
 Journal of Applied Business and Economics Vol. 25(6) 2023 193 

Gold as a Hedge for Inflation: 

An Event-Study of Abnormal Inflationary Periods in the Past Five Decades 

 
Farhad F. Ghannadian 

The University of Tampa  

 

Marta Alicia Dagmar Larsson Vahlberg 

The University of Tampa 

 

 

 
Historically gold and inflation have had a weak positive correlation; therefore, gold has been considered 

an inflationary hedge and a “safe haven” in times of high inflation for investors. An event-study of five 

periods with deviant inflation in the past five decades were examined in this study to determine the 

abnormal return (AR) of gold in comparison to the U.S. stock market (S&P 500). These findings concluded 

a deviation in market perception regarding the inflationary hedge that gold has historically adhered to 

have. Specifically, the recent Russia-Ukraine conflict caused a large shift in investors' sentiment of 

investing into gold as a hedge, as the event window concluded significant negative abnormal returns. 

Simultaneously the U.S. experienced economic factors that would historically have caused gold prices to 

increase, yet the opposite occurred. Although the Ukraine conflict's final outcome is still unknown, early 

stage-data shows how gold could potentially not be considered a “safe haven” or an inflationary hedge 

today, given many dynamic factors ruling the world. 
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INTRODUCTION 

 

History of Gold 

The usage of gold as a medium of exchange and a vehicle for savings has been recorded back to 500 

BC; however, it was not until the 19th century that countries started to adapt to what we today know as the 

“Gold Standard” (Money and gold, 2018). The usage of gold and silver as payment increased significantly 

in the mid-17th century in the U.S. Around a hundred years later; the gold standard was adopted as the 

primary form of payment at which the price of gold was fixed at $20.67 per ounce (Bordo, 2018). 

Nevertheless, during World War II (WWII), the gold standard was briefly terminated due to large gold 

shortages (Selgin et al., 2021). After WWII, the famous Bretton Woods system was introduced in 1944, 

and 44 countries established a monetary system. “Those at Bretton Woods envisioned an international 

monetary system that would ensure exchange rate stability, prevent competitive devaluations, and promote 

economic growth” (Ghizoni, 2013). The Bretton Wood system was based on a fixed price of gold at 35 

dollars per ounce, allowing other countries to trade their gold for dollars. Nevertheless, a large “balance-

of-payment deficit” caused the dollars held by the 43 other countries to be greater than the U.S. gold stock. 
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Because the U.S. could not fulfill its obligation, the Bretton Woods system and the “Gold Standard” were 

officially permanently abandoned in 1971 (Ghizoni, 2013).  

 

Flight to Gold 

Although the “Gold Standard” was abolished, there were some positive aspects of having a fixed price 

of the dollar against the price of gold. This caused certain individuals to push for a re-establishment of it 

again. During the gold standard era, inflation was low, international trade was high, and countries 

experienced high economic growth (Bordo, 2018; Hogan et al., 2021). The flight to gold during uncertain 

times, especially during high inflation, has been a common strategy for individual investors and central 

banks in many countries (Milling-Stanley et al., 2019). 

As a policy, central banks around the world, still to this day, store gold to diversify their reserves in 

order to hedge against fluctuations in the Dollar and other currencies. Today, central banks hold a total of 

20% of the total gold in the world (Reuters, 2022). Furthermore, individual investors invest into gold to 

diversify their portfolio as gold has historically had a negative or low correlation to other assets. Thus, 

causing a lower portfolio beta that can handle market corrections better and diversify their investment 

portfolios (Milling-Stanley et al., 2019). 

 

Inflationary Times 

The Consumer Price Index (CPI) measurement is based on a market-based basket, with oil representing 

20% (Kilian and Zhou, 2021; Pettinger, 2022). Thus, oil shocks have had a large impact on both GDP and 

inflation. Statistically, the Federal Reserve in the U.S. has estimated a correlation of 0.27 between oil prices 

and CPI, thus a 5% increase in oil causes a 1.35% increase in CPI (Kilian and Zhou, 2021; U.S. Bureau of 

Labor Statistics). Furthermore, oil prices and PPI, in the U.S. tend to have a stronger correlation of 0.71, 

due to the great need of oil for production (Federal Reserve Economic Data, 2018). 

