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Over the long run, economic growth is a key
driver of gold demand, especially in emerging
market (EM) countries where there is a high
affinity for gold as jewellery and investment.
At the same time, gold tends to perform well
in periods of crisis. Having a strategic
position in gold helps improve EM portfolio
performance as it can be used to:
• capture EM upside through gold’s link to
rising incomes
• protect against systemic risks, which
reduce portfolio volatility and losses –
producing gains in some systemic sell-offs
• hedge foreign-exchange risk at a lower cost
than traditional currency hedges.

Gold pairs well with EM
Dual nature of holding gold
Gold has performed well over time with returns on par with
stocks over multiple time periods (Chart 1). It is not simply
a hedge that eats into returns, but it also provides
diversification during bull and bear market environments.
Emerging markets growth and potential
EM investments have a tremendous amount of potential
for growth supported by economic and demographic
trends. EM continues to play an ever-important role in asset
allocation as a source of return, but it usually carries higher
volatility. Gold benefits from growth in EM as 70% of
annual demand is linked to EM countries, especially Asia,
but does not suffer from the same risks (Figure 1, page 3).
Lofty valuations, market downturns and correlation
Lofty valuations in developed markets as well as low bond
yields across most developed economies have led to a
greater proportion of investment growth in new markets
like emerging ones. Cheaper funding in the US has allowed
better access to EM. However, expectations of rising
1

www.gold.org

interest rates in the US could cause uncertainty and hurt
the attractiveness of EM exposure.
There is a higher beta of 1.26 in emerging markets versus
the MSCI World Index. 1 Systemic risks that impact global
economies have an even larger effect on emerging
markets. As gold often acts as a safe haven and hedge
against systemic risks, it can provide an appropriate hedge
to EM exposure.
And while EM stock performance is often linked and
correlated to commodity performance, this does not hold
true with gold, especially in market downturns (Chart 2a).
Gold has negative correlation with risky assets during
extreme market sell-offs yet provides returns during market
strength. EM jewellery demand typically falls during market
downturns, but this is typically offset by the increase in
investment demand worldwide.
Gold is a proven safe-haven investment. Its preservation
qualities are highlighted during extreme systemic events.
Its price has historically increased during financial crises
including some linked to EM (Chart 2b).
Chart 1: Gold’s long-term performance compared to
other financial assets*
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*Based on total returns indices including MSCI US, MSCI EAFE, MSCI EM,
JP Morgan 3-month US cash, Bloomberg Barclays US Bond Aggregate,
Bloomberg Commodity. Gold performance based on the LBMA Gold Price. Data
between January 1971 and December 2017.
Source: Bloomberg, ICE Benchmark Administration, World Gold Council

Beta of the MSCI Emerging Markets Index versus the MSCI World Index,
computed using monthly returns from January 1991 to December 2017.
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Chart 2: Gold has historically performed well when stock indices fall sharply
(b) Gold acted as a diversifier during major EM crises*
(a) Correlation between gold, commodities & EM
compared to S&P 500 moves of different magnitude*
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*Based on weekly returns between March 1987 and March 2018.

*Mexico: Nov–Dec 1994; SE Asia: June–Dec 1997; Russia: July–Sep 1998;
Argentina: Dec 2001–June 2002; global financial crisis: Aug 2008–Mar 2009.

Source: Bloomberg, World Gold Council

Source: Bloomberg, World Gold Council

Currency volatility and hedging costs
Currency exposure is a principal component of risk and
performance for a US investor holding EM securities. While
some investors are comfortable holding the foreigncurrency risk, as EM currency appreciation may deliver
additional return, foreign-currency exposure leaves a
portfolio vulnerable to high volatility and strong pullbacks.

Our analysis, summarized in Chart 3 and Table 1, shows
that, over one-, ten-, and fifteen-year time horizons,
unhedged EM portfolios including an allocation to gold as
well as EM portfolios with an FX hedge (or overlay)
including gold generally outperformed and had higher
information ratios than portfolios without gold.

Local currency exposure affects real returns for US dollarbased investors. Along with high correlation risk to
domestic markets, inflation influences their own currency
and subsequent real local returns. Adding gold to an EM
portfolio lowers portfolio drawdown risk.
Having a gold allocation to a portfolio with EM currency
exposure can also potentially enhance returns.
Chart 3: Hypothetical performance of various selected
strategies for EM stocks*
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Chart 4: Approximate cost of hedging EM FX
exposure*
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Gold’s advantage as an FX hedge is in part due to the high
cost of hedging EM currency via traditional currency swaps,
forwards, and futures, especially in periods when interest
rate differentials between developed and emerging
economies increase. For example, between 2002 and
2017, the average implied cost to hedge an EM portfolio
was 4.1% (Chart 4), whereas the average annual
performance of gold over that period was 11.2%. And
while interest rate differentials have compressed, gold
overlays remain highly cost effective.
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*Data ending December 2017. MSCI Emerging Markets Net Total Return Index
(unhedged). Numbers above bars represent volatility over the given period.
Bolded numbers represent holdings that had the highest information ratios.
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*Based on the spread of the JP Morgan EMBIG Index yield over equivalent
maturity US bond index.
Source: Bloomberg, JP Morgan, World Gold Council

Source: Bloomberg, World Gold Council
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Figure 1: There is a strong link between gold demand and emerging markets
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*Based on 10-year average demand estimates ending in 2017. Includes jewellery, technology, bars, coins, and ETF demand. It excludes over-the-counter
transactions and central bank purchases.
Source: Metals Focus, GFMS-Thomson Reuters, World Gold Council

Table 1: Performance of EM stocks with various hypothetical combinations of gold and FX overlays/hedges*

CAGR

Annual
avg.

