
THE RUSSIA-UKRAINE CONFLICT &
THE POTENTIAL IMPACT ON GOLD
Nitesh Shah — Director of Research, WisdomTree Europe

03/04/2022

At the time of writing, many commodity prices are rallying on the news. Oil, natural

gas, wheat, corn, palladium, aluminum and nickel are all trading higher, including gold.

While other commodities have rallied in the past year, gold has been sitting in the

shadows. Gold is often thought of as a geopolitical hedge instrument.

Geopolitical risk is an inherently difficult thing to quantify. Quantifying the

relationship between an asset price and geopolitical risks is even more difficult.

Looking back at periods when there has been a perception of elevated geopolitical

events, it is hard to say that asset prices have behaved in a consistent manner. Any

positive or negative price movement needs to be viewed in the context of broader

economic activity at the time. 

Nevertheless, we can point to some geopolitical case studies that have shown a very

strong positive reaction from gold. The table below gives four examples where gold has

significantly outperformed equities in the aftermath of a geopolitical shock.

Notwithstanding the difficulty in quantifying geopolitical risk, we use the Geopolitical

Risk Index developed by the Federal Reserve Board’s Dario Caldara and Matteo Iacoviello,

which is based on automated text-search results of the electronic archives of 10

newspapers. Plotting their series against gold yields some interesting results. 

Immediately before the buildup to the Gulf War (1990), gold prices were quite

depressed. It seems the buildup ignited gold prices.

Immediately before the 9/11 terrorist attacks in the U.S. (2001), gold was

depressed. The attacks seem to have ignited gold prices. The Iraqi war soon after

(2002) kept gold well supported.
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We believe most people would agree that gold price behavior in 2021 was disappointing,

with the backdrop an elevated level of inflation. Our models indicate that gold should

have been trading close to $2,500/oz in January 2022 when inflation in the U.S. was

running at 7.5%.1  

Could the beginning of a war in Ukraine act as a catalyst for gold in a similar way to

the noted events in 1990 and 2001? 

 

 

1 Other relevant inputs to our model for this January gold price calculation include: dol

lar basket (DXY) at 96.5, U.S. 10-Year Treasury yields at 1.78%, net speculative

positioning on gold futures contracts at 245,782 (source: Bloomberg, 31/01/22)

 

Important Risks Related to this Article

Nitesh Shah is an employee of WisdomTree UK Limited, a European subsidiary of WisdomTree

Asset Management Inc.’s parent company, WisdomTree Investments, Inc.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Blogs

+ Can Market Volatility Push Gold Miners Higher?

Related Funds

+ WisdomTree Efficient Gold Plus Gold Miners Strategy Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Commodity : A raw material or primary agricultural product that can be bought and sold.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Inflation : Characterized by rising price levels.

DXY Index : Weighted geometric mean of the dollar’s value compared only with basket of

6 other major currencies, Euro, Japanese Yen, Pound Sterling, Canadian Dollar, Swedish

Krona, and Swiss Franc.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity

of ten years.
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