Since 1971, gold and CPI have had a weak linear correlation. As a result, only 16% of changes in gold 

is due to changes in the CPI. Therefore, gold has been seen as a long-term protection against high inflation 

(Reuters (2), 2022). Due to gold’s ability to store value has historically protected investors with both price 

and monetary inflation (Milling-Stanley et al., 2019). During lower inflationary periods of 2% or lower, the 

price of gold had an average increase of 7.8% since 1970. On the other hand, when inflation has been over 

5%, gold has experienced increases of 16.2% (Milling-Stanley et al., 2019). Today in late 2022, this positive 

correlation between gold and inflation has not been held true. Gold experts think that this is due to the 

interest rate hikes, at which gold has historically had a negative correlation with interest rates (Milling-

Stanley et al., 2019). Therefore, gold has seen an average decrease of 8% in 2022. Although inflation has 

been high, the Fed’s aggressive Federal Funds rate hikes have caused a demand for other “safe” assets such 

as Government Bonds (Singh, 2022). The strong dollar also contributes to the lack of positive returns of 

gold, as gold becomes relatively more expensive for foreign investors in a strong dollar environment, thus 

pushing demand down (Singh, 2022). 

 

LITERATURE REVIEW 

 

Historically, inflation by itself negatively impacts the stock market due to decreased purchasing power, 

which causes real-term decreases in portfolio holdings. Therefore, the commodity asset, gold, has been seen 

as a good hedge against inflation if held within a portfolio (Milling-Stanley et al., 2019). The research was 

conducted to analyze whether this statement is true through an empirical methodology with a root testing 

approach. The analysis was based on monthly data of CPI and gold between 1968 and 2016 in the U.S. The 

conclusion drawn by experts is that gold can be a good inflation hedge if the assets within a portfolio are 

held for a longer time (Naser, 2017). A similar study was conducted in the Chinese market, showing how 

short-term investors will not see an inflation hedge if they invest in gold. This could be due to the 

characteristics of modern emerging markets and irrational investors. Yet, long-term investors could 

potentially use gold as a hedge against inflation; however, it cannot always be considered a “safe haven” 

for the short term (Dee et al., 2013). 
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As Dee et. al, have mentioned, the possible cause of the lack of an inflationary hedge when investing 

in gold could be due to the irrationality of investors. In financial literature, the Efficient Market Hypothesis 

(EMH) indicates that the market will always correct itself, and the stocks will trade at their intrinsic value. 

However, Dieupart-Ruel et. al’s study shows otherwise. A cognitive study was made where different 

investors were characterized as: informed (rational vs. irrational) versus uninformed investors, at which the 

gold price formation showed to be heavily impacted by behavioral finance. Irrational investors are said to 

bring increased volatility to the price of gold and can cause bubbles and panic selling (Dieupart-Ruel et al., 

2013). Furthermore, during 2002 and 2011, gold prices increased drastically, and Baur and Glover analyzed 

fundamentalists and chartists and how they might have contributed to this increase. Hence, gold was 

modeled based on real (actual price of gold) and speculative (fundamentalist and chartists expectations) 

demand to accurately illustrate gold prices. The study showed that fundamentalists and chartists acted based 

on the price dynamics of gold, especially during 2002-2011. These investor types contributed to the gold 

bubble (Baur and Glover, 2014).  

As a result of gold being historically considered a “safe haven” or a good hedge against inflation, 

investors have typically purchased gold when inflation has been high. Due to the negative impacts inflation 

can have on an economy, monetary policy is commonly introduced in times of higher-than-usual inflation. 

Zhu et. Al., research focused on: The Impact of Monetary Policy on gold Price Dynamics. The U.S.’s 

quantitative easing (QE) monetary policy was analyzed during 2003-2015 in combination with inflation 

and inflation expectations. The hypothesis of gold being an inflationary hedge was tested. The study showed 

that gold stopped being an inflationary hedge, in the U.S, after 2003 and that it can only be considered a 

hedge in times of high inflation and high inflation expectations. 

Conversely, gold cannot hedge against inflation in times of low inflation and low inflationary 

expectations (Zhu et al., 2018). Furthermore, an event study was conducted on quantitative easing 

announcements of the U.S. Federal Reserve. The study concluded that these announcements greatly 

influenced gold prices, especially when the announcement regarded an increase in QE, gold prices increased 

remarkably (Zhu et al., 2018). 

