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The objective of this paper is to provide investors with a better understanding of the benefits and 
potential risks of owning gold within an investment portfolio. We look at the key features of gold, 
explain how investors can gain exposure to gold, and also provide insight into the structure of gold 
exchange traded products (ETPs).

Gold’s journey to becoming an established asset class

For thousands of years, gold has been considered an object of beauty, a currency, a commodity, and an investment. In the 
past, the alluring metal has motivated entire societies, determined the fate of kings, driven explorers to extraordinary lengths 
to obtain it, and inspired some of mankind’s greatest achievements. Yet as financial markets developed rapidly in the late 20th 
century, gold receded into the background, and many investors lost touch with the precious metal. Between 1933 and 1974 it 
was illegal for US citizens to own gold in the form of bullion. Similarly, in China from 1950, private ownership of bullion was 
prohibited until a series of reform started to take place in the 1990s. Access to metal as an investment was very restricted for 
many people across the world. Today, however, bullion investing is largely democratised. A key catalyst for this has been the 
development of Exchange Traded Products (ETPs) in 2003, created by ETF Securities (now WisdomTree). Physical backed ETPs 
now have close to US$162 billion1 assets under management from 0 in 2003.

During the various Gold Standards and the Bretton Woods monetary regimes2, gold’s natural behaviour was constrained by the 
monetary construct, and hence we have less data on gold’s behaviour in an unconstrained environment than we do for equities 
and bonds. Points of access and liquidity have rarely been as high as they are today. Also, it is still a relatively niche investment. 
As such, its investment characteristics are poorly understood by the market at large. In this piece we explore some of gold’s 
investment traits and see how it can fit into an investor’s portfolio.

Commodity or currency?

One factor that separates gold from other precious metals is that there are large above-ground stocks which can easily be 
mobilised. As a result of gold’s liquidity, it often acts more like a currency than a commodity. But unlike most fiat currencies,3 
its supply cannot be increased at the click of a few buttons following a monetary policy meeting. As such, it has a historical 
“super-haven” status. While central banks may expand their monetary base in the face of economic turbulence, gold cannot be 
debased in the same way. This typically makes gold an excellent hedge against geopolitical and financial market turbulence.

Wealth preservation

One of the fundamental attractions of gold is that it is considered to be an excellent ‘store of value.’ For much of recorded 
history, the precious metal has been viewed throughout the world as an asset with real inherent value due to the fact that it is 
physically attractive, durable, easily exchangeable, yet also quite scarce. Today, its legacy as a store of value lives on. 

This store of value appeal of gold has become particularly relevant in the wake of the 2008 Global Financial Crisis, as central 
banks have expanded their balance sheets substantially, and this has resulted in concerns that ‘fiat’ currencies were being 
devalued. Its store of value appeal rose once again in in the wake of the COVID-19 pandemic in 2020, as central bank balance 
began to increase their balance sheets at rates never seen before. In these crises, many investors had turned to gold in order 
to hedge themselves against currency devaluation and preserve their purchasing power over time. Whereas central banks can 
increase fiat currency at will, new gold can only be created from mining activity, meaning that the precious metal cannot be 
debased or manipulated in the same way that currencies such as the US Dollar, the Euro and the Japanese Yen can be. 

However, on its own, central bank balance sheet expansion has failed to keep gold prices higher. In the Global Financial Crisis, 
inflation never rose to meaningfully high levels (see the inflation section later). In the post-COVID-19 period, inflation has risen, 
but gold has faced other headwinds making it difficult to observe a permanent effect of balance sheet expansion on gold.

1Source: WisdomTree, Bloomberg. As of 10 October 2022, based on 96.8 million troy ounces of gold held in gold ETPs and spot price of gold at US$1660/oz.
2Monetary regimes, where currencies were fixed to the gold price. The Bretton Woods System started to break down in 1971.
3Fiat refers to currency that a government has declared to be legal tender, but it is not backed by a physical commodity.
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Safe-haven status

Gold is also viewed as a ‘safe-haven’ asset, meaning that during periods of economic uncertainty or heightened geopolitical 
risk, investors have historically turned to the precious metal for protection, pushing its price up. As such, gold can act as a 
form of ‘portfolio insurance’ and help provide downside protection during market turmoil. Our analysis shows that when the 
Geopolitical Risk (GPR Index) has risen 2 standard deviations above its historic average (indicating heightened geopolitical 
tension), gold has risen 6.1% on average, while the S&P 500 Equity Index has fallen 7.4% in those months . Figure 1 shows how 
gold has performed after a range of key financial and geopolitical events.

Event date Gold Price Change 1 
year forward

World Equities 
Price Change 1 year 

forward

Relative gold 
outperformance

Greece government deficit announcement 20/10/2009 26.5% 4.4% 22.1%

Global financial crisis 15/09/2008 31.6% -12.7% 44.3%

9/11 Terrorist Attack 11/09/2001 16.9% -15.1% 32.0%

Dotcom bubble 11/03/2000 -6.0% -17.5% 11.5%

Desert Storm (First Gulf War) 02/08/1990 -3.5% -2.9% -0.5%

Junk bond crash 13/10/1989 6.9% -16.0% 22.9%

Black Monday 19/10/1987 -11.6% -0.7% -10.8%

Nixon's Resignation 09/08/1974 14.9% 4.4% 10.5%

Yom Kippur War 06/10/1973 47.4% -42.0% 89.4%

Average 13.7% -10.9% 24.6%

Figure 1. Gold’s performance after financial and geopolitical events 

Source: Bloomberg, WisdomTree. January 1971 to October 2022. Gold is based on Bloomberg spot prices and Equities are based 
on the S&P 500 Index. Historical performance is not an indication of future performance and any investments may go 
down in value. 

The shocks that send equity prices lower can often trigger a rise in the gold price, as investors rush to buy into the safe-haven 
aspect of the metal. For example, during the Global Financial Crisis, the price of gold rose to its highest level in 30 years while 
stock markets plummeted. Several months after the COVID-19 pandemic started, gold reached a new high surpassing US $2000/
oz for the first time on 5th August 2020 (source: Bloomberg). As such, gold is often considered a ‘defensive’ asset, and is typically 
used by investors as a hedge against financial system risk, extreme events and market turbulence.

