the
value of gold instruments to become dislocated
from one another. If a mining company was
trading cheaper than the estimated value of its
gold reserves, after extraction costs and gold price
sensitivities were considered, investors would
want to consider holding the gold company rather
than bullion, all else being equal. Diversification
within gold securities is important — for example,
to diversify political risk from a mining operation.
Furthermore, as highlighted above, bullion
holdings can be confiscated (for example, in
1933, President Franklin Delano Roosevelt signed
Executive Order 6102 forbidding private gold
ownership in the United States).

12  Hauptfleisch M, Putniņš TJ and Lucey B. “Who Sets the Price of Gold? London or New York?” The Journal of Futures Markets, Volume 36, Issue 6 (2016).
13  Beedham M. “Two-thirds of Failed Stablecoin Projects Were Backed by Gold,” 2019, available at https://thenextweb.com/hardfork/2019/06/27/

stablecoin-projects-gold-failed/.



Gold: You’re Indestructible 13

Difficult to value

Gold is difficult to value, as it produces no cash flows 
and therefore does not “make sense” to those using 
discounted cash-flow frameworks to discriminate 
between investments. 

Indeed, this characteristic challenges its description as a “store of value.” Over the 
long term, we would expect real returns from gold bullion to be negligible and highly 
volatile (gold has been persistently more volatile than stocks and bonds), unless we 
see regime change in monetary policy. That is, gold will likely benefit from turmoil in 
the fiat currency system. Buying gold is, essentially, a bet that governments and central 
bankers cannot keep their houses in order. On the plus side, if the gold bet doesn’t pay 
for investors, most of their other investments should perform better.
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Responsible 
investment issues

It is important to consider 
the responsible investment 
issues associated with gold, 
and below, we comment on 
the environmental, social and 
governance issues associated 
with the metal. We also discuss 
possible alternatives. 

1.  Environmental impact. Rising gold prices have
seen increased gold extraction in the Amazon
basin and other areas of the world. Artisanal and
small-scale gold miners typically use mercury
to capture small amounts of gold content in
the soil, often illegally in protected areas. Gold
and mercury form an amalgam, which can be
separated from the soil and reduced to gold by
evaporating the mercury.

 This type of mining in the Amazon is responsible
for deforestation (including in protected regions)
and a damaging release of mercury into the
environment. It is the largest single source of
human-driven mercury pollution in the world, and
the Amazon basin accounts for 71% of all mercury
emissions.14 Mercury release is irreversible
and a cause of cancer, while the mining also
leaves behind pools of stagnant water, which
are breeding grounds for malaria-bearing
mosquitoes.

 Larger-scale operations tend to use cyanide to 
separate gold out from ore, with gold being 
dissolved in an alkaline cyanide solution. There 
are rules in place to govern the use of cyanide in 
this context, defined in the International Cyanide 
Code.15 Cyanide is extremely dangerous, and 
improper use can create extreme hazard; some 
operations may leave behind tailings ponds 
containing cyanide. 

 Creation of hazardous dust is also a general 
problem with mining operations, and gold mining 
is no exception.

 For refractory ore (the easiest to process), refining 
one metric ton of gold requires the emission of 
18,000 metric tons of greenhouse gases and uses 
260,000 metric tons of water, producing 1,270,000 
metric tons of waste solids.16 

14  World Wide Fund for Nature. Healthy Rivers Healthy People: Addressing the Mercury Crisis in the Amazon, 2018, available at  
https://www.wwf.org.uk/sites/default/files/2018-11/WWF%20-%20Healthy%20Rivers%20Healthy%20People.pdf.

15 World Gold Council. “Processing, Smelting and Refining Gold,” available at https://www.gold.org/about-gold/gold-supply/gold-refining, accessed January 30, 2020.
16   Norgate T and Haque N. “Using Life Cycle Assessment to Evaluate Some Environmental Impacts of Gold Production,” Journal of Cleaner Production, Volumes 29–30 

(2012), pp. 53–63.
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2.  Social impact. Gold is present in relatively small 
concentrations, and thus gold-mining operations 
can spread over a large area. It’s possible that 
this will lead to the destruction or relocation 
of villages.17 Gold mines provide employment, 
which can be positive in a deprived area, 
providing that the mining firms recruit locally 
in the main, which is not always the case. The 
attainment of a social license to operate (SLO), in 
addition to government consent, can be crucial 
for a successful long-term operation. There is a 
crossover between the social and environmental 
considerations with gold mining, in that tailings 
ponds, environmental mercury and dust from 
mining are all hazards to health. There is also 
a crossover with governance, in that a poorly 
governed mine will tend to have a higher 
accident record.

