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Is gold a volatile asset?
By Rozanna Wozniak, Investment Research Manager, World Gold Council
Summary
Gold is widely perceived to be volatile relative to other asset classes and even relative to other precious metals, and
the turmoil in asset markets since the credit crisis erupted in the latter half of 2007 has heightened this perception. In
this paper, we aim to refute this myth. During the last 20 years, gold has consistently been less volatile than oil, other
precious metals, and the GSCI commodity index. It has also, on average, been less volatile than the major equity
indices. We explain the reasons why this is the case and why many of these reasons are unique to gold.
Gold�s history in terms of average volatility
The graph below shows average 22-day volatility in the gold price since the beginning of 1974 � during 1973,
movements in the price of gold were still constrained by the two-tier market that followed Nixon�s closing of the gold
window two years earlier, and it was not until November of that year that the two-tier system was finally abandoned.
A mathematical analysis is not required to see that the years immediately following gold�s free-float were very volatile.
Volatility surged with the run up in the gold price of 1979/early 1980, and remained high for several years thereafter.
By the mid-1980s, however, volatility had calmed down significantly and this lower volatility has persisted. There
have been several corrections in gold�s recent strong bull run that have resulted in pockets of increased price volatility,
but they pale in comparison to that experienced during the price spike of 1979/ early 1980.
Gold Price and 22-Day Average Volatility
Average 1974-2008: 17.2%
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How does the volatility of gold during that 34 year period compare to other asset classes? During the period 1974 �
August 2008, volatility in the gold price was higher than for the S&P500 � 17.2% compared to 14.4%. This differential
largely reflects the fact that the S&P500 did not exhibit the high levels of volatility that were evident in gold around
the period following gold�s float. In fact, the graph below suggests that the volatility of gold reduced after 1985, but the
volatility of the S&P500 may have increased.
Closer analysis proves that the relativities did, in fact, shift � if we remove the 1974-85 period from our calculations,
the average volatility in gold falls to 13.2%, while the volatility of the S&P500 rises slightly to 14.8%.
S&P500 and Gold; 22-Day Average Volatility
Average, 1974-2008:
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While this division in our analysis around the mid-1980s may seem somewhat arbitrary, there were, in fact, some
significant structural economic factors at play that make it valid. Before making these arguments, it is useful to
broadly divide the 34 year period according to major shifts in the economic and inflation environment:
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The high inflation period of the late 1970s. Volatility in the gold price increased sharply in the run-up to the
January 1980 peak. This spike was unusual in the history of gold due its sheer magnitude and speed. Between
August 1976 and January 1980, the gold price rose more than 700%; it more than doubled in the two and a half
months from November 1 1979 and mid-January 1980. The speed of this rise left gold vulnerable to a correction,
which inevitably occurred.
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The underlying economic and political environment at that time was highly unstable. During 1979, the oil price rose
from $15 to $40 a barrel and inflation in most countries was running in double digits. Furthermore, the US dollar was
falling sharply and political uncertainty was heightened � a revolution was underway in Iran; in November 1979 Iranian
radicals took over the US embassy in Tehran in a hostage crisis that was to last until 1981; and the Russians were
building up their strength in southern Yemen, near Afghanistan�s border with Iran, and near Bulgaria�s border with
Yugoslavia.
Although the inflation-adjusted level of oil prices has recently surpassed the highs reached in the 1970s, the inflation
and policy environment is now markedly different. Inflation during the 1960s had typically been overlooked in favour
of other policy goals, particularly full employment. This was the era of Keynesian economics, where fiscal policy and
government spending were considered to be more important than monetary policy. By the time the first oil price shock
hit, inflation was already very high. In 1970, US inflation was running at 5.8%; in the UK in 1971, it was 9.4%.
