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New Elements in the Rise of Gold 
 
The pandemic has unleashed a new accelerated process of fiat money 
degradation.   In consequence, any rational investor should re-evaluate the role 
of gold in his or her portfolio.   
 
The base case for high returns on gold  
  

The obvious question in that re-evaluation is ‘what do I know that the market 
does not, which would justify a purchase near historically peak levels?’.   
       

The bleak answer is that even now the consensus in global markets about the 
inflationary consequences of the pandemic are sanguine, as are the 
expectations regarding the tax load in the coming years.  Real interest rates on 
fiat monetary assets are likely to fall to record lows over many years in the post-
pandemic era.  Geo-political dangers and their implications for the pattern of 
official reserve investment are also widely underestimated. Equities, especially 
the FANGS, which have been the allure for so much capital, are likely to be 
profoundly challenged by social-political currents ahead.   
 

Moreover, in the fiat money space, however bad the prospects are for 
degradation of the dollar, there is no realistic prospect of alternative fiat money 
gaining in relative attraction.  There is no hard-Deutsche mark out there which 
can offer haven against dollar inflation such as occurred through the 1970s.  In 
fact, in the race to the bottom amongst fiat monies, the relative appeal of the 
dollar might well increase. This preference for the dollar could occur as investors 
focus on its advantages: as a vehicle to acquire assets; its relative safety from 
existential risk, including extreme political risk; likely exemption from the 
negative interest rate scourge; and indeed from the worst forms of long-term 
interest rate manipulation such as found in Europe and Japan.  Also, the dollar 
gains from the perceived relative strength of the US banking system. 
 
Buying opportunities in gold 
 
When are likely to be the best buying opportunities for adding to gold exposure?  
  
One answer to this question is at a technical level. 

 

 

 

Executive Summary 

Investors typically ask themselves 
two primary questions about gold at 
present.   First, should its weight in a 
portfolio be above average even 
when its price is so high?  Secondly, 
can gold provide defence against a 
stock market fall? 
 

In this viewpoint, we take a positive 
stance on overweighting gold based 
on an analysis of key determinants 
of value.  
  

Most importantly, high inflation is 
projected in a post-pandemic 
economic boom as central banks, led 
by the Fed, resist a rise in interest 
rates.  
  

Besides, governments will be casting 
their tax nets wider and deeper 
towards salvaging ailing public 
finances. Many physical gold 
holdings can stay outside these nets. 
 

Rising geo-political conflict, 
ostensibly in US-Russia and US-China 
relationships, after the November 
elections, should spur gold as more 
generally many investors globally 
will fear being caught up in US asset 
freezes.   
  

Regarding gold’s relationship to 
equity prices, co-movement for 
considerable periods have been due 
to the common factor of monetary 
inflation.   If stocks one day rise 
predominantly under the influence 
of booming prosperity rather than 
wild monetary actions, gold would 
be falling as real interest rates would 
move sharply higher.   That is a 
scenario, however, most likely far 
into the distant future. 
 

For now, investors should focus on 
navigating their way between a 
credit crisis very likely erupting in 
Europe (including its banks) and 
encouraging reports from the COVID 
war front – notably vaccines and 
cures.  Both would be buying 
opportunities for gold.  There will be 
periods of S&P 500 and gold moving 
persistently in opposite directions 
(stocks down and gold up).  Read on! 
 



100 Pall Mall, London SW1Y 5NQ  |  Telephone +44 (0)203 995 4488 

macrohedgeadvisors.com  |  mha@macrohedgeadvisors.com 

 

 

Gold Future since 2000 

 

Source: Cassian Capital LLP 

The above chart is in excess return units (which is not quite the same as spot 
and differs in that it includes factors such as the cost of carry or storage of a 
commodity like gold). Think of it as the true economic effect above the risk-free 
rate of investing in gold. Charts of spot prices do not accurately capture this. 

The gold bull model above is predicated on the assumption that gold had an 
initial Bull phase (labelled as Start to Bull 1) off the 2001 lows, after which there 
was effectively a pause of 10 1/2 years between March 2008 and August 2018. 
The latest Bull trend in Gold ("Bull 2") which started in August 2018 is expected 
to take on roughly the same format in terms of patterns of returns (transposed 
in light blue) as that first Bull trend off the low. 