If we look at the worst 20 quarters of equity performance since 1968, gold has outperformed equities in 19 of them. Moreover, 
gold has had a positive return in 15 of those quarters. In fact, on average, gold has outperformed equities by 18.5% in those 20 
quarters. 

4Based on annual growth data from January 1986 to September 2022. Gold based on spot prices from Bloomberg, S&P 500 data from Bloomberg and Geopolitical Risk 
(GPR Index) from https://www.matteoiacoviello.com/

https://www.matteoiacoviello.com/
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Figure 2: Gold returned positive performance in 15 of the 20 worst quarters for S&P 500

 S&P 500 TR Index Gold Difference

Q3 1974 -25.16% 4.85% 30.0%

Q4 1987 -22.53% 5.35% 27.9%

Q4 2008 -21.94% -1.67% 20.3%

Q1 2020 -19.60% 6.22% 25.8%

Q2 1970 -18.03% 0.59% 18.6%

Q3 2002 -17.28% 1.63% 18.9%

Q2 2022 -16.11% -6.44% 9.7%

Q3 2001 -14.68% 8.31% 23.0%

Q3 2011 -13.87% 7.61% 21.5%

Q3 1990 -13.76% 15.96% 29.7%

Q4 2018 -13.5% 7.7% 21.3%

Q2 2002 -13.4% 5.7% 19.1%

Q1 2001 -11.9% -6.1% 5.8%

Q2 2010 -11.4% 11.5% 22.9%

Q1 2009 -11.0% 5.4% 16.4%

Q3 1975 -11.0% -15.0% -4.1%

Q3 1981 -10.2% 0.6% 10.9%

Q3 1998 -9.9% -0.8% 9.1%

Q1 2008 -9.4% 12.0% 21.4%

Q4 1973 -9.2% 12.3% 21.4%

Source: WisdomTree, Bloomberg. In USD. From December 1967 to September 2022 using quarterly data. Gold is proxied by the 
LBMA Gold Price PM Index and S&P 500 is proxied by the S&P 500 Gross Total Return Index. Historical performance is not an 
indication of future performance and any investments may go down in value.
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Inflation hedge 

As we alluded to earlier, gold tends to rise with inflation. Sometimes, inflation is generated through a monetary impulse in 
reaction to a negative economic shock. Other times inflation is just created through strong demand for goods and services that 
occur in a period of economic strength. Thus, gold is not just a “doomsday asset”: in times of economic strength when inflation 
is generated, gold can do well. Therefore, gold does not have to be a drag on a portfolio in the “good times”. Introducing gold 
into a portfolio can help immensely during “bad times” but doesn’t have to be costly in “good times”. When inflation is high and 
the purchasing power of money is being eroded, investors tend to seek out ‘hard assets’ such as gold for protection, as these 
kinds of assets are considered to have intrinsic value due to their finite supply. As such, gold prices often rise when inflation 
is rising, as shown in Figure 3. There are times when inflation rises due to supply-side shocks, like the energy crisis of 2022. 
Here things become less clear. Central banks trying to fight inflation with tightening monetary policy can send real bond yields 
higher, which act as a big headwind for gold prices (Monetary policy and interest rates section below). Hence the apparent 
decoupling of inflation and gold in 2022.

Figure 3: Gold price vs US inflation

Source: Bloomberg, WisdomTree. January 1971 to September 2022. Gold is based on Bloomberg spot prices and inflation based 
on US consumer price index. Historical performance is not an indication of future performance and any investments may 
go down in value.

Portfolio diversification 

Another key attraction of gold from an investment perspective is that the asset has a low correlation to other asset classes such 
as equities, fixed income and property. As such, it can provide diversification benefits, and potentially improve the risk-return 
characteristics of investor portfolios. Figure 4 shows how its returns tend to differ from those of other asset classes. There 
are many years when gold performs strongly as equities fall (2001, 2002, 2008, 2011). In 2008, when equities, bonds and real 
estate fell significantly during the Global Financial Crisis, gold produced a positive return. In 2020, gold outpaced other assets 
including equities as that flight to safety aided the metal during the COVID-19 pandemic. Over the 20-year period (2001 to 2021), 
gold has been the top performing asset class, although in individual years its performance can be varied.
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Figure 4. Asset class performance 2001 to September 2022

Source: WisdomTree, Bloomberg. Data until 30 Sep 22; All returns are in USD; YTD returns are from 31 Dec 19 to 30 Sep 22; 20 Yrs 
returns are annualised from 31 Dec 00 to 31 Dec 21. Data: Equity - MSCI World Index, Bond - Bloomberg Barclays Agg Sovereign 
Total Return Index Unhedged, Real Estate – FTSE EPRA/NAREIT Developed Total Return Index, Cash – ICE LIBOR USD 3-month 
Index. Historical performance is not an indication of future performance and any investments may go down in value.