Recent event studies have been conducted to examine the impact of gold prices during the COVID-19 

pandemic and the Russia-Ukraine invasion. Selvan and Ramraj studied gold price volatility during the 

COVID-19 event. Concluding that the volatility of gold increased after bad news announcements at which 

gold experienced positive returns as investors perceived gold as a “safe haven”. Furthermore, an event study 

of the Russia-Ukraine war and its impact on gold conducted by Diaconasu et. al., concluded that the only 

“safe haven” asset after the invasion was oil (2022). Additionally, their findings regarding investors' actions 

before the war were that the impact of the invasion started before the actual event, as investors were 

anticipating this geopolitical situation. Thus, investors were investing in gold during February, leading to 

positive abnormal returns (Diaconasu et. al., 2022). 

 

PERIODS OF STUDY 

 

For this study, five deviant inflationary periods were chosen to compare today’s (2022) high 

inflationary period with previous events (Rouse et al., 2021). 

 

Oil Shock of 1978-79 

The oil shock of 1978 was mainly driven by a revolution in Iran, which produced 10% of the world’s 

supply of oil (Rouse et al., 2021). Due to the revolution in one of the biggest oil-producing countries, around 

7% of oil production declined daily. The revolution caused fear among leaders worldwide, at which 

countries started increasing their oil reserves due to the threat of escalation (Graefe, 2013). From April 1979 

to 1980, the price per barrel of oil doubled. In the meantime, the world economy was strong, at which 

demand for goods increased rapidly, pushing oil prices higher (MarcroTrends, n.d.).  

The rapid increase in oil prices started to impact inflation, increasing from 5% in February 1976 to 7% 

in March 1979 (U.S. Bureau of Labor Statistics, n.d.). To combat the high inflation, the Federal Reserve 

decided to increase interest rates slightly as they did not want to exhaust the high economic growth. 
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Therefore, rates were increased from 6.9% to 10% at the end of 1978. However, their efforts to combat 

inflation did not work, and the CPI increased to 9% at the end of 1979 (U.S. Bureau of Labor Statistics). 

Since the careful monetary policy of the Fed did not prove to combat inflation, the Fed decided to appoint 

a new chairman, Paul Volckers, in August 1979, at which interest rates increased from 11% to 19% in the 

end of 1981 (Volcker, Paul, 1992; Graefe, 2013: The Federal Reserve, 2003).  

 

The Gulf War 1989-1991 

The start of the Gulf War very likely originated from the previous Iranian revolution, at which the 

president of Iraq wanted Kuwait to forgive their debt originating from the Iran-Iraq war. However, Kuwait 

rejected their demand, and a new war broke out. In August of 1990, troops and tanks were sent into Kuwait, 

an oil-heavy country. Due to the fear of oil prices increasing again, this war received high global attention, 

especially from the United States. George H. W. Bush decided to intervene because of the fears of Iraq 

winning the war, which would have led to Iraq having one-fifth of the world's oil reserves. Therefore, U.S. 

troops were sent out to Kuwait to fight against the Iraqi government (Miller Center, 2020).  

The Gulf War caused a spike in oil prices that doubled from $34 per barrel to $77 (Sun, 2022). The Fed 

started to plan ways to combat the higher inflation that typically comes with higher oil prices; however, in 

the meantime, there were indications that a recession was near. Historically, the Fed never took any 

aggressive measures and no easing was done as there was a conflict between fighting inflation and dealing 

with the low economic growth and high unemployment ratios (Silk, 1991). The inflation ratio proved to 

increase slightly during the year of 1990; however, it declined to its pre-war levels in 1991 due to the slow 

economic growth in the U.S at the same time (Sun, 2022). Furthermore, the aftermath of the Gulf War 

proved to have less of an impact on oil prices than its predecessor (oil shocks of 1978) as oil prices declined 

shortly to its pre-war levels after its peak in September 1990 (MacroTrends, n.d.). 

 

Financial Crisis 2008-2009 

The third period of instability occurred during the Financial Crisis of 2008, which almost caused a 

complete downfall of the U.S. financial system as nearly $11 trillion of wealth was lost among U.S. citizens. 

