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February 13, 2023 

In 1924, the British economist John Maynard Keynes famously referred to gold as 
the “barbarous relic,” generally questioning its usefulness as an investment 
vehicle while more specifically probing the practicality of the gold standard. To be 
sure, the nickname stuck, but it took almost 50 years before the U.S. officially 
abandoned the gold standard, in an effort to curb inflation and prevent foreign 
nations from burdening the U.S. financial system by redeeming its dollars for gold. 

Yet, to this day, gold remains a constant source of interest for investors, despite 
its inability to generate income or deliver earnings. Indeed, the supply is limited, 
but demand can fluctuate for several reasons, including inflation, geopolitics, and 
market interest rates. 

The price of gold has been surging for several months now and investors are trying 
to divine the catalyst – the war in Ukraine understandably has markets on edge, 
inflation is soaring around the world, and global bond yields remain elevated. 

While the fundamental strategies driving the move higher in gold can be disputed 
between its use as an inflation hedge or a safe-haven asset, the technicals are 
indisputable – momentum is strong, and flows are mild – suggesting further gains 
ahead.  
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Since the start of the global pandemic, gold initially surged on safe-haven bids, before 
trending sideways and ultimately catching renewed bids, first on inflation fears and then 
on U.S. dollar weakness. See chart: Gold – ($/oz.)  

 

 

 

 

 

 

 

 

 

 

 

After the most recent price surge, gold entered an overbought condition, as defined by 
the 14-day Relative Strength Index (RSI). Yet, this consolidation phase within an uptrend 
is not unusual, and the successful testing of the 50-day moving average (DMA) may 
position gold for further upside. 
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Indeed, despite gold’s recent strength, weak flows into gold-related ETFs have not 
indicated that this has been a crowded trade, further supporting the potential for more 
buying demand. See chart: ETF Flows. 

While the price gains for gold are notable, it is similarly important to mention that for the 
first time in 50 years gold has outperformed the S&P 500 in the initial 3 months off a 
market bottom – Oct 12, 2022.  Gold was up 14.6% vs S&P 500 + 11.8%. If this were the 
start of a major new bull cycle in stocks, we would not expect to see an inflation hedge 
outperform. That is, unless there are other factors at play in driving up the price of gold. 
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Gold Run (continued) 
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Gold has traditionally been considered a safe place to store wealth amid periods of high 
inflation and political turmoil.  

It shines brightest when the inflation rate begins to outpace interest rates. During these 
negative real rate environments, the buying power of money is decreased with the overall 
increase in the price of goods and services. Gold as an inflation hedge is expected to 
maintain its buying power, outperforming other financial assets. In addition, it has zero 
credit or default risk, making it the ultimate safe-haven asset. 

Modern history bears this out. See chart: Gold – Long Term. 

Since the 1970s, after the U.S. abandoned the gold standard, the yellow metal still 
played an important role in the investment landscape. Between 1974 and 2008, there 
were only 8 years when U.S. inflation was high (exceeding 5%). In those years, gold 
prices increased by an average of 17% year-over-year adjusted for inflation, 
outdistancing assets such as bonds, equities, and other commodities. During the 21 
years of moderate inflation (between 2% and 4.9%) and 6 years of low inflation (below 
2%), gold posted only “mildly positive” real returns.  
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Since the 4Q of 2022, world economies have made some headway in raising interest 
rates to combat inflation, and indeed many measures of inflation appear to be rolling 
over. Against this backdrop of increasingly positive real interest rates, one would expect 
weakness in the gold price.  

What we are seeing is the opposite.  

Typically, demand for gold is broken up into four categories: jewelry (~50.0%), 
investment (~25.0%), central bank holdings (~15.0%) and technology (~10.0%). 

Investment demand generally reflects the degree of inflation ‘angst’ in the market. The 
previous chart on gold ETF flows, as a proxy for investment demand, suggests that this 
has been tepid. This could well reflect investor confidence in the Fed’s determination to 
bring inflation under control, keeping breakeven inflation expectations stable and 
pushing real rates to the highest level since the Great Financial Crisis. 

So what then has been spiking the price of gold? 

Data from the World Gold Council indicates that Emerging Market Central Banks 
(EMCBs)  significantly ramped up their purchases of gold last year. In the third quarter 
alone, the World Gold Council estimates that EMCBs purchased 400 metric tons of gold. 
This is the largest quarterly figure on record, and approximately 300 metric tons above 
historical averages. See chart: Central Bank Net Gold Purchases. 

