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a Monthly averages of daily data 
b Gold futures contracts have settlement dates at least seven months ~n the future 
c The basls IS the spot price of gold less the futures contract prlce 
d Continuously compounded 
SOURCE DRIiMcGraw-Hill 

I3otl1 spot ancl fi~tures prices of golcl 
have heen cleclining f;lil.ly steaclily 
since blarch, clropping t o  le\.els not 
seen since the first montl~s of I993 
While this may inclicate a s:ungi~ine 
zkttitucle :Imong internation:kl in- 
vestors (golcl Ixing a traclition:ll 
safe-h:lrl,or asset in stormy times), it 
may :~lso reflect the strength of :titer- 
natives such its clollar-clenoi~~i~~:itecl 
assets and w~orlcl stocli illarliets. The 
1,asis-the clif'Serence hetween spot 
ancl f~ltures prices-remains nega- 
tive, but it too has been climinishing 
since April. 

One encl~lring cl~iestion al ,o~~t m y  
asset price (golcl f~ltures includeel) 
concerns preclictahility: Do prices 
follo~v a mnclom walk? The ;uns\\,er 
I,oils clo\vn t o  two clifferent possibil- 
ities: I'rice c1nalzge.s ((or se tu r~~s .  
n.tiicli are the log of changes) may 
have an  itle11tical ancl inclepenclent 
clistril)ution e:~ch periocl. or they 
may 17e uncorrelated over time. A 
chart of golcl f~ltures returns strongl). 
cliscreclits the first possibility. Ix- 
cause golcl returns' varial~ility seeins 
to h:tve ch21ngecl over time, 
rn:irkedly clecreasing since the 

1980s. One \\.a): to assess the corre- 
lation ol' returns is to look at the 
L ~ I - i a t ~ c e  mtio. If returns are uncor- 
re1:ttecl-if prices fc)llo\v 21  andom om 
\v:klli--~~early returns sho~~lc l  have 
12: times the variance of monthly re- 
turns, six tiilles the variance of trvo- 
month returns, mcl so  on. 111 the ac- 
tual clata. however, the v:~ri:~nce of' 
).earl\. returns is closer to 21 tir~les 
t1i:kt o f  monthly ret~~rns.  suggesting a 
correlation. This evidence inclicates 
tllat goicl prices are at 1e:kst partially 
preclict;~l~le. 
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