This period was full of risk, uncertainty, and multiple moving factors (Rich, 2013). The housing market as 

well as the stock market, were seeing massive declines. However, the housing market slowed down before 

the U.S. was in a recession and was not seen as the main reason for the recession. Nevertheless, oil prices 

were a large contributing factor to the start of the recession in the U.S (Hamilton, 2009). In 2008, one barrel 

of oil increased from $70 to $140 and caused the inflation rate in the U.S. to increase to 5% (Rouse et al., 

2021). “It is also interesting that the observed dynamics over 2007:Q4-2008:Q4 are similar to those 

associated with earlier oil shocks and recessions. The biggest drops in GDP came significantly after the oil 

price shock itself” (Hamilton, 2009). The Federal Reserve's policy responded with fiscal stimulus in the 

form of repurchases of bonds, federal funds rate decreases, and tax cuts. The federal funds rate decreased 

from 5.25 in September 2007 to 0-0.25 in March 2008, indicating that rates would continue to stay low 

until 2013 (Rich, 2013). Inflation experienced a high of 5.4% in July 2008, declined to zero in December 

2008, and experienced a low of -2% (deflation) in July 2009 (The Federal Reserve). 

 

COVID-19, 2020 

The COVID-19 pandemic started in the beginning of 2020 when the WHO announced that they had 

found a contagious respiratory disease in Wuhan in China (CDC Museum Covid-19 Timeline, 2022). A 

month later, the demand for oil dropped drastically, starting with a decline from China due to the fast-

spreading disease. Fears started spreading worldwide regarding production and supply chains (Saefong and 

Watts, 2020). The decrease in oil prices continued to spiral as more and more countries were either shutting 

down or requiring its citizens to stay at home. On March 11, 2020, the WHO announced the COVID-19 

disease as a worldwide pandemic (CDC Museum Covid-19 Timeline, 2022). The following month, the 

price of oil experienced the sharpest drop in history due to quarantines and businesses being closed 

(Engebretsen and Anderson, 2020).  
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The U.S. economy did see large impacts due to quarantines and the need for remote work; thus, 

unemployment ratios in the U.S. increased by 3.1% to 6.4%. Therefore, the U.S. government decided to 

provide governmental aid to both businesses and citizens for a combined total of $5.2 trillion (Thiess and 

Bryant, 2022). In order to accurately measure inflation during the pandemic, a COVID basket was created. 

In March of 2020, the two inflation measures started to show some differences at which the COVID CPI 

measurements were higher than the original basket; however, they both showed deflation (Works, 202). In 

mid-2021, inflation in the U.S. started to increase above the 2% inflation target (Ball et al., 2022). In 

combination, GDP dropped by 8.9% in the second quarter of 2020 (The U.S. Economy and the Global 

Pandemic, 2021). The Fed responded by dropping the Federal Funds rate to 0-0.25% in order to support 

spending and avoid a recession (Milstein and Wessel, 2022). 

 

2022, Post-COVID-19, Russia-Ukraine War 

The fifth period of potential economic instability was the Russia and Ukraine conflict. Although Russia 

and Ukraine have conflicted since 2014, it was not until February 24, 2022, when Putin ordered troops into 

Ukraine, that the rest of the world started to interfere with large sanctions and media coverage regarding 

the first war in Europe since WWII (Council on Foreign Relations, 2022). Due to the belief of Russia’s 

invasion as being both inhumane and unnecessary, the Western world chose to stand behind Ukraine and 

help them in this war against Russia. Thirty countries have imposed sanctions against Russia's commodities 

(specifically oil and gas), banking systems, politicians, and business leaders (U.S. Embassy, 2022). 

The impact of this war could be countless and long-term due to the threat of higher commodity prices 

stemming from the harsh sanctions against Russia. Russia's main exports are crude oil and not crude oil, 

where 15% and 10%, respectively consist of the total world exports (Neely and Wood, 2022). Thus, after 

the invasion, oil prices increased to $135 per barrel which was the highest it's been since the financial crisis 

in 2008 (J.P. Morgan Research, 2022). Moreover, Russia is a large gold extractor, exporting 5% of the 

world exports (Neely and Wood, 2022). Therefore, gold prices increased after the Russian invasion; 

however, shortly after, gold experienced a correction at which the price of gold declined (Mining.com, 

2022; Turak, 2022). 

In the beginning of 2022, the U.S. started to see an economy growing, with consumer spending being 

the main contributor to the growth (Trading Economics, 2022). With the COVID-19 federal stimulus money 

and the increase in food and gasoline prices, inflation started to increase (Ellyatt, 2022). After the invasion 

of Ukraine, the inflationary pressure became real, and the U.S. experienced inflation of 8.5% in March 

compared to 7.9% in February (Current US Inflation rates: 2000-2022: US Inflation Calculator, 2022). 

