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The ultimate currency: gold camp of Zürcher Kantonalbank. (Photo: Keystone)

Gold fascinated. For some, the precious metal is the only real, hard currency. Nothing they saw rather

than a return to the gold standard, which all currencies firmly anchored. For the other gold is nothing

more than a barbaric relic, something that you dig out of the ground, melts, poured into ingots, then

return to the ground - the vault - to bury.

It's like a religion. Either you believe in it, or you can do anything with it.

Undisputed is the evolution that has taken gold in the past twelve years. With an average growth of

15.4% per year since 1999, it was one of the best investments ever. Here is the price chart (in U.S.

dollars per troy ounce; Source: Bloomberg)
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The most common reason why someone buys gold and holds the role of the metal as an inflation hedge,

store of value and as an insurance policy against all types of disaster scenarios.

The two American economists Claude Erb and Campbell Harvey have in a working paper attempts for

the National Bureau of Economic Research (NBER), to explore the question of whether these features

gold has historically been shown to be satisfied. To make it short: The conclusion of the study is a little

spongy, Erb and Harvey come to the conclusion that gold only over a long period - calculated in

centuries - has proven an effective hedge against inflation. In the short term - which is crucial for the

investor - let this not be detected.

In the study, but it has some great graphics that speak largely for themselves. Here is a selection of

them., Each with only one brief

The first chart shows the price of gold per ounce (Y axis) and the consumer price index (X-axis) since

1975 (Source: NBER):

The red regression line shows a positive correlation of the two data series. In relation to consumer

prices, the gold price currently appears, however, significantly overvalued. The fair value for this scale

would likely be around $ 780 per ounce.

Here is the real price of gold relative to the consumer price index, also from 1975:

Slightly different way, the scale indicated by this overestimation of the metal. Since 1975 (the study's

http://blog.derbund.ch/nevermindthemarkets/wp-content/uploads/2013/02/NMTM_Gold_Bloom_Feb13.jpg
http://www.nber.org/papers/w18706.pdf?new_window=1
http://blog.derbund.ch/nevermindthemarkets/wp-content/uploads/2013/02/NMTM_Gold_1_Feb13.jpg
http://blog.derbund.ch/nevermindthemarkets/wp-content/uploads/2013/02/NMTM_Gold_2_Feb13.jpg


authors have chosen the year, because from then on in the U.S. for the private ownership of gold was

legal again, and from a real, free gold market could be the speech) was the real price of gold in the

middle of 3.2 - multiple of the index of consumer prices - but with large variations around the mean.

Currently, the gold price is 7.3 times the consumer price index.

And here is the relationship between gold prices and U.S. consumer price index over a very long

period, since 1791:

Inflation data from 1791 to 1929 are calculated according to the authors, to the best knowledge and

belief, since no official data are available. This view also suggests a strong current overvaluation of the

metal.

This chart here I particularly like:

It shows the average annual inflation rates in the U.S. among the various currency systems that went

through the country. Bimetallic time in the years before the Civil War (the authors distinguish between

an actual silver and gold standard), the inflation rate was -0.1 to 1.1% per year. The years 1862 to 1879

are classified as pure paper money system (fiat money) because the Union on a large scale printed

dollar bills ("greenbacks") to finance the cost of the war against the South. First, the United States

experienced a sharp spike in inflation at that time, but the following years were - despite the paper

money system - characterized by deflation, so that the average inflation rate was -0.1% per year. Here

is the true gold standard until 1933, then the quasi-gold standard from 1934 to 1973, when the gold

price was fixed at $ 35 (after which later, the Bretton Woods system was based). Since 1973 there is a

real turn-Fiat Money system, with average inflation of 3.7% per year, such average is depressed by the

late seventies up.

The following chart examines the question of whether gold is an effective hedge against losses in the

stock market:
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The answer is no. The dots represent monthly observations between 1975 and 2012. In the first

quadrant (upper right) are the months in which both sections of the U.S. stock market as well as the

price of gold positive. In the second quadrant (upper left), the gold price was in the black, but the stock

market in the red, in the third quadrant (bottom left) were both equities and the gold price in the red.

