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ABSTRACT

Since the beginning of 21th century, gold price continued to rise. Especially
during the period of crisis, the price of gold soared greatly. On early March 2011, it
had reached up to $1,432 per ounce, hitting a new record high. Gold once again
attracts worldwide attention. On two issues people mainly concern: One is what
factors will affect the price of gold. When this problem solved, we can predict the
trend of gold price. The other is whether gold an efficient hedge against financial risks
to maintain and increase value. In this paper, we research on both aspects. First, we
analyze the formation of international and domestic gold price theoretically and
empirically. Then, on the basis of research on gold price formation mechanism, we
study the validity of gold as a hedge against financial risks.

This paper is structured as follows: The first chapter reviews the history of
international gold price movements and tracks the changes in price formation
mechanism. The second chapter focuses on theoretical analysis of the gold price
formation mechanism, and discusses co-movements of gold price and factors in depth.
In the third chapter, based on the theoretical analysis, different models are built to
study the international and domestic gold price. Chapter four uses Cointegration and
Granger test to examine the validity of the gold hedging. Data of The United States,
Australia, Japan, India and China are chosen to compare the differences of hedging
effectiveness in different countries. The last chapter summarizes analysis above and
puts forward policy recommendations.

Through the research we draw the following conclusions: Inflation, US dollar
index, stock index and the gold lease rate are long-term factors that affect
international gold price. Market liquidity and credit risk are both short-term factors.
Domestic gold price is mainly affected by the international gold price, exchange rate
and interest rate. Gold act as an inflation and exchange rate hedge, but it can’t hedge

against the risk of capital market.
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