Historically, central bank demand started to fall coincident with the lessening of 
geopolitical tensions following the end of the Cold War in the 1980s.  Indeed, Developed 
Market central banks have not been significant gold buyers over the past 40-50 years.  

Yet, the rationale for EMCBs buying gold is clear. Facing geopolitical tensions, those 
emerging nations aligned or reliant on Russia and China for trade are strategically opting 
to buy gold as a politically neutral asset as a foreign exchange reserve in lieu of the U.S.   
dollar. Russia does not report its gold purchases and given the freezing of its foreign 
exchange reserves they may well be buying domestically produced gold due to the lack 
of alternative investment opportunities. Purchases by other CBs, including China, may 
also be due to an abundance of caution. 
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IMPORTANT DISCLOSURES 

Comerica Wealth Management consists of various divisions and affiliates of Comerica Bank, including Comerica Bank & Trust, N.A; Inc.; Comerica 
Securities, Inc.; and Comerica Insurance Services, Inc. and its affiliated insurance agencies. Comerica Securities, Inc. is a federally registered 
investment advisor. Registrations do not imply a certain level of skill or training.  

Comerica Bank and its affiliates do not provide tax or legal advice. Please consult with your tax and legal advisors regarding your specific situation.  

Non-deposit Investment products offered by Comerica and its affiliates are not insured by the FDIC, are not deposits or other obligations of or 
guaranteed by Comerica Bank or any of its affiliates, and are subject to investment risks, including possible loss of the principal invested.  

Unless otherwise noted, all statistics herein obtained from Bloomberg L.P. 

This is not a complete analysis of every material fact regarding any company, industry or security. The information and materials herein have been 
obtained from sources we consider to be reliable, but Comerica Wealth Management does not warrant, or guarantee, its completeness or accuracy. 
Materials prepared by Comerica Wealth Management personnel are based on public information. Facts and views presented in this material have not 
been reviewed by, and may not reflect information known to, professionals in other business areas of Comerica Wealth Management, including 
investment banking personnel. 

The views expressed are those of the author at the time of writing and are subject to change without notice. We do not assume any liability for losses 
that may result from the reliance by any person upon any such information or opinions. This material has been distributed for general educational/
informational purposes only and should not be considered as investment advice or a recommendation for any particular security, strategy or 
investment product, or as personalized investment advice. 

Diversification does not ensure a profit or protect against a loss in a declining market. Past performance is no guarantee of future returns. The 
performance of an index is not an exact representation of any particular investment, as you cannot invest directly in an index. The material is not 
intended as an offer or solicitation for the purchase or sale of any financial instrument. The investments and strategies discussed herein may not be 
suitable for all clients.  

The S&P 500®® Index, S&P MidCap 400 Index®, S&P SmallCap 600 Index® and Dow Jones Wilshire 500® (collectively, “S&P® Indices”) are products of 
S&P Dow Jones Indices LLC or its affiliates (“SPDJI”) and Standard & Poor’s Financial Services, LLC and has been licensed for use by Comerica Bank, 
on behalf of itself and its Affiliates. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). The S&P 500®® Index Composite is not sponsored, 
endorsed, sold or promoted by SPDJI, Dow Jones, S&P, or their respective affiliates and none of such parties make any representation regarding the 
advisability of investing in such product nor do they have any liability for any errors, omissions, or interruptions of the S&P Indices. 

“Russell 2000® Index and Russell 3000® Index” are trademarks of Russell Investments, licensed for use by Comerica Bank. The source of all returns is 
Russell Investments. Further redistribution of information is strictly prohibited. 
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Conclusion 

Gold is a non-income producing asset. It costs money to store gold, which is a 
disadvantage in a stable price environment. Higher real interest rates are a negative for 
gold prices as investors gravitate towards financial assets generating positive real 
returns. Notwithstanding the negatives of holding gold in a growth environment, 
structurally higher EMCB demand due to geopolitical trends likely places a floor on the 
price of gold. In other words, CB purchases should offset reduced investor demand. 
Under our mild recession scenario in 2023, investor purchases and renewed ETF flows 
could drive prices up further in the months and quarters ahead.  

Be well and stay safe! 
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