Ranking 1 2 3 4 5

2001 Bonds 5.5% Cash 2.7% Gold 2.5% Real Estate -3.8% Equities -17.3%

2002 Gold 24.7% Bonds 16.5% Real Estate 2.8% Cash 1.3% Equities -20.5%

2003 Real Estate 40.7% Equities 31.6% Gold 19.3% Bonds 10.9% Cash 0.9%

2004 Real Estate 38.0% Equities 13.3% Bonds 8.7% Gold 5.5% Cash 1.2%

2005 Gold 18,0% Real Estate 15.4% Equities 8.8% Cash 2.6% Bonds -0.4%

2006 Real Estate 42.4% Gold 23.0% Equities 18.8% Bonds 6.8% Cash 3.8%

2007 Gold 31.0% Equities 9.6% Bonds 9.6% Cash 3.9% Real Estate -7.0%

2008 Gold 5.1% Cash 2.1% Bonds -1.9% Equities -43.5% Real Estate -47.7%

2009 Real Estate 38.3% Equities 31.5% Gold 25.5% Bonds 13.5% Cash 0.5%

2010 Gold 29.4% Real Estate 20.4% Equities 10.4% Bonds 4.9% Cash 0.2%

2011 Gold 10.1% Bonds 4.5% Cash 0.2% Real Estate -5.8% Equities -9.4%

2012 Real Estate 28.7% Equities 13.4% Bonds 13.4% Gold 7.1% Cash 0.3%

2013 Equities 20.3% Real Estate 4.4% Cash 0.2% Bonds -4.0% Gold -28.1%

2014 Real Estate 15.9% Bonds 5.6% Equities 2.1% Cash 0.2% Gold -1.4%

2015 Cash 0.2% Real Estate 0.1% Bonds -2.8% Equities -4.3% Gold -10.6%

2016 Gold 8.0% Equities 5.6% Real Estate 5.0% Bonds 3.6% Cash 0.5%

2017 Equities 21.6% Gold 13.5% Real Estate 11.4% Bonds 10.3% Cash 0.9%

2018 Cash 1.7% Gold -1.6% Bonds -2.4% Real Estate -4.7% Equities -11.2%

2019 Equities 24.0% Real Estate 23.1% Gold 18.8% Bonds 13.6% Cash 1.7%

2020 Gold 24.4% Equities 14.3% Bonds 10.3% Cash 0.5% Real Estate -8.2%

2021 Real Estate 27.2% Equities 16.8% Cash 0.1% Gold -3.4% Bonds -3.5%

2020 YTD Cash 0.9% Gold -9.2% Bonds -26.1% Equities -26.7% Real Estate -29.4%

20 Yrs Gold 20.7% Real Estate 20.1% Equities 12.1% Bonds 11.6% Cash 2,3%
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The strategic case for gold in numbers

Geopolitical or financial crises are hard to predict. The coronavirus-driven performance that has helped gold to its highest level 
ever in August 20205 could not have been predicted. This means that it is hard to be invested in gold during crisis without being 
invested in gold on a longer-term basis.

In order to highlight the advantages and drawbacks of a strategic asset allocation to gold, we consider in Figure 5, a hypothetical 
60/40 fixed income/equity portfolio (“the 60/40 Portfolio”). Our objective is to monitor the change in Sharpe Ratio, i.e. the average 
return earned in excess of the risk-free rate per unit of volatility, as well as the change in the worst 12 months performance, i.e. 
the performance of the portfolio over the worst 12 month period. As a starting point, we model a hypothetical investment 60% 
in fixed income (US Treasuries) and 40% in equities (Global Developed Equities). That can be read in the chart at gold = 0 on the 
horizontal axis, where the long-term Sharpe Ratio (from January 1973 to September 2022) is 0.37 and the performance of the 
worst 12 months is -17%. We then studied the effect of adding gold to the portfolio on the long-term Sharpe ratio and on the 
worst 12 months performance. When gold is added to the portfolio, equities and bonds are reduced in a manner that leaves the 
ratio of bonds to equities 60:40.

4As of 06 August 2020, source Bloomberg spot price.

Source: WisdomTree, Bloomberg. Period January 1973 to September 2022. Calculations are based on monthly returns in USD. 
The portfolio is rebalanced semi-annually. Equities are proxied by the MSCI World Gross Total Return Index and Fixed Income is 
proxied by the Bloomberg Barclays US Treasury Total Return Index. You cannot invest directly in an index. Above numbers 
include backtested data. Historical performance is not an indication of future performance and any investments may go 
down in value.
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Figure 5: What was the optimal allocation to Gold from 1973 to 2022

 60/40 Portfolio Portfolio A Portfolio B

Return 7.2% 7.4% 7.5%

Vol 6.9% 6.8% 8.0%

Sharpe Ratio 37.3% 40.6% 36.7%

Max Drawdown -32.9% -33.3% -33.9%

Worst 12 Month -16.8% -15.0% -12.8%
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Best Sharpe Ratio
53% Fixed Income
35% Equity
12% Gold
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In Figure 5, we observe with the dark blue line that adding gold benefits the Sharpe ratio (by improving the return of the 
portfolio) up to a 12% allocation to gold (The “Portfolio A”). The Sharpe ratio rises from 0.37 to 0.41. Above 12% gold, the 
Sharpe ratio starts to decrease. That acknowledges that gold is not on its own a low-volatility asset. It just behaves differently 
from other assets and hence complements a portfolio. Looking at the worst 12-month performance (light blue line) for each 
example portfolio, it is clear that adding gold significantly reduces the downside risk of the portfolio. Adding 12% gold to the 
conservative portfolio reduces the worst 12 months performance from -17% to -15%. Adding 27% gold (The “Portfolio B”) can 
cushion the bad times further, with the worst 12 months performance narrowing to -13%. 

Coming back to gold as a hedge, we mentioned earlier that gold tends to cushion equity losses in financial crises or geopolitical 
shocks but that such tactical use is very tricky because of the uncertainty around the timing of such events. Hypothetical 
Portfolio A and Portfolio B illustrate very clearly that a strategic investment in gold did not in fact create a performance drag 
in the portfolio. On the contrary, it even improved return and risk metrics. It means that over the last 48 years, investors could 
have held on to their hedge (in this case gold) without having to pay any premium for that hedge and in fact would have 
benefitted financially from that hedge over the long term. For example, in 2008, Portfolio A would have lost 7.9% compared to 
9.2% for the 60/40 Portfolio highlighting the benefits of gold as downside protection. But astoundingly in 2009, Portfolio A also 
outperformed the 60/40 Portfolio 11.1% to 9.6% i.e. even in an early recovery/rebound year, gold did not create a drag on the 
portfolio.

Such impact on a portfolio can be explained by the diversifying behaviour of gold. In figure 6, looking at long term correlations, 
we observe that gold is uncorrelated to equities (through MSCI World TR Index here), but it is also very uncorrelated from fixed 
income (through US Treasuries). These correlations explain quite clearly why there are numerous advantages to adding gold 
strategically to a portfolio, trying to leverage the uncorrelated behaviour of gold as an asset.

