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Is gold's price drop just the beginning?
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(MoneyWatch) The collapse in the price of gold has

surprised many investors, but it really shouldn't be
for those who know their financial history.

Gold closed at an all-time high of $1,895 on Sept. 5, 2011. While it had dropped to $1,690 a year later, an upward swing caused many to predict that gold was

again on the rise. Those predictions and the almost uninterrupted rally since 2002, when the precious metal was trading below $300, drove investor interest in

gold. As the price continued to soar, gold became so popular that a 2011 Gallup poll found that 34 percent of Americans said gold was the best long-term

investment, far more than chose real estate, stocks or bonds. For anyone with a memory of the tech bubble, that should have been a warning, as individual
investors almost always get it wrong, being late to the party.

Is the gold rally over?
Ignore the "buy gold now" crowd
The arguments for and against investing in gold

Gold has now fallen to just over $1,400 per ounce, and holdings of SPDR Gold Trust (GLD) hit their lowest mark since November 2009. At least some investors
must now be concerned about the idea that gold is a good store of value. For those who know their history, the drop is reminiscent of what happened to gold after
hitting its peak close of $850 on Jan. 21, 1980. By April 3, 1980, it had dropped all the way to $486. It recovered to $590 by year's end, but closed the

following year at just $398 and languished for the next 20 years. In real terms, the price of gold fell about 85 percent from its peak before bottoming out in 2002.

While the "gold bugs" often cite as a basis for the predictions that the real price of gold based on its 1980 peak of $850 would be well over $2,000, that's

choosing as their basis the peak of a bubble. That's the equivalent of basing a forecast on the Nasdaq using the March 9, 2000 peak of more than 5,000 as your
base and saying the Nasdaq is way undervalued. I don't think anyone would make that argument, yet it's made all the time about gold.

There's also the fact that gold has a strong tendency to revert to a real return of zero. If that's true, gold could end up falling a lot further, as research by

economists Campbell Harvey and Claude Erb shows.

Here's another warning. Momentum is the tendency of assets that have done well recently to continue to do well for a while longer, and vice versa. It has been well
documented across a wide range of assets. Clearly the momentum in gold is negative. Here's another fact to consider. Momentum is a short-term phenomenon,

and it doesn't bode well for gold. It's also important to remember that momentum leads to reversals in the long term -- assets that performed well over a long
period tend to subsequently underperform, and vice versa. Another warning as gold soared over the past decade.

Comment
/ 2 Shares / 4 Tweets / Stumble / Email More +

http://www.cbsnews.com/
http://www.cbsnews.com/evening-news/
http://www.cbsnews.com/cbsthismorning/
http://www.cbsnews.com/sections/48hours/main3410.shtml
http://www.cbsnews.com/sections/60minutes/main3415.shtml
http://www.cbsnews.com/sunday-morning/
http://www.cbsnews.com/face-the-nation/
http://www.cbsnews.com/moneywatch
http://www.cbsnews.com/moneywatch/markets-investing/
http://www.cbsnews.com/1801-34227_162.html
http://www.cbsnews.com/moneywatch/technology/
http://www.cbsnews.com/moneywatch/management/
http://www.cbsnews.com/moneywatch/small-business/
http://www.cbsnews.com/moneywatch/saving-money/
http://www.cbsnews.com/moneywatch/spending-money/
http://www.cbsnews.com/moneywatch/retirement-planning/
http://www.cbsnews.com/2718-500395_162-1669.html
http://markets.cbsnews.com/cbsnews/quote?Symbol=310%3A998313
http://markets.cbsnews.com/cbsnews/quote?Symbol=845%3A998434
http://markets.cbsnews.com/cbsnews/quote?Symbol=1135%3A998356
http://markets.cbsnews.com/cbsnews/quote?Symbol=537%3A1929416
http://markets.cbsnews.com/cbsnews/quote?Symbol=419%3A1900041106
http://www.cnbc.com/id/48156196/Gold_to_Hit_2000_by_YearEnd_on_More_Fed_Easing_Merrill
http://www.cbsnews.com/8301-505123_162-57569887/is-the-gold-rally-over/
http://www.cbsnews.com/8301-505123_162-57563828/ignore-the-buy-gold-now-crowd/
http://www.cbsnews.com/8301-505123_162-57474615/the-arguments-for-and-against-investing-in-gold/
http://www.reuters.com/article/2013/04/23/markets-precious-idUSL3N0DA56S20130423
http://markets.cbsnews.com/cbsnews/quote?Symbol=gld
https://faculty.fuqua.duke.edu/~charvey/Gold_price.gif
http://www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/#postComments
mailto:?subject=Your%20friend%20has%20shared%20a%20CBSNews%20link%20with%20you&body=Is%20gold's%20price%20drop%20just%20the%20beginning%3F%0Dhttp%3A%2F%2Fwww.cbsnews.com%2F8301-505123_162-57580958%2Fis-golds-price-drop-just-the-beginning%2F