This model will remain valid while Gold continues to trade above the major 
support level at 1480; also, an acceleration in prices might be expected if prices 
start closing above the key 1810-15 level (both levels basis August Futures). 

Based on the transformation of the 2001 – 2008 bull market continuing to evolve 
in a similar spirit, we can expect to see target prices for gold of $3,000 by 
Summer 2023 and an end of bull market target of approximately $4,000 by May 
2025. The transformation model has been an excellent fit since the start of the 
current gold bull market in Summer 2018.  

Another answer depends on real-world analysis.  

It is undoubtedly worth focusing on two events.     

The first is the possibility of a credit crisis in the months ahead – as outlined in 
our recent research.  The Fed programs have not seriously reduced solvency risk 
in the US or global economies – and in some senses, they have added it (by 
stimulating further growth in leverage).   The history lab has examples of 
speculative frenzy during recessions being broken ultimately by credit crises – 
and this could well be the model here.   
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The second is a victory against the pandemic – in the sense of great news about 
vaccines and cures.  Of course, there may never be great news; instead, the story 
could unfold in dribs and drabs, amounting cumulatively nonetheless to 
significant progress against the disease; yet one could imagine that much of this 
is already built into financial market expectations.  Even so, if there is a 
concentrated delivery of good news, this could transitorily bring a bounce in 
demand for equity and high-yield debt (perhaps from levels well below today), 
and some related sell-off in gold. This sell-off, however, would not be expected 
to be large given that the prospect of high inflation would be that much nearer. 
The shorter the truce period and the sooner the peace, the earlier will be the 
arrival of high inflation. 
 

Gold, like any other asset, always has two-way price risk. In an appendix to this 
note, we look at how gold’s value depends on an assessment of this risk – and 
how investors should build this into their portfolio decisions regarding gold.   
            

We can use that analytical framework for gold pricing to consider recent and 
prospective behaviour of gold prices relative to other asset prices. 
 
Solving the Puzzle of the S&P 500/Gold Ratio 
 
 

S&P 500/Gold Ratio since 1965 (Futures) 
 

 
 

Source: Cassian Capital LLP 
 

Of particular interest is, why do equity prices and gold prices move in the same 
direction for some extended periods and opposite directions at others? 
           

At its simplest, a build-up of monetary inflation may well push both assets (gold 
and S&P 500) higher. Gold and some individual large stocks (those earning 
monopoly rents for as far ahead as we can see) may be seen as retaining their 
real value in the long run irrespective of whether inflation is at 2, 5 or 20 per 
cent.  On top, monetary inflation does not just bring into focus demand for a 
store of value; it also goes along with asset inflation – the fueling of speculative 
narratives – which is particularly relevant to equity market valuation. Indeed, 
gold rising sharply at the same time as the S&P 500 should warn us that the 
equity market is being driven upwards primarily by a monetary story rather than 
reflecting conviction in growing economic prosperity.  
  

The S&P 500/Gold ratio has spanned an 
enormous range during the past 50 
years, from a low of .04x in 1980 to 
3.50x in 1998. The current ratio is 1.74x. 
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The end of monetary inflation may well be bad news for gold, but better news 
for equities, though not necessarily relative to the latter’s bubble peak. For 
example, if the end ushers in a move back to sound money under which there is 
growing prosperity, the equities should ultimately gain from this.   
         

Growing prosperity is not unambiguously bad for gold. More wealth and 
incomes mean more people can afford to consume the services of the yellow 
metal.  This latter factor could be more than offset by the high level of real 
interest rates which ultimately accompany sound money prosperity. At such 
times investors would be less inclined to pay premiums for gold’s possible 
services as a store of value and potential medium of exchange.    
 

Finance 101 on gold is wrong 
         

In Finance 101, we get taught that gold is a negative beta asset – that it tends to 
fall when stock markets rise and conversely.    
        