Source: WisdomTree, Bloomberg. Period January 1973 to September 2022. Calculations are based on monthly returns in USD. 
Equities are proxied by the MSCI World Gross Total Return Index and Fixed Income is proxied by the Bloomberg Barclays US 
Treasury Total Return Index. You cannot invest directly in an index. Above numbers include backtested data. Historical 
performance is not an indication of future performance and any investments may go down in value.

Continuing to look at the long-term impact of strategic investment in gold, we look for portfolios with the highest historical 
returns for each given level of volatility i.e. all the efficient portfolios. In Figure 7 we observe that gold is held strategically by all 
those efficient portfolios. What that means is that, for any level of volatility, the portfolios with no gold allocation would have 
underperformed a portfolio with gold. Efficient portfolios with volatility of around 5% held around 7% gold. For example, the 
“5% Vol Portfolio”, i.e. the portfolio with 5% volatility that performed the best over the period had an 8% investment in Gold 
(with 14% Equity and 78% Fixed Income). Efficient Portfolios with higher volatility invested in even higher proportion of gold. 
The 8% Vol Portfolio for example would have held 22% of Gold. In fact, in hindsight, the portfolio that would have delivered the 
highest returns over the 45 years (the “Max Return Portfolio”) is composed of 62% equities and 38% gold.

 MSCI World TR Index Bloomberg Barclays US Treasury TR Index Gold

MSCI World TR Index 100.0% 4.7% 11.3%

Bloomberg Barclays US Treasury TR Index 100.0% 6.4%

Gold 100.0%

Figure 6: Correlations of returns from 1973 to 2022
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Source: WisdomTree, Bloomberg. Period January 1973 to September 2022. Calculations are based on monthly returns in USD. 
The portfolio is rebalanced semi-annually. Equities are proxied by the MSCI World Gross Total Return Index and Fixed Income is 
proxied by the Bloomberg Barclays US Treasury Total Return Index. You cannot invest directly in an index. Above numbers 
include backtested data. Historical performance is not an indication of future performance and any investments may go 
down in value.

Figures 5, 6 and 7 really highlight the strategic case for holding gold on a long-term basis in a portfolio. At the end of the day, gold 
is a strongly diversifying asset which can perform well in both “bad” times and “good” times. Historically, its addition clearly 
translates into a better risk return profile for a portfolio while providing some defensiveness in financial and geopolitical crisis.

What are the drawbacks to investing in gold?

While gold can offer investors a number of benefits, there are several downsides to investing in the precious metal, as there are 
with any asset class. We examine some of the drawbacks to investing in gold below.  

 + No cash flows: A well-documented downside of gold is that the asset does not generate any cash flows. Therefore, 
unlike other asset classes such as equities, bonds and property, it does not pay investors any income. This means that 
for investors to profit from gold, its price must increase. However, in an age when other defensive assets like government 
bonds are providing negative yield-to-maturities, gold’s zero yield is looking very attractive.

 + Hard to value: Gold’s lack of cash flows also means that it is hard to place an intrinsic value on the price of the precious 
metal. Whereas other assets can be valued based on the present value of all future cash flows, gold cannot be valued this 
way. While gold lacks traditional valuation techniques, WisdomTree has developed models to characterise its behaviour 
and provide guidance on how gold will progress in different macroeconomic environments.

 + Price volatility and negative returns: Gold can be volatile. It makes a great diversifier to a portfolio because it behaves 
so differently to equities and bonds, not because it has a low volatility. In some years the metal has posted close to 30% 
gains (2010), while in other years it has posted close to 30% losses (2013). 

As always, investors should ensure that they understand, and are comfortable with, the risks of an asset before investing.

Figure 7: Asset Allocation of the portfolios on the efficient frontier for the period 1973 to 2022

 5% Vol Portfolio 8% Vol Portfolio Max Return Portfolio

Return 6.8% 7.6% 7.9%

Vol 5.0% 8.0% 12.7%
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What influences gold prices? 

Gold is a unique asset and its price can be affected by a number of factors, including investor sentiment, monetary policy, 
inflation and central bank demand. Below, we explore some of the factors that influence gold prices in more detail. For a 
detailed description on how WisdomTree models gold prices and a look at our gold framework please see Gold: how we value 
the precious metal.

Investor sentiment

One of the main drivers of gold prices is investor sentiment. Because gold is viewed as a safe-haven asset, it often performs well 
during periods of uncertainty. If investors have concerns over systemic risks, political turmoil, or stock market volatility, they 
will often turn to gold, and this can push its price up. 

One way of measuring investor sentiment towards gold is to look at speculative positioning in gold futures. We saw a spike in 
this measure during the COVID-19 pandemic (Figure 8). We also saw notable increases during the Global Financial Crisis and 
resulting sovereign debt crisis, and then another spike around the time the UK voted to leave the European Union.
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Figure: 8: Net Speculative Positioning in Gold Futures

Source: Bloomberg, WisdomTree. January 1995 to October 2022. Historical performance is not an indication of future 
performance and any investments may go down in value.

However, the fact that the positioning in futures fell when gold was marching to its all-time high in August 2020 indicates that 
futures markets alone do not reflect investor sentiment towards gold. Increasingly flows into gold exchange traded products 
are a useful gauge (Figure 9). Here too, outflows since the peak in 2020 indicate less enthusiasm for the metal. There was some 
increased flow as the Ukrainian war broke out (February 2022), but that has also fizzled out.

https://www.wisdomtree.eu/en-gb/blog/2019-11-25/gold-how-we-value-the-precious-metal
https://www.wisdomtree.eu/en-gb/blog/2019-11-25/gold-how-we-value-the-precious-metal
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Figure 9: Gold held in exchange-traded products
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Source: Bloomberg, WisdomTree. January 2004 to October 2022. Historical performance is not an indication of future 
performance and any investments may go down in value.

Monetary policy and interest rates 

Many people consider gold to be a monetary asset, rather than a commodity, as for several millennia it has played a role as a 
form of currency. Therefore, it is unsurprising that gold is highly influenced by monetary factors and this features heavily in our 
model framework. 