During this time, the Federal Reserve indicated that the federal funds rate would be increasing throughout 

2022, in an attempt to decrease the high inflation (Ellyatt, 2022). At the same time, GDP declined -1.4% in 

the first quarter of 2022. The following quarter also experienced a decline of GDP, with inflation rising at 

the same time (Cox, 2022). 

 

METHODOLOGY 

 

The data used in this study is based on the natural log of historical monthly returns of the commodity 

gold and the returns of the S&P 500 (Bloomberg). Due to the nature of this study being based on fluctuating 

inflationary periods, the real returns of each asset were used at which the inflation ratio of the certain period 

was accounted to have comparable data.  

An event study was conducted based on a predetermined event window at which expected and abnormal 

returns were calculated (Kothari and Warner, 2006; Campbell et al., 1998). The expected returns were based 

on the Capital Asset Pricing Model (CAPM), where Beta was calculated through a time-series regression 

to determine the sensitivity of gold returns in comparison to the market (S&P 500) (Sharpe, 1966).  
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Cumulative Abnormal Return 

Cumulative Abnormal returns (CAR) were calculated by summing the abnormal returns over the 

different event windows (MacKinlay,1997). To receive the t-statistics, the standard error was calculated by 

taking the square root of the added variances of the time period examined (Campbell et al., 1998).  

Cumulative Abnormal Return (CAR) is the sum or the abnormal returns and are calculated as follows: 

 

𝐶𝐴𝑅(ԏ1, ԏ2) = ∑ 𝐴𝑅𝑖ԏ
ԏ2
ԏ=ԏ1

 (1) 

 

Variance is calculated by the following formula (MacKinlay,1997): 

 

ɑ2(ԏ1, ԏ2) = (ԏ2 − ԏ1 + 1)ɑ2/έ (2) 

 

The Null Hypothesis Testing is tested by comparing the CAR to the t-statistics (MacKinlay,1997): 

 

𝐶𝐴𝑅(ԏ1, ԏ2) ~𝑁(0, ɑ2(ԏ1, ԏ2)) (3) 

 

In order to test the significance of the CAR’s during the time-period, the t-statistic should be greater 

than 1.96 or less than -1.96 (1.645 and -1.645 was also used to test at 90% confidence) in order to reject the 

Null hypothesis with a 95% confidence interval (Campbell et al., 1998). 

 

RESEARCH QUESTION AND HYPOTHESIS 

 

Does the Market Consider gold as an Inflationary Hedge in Times of Deviant Inflation? 

 

Null Hypothesis: Ho: The unknown economical condition did not significantly impact real gold returns 

 

Alternative Hypothesis: Ha: The unknown economical condition significantly impacted real gold returns. 

 

RESULT AND DISCUSSION 

 

TABLE 1 

CUMULATIVE ABNORMAL RETURNS OF THE FIVE EVENT-STUDIES, SUMMARIZED 

 

Event Date 12 pre 9 pre 6 pre 3 pre Event 

Month 

3 post 6 post 9 post  

(7 post 

Feb 24, 

22) 

12 

post 

Oil Shock 31 

Oct 

1971 

26.9%* 21.7% 16.5% 16.9%* 7.1% -3.6% -2.2% 13.1% 34.4% 

Gulf War  2 

Aug 

1990 

11.8% 7.6% -3.7% 5.8% 1.5% 1.1% 1.6% 6.1% 5.8% 

Financial 

Crisis 

30 

Jun 

2008 

17.1% 15.2% 4.6% -16.1%* 4.9% -7.0% 0.6% 3.8% -4.0% 
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COVID-19 

Pandemic 

11 

Mar 

2020 

14.5% 16.4% 2.61% 8.1%* 1.6% 9.0%* 12.3% 10.8% -2.4% 

Russia-

Ukraine 

Conflict 

24 

Feb 

2022 

-24.5%** -13.3% -10.1%* -3.4% 4.8% -8.4%* -19.0%* -21.5%* 
 

Significant at * 95% CI, ** 90% CI 

 

Oil Shock of 1978-79 

The result showed positive Cumulative Abnormal returns (CAR) in the months leading up to the event 

at which the three and the twelve-month CAR experienced significant positive returns. This result 

demonstrates that investors were anticipating increases in inflation, much due to the uncertainties in the 

Middle-East and increases in oil prices (Rouse et al., 2021). Furthermore, shortly after October (1978) oil 

prices increased drastically in combination with increases in inflation and the Fed Funds rate.  