4/23/13 Is gold's price drop just the beginning? - CBS News

www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/ 2/5

It's important to acknowledge that I didn't forecast the collapse of the price of gold. In fact, while not shocked by the price drop, I was surprised that it came
without the Federal Reserve's tightening monetary policy. It was Fed Chairman Paul Volcker's decision to drive up real interest rates that led to the demise of gold

in 1980. And it was Fed Chairman Alan Greenspan's decision to suppress rates in 2003 that led to gold's resurrection. But, again, my crystal ball is always cloudy.

With that said, my advice remains the same. If you invest in gold because you value the diversification benefits gold can provide -- hedging the risks of loose
monetary policy and some geopolitical events -- it's perfectly appropriate to have a small part of your portfolio in gold as part of your asset allocation plan. Just be

sure that you are disciplined in rebalancing, not one who gets caught up in the noise and emotions the noise can create. That's the only way you get gold's
diversification benefits. On the other hand, if you're a speculator, forewarned is forearmed: Paraphrasing Winston Churchill, the collapse of gold might not be at its

end. It might not even be the beginning of the end. It just might be the end of the beginning.

© 2013 CBS Interactive Inc.. All Rights Reserved. 

Larry Swedroe On Twitter »

View all articles by Larry Swedroe on CBS MoneyWatch »
Larry Swedroe is a principal and director of research for the BAM Alliance. He has authored or co-authored 12 books, including his most recent, Think,

Act, and Invest Like Warren Buffett. His opinions and comments expressed on this site are his own and may not accurately reflect those of the firm.

Around the Web

Billionaire Tells Americans to Prepare For "Financial Ruin"Moneynews.com

4 Bodily Signs a Heart Attack is NearNewsmax.com

10 Statement Hair AccessorieseHow
Find Your Inner Neanderthal23andme.com

What's this?

Popular on MoneyWatch

5 things never to put on a credit card Of all purchases financed with credit cards, here are five to avoid

10 cheapest places to live in the U.S. Find out where Americans pay the least for housing, groceries, entertainment, gasoline and more

Fake AP tweet sends stocks briefly plunging

Comment
/ 2 Shares / 4 Tweets / Stumble / Email More +

http://twitter.com/larryswedroe
http://www.cbsnews.com/2741-505123_162-1339.html
http://www.thebamalliance.com/
http://www.moneynews.com/Archives/Obama-Chart-end-presidency/2012/09/20/id/456981?PROMO_CODE=103FC-1
http://www.newsmax.com/MKTNews/things-feel-before-heart-attack/2012/10/15/id/464302?PROMO_CODE=10E2E-1
http://www.ehow.com/slideshow_12242241_statement-hair-accessories.html?utm_source=nrelatelor
http://spittoon.23andme.com/ancestry/find-your-inner-neanderthal/?utm_source=nrelate&utm_medium=cpc&utm_content=Find%2BYour%2BInner%2BNeanderthal&utm_campaign=onsite
http://www.cbsnews.com/8334-505145_162-57576343/5-things-never-to-put-on-a-credit-card/
http://www.cbsnews.com/8334-505145_162-57576343/5-things-never-to-put-on-a-credit-card/
http://www.cbsnews.com/8334-505144_162-57574158/10-cheapest-places-to-live-in-the-u.s/
http://www.cbsnews.com/8334-505144_162-57574158/10-cheapest-places-to-live-in-the-u.s/
http://www.cbsnews.com/8301-505123_162-57580979/fake-ap-tweet-sends-stocks-briefly-plunging/
http://www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/#postComments
mailto:?subject=Your%20friend%20has%20shared%20a%20CBSNews%20link%20with%20you&body=Is%20gold's%20price%20drop%20just%20the%20beginning%3F%0Dhttp%3A%2F%2Fwww.cbsnews.com%2F8301-505123_162-57580958%2Fis-golds-price-drop-just-the-beginning%2F
http://www.cbsnews.com/8334-505145_162-57576343/5-things-never-to-put-on-a-credit-card/
http://www.cbsnews.com/8334-505144_162-57574158/10-cheapest-places-to-live-in-the-u.s/
http://www.cbsnews.com/8301-505123_162-57580979/fake-ap-tweet-sends-stocks-briefly-plunging/
http://www.cbsnews.com/8301-505145_162-57578749/25-state-universities-with-the-happiest-freshmen/


4/23/13 Is gold's price drop just the beginning? - CBS News

www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/ 3/5

01 Rookie TV anchor says he's
fired for profanity on air
73124 views

02 Wife of dead Boston suspect
assisting feds, lawyer says
54365 views

03 Was NYC next target for
Boston bomb suspects?
45880 views

Most Popular

25 state universities with the happiest freshmen

Reverse cell phone lookup service is free and simple

Busting credit score myths

25 private colleges with the happiest freshmen

Top 10 professional life coaching myths

Slowing Chinese economy poses challenges for U.S.