Gold would be suitable as an effective hedge against equity setbacks, would be much more in the

second place in the third quadrant - which is not the case.

Here is a graph for the price elasticity of demand for gold:

The price elasticity of demand for jewelery is negative. The higher the gold price, the lower the

demand. For technical and industrial applications, demand is largely inelastic. Positive elasticity,

however, is in investor demand, the higher the price of gold, the more gold is demanded by investors. A

good example of the pro-cyclical, momentum-driven investors' behavior.

Here is an overview of the gold reserves of central banks:

And here, finally, an overview of the change in the gold reserves of central banks since 2000.
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The Swiss National Bank has sold around 1,500 tonnes therefore the most gold, the People's Bank of

China has established with over 600 tons at most.

Whom it may concern: On fuw.ch we currently running a poll to discuss whether and how our readers

to invest in gold. Who wants to join: Here is the link to the survey.

Tags: Gold
You can follow any  responses to this entry  through the RSS 2.0 feed track. You can use a post comment or

trackback from y our own site set.
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Max Master says:
8th February 2013 at 07:07
Since there is a very important chart. The chart of the increase in the amount of paper money relative

to gold price shows. 

Historically Viewed similar to gold always in the paper money supply. This has happened despite 12

years of bull market in gold is not because gold is constantly manipulated by the big banks and

commodity exchanges. Eventually they will maintain this manipulation but can not because everyone

wants to have gold, but the supply of physical gold is much to be low. You will find that there is much

less physical gold has been accepted as a general. The demand for gold has increased steadily in recent

years, and countries like China, Russia and India buy gold as there is no tomorrow. Central banks have

repelled a few years ago buying gold, has returned to gold. There is after all the filth of the paper

money printing did not raise concerns with gold. Historically, people in Kries times are always

returned to gold and silver. This happens not always voluntary. The crowd always tries everything else

from before and flees only in the precious metals when it is almost too late.

If something is in a bubble, it's the paper money supply, the bond market and the derivatives market.

Gold has no counterparty risk and can not go bankrupt and therefore people buy gold. That will not

change, no matter what any shrewd experts want to sell to people.

Reply
makan says:
8th February 2013 at 08:55
Nicely put Mr. Meister, 

Furthermore, the World population continues to grow, so it has less and less gold for a growing

population.

Reply
Armin Bühler says:
8th February 2013 at 14:39
The gold content alone in the ocean meets at least about 4 kg of gold per person.

Reply
Silverager says:
8th February 2013 at 19:30
Well, then you are fishing your 4 kg of gold to get away from the ocean.

Reply
Armin Bühler says:
8th February 2013 at 09:14
In Switzerland, currently Buying Real Estate, as there is no tomorrow. 

Shall we therefore now buy all still overpriced real estate?

Reply
Reto Stadelman says:
8th February 2013 at 10:04
@ Buhler 

Yes I think so. There are more and more people, one end of this spiral is not in sight. Country but also

gold are scarce, their value increases continously. If you have the money you should invest in real

assets.

Reply
Armin Bühler says:
8th February 2013 at 14:30
And when the real estate bubble bursts, then we can put off by the fact that we have wasted our hard

earned wages after all in real values, rather than in something unreal like have invested a better

education.

Reply
Reto Stadelman says:
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9th February 2013 at 17:15
Mr. Buhler, long term, there is no real estate bubble. Population growth is a reality. Of course you

should not just pay any fancy price for a property, but as has been written, in the long term it is worth it

if one buys a property carefully. The same is true for gold. 

How do they get on education I understand now but not quite. Education is very valuable. But

education against investing in gold or real estate to lead in my opinion is similar to breathing against

drinking play off. It makes no sense. For purely financial terms is both very important and worthwhile.

Linus Huber says:
10th February 2013 at 00:11
@ Armin

Even education is overpriced immeasurably. Today, one could easily make accessible each lecture

10,000 students, which could be the relationship of teachers to students to expand massively. The

training system is, unfortunately, very much nationalized, thus increasing the efficiency remains very

modest.