Although the month of the event did not see a significant CAR, its positive return is important for this 

study. It showed that during the month of October 1978, investors were moving their investments over to 

the “safer” asset gold. Another reason for its insignificance could be the leading feature of gold, at which 

investors were anticipating both higher oil prices and higher inflation. Thus, the three months prior to the 

event month, experienced significant positive abnormal returns.  

Due to the price shocks on oil in October 1978, inflation started increasing causing the FED to raise 

rates. Nevertheless, the efforts did not work, and inflation continued to increase. At the end of 1979, CPI 

was at 9%. The lack of aggression from the FED’s side caused investors to keep investing in gold due to 

the relatively higher returns one could receive from gold compared to fixed assets (U.S. Bureau of Labor 

Statistics). In September of 1979, the CAR saw a significant positive return of 22% related to the inflation 

increases due to the record high oil prices during this period.  

 

The Gulf War 1989-1991 

The Gulf War Cumulative Abnormal Returns (CAR’s) were not significant in any period and only 4 

out of the 25 months examined out of the event-window showed significant abnormal returns. Moreover, 

the CAR’s demonstrated low positive returns, indicating that the price of gold stayed relatively steady 

during the uncertain time of the Gulf War. Whereas, the market experienced larger swings. For instance, 

during the month of the event (August 1990) gold showed returns of 3% whereas the S&P 500 experienced 

a decrease of 10%. Furthermore, oil prices spiked during August of 1990; nevertheless, both inflation and 

the federal funds rate were slightly decreasing (Silk, 1991; Sun, 2022). This could indicate that during the 

Gulf War, the U.S. economy did not see as much of a direct impact as during the revolution in Iran. This 

could have possibly been due to investors anticipations of higher inflation. Moreover, the U.S. citizens were 

trusting in George H. W. Bush's presence in the Gulf War, and on the home front, less panic was 

experienced (Miller Center, 2020; MacroTrends, n.d.). Although the stock market experienced high 

volatility in this era, investors were not rushing to invest into gold.  

 

Financial Crisis of 2008 

The Financial Crisis of 2008 saw many fluctuating factors at which the movements in both gold prices 

and the stock market were high. However, oil prices did experience an increase starting before the crisis, 

yet increased more drastically in the beginning of 2008 with a peak at the start of July 2008 (Hamilton, 

2009). The event month of June 2008 showed non-significant positive abnormal returns. Although they 

lacked significance, it showed how investors were investing in gold during June, before the peak of the oil 

prices.  

Both the three months prior and the three months post the event month experienced negative abnormal 

returns, at which the three months before the event saw significant CAR’s of -16%. The driving months of 
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this negative CAR were March and April, which experienced significant (at the 90% CI) negative returns 

of 7% respectively.  

Furthermore, all of the significant abnormal returns post-event month were negative. These findings 

contradict the nature of increases in gold prices, since March and April (2008) experienced increases in 

inflation, reaching a level of 5%, and at the same time the federal funds rate was decreasing, which typically 

leads to increased investments in gold assets. Nevertheless, the period during the 2008 financial crisis was 

extremely uncertain when the financial market crashed; thus, many investors might have had little funds 

and little trust in many financial instruments (Rich, 2013).  

 

COVID-19 Event-Study (March, 2020) 

The COVID-19 event month did not show significant abnormal returns; however, the three-month CAR 

prior and post-event-month both demonstrated significant positive CAR’s. Although inflation and the 

federal funds rate stayed quite steady over the period examined (2017-2021), the change in GDP saw drastic 

fluctuations (Ball et al., 2022; The U.S. Economy and the Global Pandemic, 2021). Equally was the price 

of oil that also saw a large drop in the beginning of the COVID-19 pandemic (February/March 2020) 

(Engebretsen and Anderson, 2020). The decrease in GDP and oil prices three months before the event was 

reflected in the three-month significant positive return of 8% before March. This shows that investors were 

looking for safer investments in times of uncertain periods to come, which follows the historical patterns 

of the weak positive correlation between worse economical periods and positive gold returns (Milling-

Stanley et al., 2019). However, the low inflation and decreasing oil prices did not follow the same historical 

pattern. Thus, the conclusion must be that the months before COVID the uncertainty regarding the economy 

overall was more terrifying; and although oil prices were declining, so were people’s freedom of movement 

due to COVID-19. Moreover, Selvan and Ramraj studied gold prices-volatility during the COVID-19 event. 

They concluded that volatility did increase as investors where investing in gold as it was perceived as a 

“safe haven” (2021). Their result can be justified by the CAR’s of the eight periods examined at which all 

but one concluded positive abnormal returns.  

