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		Abstract

		Gold objects have existed for thousands of years but for many investors gold has only recently become a tradable investment opportunity. Gold has been described as an inflation hedge, a â€œgolden constantâ€�, with a long run real return of zero. Yet over 1, 5, 10, 15 and 20 year investment horizons the variation in the nominal and real returns of gold has not been driven by realized inflation. The real price of gold is currently high compared to history. In the past, when the real price of gold was above average, subsequent real gold returns have been below average. Given this situation is it time to explore â€œthis time is differentâ€� rationalizations? We show that new mined supply is surprisingly unresponsive to prices. In addition, authoritative estimates suggest that about three quarters of the achievable world supply of gold has already been mined. On the demand side, we focus on the official gold holdings of many countries. If prominent emerging markets increase their gold holdings to average per capita or per GDP holdings of developed countries, the real price of gold may rise even further from todayâ€™s elevated levels. As a result investors in gold face a daunting dilemma: 1) embrace a view that â€œthose who cannot remember the past are condemned to repeat itâ€�, there is a â€œgolden constantâ€� and the purchasing power of gold is likely to fall or 2) embrace a view that â€œthis time is differentâ€� and the â€œgolden constantâ€� is dead.   
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