Hugo says:
8th February 2013 at 07:13
Just my 2 cents: 

* The regression line in Exhibit is delicious. Indicating the correlation coefficient would be helpful 

* Clear the Chinese buy gold ... where they should be otherwise with all that money? Buy more dollars? 

* Infaltion Wärungsbezogen is yet, or am I wrong? Then, this study for the U.S. $ is possibly relevant,

interpretations, and conclusions on the CHF but very brave and rather negligent!

Am I so wrong?

Reply
Thomas seriously says:
8th February 2013 at 09:42
@ Hugo

Gold is a powerful mythical symbol and therefore desired in traditional societies like India, China etc.

enormously. The demand for gold jewelry of the Chinese population can not be underestimated.

Interesting seems to me that even national banks are subject to the temptations of gold. Although

platinum and silver are also used in industry and valuable, nothing is known that the SNB would in the

cellar and a few tons of platinum bars. Only rational that can not be explained.

Since only helps Goethe: depends on gold, pushing everything to gold ...

Reply
Hans Ernst says:
9th February 2013 at 21:53
Put the national banks on gold has probably done simply with the fact that gold has become a kind of

"industry standard". The market is wide and therefore the trading liquidity and therefore less marked

by extreme volatility. Also cyclical factors that are important when used in industrial metals, with gold

less pronounced. Gold has value independent of the business cycle. Everyone wants gold, even if it

currently has no use for it. Gold is therefore ultimately a bit predictable. Otherwise it would be more

interesting if perhaps currently national banks would not bet on precious metals, but for example to

lead. Its forecasts should (solar, electric vehicles, etc.) may not be so bad and the storage problem

could (larger amounts) to solve sure if the Swiss Army would ask some old bunkers in the Gotthard

available in terms of increasing demand for batteries. But in an economic crisis, the value of lead

dwindle to zero. Because who wants ugly, toxic lead, if he is not somewhere you can use useful? Gold,

however, is always in demand.

Reply
Hans Meister says:
8th February 2013 at 08:24
With all due respect Mr. Meister, your comment is merely a manipulation Betr. unbelegbare

conspiracy theory, which is spread by a few diehard Golld bugs you. If anything is manipulative, it's

your one-sided comment.

Reply
Max Master says:
8th February 2013 at 13:40
@ Hans Meister

There is sufficient evidence and also evidence of the manipulation of the gold and silver prices. They

are so numerous that I will not list them here. Who wants to know more about it just have a regular

time look at the website "Gold Anti-Trust Action Comitee's" http://www.gata.org throw.

Why buy governments and central banks are themselves just paper money "en mass" Print gold when

it's such a useless things alleged and paper money is better than gold? As a state may in the normal way,

the money supply practically overnight verdopplen (FED after the Lehman crisis in 2008) without that

gold prices explode?

Gold and silver have been used for thousands of years as a means of payment and have received their

purchasing power as opposed to paper money. Thus, they are the opponents to paper money because

you can compare the purchasing power of cash together. If one only looks at times the last 12 years,

then cut the paper currencies against gold and silver from miserable. Gold and silver would appreciate

against gold too quickly, that can confuse the people. People would "tighten" that the purchasing

power of their paper money dissolves into thin air which would lead to much, much more currency in

gold and silver would be exchanged. Since both the physical gold and physical silver market compared

to stocks, bond market and derivatives market is tiny, this would be the prices of precious metals going

through the roof and the paper currencies would fall in comparison, literally. It goes without saying

that an institution like the FED is printing trillions of paper money, has a vested interest in that it does

not happen. Finally, they want their paper money "Ponzi scheme," get as long as possible.

Dear Mr. Champion: Avoid the gold and invest them in paper money. I do the opposite ;-)

Reply
Hans Meister says:
8th February 2013 at 15:24
@ Max Masters: The gold conspiracy theory you mentioned my side is not known, it is the stronghold

of the blue-eyed gold bugs. To 99% as unfounded allegations are made known.

PS: I bought gold for more than ten years (against CHF), did this about a year ago sold out completely.

(Must) I would speculate, I would sell at current prices on gold futures (or as Futureskontrankt) to then
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