 

Russia-Ukraine Invasion (February, 2022) 

During the most recent event month of February 2022, when Russia invaded Ukraine, the abnormal 

return had a positive but insignificant return. The sharp increase in gold prices was possibly due to the 

decrease in supply as sanctions were implemented against Russia (U.S. Embassy, 2022). In addition, oil 

prices started to increase further after the Russian invasion as they are one of the world's largest oil exporters 

(J.P. Morgan Research, 2022). Therefore, the positive abnormal return during February proved to follow 

the historical pattern of gold prices increasing when oil prices and inflation increased. Hence, during 

February, investors were moving their funds into safer assets such as gold. 

The CAR’s in the periods before the event were all negative, which is an anomaly from the previous 

periods examined since the U.S was experiencing low interest rates and a slight GDP increase in the quarters 

leading up to the event (Ellyatt, 2022). In addition, inflation was increasing in the months prior to February 

2022, which in terms of historical correlation, would have caused an increase in the price of gold. However, 

during this period of study, the opposite happened.  

The same pattern of negative CAR’s was seen after February. This could indicate that investor 

sentiment changed quickly after the invasion, as CAR’s were negatively significant in all three periods 

examined. The reason behind this abrupt shift could be many; however, the aggressive strategy of the 

Federal Fund could be a large contributing factor. Thus, interest rates and gold have historically been 

negatively correlated as investors can receive high returns from risk-free assets with a higher federal funds 

rate (Milling-Stanley et al., 2019; Singh, 2022). Furthermore, in the beginning of 2022, the Fed started to 

decline the quantitative easing initiated during the COVID-19 pandemic. This could be a further reason for 

the negative CAR’s of gold during this period (Zhu et al., 2018).  

Previous studies have shown that gold is not a short-term inflation hedge due to its volatility (Naser, 

2017; Dee et al., 2013). This study likewise shows that gold proves to not be a short-term inflation hedge, 

as many variables will affect gold either positively or negatively in the short-term. Therefore, investing in 
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gold in the short-term might cause some unpredicted returns. Furthermore, the efficient market theory was 

proven to be incorrect when it comes to gold returns; during this period, investors' irrational behavior may 

have contributed to increased volatility and this can be the reason for the cumulative abnormal returns 

experienced during the Russia-Ukraine invasion.  

It needs to be noted, due to the recent events of the Russia-Ukraine invasion, a long-term impact study 

could not be done. Therefore, a study should be conducted after the U.S. inflation has decreased and the 

after-war impacts on gold prices concerning inflation, to establish whether the long-term “safe haven” is 

still a phenomenon or whether the character of gold has changed. 

 

CONCLUSION  

 

This event study was conducted on five historical periods with deviant inflation to examine the impact 

on gold prices. Gold as an inflationary hedge is tied back to the Bretton Woods system, at which the fixation 

of the dollar against gold eliminated inflationary pressures. Nevertheless, investors have since then invested 

in gold during high inflationary periods as gold has been considered a “safe haven”. Thus, the two oldest 

periods examined, the oil shocks of 1979 and the Gulf War, showed results definitive to the historically 

positive correlation between gold prices and inflation. Nevertheless, this shift away from the positive 

correlation started to become less potent during the 2008 financial crisis, as the flight to gold was very 

short-lived. Furthermore, the result during the COVID-19 pandemic demonstrated how gold prices were 

deviating from its historical characteristics of having a positive correlation with oil and inflation due to its 

positive CAR’s throughout the event window.  

The event-study regarding the Russia-Ukraine conflict demonstrated substantial differences from 

previous periods and beliefs regarding gold's characteristics. The deviation stems from the significant 

negative Cumulative Abnormal returns both before and after the event month. Although this period saw 

high inflation and slow economic growth, the aggressive monetary policy ensured by the Fed of increasing 

the Fed Funds rate could have contributed to this negative CAR. Other dynamic factors could be responsible 

for this decrease, such as a strong dollar, an uncertain supply of gold, and other strong asset performances. 