Policymakers responded to the oil price shock by trying to keep inflation down artificially � the Nixon administration
imposed price and wage controls in 1971 and several other countries followed suit. Labour markets were also rigid
and often highly unionised, so as petrol and food prices increased, wages typically followed, triggering wage-price
spirals. It is not surprising, therefore, that significant pain was required to bring inflation back under control. By the
end of 1979, the fed funds rate was close to 14%. The UK base rate was 17%.
2. The deflationary period of the early 1980s. The early 1980s broadly marked a severe deflationary period. The
very tight monetary policy that was implemented in many countries during the late 1970s had started to take its toll.
The US economy fell into recession, and many other major global economies followed suit. By 1982, US
unemployment had reached almost 11%. The fall in inflation rates in many countries during that decade was
substantial. In the US, inflation had fallen below 4% by 1982. In the UK, the inflation rate peaked at 24% in 1975 and
was back down to 4.6% by 1983, although it bounced several times to levels of above 8% before finally stabilizing
below 4% in the early 1990s.
The early 1980s were also a time when significant policy changes were implemented in order to reverse the damage
done by the poor policy response to the oil shocks. These changes included a shift in monetary policy focus towards
controlling inflation and less focus on secondary policy targets, measures to reduce rigidity in labour markets, and cost
cutting to reduce large fiscal deficits. These policy changes proved to be structural, not temporary.
The recessionary phase that marked the first half of the 1980s was very negative for commodities, including gold. For
commodities in general, this reflected the slowing in global demand, but for gold, there was the added impact of a
sharp slowing in inflation rates. The gold price had fallen back to $500/oz by late March 1980 and although it bounced
back to test $700/oz later that year, the rally was short-lived. By July 1982, the gold price was at $300/oz.
Given the economic and policy environment, it is not surprising that the gold price remained volatile throughout the
early part of the 1980s. Average 22-day volatility reached 113% around the time of the $850 peak in the gold price
and the following two years saw another two spikes where volatility reached 60%.
It is clear, therefore, that the first 10 years following gold�s free-float was also one where the inflation environment
was extremely uncertain. One could also argue that the 1980s represented a structural, permanent shift in the
macroeconomic policy and interest rate environment, and also in the inflation environment.
3. The period of transition. The exact starting point of the new low-inflation era is murky. The period of adjustment
from a high to a low inflation environment continued into the second half of the 1980s in the UK, while in wider
Europe, it persisted even longer due to the stringent criteria facing ERM countries in the run up to the introduction to
the Euro. However, in the US, which is a key driver of global financial markets, low inflation had been achieved by
the mid-1980s. Notably, it is the linkages between US inflation and the gold price that are the most widely
documented. Consequently, we have called the second half of this decade one of transition.
By the second half of the 1980s, the gold price was still trending downwards, but volatility had abated significantly.
The sharp sell-off in equities of October 1987 had little impact on either the gold price or gold price volatility.
Notably, the equities sell-off was very short-lived and the bounce-back rapid.
4. The new paradigm of the 1990s. By the 1990s, most of the major economies had managed to get inflation under
control. While the early part of that decade marked a recession in many parts of the world, it wasn�t long before
economic growth rates started to improve. This improvement was led by the US, which embarked on an
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unprecedented period of uninterrupted growth with low inflation � the new paradigm had begun. Technology
improvements, the internet and the development of financial markets were resulting in productivity gains in many
sectors and the outsourcing of both manufacturing and services to China and India was commonplace. There was also
a widespread, arguably somewhat overinflated, belief that these productivity improvements and cost reductions would
be both significant and ongoing. Notably, emerging economies (many of which are major gold consumers) recovered
well during the first half of the decade, but imploded in spectacular fashion around 1998. However, the flow-on
effects onto growth in the �developed� world were generally modest and short-lived.
In summary, inflation was low during this decade and political uncertainty was relatively benign. Gold entered a
period of range trading, but within a continued downward trend. Gold price volatility during the 1990s averaged just
10.6%.
