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Back in May of this year I wrote an article reviewing our February Gold seminars and explaining the growing interest in gold investing. Gold was approximately $1200 per ounce and prices had been steadily rising as economic uncertainty grew. Many investors, interested in gold, talked themselves out of purchasing at that time claiming it was overpriced. Well, since then things have not improved by gold’s measure and it has risen another 11% to currently over $1340 per ounce. If these reluctant investors had understood the history and fundamentals of gold, perhaps they would have made a wiser choice. 

With unemployment stubbornly lingering near 10%, credit remaining tight and consumer spending lean, there is very little growth in the US economy. Meanwhile the world economy is stuck in the same mire. Given these factors, it should not be surprising that gold demand worldwide has increased steadily. As we move into the fall there are a number of fundamental reasons for gold prices to be supported, or on the rise. 
September is typically a strong gold-buying month in India as it is the start of its traditional wedding and festival season. A recent report available on indianexpress.com noted that gold imports in India rose 30% in September from August, to 34.8 tons. India is the world's largest consumer of gold, as Indians buy about 25% of the world's gold, purchasing approximately 800 tons of gold every year. This, mixed with a culture of buying gold jewelry as gifts, results in heavy consumer demand. 
Additionally, the recent talks of a ‘currency war’ developing has spurred gold’s luster. Externally, making a currency relatively cheaper to another nation’s seems reasonable in efforts to attract buyers of exported goods. However, the citizen’s of the devalued nation’s currency suffer deteriorating purchasing power. Signs of widespread currency weakness are good long term for gold prices because the precious metal is seen as an alternative form of money that can't be inflated due to its limited supply. Dr. Jerry Webman, Chief Economist for Oppenheimer Funds when speaking at an investors’ conference in Madison last week, commented that gold is being seen as an alternative currency – and a preferred one – during these times of economic turbulence. 
For over 2000 years, gold coinage was widely used as currency. When paper money was introduced, it typically was a receipt redeemable for gold coin or bullion. In an economic system known as the “Gold Standard”, a certain weight of gold was given in exchange for a fixed amount of currency. The physically available amount of gold became a limiting factor to how much paper money could be issued and prevented monetary inflation. At one time the United States government set the value of the
 US dollar so that one troy ounce was equal to $20.67, but in 1934 monetary growth forced the dollar to be devalued to $35.00 per troy ounce. By 1961, the demand for gold made it hard to maintain this price, and a pool of US and European banks agreed to manipulate the gold market to prevent further currency devaluation. Finally in 1971 President Nixon severed the dollar’s connection to gold and established the US Dollar as the world’s reserve currency. Ever since, our currency’s purchasing power has been relegated solely to its perceived value and the amount in circulation. As long as the United States was perceived as a world superpower, the Federal Reserve could print up currency with impunity. Interestingly though, Central banks still hold gold reserves as a store of value, although the level has generally been declining in developed countries. 
Although the United States has been off the gold standard for nearly three decades, the US is still a major holder of gold. It is thought that the largest gold depositories in the world are the U.S. Federal Reserve Bank in New York and the U.S. Bullion Depository at Fort Knox, which are each estimated to hold about 4500 tons (or a total of 6% of all the gold ever mined). However audits of the gold by the General Accounting Office, in cooperation with the United States Mint, the United States Customs Service and the Treasury Department, were last done over a 6yr period from 1975-1981. This audit has been described as peculiar because it was only a partial audit covering 21% of the gold bars and done over an extended period of time. Understandably, since the credit crisis of 2006 and with a steadily weakening US dollar, there have been increasing calls for an audit of the actual gold in US vaults. 
Historically speaking, gold has consistently been the currency of choice during times of economic turmoil and has always managed to emerge unscathed. No wonder it has attracted so much attention lately.
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