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History of Gold

• The Egyptians claimed around 2600 B.C. that 
gold was “more plentiful than dirt.”

• The Romans extracted gold using a hydraulic 
mining method everywhere from Spain to 
R iRomania.

• Gold coins were in circulation from 1526 until 
d th 1930 t i ll t d daround the1930s were typically a standard 

22k alloy called crown gold.



The Gold Standard

• The Gold Standard
– 1717: United Kingdom at 1 lb. to 1131717: United Kingdom at 1 lb. to 113 

grains
– 1871: Germany at 2790 goldmarks to 1 kg y g g

gold
– 1893: Russia at 31 roubles to 24.0 g goldg g
– 1900: United States de jure



Gold Standard in the US

• Lasted from 1901-1932
• Following the British and otherFollowing the British and other 

European abandonment of the gold 
standard in 1931 the US followed evenstandard in 1931, the US followed, even 
though they owned a majority of the 
world’s goldworld s gold. 



Post WWII

• Returned to a gold standard under the 
Bretton-Woods Agreements
M i fi d th i h t t• Many currencies fixed their exchange rates to 
the US dollar.

• The US fixed the price of gold at $35/ ounce• The US fixed the price of gold at $35/ ounce.
• The French government exchanged all their 

dollars for gold, which strained the US g ,
economy and helped lead to the US 
abandoning this gold standard. 



Gold Prices in the 20thGold Prices in the 20
Century

• U.S. market crash (1929-1932)
– Gold maintained its real value

L d St k E h ll (1973• London Stock Exchange collapse (1973-
1975)
– Gold maintained its real valueGold maintained its real value

• Oil Crisis (1973-1974)
– Gold prices tripled, while global stock markets 

ll dcollapsed.

Source: CFA Institute



Historical Gold Prices

1883-19991883 1999



Gold Prices in the 21STGold Prices in the 21
Century

Year Gold ($) HPR S&P 500 HPR
2000 274.45 1320.28

2001 276 5 0 75% 1148 08 13 04%2001 276.5 0.75% 1148.08 -13.04%

2002 347.2 25.57% 879.82 -23.37%

2003 416 25 19 89% 1111 92 26 38%2003 416.25 19.89% 1111.92 26.38%

2004 435.6 4.65% 1211.92 8.99%

2005 513 17.77% 1248.29 3.00%

2006 632 23.20% 1418.3 13.62%

2007 833.75 31.92% 1468.36 3.53%

2008 869.75 4.32% 903.25 -38.49%
Source: http://www.kitco.com/charts/historicalgold.html



Diversification Benefits

Source:www.ezimages.net/upload/ DRISUBS/12-28-07%20Pe



Gold Price Determinants

• Supply :
– Sources are well identified

R b il ti t d– Reserves can be easily estimated
• The supply of gold keeps slowly increasing 

with the amount extractedwith the amount extracted
• Supply is mainly depleted by human actions:

– Buried gold that is never foundg
– Gold used in dentistry

Source: CFA InstituteSource: CFA Institute



Gold Price Determinants
• Demand of gold:

– Carat jewelry
Ind strial applications– Industrial applications

– Coins
– Investment

Gold prices are ultimately determined by supply 
andand 

Demand; sounds easy right!
Source: CFA InstituteSource: CFA Institute





Official Sector GoldOfficial Sector Gold 



Analyst Estimates
UBS slashed its estimates to $700/ounce

“The revised UBS commodity price outlook 
reflects an extended recessionary scenario 

with base metal prices in both 2009/2010 that

HSBC Fund Returns to 
Buying Gold to Hedge 

Against Inflationwith base metal prices in both 2009/2010 that 
are mostly below the marginal industry costs 

and current spot prices.”
“UBS believes gold will remain under pressure

g
“Gold is the best 
supported of all 
commodities”UBS believes gold will remain under pressure 

in 2009 from a combination of slowing 
demand for jewelry and disinvestment as 

inflation slows”

“People are buying in 
anticipation of inflation”
--November 2008

--December 2008



Peter Schiff
• President of Euro-Pacific Capital
• In Aug. 2006 he said “I see a real financial crisis coming 

for the United States ” with respect to the housing bubblefor the United States, with respect to the housing bubble
• In 2007 he said that it would spill over into the credit 

markets
• Long-term bull on gold and believes that the dollar rally 

was “phony”
• Believes that efforts by central banks to fight the creditBelieves that efforts by central banks to fight the credit 

crunch will devalue currency and lead to higher 
commodity prices

• Sees a great opportunity for the long term in gold• Sees a great opportunity for the long-term in gold



Analyst EstimatesAnalyst Estimates

Bloomberg survey of 21 analysts in December 2008

Source:  http://seekingalpha.com/article/110717‐consensus‐gold‐estimates



Gold-linked Investments

• Include:
– Gold bullionGold bullion
– Coins
– BondsBonds
– Mining Equity
– Futures– Futures
– Options on gold/mining equity/bonds



Gold-linked InvestmentGold linked Investment 
Vehicles

• Gold Bullion ETF (GLD)
• Mining EquityMining Equity

– Mining Equity Mutual Funds
Mining ETFs– Mining ETFs



Mining Equity Exposure

• Equities:
– Barrick Gold (ABX)Barrick Gold (ABX)
– Jaguar Mining (JAG)
– Minefinders (MFN)Minefinders (MFN)

• Mutual Funds
ETF• ETFs
– Market Vectors Gold Miners ETF (GDX)



Gold Bullion ETF

As of January 9, 
2008:

Tons: 787.60

Ounces: 
25,322,281

Value $21.5B

E R tiExpense Ratio:  
0.40%



Gold ETFGold ETF
Performance as of 12/31/08



Gold  ETF
Premium/DiscountPremium/Discount

Oct.-Dec. 08



GLD ETF
Risk FactorsRisk Factors

Risk Factors:

Source: GLD 



Gold ETFGold ETF
Tax Treatment

• GLD is taxed as a collectible.
• The long-term capital gains tax is 28%The long term capital gains tax is 28%.



Questions

QuickTime™ and aQ
 decompressor

are needed to see this picture.