That observation presumably was based on experience where stock market 
booms reflected primarily great economic news (rapid growth in overall 
prosperity).  Stock market declines and recession went along with a significant 
fall in interest rates (in real terms and nominal terms), so reducing the 
opportunity cost of gold holdings.   Times of recession are also dangerous in 
terms of monetary populism.  This is an additional factor why gold would rise 
whilst stocks would still be weak. Geo-political shock could also explain negative 
correlation between stocks and gold.  
 

What finance 101 did not teach us about were the episodes of monetary 
inflation featuring forces which drive the yellow metal and stocks in similar 
directions for long periods. 
         

Finance 101 teaches us much about market efficiency.   If we were to take these 
lessons literally, investors would not increase their gold holdings on the basis 
that the market has it wrong.  In this case, it would underestimate the 
probability of likely scenarios in which gold would sparkle much more brightly 
and overestimate scenarios where the gold price could fall. 
         

The premise, however, of such prescriptions based on efficiency is that the same 
knowledge is available to all and that there is great homogeneity amongst 
investors in how they appraise and analyse the future.   That is just not the case, 
especially amid a pandemic when fiat money has embarked on a new wild 
journey.    
 
Deflation myths 
 

As of now in the market-place, there is much expert opinion to the effect that 
the pandemic is deflationary, and inflation-indexed bond markets are pointing 
to long-run inflation rates in the US well below 2 per cent per annum.   
            

As this spectre broadens out (more investors become convinced about its 
likelihood), demand for gold as a store of value will climb, and along with that 
demand for gold coin could be particularly fast-growing. 
           

The post-pandemic era will be one of governments hunting for increased 
taxation.   Gold stands out as an asset which in most cases would be outside this 
taxation net.  By contrast, fiat money assets, stocks, and especially real estate 
(which cannot move!) are very much at risk from government hunt for new 
revenues. 
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Strong Growth in Gold Demand Ahead 
 

The degrading of the dollar, along with other fiat monies, mean that central 
banks and governments around the world will shift further towards gold in their 
reserve holdings. Geo-political factors would also be relevant here. A new 
President in the US might be more willing to use freezes of foreign assets in 
dollars as a tool of policy – especially related to policy on reserve holdings in 
China, Russia, and Saudi Arabia.    
         

Yes, Russia has meanwhile announced a stop to its gold reserve accumulation. 
But hidden shifts of composition in the yellow metal’s favour could continue. 
Moreover, as regards China, the true pattern of gold accumulation (and 
potentially dollar disposal) could be extensively camouflaged, not least given 
that country’s role as number one producer.     
         

More generally, individual wealth holders in many parts of the world are likely 
to be growingly fearful of getting caught up by asset freezes even if they are 
themselves possible fugitives from the ugly dictatorial regimes being 
sanctioned.   Gold is safer in this respect than fiat money, including the US dollar.   
          

The post-pandemic period is not likely to see substantial, sustained rises in stock 
markets and overall prosperity levels (relative to levels say on the eve of the 
pandemic), at least in the early years.   Chatter about V-shaped recoveries may 
be correct concerning the first year of peace (this starts when vaccinations and 
cures for Covid-19 become widely available).  Beyond much weighs on optimism 
about corporate earnings and general prosperity.   There is a lot of poorly 
invested capital to be written off (at least in economic terms), a war against 
monopoly power to be waged, and a global menace to be overcome before the 
skies brighten fully.    
          

The growing spread in demand for gold (whole new groups of investors 
converted to the doctrine that a substantial share of their portfolio should be in 
gold) will likely far exceed newly mined supplies of gold at present prices (say 
$57,000 per kilo).  The estimate of above-ground stocks of gold is now just below 
200,000 tonnes ($57,500,000 per tonne) – equivalent only to around 55 per cent 
of US GDP or 13 per cent of global GDP. By comparison, S&P 500 capitalisation 
is now at around 190 per cent of US GDP, and the total world stock market 
capitalisation at around 110% of world GDP.  Newly mined gold is running at 
about 2 per cent of above-ground gold stock. 
          