The end of this range-trading period for gold largely ended on September 26th 1999 when the first Central Bank Gold
Agreement (which was also known as the Washington Agreement on Gold) was announced. The agreement came in
response to concerns in the gold market after the United Kingdom treasury announced that it was proposing to sell
58% of UK gold reserves through Bank of England auctions, coupled with the prospect of significant sales by several
other European central banks
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and possibly also the IMF. The price of gold spiked sharply during the days following the signing of the agreement,
and provided the first sign that the price had reached a bottom. However, the bull market did not take hold until 2001.
5. The 21st century so far. The initial part of the 21st century marked a period of ongoing economic uncertainty. The
internet and tech bubble burst and geopolitical uncertainty was extreme. As the decade progressed, however,
economic growth rates improved, but this time, the improvement was synchronized across both the developed and
developing economies. The latter, in particular, fuelled a commodity boom that included gold. While one could
interpret this era as a period of low inflation, one could equally argue that it was one where the preconditions for a
surge in inflation were building rapidly. Monetary policy was very stimulatory, credit conditions were very easy and
liquidity was ample. The warning signs were ample � strong growth in emerging economies was pushing up
commodity prices, growth in monetary and credit aggregates in the world�s major economies was alarmingly strong,
and housing markets were booming. There were numerous debates going on as to whether inflation was permanently
under control or just around the corner.
Regardless of which of these theories will prove to be true and just how persistent the recent higher rates of inflation
will be, there are several crucial differences between the current phase and that of the 1970s. Firstly, inflation is now
generally well under control in developed economies and low inflation expectations are well entrenched. While
inflation pressures have recently increased, it is unlikely that inflation rates will reach anywhere near the levels seen at
that time. This largely reflects the underlying stability in the policy environment, the commitment by central banks to
low inflation and the increased flexibility of labour markets.
In summary, there are valid structural reasons related to the policy and inflation environment that explain why the
high levels of volatility in the gold price experienced during the 1974-1985 period should not return. The next phase
of our paper therefore excludes that era. However, rather than starting our comparison of asset class volatilities in
1985, we have chosen to start it in 1987, thereby excluding the spike in equity market volatility in October 1987. The
introduction of circuit breakers in equity markets following the October 1987 crash suggests that this cut-off is valid
i.e. the extreme levels of volatility seen during that time are unlikely to return.
Gold is not a volatile asset...the proof
In the following section, we compare gold volatilities against those for both equities and commodities. The x-axis
scale on the equities graphs has been standardized at 0-60%, while for commodities it is standardized at 0-100%. The
exception is oil, where the scale has been widened to 200% to accommodate the extreme ranges in volatility.
Gold vs Equities
Gold and S&P500; 22-Day Average Volatility
Average 1988 � 2008:
Gold � 12.7%
S&P500 � 14.6%
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Data: Global Insight, WGC
Gold and FTSE; 22-Day Average Volatility
Average � 1988 � 2008:
Gold � 12.7%
FTSE � 14.7%
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Gold FTSE 100
Data: Global Insight, WGC
Gold and Nikkei; 22-Day Average Volatility
Average � 1988 � 2008:
Gold � 12.7%
Nikkei � 20.4%
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Gold and DAX; 22-Day Average Volatility
Average � 1988 � 2008:
Gold � 12.7%
DAX � 19.4%
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Data: Global Insight, WGC
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Gold vs Commodities
Gold and Silver; 22-Day Average Volatility
Average 1988 � 2008:
Gold � 12.7%
Silver � 23.9%
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Data: Global Insight, WGC
Gold and GSCI; 22-Day Average Volatility
Average � 1988 � 2008:
Gold � 12.7%
GSCI � 17.9%
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Data: Global Insight, WGC
Gold and Oil; 22-Day Average Volatility
Average � 1988 � 2008:
Gold � 12.7%
Oil � 35.6%
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Data: Global Insight, WGC
Unfortunately, daily data is only available from 1996 for palladium and platinum. The results for this period are
shown in the following charts, with the x-axis scale set to 120% for consistency. As for the other precious metals, the
results are conclusive � gold is significantly less volatile, and this is reasonably consistent over time.