All else being equal, the gold price and interest rates tend to have an inverse relationship, meaning that the price of gold often 
rises when interest rates are falling, and falls in price when interest rates are rising. Figure 10 below shows the relationship 
between gold and real interest rates (measured by the yield on 10-year US inflation protected Treasuries). By using real rates we 
proxy for two of the measures in WisdomTree’s framework (nominal interest rates and inflation).

The recent decoupling here – where bond yields have risen more than gold prices have fallen – is the mirror image of the 
inflation picture. While gold has not kept up as much with inflation, it is resisting bond headwinds incredibly well.

Figure 10: Gold vs real rates (Treasury Inflation-Protected Securities yield)

Source: Bloomberg, WisdomTree. January 1997 to October 2022. Historical performance is not an indication of future 
performance and any investments may go down in value.
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This long-term inverse relationship exists for a number of reasons. 

First, many investors keep an eye on the Trade Weighted Dollar Index – which measures the purchasing power of the US Dollar 
– as the strength of the US Dollar has a significant impact on financial markets worldwide. If the US Dollar is being debased by 
loose monetary policy (lower interest rates), the price of gold tends to move higher as investors turn to the precious metal as 
an alternative currency. 

Second, as interest rates fall, the ‘opportunity cost’ of forgoing interest-bearing assets is lower, and the idea of owning gold can 
become more appealing. Similarly, when interest rates rise and higher yields are obtainable from interest-bearing assets, gold 
loses some of its appeal as it offers no yield. 

Third, periods of low real interest rates can be associated with systemic financial failures. Therefore, the inverse relationship 
between gold prices and interest rates may be related to gold’s safe-haven status and the protection it can offer investors. 

It’s worth noting that economic data, such as GDP growth, manufacturing data, jobs reports and wage data can also influence 
gold prices in the short term, as this data tends to play a role in the Federal Reserve’s monetary policy decisions.

Inflation 

Inflation can also impact the price of gold. Gold has historically been a hedge against rising prices, and therefore, it tends to 
respond positively to CPI6 inflation (see inflation hedge section above). On the other hand, in a disinflationary environment, 
gold sometimes declines in value.

“Significant increases in inflation will ultimately increase the price of gold. Investment in gold now is insurance.”

– Dr Alan Greenspan, Chairman of the US Federal Reserve (1987 – 2006)

Central bank demand 

Central bank demand is another factor that can influence the dynamics of the gold market and in recent years, demand from 
central banks has increased. For example, according to the World Gold Council7, central banks across the world sold 7,853 
tonnes of gold between 1987 and 2009, yet between 2010 and 2021 central banks purchased 5,692 tonnes of gold, as attitudes 
towards the precious metal changed after the Global Financial Crisis. Emerging market central banks in particular have been 
buying gold to diversify their foreign-exchange reserves away from the US Dollar, Euro and Yen, especially as the central banks of 
the developed market currencies have been expanding their balance sheets (which was accelerated in the COVID-19 pandemic). 

Jewellery demand 

Finally, demand for gold jewellery is another factor that can influence gold prices. According to the World Gold Council, gold 
jewellery represents the largest source of demand for gold, at around 50% of total demand8. In volume terms, China and India 
are the largest markets for gold, with demand in these countries driven by a cultural affinity for the precious metal, as well as 
economic growth and rising wealth. As with any commodity, increased demand with a constrained supply can lead to higher 
prices of that commodity. 

How to invest in gold 

There are a number of ways to add gold exposure to a portfolio and each approach has its advantages and disadvantages. 
Below, we look at three of the most popular ways to invest in gold. 

6Consumer Price Index
7https://www.gold.org/about-gold/gold-demand/sectors-of-demand
8Average of 50.3% between 2010 and 2021

https://www.gold.org/about-gold/gold-demand/sectors-of-demand
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Physical gold 

One way to invest in gold is to purchase physical gold itself from a gold dealer in the form of gold bullion bars or gold coins. The 
advantage of this approach is that investors can take physical possession of their gold and store it outside the financial system, 
which reduces third-party risk. The disadvantage of this approach, however, is that gold bullion is often sold at a premium to the 
spot price, meaning that there are high transaction costs involved in acquiring physical gold. Furthermore, physical gold needs 
to be stored securely and insured, and the costs of storing and insuring gold can be significant. 

Shares in gold mining companies 

An alternative approach to investing in gold is to purchase shares in gold mining companies. One advantage of this approach 
is that when the price of gold is rising, gold mining stocks can often rise faster than the price of gold, as they are essentially a 
leveraged play on the gold price. However, the downside to this approach is that gold mining stocks can be quite volatile at 
times and when the gold price is falling, gold mining stocks can decline more than the price of gold. Mining companies are also 
exposed to a number of other factors that can affect their share prices, therefore, the returns from gold mining stocks may not 
reflect the movements in the price of gold. As the Figure 11 below shows, gold miners have performed worse on average than 
gold in the past decade and particularly in 2022.

Figure 11: Gold vs gold miners

Gold Gold miners

Standard Deviation 15% 33%

Average Return -0.5% -4.6%

Source: Bloomberg, WisdomTree. 12/10/2012 to 12/10/2022 Historical performance is not an indication of future performance 
and any investments may go down in value. Gold is spot price and gold miners is the DAXglobal Gold Miners Equity Index.

Gold Exchange Traded Products (ETPs)

The third way to invest in gold is through gold exchange traded products. These are financial instruments that are designed 
to track the price of gold and provide investors with exposure to the price performance of spot gold bullion. Gold ETPs offer 
a convenient way to invest in gold because they are listed on stock exchanges and can therefore be bought and sold just like 
regular stocks. The key advantage of gold ETPs is that they eliminate many of the issues associated with buying gold bullion, 
such as high transaction and storage costs. Gold ETPs have proven to be popular with investors as they offer a cost-efficient way 
to gain exposure to gold, without having to take physical delivery of the metal itself. As shown in Figure 9 above there are more 
than 96 million troy ounces of gold held in physically-backed gold ETPs globally.