As previous studies have concluded, gold cannot be considered an inflationary hedge if investing in the 

short-term. This study shows a similar result; nevertheless, the long-term impact of the Russia-Ukraine 

invasion is still unknown and will be evaluated in the future. Overall, this study concludes an abrupt shift 

away from gold (short-term) during high inflationary periods, discovered in the post-Covid-19 era of 2022. 
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APPENDIX 

 

TABLE 2 

OIL SHOCK 1978-1979 

 

Months CAR # Months Variance T-test 

Significance 

95% 

Significance 

90% 

12 pre 26.90% 12 0.001507 2.001738 Significant Significant 

9 pre 21.70% 9 0.001402 1.931810 Not Significant Significant 

6 pre 16.50% 6 0.002905 1.246571 Not Significant Not Significant 

3 pre 16.90% 3 0.001284 2.728385 Significant Significant 

Event 

(October 

1978) 7.10%       Not Significant Not Significant 

3 post -3.60% 3 0.038117 -0.106910 Not Significant Not Significant 

6 post -2.20% 6 0.016116 -0.072180 Not Significant Not Significant 

9 post 13.10% 9 0.011232 -0.410687 Not Significant Not Significant 

12 post 34.40% 12 0.012624 0.884387 Not Significant Not Significant 
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TABLE 3  

GULF WAR 1989-1991 

 

Months CAR # Months Variance T-test 

Significance 

95% 

Significance 

90% 

12 pre 11.8% 12 0.002090 0.744385 Not Significant Not Significant 

9 pre 7.6% 9 0.003090 0.455736 Not Significant Not Significant 

6 pre -3.7% 6 0.002537 -0.298170 Not Significant Not Significant 

3 pre 5.8% 3 0.001980 0.751244 Not Significant Not Significant 

Event 

(August 

1990) 1.5%       Not Significant Not Significant 

3 post 1.1% 3 0.004028 0.098554 Not Significant Not Significant 

6 post 1.6% 6 0.001891 0.150348 Not Significant Not Significant 

9 post 6.1% 9 0.001270 0.568793 Not Significant Not Significant 

12 post 5.8% 12 0.001044 0.522369 Not Significant Not Significant 

 

TABLE 4  

FINANCIAL CRISIS 2008 

 

Months CAR # Months Variance T-test 

Significance 

95% 

Significance 

90% 

12 pre 17.1% 12 0.003427 0.882557 Not Significant Not Significant 

9 pre 15.2% 9 0.004247 0.779720 Not Significant Not Significant 

6 pre 4.6% 6 0.005481 0.251866 Not Significant Not Significant 

3 pre -16.1% 3 0.001375 -2.500130 Significant Significant 

Event (June 

2008) 4.9%       Not Significant Not Significant 

3 post -7.0% 3 0.007205 -0.479460 Not Significant Not Significant 

6 post 0.6% 6 0.012236 0.022596 Not Significant Not Significant 

9 post 3.8% 9 0.008680 0.134933 Not Significant Not Significant 

12 post -4.0% 12 0.007726 -0.130020 Not Significant Not Significant 
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TABLE 5 

 COVID-19 PANDEMIC 

 

Months CAR # Months Variance T-test 

Significance 

95% 

Significance 

90% 

12 pre 14.5% 12 0.001420 1.108483 Not Significant Not Significant 

9 pre 16.4% 9 0.001603 1.361572 Not Significant Not Significant 

6 pre 2.6% 6 0.001191 0.308874 Not Significant Not Significant 

3 pre 8.1% 3 0.000302 2.685777 Significant Significant 

Event (March 

2020) 1.6%       Not Significant Not Significant 

3 post 9.0% 3 0.000387 2.653277 Significant Significant 

6 post 12.3% 6 0.002183 1.075702 Not Significant Not Significant 

9 post 10.8% 9 0.002599 0.706974 Not Significant Not Significant 

12 post -2.4% 12 0.002652 -0.136620 Not Significant Not Significant 

 

TABLE 6 

 RUSSIA-UKRAINE CONFLICT 2022 

 

Months CAR # Months Variance T-test 

Significance 

95% 

Significance 

90% 

12 pre -24.5% 12 0.001713 -1.71233 Not Significant Significant 

9 pre -13.3% 9 0.001681 -1.08502 Not Significant Not Significant 

6 pre -10.1% 6 0.000237 -2.67196 Significant Significant 

3 pre -3.4% 3 0.000355 -1.02878 Not Significant Not Significant 

Event (February 

2022) 4.8%       Not Significant Not Significant 

3 post -8.4% 3 0.000421 -2.37084 Significant Significant 

6 post -19.0% 6 0.000248 -4.92713 Significant Significant 

7 post -21.5% 7 0.000212 -5.58149 Significant Significant 

 

 