Gold and Platinum; 22-Day Average Volatility
Average, May 96 � August 08:
Gold � 13.9%
Platinum � 19.9%
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Gold Platinum
Data: Global Insight, WGC
Gold and Palladium; 22-Day Average Volatility
Average, May 96 � August 08:
Gold � 13.9%
Palladium � 31.9%
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Data: Global Insight, WGC
Where does gold�s relative stability stem from?
All asset classes carry some degree of risk � risks which inevitably influence how the price of that asset will respond to
shocks. While the entire domain of risks is too numerous to describe in detail, we can summarise the key ones as
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follows:
� Credit risk � the risk that a debtor will not pay.

� Liquidity risk � the risk that the asset cannot be sold as a buyer cannot be found.

� Market risk � the risk that the price will fall due to a change in market conditions.
An analysis of these three risks and how they relate to gold shows that gold has some unique qualities that tend to
dampen its response to certain shocks.
1. Credit risk. Gold does not carry credit risk as it is no-one�s liability. There is no risk that a coupon or a redemption
payment will not be made, as for a bond, or that a company will go out of business, as for an equity. And unlike a
currency, the value of gold cannot be affected by the economic policies of the issuing country or undermined by
inflation in that country.
2. Liquidity risk. Measuring the liquidity of a share or equity index is relatively simple. Gold is more complicated,
however � its liquidity extends beyond the turnover in financial instruments such as ETFs and futures that we would
typically associate with investable assets. Trading is undertaken around the clock by a wide range of buyers from the
jewellery sector to financial institutions to
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consumers to manufacturers of industrial products in a wide range of products that extends to bars and coins,
jewellery, futures and options, exchange-traded funds, certificates and structured products. The gold market is deep
and liquid, as demonstrated by the fact that gold can be traded at narrower spreads and more rapidly than many
competing diversifies or even mainstream investments.
Because gold is virtually indestructible, nearly all of the gold that has ever been mined still exists, much of it in near
market form in the form of jewellery. This means that sudden excess demand for gold can usually be satisfied with
relative ease. This makes gold unique to other precious metals, which are used mainly in industrial applications and
cannot be easily brought back to the market.
The supply of gold, including mining output and additions to supply from central bank selling, tends to be stable over
time. Mine production has been gradually trending lower for some years and given the very long lead times between
exploration and production, the absence of recent significant new discoveries suggest that supply is likely to remain
subdued. Supply is also geographically dispersed across several continents and many countries, so disruptions to any
one mine or group of mines in one location are unlikely to have a significant impact on the gold price. This makes
gold very different to oil, which is highly concentrated in the Middle East. Furthermore, the Central Bank Gold
Agreements of 1999 and 2004 have ensured that any central bank selling is done in a controlled basis, it is likely that a
new agreement will be signed next year when the current agreement expires.
Gold Reserves By Region (as at end 2005)
% of total reserves
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Other Africa
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Data: Brook Hunt
Oil Reserves By Region (as at end 2007)
% of total reserves
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Data: BP Statistical Review
3. Market risk. Gold is, of course, subject to market risk, as is clear from the experience of the 1980s when the gold
price declined sharply. But many of the downside risks associated with the gold price are very different to the risks
associated with other assets, a factor which enhances gold�s attractiveness as a portfolio diversifier. For example,
should a central bank announce its intention to engage in substantial sales of gold, as happened prior to the Central
Bank Gold Agreement in 1999, this would reasonably be expected to affect the gold price in the short run, but is
unlikely to have an impact on broader equity market returns. Similarly, the specific risks to which bonds and equities
are exposed, including pressure on the health of the government and corporate sector during an economic downturn,
are not shared by gold. This variation in economic risks helps explain gold�s lack of correlation with both equities and
bonds.