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
0

0.2

0.4

0.6

0.8

1

1.2

1.4

Gold Gold miner

In
de

xe
d 

to
 1

 o
n 

5 
No

ve
m

be
r 2

00
9



14     Strategy Insight

For Financial Professional Use Only

Product Description Currency hedged Gold

WisdomTree Core 
Physical Gold

Backed by physical allocated gold held by HSBC Bank plc (the custodian) in 
London. Investors have the option to redeem securities directly for physical 
gold via Metalor.

No 0.12%

WisdomTree Physical 
Swiss Gold

Backed by physical allocated gold held by JPMorgan Bank, N.A. (the 
custodian) in Zurich, Switzerland. Investors have the option to redeem 
securities directly for physical gold via Metalor.

Structured in a way that investors with unrestricted tax liability in Germany 
who bought the product on or after 28/12/2017 should benefit from 
Withholding Tax exemption (Kapitalertragsteuer) providing it has been held 
for at least 12 months from the date of purchase.

No 0.15%

WisdomTree Physical 
Gold

Backed by physical allocated gold held by HSBC Bank plc (the custodian) 
in London. No 0.39%

WisdomTree EUR Daily 
Hedged Physical Gold*

Backed by physical allocated gold held by JP Morgan Chase Bank, N.A. (the 
custodian) in London. Enables EUR investors to gain exposure to the gold 
spot price with a daily currency hedge against movements in the EUR/USD 
exchange rate.

Yes 0.15%

WisdomTree GBP Daily 
Hedged Physical Gold*

Backed by physical allocated gold held by JP Morgan Chase Bank, N.A. (the 
custodian) in London. Enables GBP investors to gain exposure to the gold 
spot price with a daily currency hedge against movements in the GBP/USD 
exchange rate

Yes 0.15%

Gold Bullion Securities

Backed by physical allocated gold held by HSBC Bank plc (the custodian) 
in London. Investors have the option to redeem securities directly for 
physical gold, in the form of unallocated gold.  Investors may also request 
the Issuer deliver bullion in respect of redemption of their securities to the 
Royal Mint and request that the Royal Mint provide gold coins (Britannias or 
Sovereigns) directly to the investor.

No 0.40%

Physically-backed gold ETPs vs synthetic gold ETPs  

Those interested in investing in gold through an ETP should be aware that gold ETPs can take two distinct forms – physically-
backed ETPs and synthetic ETPs. Here is a brief look at the differences between the two types of exchange traded products.

Physically-backed gold ETPs 

The key feature of physically-backed gold ETPs is that these ETPs hold a certain quantity of gold bullion in a secure vault on 
behalf of investors. The advantage of this type of ETP is that investors can be assured that each ETP is backed by an entitlement 
to high-quality, securely stored physical metal. In terms of return, physically-backed ETPs generally attempt to provide investors 
with a return equivalent to the movements in the gold spot price, less management and storage fees. 

Synthetic gold ETPs

Synthetic gold ETPs are different to physically-backed ETPs in that they do not own any physical gold. Instead, they invest in 
gold synthetically via futures, options and swap contracts. The advantage of synthetic gold ETPs is that they can sometimes 
be cheaper than physically-backed gold ETPs, as they don’t have to pay the costs associated with storing physical gold. The 
downside to synthetic ETPs is that they are more complex than physically-backed ETPs and carry an extra level of risk due to 
their financial engineering and use of derivatives. Returns can also differ from spot price gold movements due to the way these 
ETPs are constructed. These risks have been highlighted in the COVID-19 pandemic, where we have seen the prices of gold in 
derivative instruments such as futures and options differ widely from the spot market price.

WisdomTree’s gold ETP offering 

At WisdomTree, we offer a broad range of gold ETPs that includes physically-backed, synthetic, hedged, short, and leveraged 
variants.

Gold ETPs - Physically backed

Securities are backed by physical bullion, and in the case of ETF Securities’ physical gold exchange traded commodities (ETCs) 
the bullion is held by the custodian within a secure vault and inspected twice a year by an independent entity.

https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-swiss-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-swiss-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold---eur-daily-hedged
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold---eur-daily-hedged
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold---gbp-daily-hedged
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-physical-gold---gbp-daily-hedged
https://etfs.wisdomtree.eu/retail/uk/en-gb/products/product/gold-bullion-securities-gbs-lse
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Product Description Currency hedged Gold

Delta-one range

WisdomTree Gold Designed to track the Bloomberg Gold Subindex and provide a collateral 
yield. No 0.49%

WisdomTree EUR Daily 
Hedged Gold*

Designed to track Bloomberg Gold Subindex Euro Hedged Daily and 
provide a collateral yield. Yes 0.49%

Short and leveraged range**

WisdomTree Gold 1x 
Daily Short

Designed to enable investors to gain a ‘short’ exposure to a total return 
investment in gold futures contracts by tracking the Bloomberg Gold 
Subindex and provide a collateral yield.

No 0.98%

WisdomTree Gold 2x 
Daily Leveraged

Designed to enable investors to gain a 'leveraged' exposure to a total return 
investment in gold futures contracts by tracking the
Bloomberg Gold Subindex and provide a collateral yield.

No 0.98%

WisdomTree Gold 3x 
Daily Leveraged

Designed to provide a total return comprised of three times the daily 
performance of the NASDAQ Commodity Gold ER index, plus a collateral 
yield.

No 0.99%

WisdomTree Gold 3x 
Daily Short

Designed to provide a total return comprised of three times the inverse 
daily performance of the NASDAQ Commodity Gold ER index, plus a 
collateral yield.

No 0.99%

Gold ETPs - Collateralised

Synthetic gold ETPs do not hold the underlying assets (gold) that the ETPs are designed to track. Instead the issuer enters into 
a swap agreement with a counterparty that contracts to provide the return of the underlying gold.

* Currency hedged physical gold ETCs enable GBP or EUR investors to gain exposure to the gold spot price (or futures price in the 
case of synthetics products) with a daily currency hedge against movements in the GBP/USD or EUR/USD exchange rates. Such 
products may appeal to investors concerned about currency exposure, which will often be a consideration with commodity 
ETCs that are typically based in USD.

