
IHuman interest in gold predates modern concepts like the stock market and
perhaps even investing itself. Records show humans valued the metal as early as
the Stone Age (4500 BCE) based on treasure discovered in ancient burial sites.
So how does that value translate to the modern age, where people pay paper
money, exchanged digitally, for electronic assets, traded on cloud-based
platforms? Let’s dig in. 

Why invest in gold

As alluded to, the biggest reason to invest in gold may be as a store of value. The
thinking goes that if gold has been valued and used as a currency for thousands
of years, it will continue to do so in the future. For this reason, it’s also viewed as
a hedge against crisis, inflation, and even doomsday scenarios.

Of course, there are less philosophical reasons to invest in gold. It can help
diversify a portfolio, which can be particularly helpful during volatile or
inflationary periods.

Gold also has several key industrial uses—it’s resistant to corrosion and can be
used effectively in the manufacture of electronics (like smartphones), medical
equipment, and more.

Is gold a good investment?
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Like any investment, gold carries risks as well as potential benefits. Often
these pros and cons vary based on how you invest in the metal. It’s important
to understand why you’re considering gold in the first place, as that can help
you make the best choice when it comes to how you invest.

How to invest in gold

There are four main ways to invest in gold: physical assets, funds that track
gold, derivative investments, and indirect exposure.
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1. Buy physical gold.

Investors might consider purchasing gold coins or gold bars as a direct
store of value. This approach removes the middleman and allows for an
added ‘hedge’ since the investment is held outside of the financial system,
so to speak. However, this can also add a layer of risk—you’ll need to
figure out how to store the gold securely. The price of physical gold can
also fluctuate significantly. Expect to pay more, or receive less, than the
quoted market price.

Besides gold bars or coins, you might also consider investing in gold
jewelry or keepsakes. Several jewelers have begun selling products based
on weight, with the specific aim of encouraging buyers to view the
purchase as a wearable store of value. Keep in mind, however, that this
approach is less standard than bars or coins, so the value of the items
should you decide to sell may not line up with their value on paper.

2. Invest in gold funds.

For investors who want the diversification and possible performance
benefits of gold without having to purchase physical bars, exchange-
traded funds (ETFs) and mutual funds might be an option. 



These funds either own or track the price of gold, and they tend to be more
liquid than physically buying the asset. Some funds go further and invest in
miners and gold-related stocks, or use futures and other derivative assets,
as part of their investment strategy. 

As with any mutual fund or ETF, however, there are fees and details to
consider. Plus, investing in gold via funds means you lose the “in case of
emergency” protection of owning the physical asset.

3. Invest in gold futures.

Investors who wish to speculate on the price of gold and capitalize on its
price movement may choose to do so using gold futures. Futures are a
derivative investment and as such tend to carry outsized risk, due to
leverage, and some retail brokerages restrict access to these markets. 

Futures can also be used to help accumulate a supply of physical gold,
though you’ll need to be mindful of how many ounces your futures contract
covers. 

4. Indirect exposure.

If you’re interested in gold, or if you think the price will go up, but don’t
want to use derivatives or invest directly, you might invest in companies
with exposure to gold. These might include gold miners, the financial
institutions that finance mining excursions, gold retailers, jewelry
companies, and more.
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Should you invest in gold?

As you might expect, the answer to this depends on what you hope to achieve.
Those looking for diversification, inflation protection, and hedges may benefit
from investing in gold. 



However, investors who are primarily focused on performance may see mixed
results.

Over the past decade or so, gold has performed well, largely on par with, and at
times better than, the S&P 500. Over the past year, gold has outperformed the
S&P 500, hitting record highs. (This chart shows percent change to create an
apples-to-apples performance comparison. The data was pulled from the
exchanges via Google Finance.)
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(This chart shows percent change to create an apples-to-apples performance comparison.
The data was pulled from the exchanges via Google Finance.)

However, that hasn’t always been the case. Consider this chart that looks at
gold’s performance versus the S&P 500 over the past 50 years.



From roughly 1990 through the Financial Crisis, gold vastly underperformed the
S&P 500, even during times of turmoil, including the bursting of the dot-com
bubble and September 11 . th

While gold’s recent surge in performance is certainly a benefit, it’s important to
understand the broader context, and as with anything, the risk that comes with
the investment. Similarly, past performance doesn’t predict future results, and
anyone bearish on gold going into the past 15 years would be sorely
disappointed today.

If you have questions about adding gold to your portfolio, let’s find a time to
discuss.
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Investment advisory services are offered through Tevis Investment Management, a Registered Investment Advisor.

(Once again, we show percent change to create a valid performance comparison using data
from MacroTrends.)

Gold prices vs. the S&P 500
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