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“The price of a Big Mac should
match up with not only the cost of
food, but prevailing wages and rent.
In 2000 one ounce of gold bought
100 Big Macs. This increased to 400
by 2010. Currently it buys 350.”

The supply of gold is finite. Gold has the benefit of an extremely long history of being recognised as both a
store of money and medium for transactions. A long-term chart of gold in USD terms shows that is has held its
value over the long term.

What is the correct value for gold? There are a number of different ways to approach the question. One view is
that as more and more US dollars are printed, it will fall in value versus gold. If we look at the simplest measure
of the US dollar, that is the amount in circulation, then we can see that it has had exponential growth since the
financial crisis.
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Gold and the US dollar were fixed in value until Nixon left the gold standard. US Gold Reserves were falling
all through the 1960s and 1970s and were a good warning sign that the US dollar was in trouble, and gold was
likely to move higher.

US Gold Reserves (tonnes)

Source: World Gold Council (‘WGC’)

If we compare US gold reserves value (reserves times gold price) and compare to US currency in circulation,
we see that gold reserves covered all currency in circulation in 1952, and again in the late 1970s and 1980s.
This leads many gold bulls to target a price of gold that would again make gold reserves equal money in
circulation. This gives a current price target of roughly USD 7000 per ounce.
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The obvious problem with this would be that the relationship between money supply and inflation has broken
down. To show this we can look at the price of a Big Mac, which should match up with not only the cost of
food, but prevailing wages and rent. We have good data from 1986 via the Economist Big Mac Index. One
ounce of gold bought 400 Big Macs in 2010, up from a low of 100 in 2000. We have other data points, where in
1979, one ounce of gold bought 660 Big Macs, up from a low in 1970, when it only bought 66 Big Macs. The
current ratio of 350, makes gold look expensive.

Number of Big Macs that can be bought per 1oz gold

Source: The Economist

Gold in Big Mac terms is a nice contemporary feel to it, but using CPI data we can also look at the relationship
of gold to food over a longer period of time. Prior to World War 2 food prices moved up and down, but post
World War 2, took an upward bias.
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If we divided gold by Food CPI, we can see that gold was cheap in 1970 and 2000, and expensive in 1980,
2012, and again in 2020.

In 2021, despite a generally inflationary view, gold has disappointed. Gold looks to be driven far more by fund
flows, as its prices had matched inflows into the main gold ETF, GLD US, very closely.
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Gold looks expensive versus food and fund positioning looks very long. Investors should be cautious on the
outlook for gold.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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