**Short and/or Leveraged exchange-traded products are only intended for investors who understand the risks involved in 
investing in a product with short and/or leveraged exposure and who intend to invest on a short-term basis. Potential losses 
from short and leveraged exchange-traded products may be magnified in comparison to products that provide an unleveraged 
exposure. Please refer to the section entitled “Risk Factors” in the relevant prospectus for further details of these and other 
risks.

Short and Leveraged ETPs (S&L ETPs) are complex instruments and bear high risk. This risk is greater during periods of 
heightened market volatility, and investors face a greater risk of losing all of their investment or substantially more than 
they were expecting. Due to the global nature of markets, the loss may also occur outside of European trading hours, when 
WisdomTree S&L ETPs are not tradeable.

Product information is current as of October 2022. For more information on our full range of gold ETPs, including short 
and leveraged products, visit our website. 

References

https://www.gold.org/about-gold/gold-demand/sectors-of-demand

https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-gold
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-gold---eur-daily-hedged
https://www.wisdomtree.eu/en-gb/products/ucits-etfs-unleveraged-etps/commodities/wisdomtree-gold---eur-daily-hedged
https://www.wisdomtree.eu/en-gb/products/short-leveraged-etps/commodities/wisdomtree-gold-1x-daily-short
https://www.wisdomtree.eu/en-gb/products/short-leveraged-etps/commodities/wisdomtree-gold-1x-daily-short
https://www.wisdomtree.eu/en-gb/products/short-leveraged-etps/commodities/wisdomtree-gold-2x-daily-leveraged
https://www.wisdomtree.eu/en-gb/products/short-leveraged-etps/commodities/wisdomtree-gold-2x-daily-leveraged
https://www.wisdomtree.eu/en-gb/etps/commodities/wisdomtree-gold-3x-daily-leveraged
https://www.wisdomtree.eu/en-gb/etps/commodities/wisdomtree-gold-3x-daily-leveraged
https://www.wisdomtree.eu/en-gb/etps/commodities/wisdomtree-gold-3x-daily-short
https://www.wisdomtree.eu/en-gb/etps/commodities/wisdomtree-gold-3x-daily-short
https://www.gold.org/about-gold/gold-demand/sectors-of-demand


Important Information
 
Marketing communications issued in the European Economic Area (“EEA”): This document has been issued and approved 
by WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been issued and approved by 
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). Our Conflicts of 
Interest Policy and Inventory are available on request.

For professional clients only. Past performance is not a reliable indicator of future performance. Any historical 
performance included in this document may be based on back testing. Back testing is the process of evaluating an 
investment strategy by applying it to historical data to simulate what the performance of such strategy would have 
been. Back tested performance is purely hypothetical and is provided in this document solely for informational 
purposes. Back tested data does not represent actual performance and should not be interpreted as an indication of 
actual or future performance. The value of any investment may be affected by exchange rate movements. Any decision 
to invest should be based on the information contained in the appropriate prospectus and after seeking independent 
investment, tax and legal advice. These products may not be available in your market or suitable for you. The content 
of this document does not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any 
product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, less costs, but 
it is not expected to match that performance precisely. ETPs involve numerous risks including among others, general market 
risks relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the ETP, exchange rate risks, 
interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.

The information contained in this document is not, and under no circumstances is to be construed as, an advertisement or any 
other step in furtherance of a public offering of shares in the United States or any province or territory thereof, where none of 
the issuers or their products are authorised or registered for distribution and where no prospectus of any of the issuers has 
been filed with any securities commission or regulatory authority. No document or information in this document should be 
taken, transmitted or distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued by 
them, have been or will be registered under the United States Securities Act of 1933 or the Investment Company Act of 1940 or 
qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly available information. 
Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree does not warrant or 
guarantee its accuracy or correctness. Any third party data providers used to source the information in this document make no 
warranties or representation of any kind relating to such data. Where WisdomTree has expressed its own opinions related to 
product or market activity, these views may change. Neither WisdomTree, nor any affiliate, nor any of their respective officers, 
directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from any use of 
this document or its contents.

This document may contain forward looking statements including statements regarding our belief or current expectations with 
regards to the performance of certain assets classes and/or sectors. Forward looking statements are subject to certain risks, 
uncertainties and assumptions. There can be no assurance that such statements will be accurate and actual results could differ 
materially from those anticipated in such statements. WisdomTree strongly recommends that you do not place undue reliance 
on these forward-looking statements.

Short and leveraged exchange-traded products are only intended for investors who understand the risks involved 
in investing in a product with short and/or leveraged exposure and who intend to invest on a short term basis. Any 
investment in short and/or leveraged products should be monitored on a daily basis to ensure consistency with your 
investment strategy. You should understand that investments in short and/or leveraged exchange-traded products held 
for a period of longer than one day may not provide returns equivalent to the return from the relevant unleveraged 
investment multiplied by the relevant leverage factor. Potential losses in short and/or leveraged exchange-traded 
products may be magnified in comparison to investments that do not incorporate these strategies. Please refer to the 
section entitled “Risk Factors” in the relevant prospectus for further details of these and other risks associated with 
an investment in short and/or leveraged exchange-traded products. You should consult an independent investment 
adviser prior to making an investment in short and/or leveraged exchange-traded products in order to determine its 
suitability to your circumstances.

The products discussed in this document are issued by WisdomTree Metal Securities Limited, WisdomTree Hedged Metal 
Securities Limited and WisdomTree Commodity Securities Limited (the “Issuer”). The Issuer is regulated by the Jersey Financial 
Services Commission.



WisdomTree Metal Securities Limited

Securities  issued  by  the  Issuer  are  direct,  limited  recourse  obligations  of  the  Issuer  alone  and  are not obligations of 
or guaranteed by any of HSBC Bank plc and JP Morgan Chase Bank, N.A. any of their affiliates or anyone else or any of their 
affiliates. Each of HSBC Bank plc and JP Morgan Chase Bank, N.A. disclaims all and any liability whether arising in tort, contract 
or otherwise which it might have in respect of this document or its contents otherwise arising in connection herewith.

