
Gold is perceived to be the highest quality of cash

Lending it a shine
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Gold, with its enduring value and lustre, has managed to capture and retain the fancy of both prince and pauper alike, for centuries. It is 
a precious metal that indicates wealth, power, and prosperity. When it comes to India and Indians, the rela�onship becomes more 
personal. Indians have always had a close rela�onship with gold. The amount of gold an individual or a family holds, is considered to signify 
his/her wealth and standing in the society. Further, in India, gold is gi�ed on celebratory occasions like the birth of a child or marriage. 
Gold also has religious connota�ons with a vast majority of people purchasing gold on auspicious occasions like Diwali, Dusshera, Akshay 
Tri�ya, etc. Given the household proclivity towards gold, it is important to underscore the factors that lend gold its shine and evaluate how 
investors can take seamless exposure to this asset class. 
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Historically, gold has been used as a currency, i.e., a medium of exchange, as it is assumed to be a store of value. Globally, gold gets this 
valuable stature because of its proper�es viz. scarcity, difficulty in extrac�on, durability, non-corrosive nature, and decora�ve appeal. 
Correspondingly, gold also has industrial applica�ons and is used in various industries such as electronics, den�stry, defense, aerospace, 
automo�ves, etc. The key factors that lend gold its shine include:

Gold has always been an integral part of interna�onal monetary systems – in most countries across the globe, gold is considered either 
as a subs�tute for cash or is accepted as a universal currency. Before the introduc�on of paper money, gold was circulated as currency in 
many countries, and even a�er paper money was introduced, currencies s�ll maintained an explicit link to gold (the paper being 
exchangeable for gold on demand). More importantly, it is the only monetary asset without any counterparty liability/credit risk. Take for 
example the current fiat monetary system which is debt based. Quan�ta�ve Easing (QE) by central banks has allowed mispricing of credit 
throughout the global financial system. If the current debt-based fiat monetary system that is boosted by QE goes bust, investors with 
adequate exposure to gold in their por�olios would be able to protect their purchasing power. This is clearly exemplified by the World 
Gold Council report on gold demand and supply. It shows that during crises, the demand for gold by central banks and other large 
ins�tu�ons tends to increase. 
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In an infla�onary or hyper-infla�onary scenario, gold as an asset class tends to outperform other asset classes while maintaining its 
purchasing power. Since gold is considered a store of value and has mul�ple applica�ons, its ability to maintain value through various 
macro-economic scenarios trumps those of other asset classes. Similarly, in defla�onary periods, other asset classes viz. equi�es, 
corporate bonds/debentures, and real estate decline significantly whereas gold maintains its nominal value. Thus, gold is considered as 
insurance against both infla�on and defla�on. The exhibit below compares gold prices with infla�on rates as captured by the Consumer 
Price Index (CPI). It shows during periods when CPI numbers spiked (for eg. when the change in infla�on is greater than 10%), gold prices 
showed a corresponding increase and when CPI dipped, gold prices showed a drop.

Table 1 : Demand for gold by central banks, institutions, and other investors (2022)

Exhibit 1: YoY change in Consumer Price Inflation and Gold Price (INR)
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Gold acts as an excellent hedge against both inflation and deflation

Investment demand for gold 
by Central Banks, Ins�tu�ons 
and Investors

Demand in Tonnes

YoY increase

As a percentage 
of total demand

 1,617 1,744 1,621 798 901 967 1,614 1,315 1,164 1,271 1,798 1,004 1,127

 38% 37% 34% 18% 21% 22% 37% 31% 26% 29% 49% 25% 24%

  8% -7% -51% 13% 7% 67% -19% -11% 9% 41% -44% 12%

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: RBI’s Database on India Economy, FactSet

Source: World Gold Council: Gold Demand Trends
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Exhibit 2: 39-month moving correlation of gold with Indian assets
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It has already been established that gold acts as a good hedge against infla�on. Addi�onally, gold has low to nega�ve correla�on with 
other asset classes like debt, equity, other commodi�es, real estate, etc. This means that when other asset classes respond to nega�ve 
developments and witness price correc�ons, gold prices tend to be stable or even move upward. The chart below showcases the 
correla�on of gold with other Indian assets.

As a result, gold is widely perceived as a safe haven asset, protec�ng por�olio downside. Further, gold is a highly liquid asset and can offer 
investors liquidity, a factor which holds heightened appeal during periods of crises.

The exhibit below highlights Indian gold prices apprecia�ng in �mes of geopoli�cal and economic strife.
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Gold is a ‘safe haven’ asset

Source: FactSet, Yahoo Finance

Exhibit 3: Drawdowns in BSE Sensex Vs. Changes in Gold prices

Factset, RBI’s Database on India Economy, Clearing Corpora�on of India Ltd
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Historically, the only issue that has plagued gold investment is the cost of holding and storing the asset. Indian households hold gold 
primarily in physical form, i.e., as jewellery, gold bullion or gold coins. Despite these avenues being the first choice for Indian households, 
there persist several challenges to holding gold in physical form. In the case of gold jewellery, there are addi�onal costs like making 
charges, storage and insurance cost, Goods and Service Tax (GST), impurity issues, etc. Further, there is also high emo�onal value 
a�ached to gold jewellery, making it illiquid. Gold bullion and coins are more liquid than jewellery but also have issues related to storage 
cost, insurance, Goods and Service Tax (GST), etc. In such a scenario, individuals are increasingly evalua�ng taking exposure to gold as a 
financial asset. There are several ways in which this can be achieved:

• Gold Exchange Traded Funds (ETFs): Gold ETFs are mutual funds that invest in gold. These funds create units of gold which 
investors can buy and sell in demat (dematerialised) form on stock exchanges just like their equity investments. Generally, one unit of 
ETF represents one gram of gold but this may vary across fund houses. Since they are listed on the stock exchange, they are highly 
liquid. Further, they are backed by physical gold and track actual gold prices.