EM stocks with overlay

Portfolio

Gold
(US$/oz)

EM stocks
(US$)

EM stocks
(local currency)

100% FX
hedge

100% gold
hedge

40% gold
hedge

40% gold
and 60% FX
hedge

60% EM
stocks and
40% gold

15 years

10.3%

17.3%

15.8%

13.9%

28.5%

21.8%

20.2%

14.4%

10 years

5.7%

7.3%

7.8%

5.7%

14.3%

10.2%

9.8%

6.4%

5 years

-3.7%

5.8%

8.6%

6.1%

2.5%

4.5%

4.8%

2.1%

15 years

9.1%

12.3%

12.6%

10.7%

19.0%

15.4%

15.2%

11.8%
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4.5%

1.7%

4.1%

2.2%

4.1%

3.2%

4.3%

3.6%

5 years

-4.9%

4.3%

8.0%

5.4%

-1.8%

2.2%

3.1%

1.0%

2017

12.7%

37.3%

30.6%

28.6%

52.2%

43.2%

37.8%

27.0%

*The analysis compares the performance of unhedged EM stocks based on the MSCI Total Net Return in US dollars to alternative hedging strategies. One includes
an overlay (or hedge) based on FX, gold, or a combination of the two (for example, a 40% gold/60% FX hedge implies borrowing an equivalent to 100% of the
allocation to EM and using that to establish a 40% position in gold and 60% in an EM vs US$ currency FX hedge). The other strategy involves simply distributing a
long-only position between EM stocks and gold (for example, 60% in EM stocks and 40% in gold). See Hedging EM risk? Think gold, Gold Investor, March 2014.
Source: Bloomberg, World Gold Council

Gold is a strategic asset in EM portfolios
Adding gold to an EM portfolio generally produces higher
absolute and risk-adjusted returns than a fully hedged or
unhedged EM portfolio (Table 1).
Gold is different than traditional hedges. Because gold
gives a US investor’s EM portfolio positive correlation in a
rising market and negative correlation in a falling market,
gold has a dual nature for investment purposes – this
quality is not seen in other traditional hedges.
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Choosing whether to hedge the foreign currency or
systemic risk of an EM portfolio is a crucial decision for
a US investor. Regardless of the decision, having some
gold exposure can provide an advantage for riskadjusted returns compared to a portfolio with no gold
exposure.

3

About the World Gold Council

For more information

The World Gold Council is the market development organisation
for the gold industry. Our purpose is to stimulate and sustain
demand for gold, provide industry leadership, and be the global
authority on the gold market.

Please contact:

We develop gold-backed solutions, services and products, based
on authoritative market insight, and we work with a range of
partners to put our ideas into action. As a result, we create
structural shifts in demand for gold across key market sectors. We
provide insights into the international gold markets, helping people
to understand the wealth preservation qualities of gold and its role
in meeting the social and environmental needs of society.
Based in the UK, with operations in India, the Far East and the US,
the World Gold Council is an association whose members
comprise the world’s leading gold mining companies.
World Gold Council
10 Old Bailey, London EC4M 7NG
United Kingdom

Adam Perlaky
adam.perlaky@gold.org
+1 212 317 3824
Juan Carlos Artigas
Director, Investment Research
juancarlos.artigas@gold.org
+1 212 317 3826
Alistair Hewitt
Director, Market Intelligence
alistair.hewitt@gold.org
+44 20 7826 4741
John Reade
Chief Market Strategist
john.reade@gold.org
+44 20 7826 4760
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Copyright and other rights
© 2018 World Gold Council. All rights reserved. World Gold Council and the
Circle device are trademarks of the World Gold Council or its affiliates.
All references to LBMA Gold Price are used with the permission of ICE
Benchmark Administration Limited and have been provided for informational
purposes only. ICE Benchmark Administration Limited accepts no liability or
responsibility for the accuracy of the prices or the underlying product to which
the prices may be referenced. Other third-party content is the intellectual
property of the respective third party and all rights are reserved to them.
Reproduction or redistribution of any of this information is expressly prohibited
without the prior written consent of World Gold Council or the appropriate
copyright owners, except as specifically provided below.
The use of the statistics in this information is permitted for the purposes of
review and commentary (including media commentary) in line with fair industry
practice, subject to the following two pre-conditions: (i) only limited extracts of
data or analysis be used; and (ii) any and all use of these statistics is
accompanied by a citation to World Gold Council and, where appropriate, to
Metals Focus, Thomson Reuters or other identified third-party source, as their
source.
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World Gold Council does not guarantee the accuracy or completeness of any
information. World Gold Council does not accept responsibility for any losses or
damages arising directly or indirectly from the use of this information.
This information is not a recommendation or an offer for the purchase or sale of
gold, any gold-related products or services or any other products, services,
securities or financial instruments (collectively, “Services”). Investors should
discuss their individual circumstances with their appropriate investment
professionals before making any decision regarding any Services or
investments.
This information contains forward-looking statements, such as statements
which use the words “believes”, “expects”, “may”, or “suggests”, or similar
terminology, which are based on current expectations and are subject to
change. Forward-looking statements involve a number of risks and
uncertainties. There can be no assurance that any forward-looking statements
will be achieved. We assume no responsibility for updating any forward-looking
statements.
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