WisdomTree Commodity Securities Limited

Securities  issued  by  the  Issuer  are  direct,  limited  recourse  obligations  of  the  relevant  Issuer  alone and  are  not  obligations  
of or guaranteed by Citigroup Global Markets Limited (“CGML”), Citigroup Global  Markets  Holdings  Inc.  (“CGMH”),  Merrill  
Lynch International(“MLI”),  Bank  of  America Corporation (“BAC”) or any of their affiliates. Each of CGML, CGMH, MLI and BAC 
disclaim all and any  liability  whether  arising  in  tort,  contract  or  otherwise  which  they  might  have  in  respect  of  this 
document or its contents otherwise arising in connection herewith. Bloomberg®  and  the  Bloomberg  Commodity  IndexesSM 
are  service  marks  of  Bloomberg  Finance L.P. and  its  affiliates  (collectively,  “Bloomberg”)  and  have  been  licensed  for  use  
by  the  Issuer.  Although the  securities  issued  by the  Issuer  are  based  on  the  Bloomberg  Commodity  IndexesSM,neither 
Bloomberg nor UBS Securities LLC and its affiliates (collectively “UBS”) are affiliated with the Issuer and  Bloomberg  and  UBS  
do  not  approve,  endorse,  review,  or  recommend  such  securities. Neither Bloomberg nor UBS guarantees the timeliness, 
accurateness, or completeness of any data or  information  relating  to  the  Bloomberg  Commodity  IndexesSM and  make  no  
representation regarding the advisability of investing in such product(s).

WisdomTree Hedged Metal Securities Limited

Securities  issued by the  Issuer  are  direct,  limited  recourse  obligations  of  the  Issuer  alone  and  are not obligations of or 
guaranteed by any of Morgan Stanley & Co International plc, Morgan Stanley & Co.  LLC  and  JP  Morgan  Chase  Bank,  N.A.  any  
of  their  affiliates  or  anyone  else  or  any  of  their affiliates. Each of Morgan Stanley & Co International plc, Morgan Stanley & 
Co. LLC and JP Morgan Chase Bank, N.A. disclaims all and any liability whether arising in tort, contract or otherwise which it 
might have in respect of this document or its contents otherwise arising in connection herewith. The  Morgan  Stanley  Indices  
are  the  exclusive  property  of  Morgan  Stanley  &  Co.  LLC  (“Morgan Stanley”).  Morgan  Stanley  and  the  Morgan  Stanley  
index  names  are  service  mark(s)  of  Morgan Stanley  or its affiliates and  have been licensed for use  for certain  purposes  by  
WisdomTree Management Company (Jersey)Limited in respect of the securities issued by the Issuer. The securities issued by 
the Issuer are not sponsored, endorsed, or promoted by Morgan Stanley, and Morgan Stanley bears no  liability  with  respect  to  
any  such  financial  securities.  The  prospectus  of  the  Issuer  contains  a more  detailed  description  of  the  limited  relationship  
Morgan  Stanley  has  with  the  Issuer  and  any related financial securities.  No purchaser, seller or holder of securities issued  
by the Issuer, or any other person or entity, should use or refer to any Morgan Stanley trade name, trademark or service mark 
to sponsor, endorse, market or promote this product without first contacting Morgan Stanley to determine  whether  Morgan  
Stanley’s  permission  is  required.  Under  no  circumstances  may  any person  or  entity  claim  any  affiliation  with  Morgan  
Stanley  without  the  prior  written  permission  of Morgan Stanley.

For Investors in Switzerland 

This document constitutes an advertisement of the financial product(s) mentioned herein.  

In Switzerland, this communication is only targeted at Qualified Investors. 

The prospectus and the key investor information documents (KID) are available from WisdomTree’s website:   
https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

For investors in Monaco

This communication is only intended for duly registered banks and/or licensed portfolio management companies in Monaco. 
This communication must not be sent to the public in Monaco.

https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports


For investors in Israel

Offering materials for the offering of the securities have not been filed with or approved or disapproved by the United States 
Securities and Exchange Commission or any other state or federal regulatory authority, nor has any such regulatory authority 
passed upon or endorsed the merits of this offering or passed upon the accuracy or completeness of any offering materials. 
Any representation to the contrary is unlawful. The products mentioned herein have not been approved by the Israel Securities 
Authority and will only be distributed to Israeli residents in a manner that will not constitute “an offer to the public” under 
sections 15 and 15a of the Israel Securities Law, 5728-1968 (“the Securities Law”) or section 25 of the Joint Investment Trusts Law, 
5754-1994 (“the Joint Investment Trusts Law “), as applicable. The products are being offered to a limited number of investors 
(35 investors or fewer during any given 12 month period) and/or those categories of investors listed in the First Addendum (“the 
Addendum”) to the Securities Law, “Sophisticated Investors”) who in each case have provided written confirmation that they 
qualify as Sophisticated Investors, and that they are aware of the consequences of such designation and agree thereto; in all 
cases under circumstances that will fall within the private placement or other exemptions of the Joint Investment Trusts Law, 
the Securities Law and any applicable guidelines, pronouncements or rulings issued from time to time by the Israel Securities 
Authority. 

This prospectus or this document may not be reproduced or used for any other purpose, nor be furnished to any other person 
other than those to whom copies have been sent. Any offeree who purchases a product is purchasing such product for its own 
benefit and account and not with the aim or intention of distributing or offering such product to other parties (other than, in the 
case of an offeree which is a Sophisticated Investor by virtue of it being a banking corporation, portfolio manager or member of 
the Tel-Aviv Stock Exchange, as defined in the Addendum, where such offeree is purchasing a product for another party which 
is a Sophisticated Investor).  

Nothing in this document should be considered investment advice or investment marketing as defined in the Regulation of 
Investment Counselling, Investment Marketing and Portfolio Management Law, 5755-1995. Investors are encouraged to seek 
competent investment counselling from a locally licensed investment counsel prior to making the investment. A recipient of 
this document may be required to provide confirmation that it is a Sophisticated Investor purchasing a product for its own 
account or, where applicable, for other Sophisticated Investors.  


