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During these turbulent times, M Squared Advisory Group and Mersberger Financial Group are focused on 
providing guidance and advice to help you navigate the uncertainty.  
 
The US dropped the gold standard in 1971. At the time news outlets and market commentators were 
predicting financial doom; and they recommended their viewers buy gold. Please read the article below from 
our Portfolio Manager Jon Dudzinksi on the historical perspective of gold and inflation. 
 

   Please feel free to contact us with any questions or concerns. 
 
As always, we appreciate your trust and confidence in our services. 
 
Thank you! 
 
Mersberger Financial Group, Inc. and M Squared Advisory Group, Inc. 
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The Oracle of Omaha’s Perspective on Gold (and Hedging Against Inflation) 
 

  
Figure 1 - $100 invested into the Wilshire 5000 on 1/1/71 would be worth $15,645 today (a 10.98% annualized return). In contrast, 
$100 invested into gold over the same time period is worth $5,229 (a 8.5% annualized return).  
 
The US dropped the gold standard in 1971. At the time news outlets and market commentators were 
predicting financial doom; and they recommended their viewers buy gold.  
 
How did that work out? For the first decade the Gold Bugs appeared to have called it; the price of gold shot 
up while stocks floundered. But, over time, the stock market overtook the Bugs. In fact, if an investor put 
$100 into the Wilshire 5000 index and $100 into gold in January 1971 their investments would now be worth 
$15,645 and $5,229 respectively.  
 
Why did it turn out this way? Warren Buffett’s explanation (from 2011) describes it best: 
 
“Today the world’s gold stock is about 170,000 metric tons. If all of this gold were melded together, it would 
form a cube of about 68 feet per side. (Picture it fitting comfortably within a baseball infield.) At $1,750 per 
ounce—gold’s price as I write this—its value would be $9.6 trillion. Call this cube pile A.  
 
Let’s now create a pile B costing an equal amount. For that, we could buy all US cropland (400 million acres 
with output of about $200 billion annually), plus 16 Exxon Mobil’s (the world’s most profitable company, one 
earning more than $40 billion annually). After these purchases, we would have about $1 trillion left over for 
walking-around money (no sense feeling strapped after this buying binge). Can you imagine an investor with 
$9.6 trillion selecting pile A over pile B?  
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Beyond the staggering valuation given the existing stock of gold, current prices make today’s annual 
production of gold command about $160 billion. Buyers–whether jewelry and industrial users, frightened 
individuals, or speculators—must continually absorb this additional supply to merely maintain an equilibrium at 
present prices.  
 
A century from now the 400 million acres of farmland will have produced staggering amounts of corn, wheat, 
cotton, and other crops—and will continue to produce that valuable bounty, whatever the currency may be. 
Exxon Mobil will probably have delivered trillions of dollars in dividends to its owners and will also hold assets 
worth many more trillions (and, remember, you get 16 Exxons). The 170,000 tons of gold will be unchanged in 
size and still incapable of producing anything. You can fondle the cube, but it will not respond.  
 
Admittedly, when people a century from now are fearful, it’s likely many will still rush to gold. I’m confident, 
however, that the $9.6 trillion current valuation of pile A will compound over the century at a rate far inferior to 
that achieved by pile B.”  
 
But, isn’t it true that gold is a good way to defend against inflation? The data to support that is actually quite 
sparse. According to the Federal Reserve “… there’s not much of a relationship to see here except when CPI 
inflation is really high … There, higher CPI inflation is indeed associated with high gold prices. But this is 
statistically tenuous because it’s based on only a few data points.” Fed Study  
 
So, if you’re worried about inflation what can you do? Here’s Buffett’s advice: 
 
“My own preference—and you knew this was coming—is investment in productive assets, whether businesses, 
farms, or real estate. Ideally, these assets should have the ability in inflationary times to deliver output that will 
retain its purchasing power value while requiring a minimum of new capital investment. Farms, real estate, and 
many businesses such as Coca-Cola, IBM and our own See’s Candy meet that double-barreled test. Certain 
other companies—think of our regulated utilities, for example—fail it because inflation places heavy capital 
requirements on them. To earn more, their owners must invest more. Even so, these investments will remain 
superior to nonproductive assets [such as Gold].” 
 
So, does this mean gold has no place in your portfolio? Not necessarily. Because gold typically performs best 
when investors are most fearful, it can provide valuable diversification benefits as a small piece of a well-
constructed portfolio. But those benefits come at the cost of lower expected long-term returns. And, because 
gold typically does best when investors’ moods shift from greedy to fearful the time to buy gold is when no 
one is talking about it, not after it has just had a historical price increase.  
 
Jon Dudzinski, CFA® 
Portfolio Manager 
 
 
Disclosure: These are the opinions of Jonathan Dudzinski and not necessarily those of Cambridge, are for informational purposes only, and should 
not be construed or acted upon as individualized investment advice. Diversification and asset allocation strategies do not assure profit or protect 
against loss. Past performance is no guarantee of future results. Investing involves risk. Depending on the types of investments, there may be varying 
degrees of risk. Investors should be prepared to bear loss, including loss of principal. 