FAA followed Boeing lead on Dreamliner battery testing

Add a Comment

Submit Comment

The posting of advertisements, profanity, or personal attacks is prohibited. By using this Web site you agree to accept our Terms of Service. Click here to
read the Rules of Engagement.

Scroll Left Scroll Right

play Video

News anchor fired for cursing on air gains fans on Twitter

Scroll Left Scroll Right

http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/8301-201_162-57580940/wife-of-slain-boston-suspect-doing-everything-she-can-to-assist-feds-lawyer-says/
http://www.cbsnews.com/8301-505263_162-57580886/boston-bombers-planned-to-go-to-nyc-next-carjacking-victim-suggests/
http://www.cbsnews.com/8301-505145_162-57578749/25-state-universities-with-the-happiest-freshmen/
http://www.cbsnews.com/8301-505143_162-28648080/reverse-cell-phone-lookup-service-is-free-and-simple/
http://www.cbsnews.com/8301-505143_162-57580569/busting-credit-score-myths/
http://www.cbsnews.com/8301-505145_162-57578739/25-private-colleges-with-the-happiest-freshmen/
http://www.cbsnews.com/8301-505125_162-57345386/top-10-professional-life-coaching-myths/
http://www.cbsnews.com/8301-505123_162-57580962/slowing-chinese-economy-poses-challenges-for-u.s/
http://www.cbsnews.com/8301-505124_162-57580885/faa-followed-boeing-lead-on-dreamliner-battery-testing/
http://www.cbsinteractive.com/info/tou
http://www.cbsnews.com/stories/2005/10/20/utility/main959709.shtml
http://www.cbsnews.com/video/watch/?id=50145455n
http://www.cbsnews.com/8301-505143_162-28648080/reverse-cell-phone-lookup-service-is-free-and-simple/
http://www.cbsnews.com/8301-505143_162-57580569/busting-credit-score-myths/
http://www.cbsnews.com/8301-505145_162-57578739/25-private-colleges-with-the-happiest-freshmen/
http://www.cbsnews.com/8301-505125_162-57345386/top-10-professional-life-coaching-myths/
http://www.cbsnews.com/8301-505123_162-57580962/slowing-chinese-economy-poses-challenges-for-u.s/
http://www.cbsnews.com/8301-505124_162-57580885/faa-followed-boeing-lead-on-dreamliner-battery-testing/
http://www.cbsnews.com/video/watch/?id=50145455n
http://www.cbsnews.com/2300-201_162-10016573.html


4/23/13 Is gold's price drop just the beginning? - CBS News

www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/ 4/5

04 Fake AP tweet sends stocks
briefly plunging
37470 views

05 Mother of Boston suspects:
"My kids have nothing to do
with this"
33217 views

A.J. Clemente, rookie TV
anchor, says he's fired for
profanity on air
2339 shares

25 state universities with the
happiest freshmen
1996 shares

Eye Opener: New details
emerge on minutes before
Boston blast
709 shares

Sniffing For Bombs: Meet
America's most elite dogs
603 shares

Officials: Bombing suspect
says he and brother acted
alone
482 shares

Most Shared

466466
Why Obama couldn't turn 90
percent into 60 votes

375375
2014: The next frontier in the
gun control battle?

