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Eureka! Some Wisdom Regarding Gold
Posted on September 6, 2012 by Eric Leve

Campbell Harvey of Duke University’s Fuqua School of Business is one of the most

clear, wise and broad-thinking researchers in the financial space.  It doesn’t hurt that

he can view the world from the ivory tower of Chapel Hill and thereby avoid some of

the practitioner tussles going on in the streets of New York, San Francisco or London. 

His passion and catholic interests across the finance spectrum lead his research to

diverse areas, and his brilliant mind results in papers that excite and inspire, like The

Golden Dilemma, written with co-author Claude Erb[1].

Gold has become a popular topic for individual and institutional investors alike, as its

price has risen to historic levels in nominal terms and as

central banks have injected record liquidity in an effort to bolster global growth.  The

rhetoric arguing against the logic of this elevated price, as well as that for the current

price being only a mere fraction of where it may go in the near future, is often  infused

with political and economic biases.  The beauty of what Harvey and Erb offer in their

recent piece, The Golden Dilemma, is a remarkably multi-faceted view that avoids the

polemic, respects the range of perspectives as to what gold is, and does so with a
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highly readable style which covers this huge topic in under 40 pages.

Harvey and Erb address the subject by focusing on six ways to view gold:

1. As an inflation hedge

2. As a currency hedge

3. As an alternative to assets with low real returns

4. As a safe haven

5. As an asset which will be held to a much greater degree should the world move

back toward a version of a gold standard

6. As being under-owned

The issue of potential “under-ownership” of gold is an interesting one.  While the U.S.

remains the largest holder of gold reserves (at more than twice as much as the next

two largest holders [Germany and the IMF] combined), the potential for Chinese

expansion is dramatic.  Currently the U.S. holds about eight times as much gold as

China.  It is conceivable, though, that, as China works to gain global credibility and

acceptance of the remnimbi as an important tool in global trade, an increase in gold

ownership by the Chinese government will follow.  Given the country’s foreign

exchange reserves of more than $3 trillion, its future purchases may dwarf the holdings

of many countries.

Whether you consider yourself a gold bug, someone concerned about inflation and its

impact on assets, a consultant facing questions regarding gold from plan sponsors or

just someone who appreciates a fascinating read on economic history, I can’t

commend The Golden Dilemma highly enough.

Photo courtesy of Giorgio Monteforti,

http://www.flickr.com/photos/11139043@N00/1439804758/

[1] Erb, Claude B. and Harvey, Campbell R., The Golden Dilemma (Revised August 3, 2012). Available

at SSRN: http://ssrn.com/abstract=2078535 or http://dx.doi.org/10.2139/ssrn.2078535
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communication does not take into account the particular investment objectives, financial situations
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or needs of individual clients. Any references to specific securities are included solely as general

market commentary and were selected based on criteria unrelated to Bailard’s portfolio

recommendations or past performance of any security held in any Bailard account or fund. Unless

otherwise indicated, charts and performance information provided in this presentation are not

indicative of the past or future performance of any Bailard product, strategy or account. All

investments have risks, including the risk that they may lose money. There is no assurance that

Bailard or any of its investment strategies can achieve their investment objectives. Past performance

is no guarantee of future results. This communication contains the current opinion of its author and

such opinions are subject to change without notice. Information contained herein has been

obtained from sources believed to be reliable, but not guaranteed. Bailard cannot provide

investment advice in any jurisdiction where it is prohibited from doing so.
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