• Sovereign gold bonds: Sovereign Gold Bonds (SGBs) are issued by the Reserve Bank of India (RBI). These bonds track gold prices and 
also provide a bi-annual interest payout (currently 2.5% p.a. on the value at �me of issue). SGBs give investors exposure to gold 
without having to own physical gold.

Gaining exposure to gold

Exhibit 4: Depreciation in USD-INR vs gold prices. 

Gold prices are denominated in U.S. Dollars in the global market. Consequently, the price of gold in India is highly influenced by the USD 
– INR rela�onship. Historically, the INR has depreciated against the USD primarily due to higher infla�on in India. In such a scenario, gold 
has acted as a hedge against the deprecia�ng INR. Over the years, Indian Rupee has depreciated considerably against the U.S. Dollar due 
to higher infla�on in India. As the chart below indicates, deprecia�on in INR corresponds with stronger gold prices in INR terms.

The above factors act as strong pillars of support for gold prices, contribu�ng to the asset’s strong and enduring appeal. 

Hedge against currency depreciation
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Source: FactSet
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• Gold futures contracts: Gold futures contracts are standardised deriva�ves contracts that are traded on the Mul� Commodity 
Exchange (MCX) and Na�onal Commodity and Deriva�ves Exchange (NCDEX) in India. Gold prices are the underlying for such contracts 
and investors can go long or short on gold. Further, investors can use leverage to trade in gold futures contracts. Generally, these 
contracts are high risk in nature and are more suitable for traders rather than investors. 

• Digital gold: Investors can buy and sell digital gold through any fintech pla�orm. Such pla�orms allow investors to purchase 99.99% 
pure 24 K gold units stored securely. The en�re journey on fintech pla�orms is seamless, enabling investors to easily purchase and 
redeem their digital gold investments. 



Gold as an asset class provides myriad unique benefits to investors. Due to the financializa�on of gold, inves�ng and holding gold has now 
become easier than ever before. Ideally, Indian investors should consider having  between 5% to 15% exposure to gold in their por�olios, 
especially in order to harness the safe haven and infla�on protec�on benefits of gold. 

• Gold Exchange Traded Funds (ETFs): Gold ETFs are mutual funds that invest in gold. These funds create units of gold which 
investors can buy and sell in demat (dematerialised) form on stock exchanges just like their equity investments. Generally, one unit of 
ETF represents one gram of gold but this may vary across fund houses. Since they are listed on the stock exchange, they are highly 
liquid. Further, they are backed by physical gold and track actual gold prices.

• Sovereign gold bonds: Sovereign Gold Bonds (SGBs) are issued by the Reserve Bank of India (RBI). These bonds track gold prices and 
also provide a bi-annual interest payout (currently 2.5% p.a. on the value at �me of issue). SGBs give investors exposure to gold 
without having to own physical gold.

Statutory Details: Mul�-Act Trade and Investments Private Limited (“MATI”) (SEBI Registered Investment Adviser – Registra�on No. INA000008589)

Disclaimer:

This ar�cle and the views expressed therein has been made solely for informa�on and educa�onal purpose only. MATI or the employee does not solicit any course of ac�on 
based on the informa�on provided by it and the reader is advised to exercise independent judgment and act upon the same based on its/his/her sole discre�on based on 
their own inves�ga�ons and risk-reward preferences.

The informa�on in the ar�cle is meant for general reading and understanding purpose and is not meant to serve as a professional guide. The ar�cle is prepared on the basis 
of publicly available informa�on, internally developed data and from sources believed to be reliable.

This ar�cle and its contents are property of MATI, and no part of it or its subject ma�er may be reproduced, redistributed, passed on, or the contents otherwise divulged, 
directly or indirectly, to any other person (excluding the relevant person’s professional advisers) or published in whole or in part for any purpose without the prior wri�en 
consent of MATI. If this ar�cle has been received in error, it must be returned immediately to MATI.

MATI, its associates or any of their respec�ve directors, employees, affiliates or representa�ves do not assume any responsibility for, or warrant the accuracy, complete-
ness, adequacy and reliability of such views and consequently are not liable for any direct, indirect, special, incidental, consequen�al, puni�ve or exemplary damages, 
including lost profits arising in any way for decisions taken based on this ar�cle. 

Disclosure and Disclaimer
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• Gold futures contracts: Gold futures contracts are standardised deriva�ves contracts that are traded on the Mul� Commodity 
Exchange (MCX) and Na�onal Commodity and Deriva�ves Exchange (NCDEX) in India. Gold prices are the underlying for such contracts 
and investors can go long or short on gold. Further, investors can use leverage to trade in gold futures contracts. Generally, these 
contracts are high risk in nature and are more suitable for traders rather than investors. 

• Digital gold: Investors can buy and sell digital gold through any fintech pla�orm. Such pla�orms allow investors to purchase 99.99% 
pure 24 K gold units stored securely. The en�re journey on fintech pla�orms is seamless, enabling investors to easily purchase and 
redeem their digital gold investments. 