Jewellery accounts for 47 per cent of above ground gold stocks. Jewellery 
demand might come down a little to make way for increased investment 
demand. Official holdings equate to 17 per cent of total above-ground gold. 
Some jewellery holders may be induced by high prices to sell.  But that shift will 
not obviate the need for substantial price rises towards balancing supply and 
demand. Part of that could be an increase in new mining over the next decade 
to say as much as 2.5-3 per cent at a substantially higher price level, but we 
should take account here of growing challenges of extracting gold from deeper 
in the earth’s crust.   
         

One short-term factor of concern that troubles the gold optimists is present 
speculation.  Some commentators point to the enormous build-up of funds in 
gold ETFs this year (648 tonnes in the first five months of 2020 bringing total ETF 
holdings to 3510 tonnes) and the substantial increase in holdings of gold on 
Comex (25m ounces in inventory as against an average below 10m).    
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It is true that the holders of gold ETFs are not able to appreciate the beauty of 
gold and are also unable to take advantage of some services of gold (such as a 
medium of exchange or shelter from taxation).  In that respect, they may be the 
marginal holder.   That assertion, though, should be qualified by the realisation  
that many holders of ETFs also hold the physical metal and their ETF positions 
could be regarded as hedges against physical purchases which they will make 
further down the line.      
          

Moreover, as part of gold’s expansion as a store of value, it is quite 
understandable that there should be a growing proportion of holders that do 
not directly consume its services (just like in the art example earlier in this 
viewpoint).   We should not see this fact as meaning that there is a growing 
element of speculation, though undoubtedly ETF holders might include some 
short-term traders.   
 
BOTTOM LINE: 
 

The simultaneous rise in gold prices and the S&P 500 is a phase now likely 
nearing an end.  Inverse correlation (stocks falling, gold rising) lies ahead, 
especially on the central scenario of a credit crisis, which would present a buying 
opportunity for gold.  The fundamental case put here for overweighting gold in 
portfolios turns on the assessment that monetary inflation will drive goods and 
services inflation to high levels in the aftermath of the pandemic, with real 
interest rates falling to exceptionally negative levels.   A high and growing tax 
take by governments will also play an important role in gold’s advance.    
 

 
APPENDIX: Reflections on how to Appraise Gold 
 
 

Let’s look at some fundamental considerations. 
 
 

Fiat money degradation 
 

Fiat money, its degradation and race to the bottom, what do we mean by that?   
       

Let’s take the definition of sound money.  Its essence is the delivery of high-
quality services as a store of value and medium of exchange by ‘machinery’ 
under the control of automatic mechanisms, well protected from governments 
who would tamper with them in pursuit of taxation and broader objectives.   
       

The pandemic has set off forces which take us much further from sound money.   
Central bankers, moving decisively in close concert with their political masters, 
have announced programs of massive QE, commitments to interest rates at zero 
or negative for many years to come, vast monetary intervention in credit 
markets.  The coalition of forces (government and indebted private entities) who 
would gain from high inflation has increased tremendously in power.   
         

Second, what does gold offer investors as protection against the ill-effects of this 
degradation and related factors?  These ill-effects include potential high 
inflation (goods and services prices). The result will be significant real losses on 
holdings of nominal assets (fiat money, bonds); huge and growing amounts of 
mal-investment culminating in diminished aggregate prosperity and enhanced 
social and economic conflict. Alongside we have to consider the further erosion 
of privacy rights regarding fiat money – whether directly related to emergency 
powers during the pandemic or to the growingly desperate quest for revenues 
by governments in its aftermath.    
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Beauty and density: two features of gold’s store of value property 
        

Gold’s services as a store of value depend on its intrinsic properties: fantastic 
density; malleability; indestructibility; scarcity of remaining below ground 
supplies (together with high costs of extraction at the margin); and beauty.    
          

Let’s look at this last – beauty.  Plato tells us that beauty is in the eye of the 
beholder.  Even so, we can all agree on the natural beauty attributes of gold in 
the combined form of colour, shine and density; to this, we can consider the 
added beauty which the craftsman brings by moulding into jewellery or objects 
of art.   Some of the hoarders amongst us might say they find a bar of gold 
intrinsically beautiful, albeit that its high value undoubtedly plays a part in that 
assessment. 
          

