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The empirical study on the relation between the gold price and
inflation
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Abstract

People has paid more attention to the gold market after the economic crisis. Thousands
of years, since gold has been regarded as an effective tool against inflation, there is a positive
relation between gold price and the inflation. But this kind of trend is not completely
consistent, at times, it appears totally the opposite situation. Whether gold can be used as an
inflation indicator has become a topic among common people, investors and scholars.
Accordingly, this paper focuses on two issues: first, does the gold prices and inflation have
any long-term equilibrium? Has gold still been an inflation indicator? Second, the paper
focuses on the reason the short-term deviation between gold and inflation and analyses the
factors that affect the price of gold.

In the course of the study, the paper first reviewed the related theory to provide
theoretical basis. Then, using graphical qualitative tool to analyse gold prices and inflation
trends, it points out several significant deviation. This paper empirical analysis includes two
parts: the first part, it analyses the long-term relationship between gold and inflation using
E-G two-step cointegration test; The second part, it focuses on the short-term deviation,
studies fluctuations in the price of gold, establish vector auto-regressive model and vector
error correction model, and analyses short-term effects from the various factors using
Johansen cointegration test. Then it tests the causality effect on the price of gold applying to
Granger causality test and establishes impulse response function to analyse the responsiveness
of gold from other variable impact.

The empirical analysis has come to the following conclusions: (1) there is a long-term
equilibrium relationship between the gold price and inflation, and gold is still an effective tool
against inflation. (2) there exists contrary trend between gold and inflation because gold price
has been affected by other factors, such as oil prices, stock movements and the s&p changes .
we can find that inflation and the dollar index changes on the gold price trend has been the
leading role, oil prices and the s&p changes are relatively weak. (3) in the short term, inflation

volatility remains the most important factors that affect the gold price trends, followed by the



dollar index and the influence of the s&p index, the price of oil to gold movements have little
influence. (4) gold response to the impact of inflation varies when the lag period time is
different. In the first two period the fluctuation of gold is gradually increasing, and it begins to
remain stable till the third period.

Key words: Gold; Inflation; Cointegration test
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