333333
Officials: Bombing suspect
says he and brother acted
alone

173173
A.J. Clemente, rookie TV
anchor, says he's fired for
profanity on air

Most Discussed

40 Photos

End game for Boston bomber suspect

http://www.cbsnews.com/8301-505123_162-57580979/fake-ap-tweet-sends-stocks-briefly-plunging/
http://www.cbsnews.com/video/watch/?id=50145443n&tag=api
http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/8301-505145_162-57578749/25-state-universities-with-the-happiest-freshmen/
http://www.cbsnews.com/8301-505145_162-57578749/25-state-universities-with-the-happiest-freshmen/
http://www.cbsnews.com/video/watch/?id=50145431n
http://www.cbsnews.com/video/watch/?id=50145431n
http://www.cbsnews.com/video/watch/?id=50145334n
http://www.cbsnews.com/video/watch/?id=50145334n
http://www.cbsnews.com/8301-201_162-57580837/officials-bombing-suspect-says-he-and-brother-acted-alone/
http://www.cbsnews.com/8301-201_162-57580837/officials-bombing-suspect-says-he-and-brother-acted-alone/
http://www.cbsnews.com/8301-250_162-57580858/why-obama-couldnt-turn-90-percent-into-60-votes/
http://www.cbsnews.com/8301-250_162-57580858/why-obama-couldnt-turn-90-percent-into-60-votes/
http://www.cbsnews.com/8301-250_162-57580457/2014-the-next-frontier-in-the-gun-control-battle/
http://www.cbsnews.com/8301-250_162-57580457/2014-the-next-frontier-in-the-gun-control-battle/
http://www.cbsnews.com/8301-201_162-57580837/officials-bombing-suspect-says-he-and-brother-acted-alone/
http://www.cbsnews.com/8301-201_162-57580837/officials-bombing-suspect-says-he-and-brother-acted-alone/
http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/2300-201_162-10016573.html
http://www.cbsnews.com/8301-201_162-57580739/a.j-clemente-rookie-tv-anchor-says-hes-fired-for-profanity-on-air/
http://www.cbsnews.com/8301-505145_162-57578749/25-state-universities-with-the-happiest-freshmen/
http://www.cbsnews.com/video/watch/?id=50145431n
http://www.cbsnews.com/video/watch/?id=50145334n
http://www.cbsnews.com/8301-201_162-57580837/officials-bombing-suspect-says-he-and-brother-acted-alone/
http://www.cbsnews.com/2300-201_162-10016573.html


4/23/13 Is gold's price drop just the beginning? - CBS News

www.cbsnews.com/8301-505123_162-57580958/is-golds-price-drop-just-the-beginning/ 5/5

171171
Poll: George W. Bush's
approval rating matches
Obama's

Your Stream
Ads

Man Cheats Credit Score
1 simple trick & my credit score jumped 217 pts.
Banks hate this!

SEDB - Singapore Sessions
Navigating the Future of Urban Thoroughfare. Join
the Discussion!

Fiscal Impact Analysis
TischlerBise is the national leader in preparing fiscal
impact studies.

www.thecreditsolutionprogram.com

SingaporeSessions.com

www.tischlerbise.com

Add CBSNews.com activity to
your Facebook Timeline

Log in to see your friends' activity
and to add your own activities.

CBSNews.com

Site Map

Video Site Map

Help

Contact Us

CBS Bios

Careers

Internships

Development Programs

CBS Interactive

Privacy Policy

Terms of Use

Mobile User Agreement

About CBS

Advertise

Closed Captioning

Follow Us

Facebook

Twitter

RSS

Email Newsletters

YouTube

CBS Mobile

CBS Radio News

CBS Local

CBS News

Copyright © 2013 CBS Interactive Inc.
All rights reserved.

http://www.cbsnews.com/8301-250_162-57580906/poll-george-w-bushs-approval-rating-matches-obamas/
http://www.cbsnews.com/8301-250_162-57580906/poll-george-w-bushs-approval-rating-matches-obamas/
http://cbsiprivacy.custhelp.com/app/answers/detail/a_id/1272/
http://www.thecreditsolutionprogram.com/
http://singaporesessions.com/
http://www.tischlerbise.com/
http://www.cbsnews.com/stories/2005/12/08/utility/main1108861.shtml
http://www.cbsnews.com/stories/2006/03/31/utility/main1459753.shtml
https://cbsi.secure.force.com/CBSi/knowledgehome
http://www.cbsnews.com/htdocs/feedback/fb_news_form.shtml
http://www.cbsnews.com/stories/2002/10/17/utility/main525997.shtml
http://www.cbsnews.com/Careers
http://www.cbsnews.com/stories/2004/04/26/broadcasts/main613839.shtml
http://www.cbsnews.com/stories/2004/08/03/broadcasts/main633770.shtml
http://legalterms.cbsinteractive.com/privacy
http://legalterms.cbsinteractive.com/terms-of-use
http://legalterms.cbsinteractive.com/eula/
http://www.cbscorporation.com/
http://www.cbsinteractive.com/advertise/
http://cbsimedia.cbs.com/captioning/info.html
https://www.facebook.com/CBSNews
http://twitter.com/#!/CBSNews
http://www.cbsnews.com/stories/2005/01/12/utility/main666437.shtml?tag=contentMain;contentAux
http://www.cbsnews.com/8721-4_162-0.html
http://www.youtube.com/user/CBSNewsOnline
http://wap.cbsnews.com/
http://www.cbsnews.com/2718-18565_162-1663/cbs-radio-news/
http://www.cbsnews.com/2718-18565_162-1672.html
http://www.cbsnews.com/