Recent history
There is a commonly held misperception that since the credit crisis erupted in 2007, gold has become a volatile asset.
While it is clear from the graphs presented earlier that volatility has increased, a comparison of volatility since
August 2007 shows that gold has, in fact, remained less volatile than equities, oil, the GSCI commodity index and
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other precious metals.
Summary
Our analysis clearly shows that while the volatility in the gold price has increased somewhat with the rally of the last
few years, the perception that gold is a volatile asset is not correct. In fact, during the last 20 years, gold has
consistently proven to be less volatile than silver, oil, and major equity indices. These lower levels of volatility have
proven to be reasonably consistent over time, and have been sustained into the recent credit crisis. The reasons for this
price behaviour are well entrenched in gold�s investment characteristics and its supply-demand characteristics.
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Disclaimer
This report is published by the World Gold Council (�WGC�), 55 Old Broad Street, London EC2M 1RX, United
Kingdom. Copyright © 2008. All rights reserved. This report is the property of WGC and is protected by U.S. and
international laws of copyright, trademark and other intellectual property laws. This report is provided solely for
general information and educational purposes. The information in this report is based upon information generally
available to the public from sources believed to be reliable. WGC does not undertake to update or advise of changes to
the information in this report. Expression of opinion are those of the author and are subject to change without notice.
The information in this report is provided as an �as is� basis. WGC makes no express or implied representation or
warranty of any kind concerning the information in this report, including, without limitation, (i) any representation or
warranty of merchantability or fitness for a particular purpose or use, or (ii) any representation or warranty as to
accuracy, completeness, reliability or timeliness. Without limiting any of the foregoing, in no event will WGC or its
affiliates be liable for any decision made or action taken in reliance on the information in this report and, in any event,
WGC and its affiliates shall not be liable for any consequential, special, punitive, incidental, indirect or similar
damages arising from, related or connected with this report, even it notified of the possibility of such damages.
No part of this report may be copied, reproduced, republished, sold, distributed, transmitted, circulated, modified,
displayed or otherwise used for any purpose whatsoever, including, without limitation, as a basis for preparing
derivative works, without the prior written authorization of WGC. To request such authorization, contact
research@gold.org. In no event may WGC trademarks, artwork or other proprietary elements in this report be
reproduced separately from the textual content associated with them; use of these may be requested from
info@gold.org.
This report is not, and should not be construed as, an offer to buy or sell, or as a solicitation of an offer to buy or sell,
gold, any gold related products or any other products, securities or investments. This report does not, and should not
be construed as acting to, sponsor, advocate, endorse or promote gold, any gold related products or any other products,
securities or investments.
This report does not purport to make any recommendations or provide any investment or other advice with respect to
the purchase, sale or other disposition of gold, any gold related products or any other products, securities or
investments, including, without limitation, any advice to the effect that any gold related transaction is appropriate for
any investment objective or financial situation of a prospective investor. A decision to invest in gold, any gold related
products or any other products, securities or investments should not be made in reliance on any of the statements in
this report. Before making any investment decision, prospective investors should seek advice from their financial
advisers, take into account their individual financial needs and circumstances and carefully consider the risks
associated with such investment decision.
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SPDR® GOLD TRUST has filed a registration statement (including a prospectus) with the SEC for the offering to
which this communication relates. Before you invest, you should read the prospectus in that registration statement and
other documents the issuer has filed with the SEC for more complete information about the Trust and this offering.
You may get these documents for free by visiting EDGAR on the SEC Web site at www.sec.gov. Alternatively, the
Trust or any Authorized Participant will arrange to send you the prospectus if you request it by calling toll free at
1-866-320-4053 or contacting State Street Global Markets, LLC, One Lincoln Street, Attn: SPDR® Gold, 30th Floor,
Boston, MA 02111.
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