3.  Governance. Futures and physical holdings come 
with no voting rights. It is, therefore, not possible 
to have a say in the way gold is extracted from 
the earth by purchasing exposure to gold in these 
ways. When holding equity, owners should assess 
gold miners by their labor practices. Some firms 
pay miners better than others and will provide 
community assistance in the area affected by 
mining operations (such as schools, hospitals 
and housing). Investors focused on responsible 
investment can ensure, for example, that 
executive compensation is linked to the safety 
record of the firm’s mines and that it uses local 
suppliers of goods, labor and services. Investors 
can also join in with initiatives such as the Investor 
Mining and Tailings Safety Initiative,18 which 
aims to look for more disclosure from mining 
firms over the size and locations of their tailings 
dams. Investors in physical gold should look to 
put pressure on the industry to improve sourcing 
and supply-chain procedures.

17  Abdul-Wahab S and Marikar F. “The Environmental Impact of Gold Mines: Pollution by Heavy Metals,” Central European Journal of Engineering, Volume 2, Issue 2 
(2012), pp. 304–313.

18   The Church of England. “Investor Mining and Tailings Safety Initiative,” available at https://www.churchofengland.org/investor-mining-tailings-safety-initiative, 
accessed January 30, 2020.
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Alternatives?

There are considerable 
responsible investment issues to 
take account of with gold, and 
it is therefore worth pausing to 
consider alternatives.

1.  Put options. A put option on an equity index gives
you contractual gain when equity markets fall
significantly. A put option is a useful tool in an
investor’s portfolio, but in terms of whether it is
a good substitute for gold, we should revisit the
metal’s characteristics. Gold is not, in pure terms,
an equity market hedge, but it is a monetary
hedge and a hedge against uncertainty. In
recent market history, we have seen monetary
devaluation, and when equity markets have
crashed, gold has therefore done very well, and it
should continue to do so as long as rates are kept
artificially low and banks create new money.

2.  Bitcoin. To give as full a picture as possible,
we have included Bitcoin, although we do not
recommend investors purchase cryptocurrencies,
as the space is still in development and subject to
evolving risks, including regulatory issues. Bitcoin
has been touted as a store of value, just as gold
has. However, from a responsible investment
perspective, Bitcoin does not solve any pressing
issues, as the mining process in particular is highly
energy-intensive.

3.  Strategic real assets. Over the long term, real
estate, industrial and energy stocks perform a
similar role in the portfolio to gold, in that they
thrive in an environment of low interest rates
and currency devaluation. These are worthwhile
strategic alternatives but do not perform the same
hedging role over the short term.

4.  Tail-risk hedge funds. Often reliant on complex
derivative strategies, these funds can carry
significant fees and have a fairly well-defined
drag on return (the premiums paid for the
option protections). These funds are from a
heterogeneous field and should be considered
alongside gold when looking for hedges.
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Conclusion

We have presented here 
a hedging case for gold in 
the current environment, 
characterized by artificially 
low interest rates, equity and 
bond markets that have been 
on extended runs, as well as 
monetary policy and wider 
economic paradigms that are 
creaking and subject to change. 

The focus has not been strategic or long term. Gold’s 
long-term prospects will be formed by a sequence 
of short-term events that are difficult to forecast; 
in essence, what will happen to gold in five years is 
unpredictable. Over the past century, it has beaten 
inflation, but not by much, and has been highly volatile 
(more so than both stocks and bonds). Its return path 
has been subject to a series of events that no one could 
have foreseen over a horizon of more than a few years.

Gold prices have risen in recent months and could go 
higher if emerging markets’ central banks and ETF 
investors continue or accelerate their gold purchases 
and if geopolitical instability intensifies (for example, 
through trade tensions between US and China, the EU 
struggling to get through an existential crisis following 
Brexit, and upheaval in the Middle East).

There remains a risk that real yields may fall further as 
rates are lowered and substantive further easing occurs, 
supporting the hedging case for gold. The current 
discussion about modern monetary theory suggests 
governments may be as keen as ever to monetize debt, 

even at the risk of higher future inflation. As the printing 
presses whir, gold, given its status as a competitor 
currency, is likely to be a beneficiary.

Care should be given to accessing gold in a responsible 
manner. Investors looking to own gold-mining stocks 
should look to engage with best-in-class firms and be 
vocal advocates for improvement in practices. Investors 
in physical gold should also look to sign up to initiatives 
aimed at putting pressure on providers to source gold 
more responsibly. 

Gold is an important downside risk-mitigation tool. 
It should act as a robust hedge against any fallout 
from unprecedented and expansive monetary policy, 
competitive currency devaluation and near-term 
geopolitical risks. Investors should explore the whole 
suite of defensive tools — diversification, rotation 
to defensive sectors and/or cash, put options, tail-
risk hedge funds — and also serious consideration 
to extending that defensive toolkit to gold in the 
current environment.