The beauty and the high price on that beauty due to natural scarcity (total 
above-ground supplies of gold would fit into a cube in which each side is  around 
21  metres), the low cost of subdividing and specifically making into coins, and 
high density, explain how this metal became the basis of money through the 
ages.  Minimal storage costs per unit value are a crucial factor not to forget, 
which results from this combination.  Related, high density of gold and high 
value per unit weight means that large quantities of wealth can be fitted into 
tiny spaces – and hidden;  transport costs per unit value are also low meaning 
that wealth in the form of gold can be shipped around the world at little cost 
(relative to value) and price differences internationally are tiny.   
 

Voltaire wrote that if God did not exist, we would have to invent Him.   Should 
he have said the same about gold?  And no, Bitcoin is not that invention – a 
subject for another essay! 
 
Demand for gold coins 
          

Since the 1930s there have been no national monies in the form of gold coin, 
and since 1971, any link with gold of fiat money has been broken.   Actual, and 
much more importantly, potential transaction services of gold is still an element 
in gold’s value.   Moreover, gold coins are a popular form of holding gold – and 
these have natural beauty for some holders, including numismatic collectors.    It 
is quite possible over the long-run that demand for gold in the form of coins may 
continue growing in importance while demand for gold jewellery become 
somewhat less prominent.   
         

Though gold coins are now nowhere in everyday use for transaction purposes, 
present holders of these (and of gold bars who may exchange them for coins) 
can consider situations now and in the future where they may use them as such 
– whether as the bestowing of gifts or in direct exchange by negotiation for 
goods or assets.   
        

Turning to the store of value function for gold, this depends in part on holders 
realising that there is demand out there for this metal due to its beauty (whether 
natural or magnified via jewellery or coin fabrication) and due to its actual and 
potential monetary services.   The store of value function does not depend on 
every investor seeing great beauty in the metal.  Just as there may be pure 
investors in Picasso paintings (genuine in the sense that they do not appreciate 
his art but think it is a good store of value because of the back-stop of 
connoisseur demand) so it can be with gold.  By collectively driving up the price, 
these pure investors might crowd out some of the connoisseur demand in the 
present.   
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What price to pay for gold? 
          

What price is reasonable to pay for the services the potential gold holder is 
getting? This depends in part on the circumstances of the time.   The services of 
store of value and potential money are worth more when fiat money is in an 
accelerated phase of degradation.    
         
The price here does not mean price per ounce of gold but the margin by which 
the expected real rate of return on the yellow metal, taking account of storage 
costs, is below the rate of return on other types of monetary asset (fiat).  In 
effect gold gets bid up to a price so high, that there might be some expectations 
of possible price falls ahead in real terms as the weighted average prospect over 
the long-run, somewhat higher than say for the dollar.  These weighted 
expectations take account of scenarios where the gold price would fall sharply 
(see below).   If in the period ahead, these adverse scenarios for gold do not 
emerge, and indeed fiat money degradation proceeds faster than generally 
expected, then the actual returns to gold could be much higher than on money. 
           

In general gold investors should realise that there are scenarios under which the 
gold price could fall a long way – and these scenarios should be weighted into 
their overall probabilistic vision.   These may be considered as peso-type events, 
unlikely to happen; so as long as they don’t, the gold investors get a typically 
higher return than on fiat money.   (The ‘peso problem’ is a term in finance 
literature;  it applies to the situation where a currency is most likely to remain 
fixed against the dollar, but there is a very small chance in each period of a large 
devaluation; then the high return on the peso looks attractive, but investors 
should not neglect the downside).  
           

The big negative potential scenarios for gold are first, fiat money slowing down 
its pace of degradation or even moving back in the direction of sound money; a 
new dawn from individual liberty and turning back of Big government; decrease 
in geo-political menace; and economic miracle.  None of these seems close for 
now. But even so, a change in probabilities in their direction could be 
meaningful.   And holders of gold should not count on their luck or skill to be out 
of the metal before these potential negative scenarios become a market factor 
of importance. 
 
          
       
 

 