Investors should also carefully consider the effect on 
any strategic currency positions they hold or how 
gold behaves relative to their specific base currencies. 
Currencies from commodity-exporting countries tend 
to do well over the same time periods as gold, while 
gold has a well-documented inverse relationship to 
the US dollar.

Over the long term, there may be more responsible 
alternatives to gold, but it has admirable and arguably 
unique hedging properties over shorter periods.
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Appendix
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Size of the gold opportunity set

There is a total of 193,472 metric tons of gold in above-
ground holdings, with 54,000 metric tons of estimated 
remaining supply from known official mining operations.19 

One metric ton comprises 32,150.75 troy ounces, at US$1,510.23 an ounce.20 These figures price 
above-ground holdings at US$9.4 trillion. Annual trading of gold futures surpasses these amounts 
in notional terms, with the equivalent of 249,794 metric tons being traded on the Chicago 
Mercantile Exchange in 2018 or some US$12.1 trillion as of October 31, 2019. 

19  Goldhub. “Above-Ground Stocks,” 2019, available at  https://www.gold.org/goldhub/data/above-ground-stocks.
20 Thomson Reuters Datastream, as of October 31, 2019.
21  Gold mining firms are currently trading well below market value of their gold reserves. One of the world’s largest gold mining firms, Newmont Goldcorp, holds 

reported reserves of 65.4 million ounces (source: Newmont, https://www.newmontgoldcorp.com/wp-content/uploads/2019/05/Newmont-Reports-2018-Reserves-
and-Resources-_Final-1-1.pdf), which is US$98.8 billion at October 31, 2019, prices, while the market capitalization of the firm is US$30.9 billion. The main reason is 
that the costs of extraction are high.

22  This figure is the market capitalization of the FTSE Gold Mines Index; constituent companies must be steadily mining more than 300,000 ounces of gold per year.

Sector Value 
(US$ billions)

Amount 
(metric tons)

Jewelry 4,470 92,400

Private investment 2,000 41,300

Central banks and other institutions 1,610 33,200

Other 1,310 26,900

Financial instruments

Gold-mining equities — market cap FTSE Gold Mines21 16022 n/a

Gold-mining ETFs 140 2,855

Comex gold futures — daily volume/open offer 63.1/102.9 2,119 (notional)

Sources: GFMS Thomson Reuters, FTSE, World Gold Council, Goldhub, CME Group. Above-ground stocks by sector as of January 31, 2019, 
equity and ETF as of September 30, 2019, gold futures as of October 31, 2019.

Gold holdings by sector, price and tonnage



6010500-GB 

Copyright 2020 Mercer LLC. All rights reserved.

Important notices 

References to Mercer shall be construed to include Mercer 
LLC and/or its associated companies.

Copyright 2020 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of 
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the particular client’s circumstances, investment objectives 
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Information contained herein may have been obtained 
from a range of third-party sources. While the information 
is believed to be reliable, Mercer has not sought to verify it 
independently. As such, Mercer makes no representations or 
warranties as to the accuracy of the information presented 
and takes no responsibility or liability (including for 
indirect, consequential or incidental damages) for any error, 
omission or inaccuracy in the data supplied by any third 
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Not all services mentioned are available in all jurisdictions. 
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information.

Certain regulated services in Europe are provided by Mercer 
Global Investments Europe Limited, Mercer (Ireland) Limited 
and Mercer Limited. Mercer Global Investments Europe 
Limited and Mercer (Ireland) Limited are regulated by the 
Central Bank of Ireland. Mercer Limited is authorized and 
regulated by the Financial Conduct Authority. Registered in 
England and Wales No. 984275. Registered Office: 1 Tower 
Place West, Tower Place, London EC3R 5BU.

Investment management and advisory services for US 
clients are provided by Mercer Investments LLC (Mercer 
Investments). In November 2018, Mercer Investments 
acquired Summit Strategies Group, Inc. (“Summit”), and 
effective March 29, 2019, Mercer Investment Consulting LLC 
(“MIC”), Pavilion Advisory Group, Inc. (“PAG”), and Pavilion 
Alternatives Group LLC (“PALTS”) combined with Mercer 
Investments. Certain historical information contained 
herein may reflect the experiences of MIC, PAG, PALTS or 
Summit operating as separate entities. Mercer Investments 
is a federally registered investment adviser under the 
Investment Advisers Act of 1940, as amended. Registration 
as an investment adviser does not imply a certain level of 
skill or training. The oral and written communications of 
an adviser provide you with information about which you 
determine to hire or retain an adviser. Mercer Investments’ 
Form ADV Parts 2A and 2B can be obtained by written 
request directed to: Compliance Department, Mercer 
Investments, 99 High Street, Boston, MA 02110.




