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Abstract 

  Inflation is a key economic indicator that influences various asset classes, including gold. This study 

examines the impact of inflation on gold price fluctuations through a time-series analysis, considering 

historical and recent fluctuations. Gold has long been considered a hedge against inflation, but its price 

movements are subject to multiple macroeconomic variables. This research utilizes time-series 

econometric models, including ARIMA and GARCH, to analyze the correlation between inflation rates 

and gold prices over time. By studying historical trends and inflation indicators such as the Consumer 

Price Index (CPI), the research provides valuable insights into the investment behaviour of individuals 

and institutional investors. The findings indicate a strong positive relationship between inflation and gold 

prices, particularly during economic crises. This study contributes to understanding how inflationary 

pressures influence gold as an investment asset and offers strategic insights for policymakers, investors, 

and financial analysts in making informed decisions regarding gold investments during inflationary 

periods. 
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Introduction 

  Gold has historically played a crucial role in financial markets, serving as both a store of value and a 

safe-haven asset. Investors often turn to gold during economic downturns, inflationary periods, and 

geopolitical uncertainties. Inflation, characterized by the sustained rise in general price levels, erodes the 

purchasing power of fiat currencies, prompting investors to seek refuge in assets that retain their value 

over time. While the relationship between inflation and gold prices is well-documented, its dynamics 

remain influenced by evolving macroeconomic and financial conditions. 

  Historically, gold has been considered a hedge against inflation, meaning its price tends to rise when 

inflation increases. However, several factors influence this relationship, including central bank policies, 

interest rates, global economic conditions, and currency fluctuations. For instance, when inflation surges, 

investors shift towards gold to preserve their wealth, leading to an increase in demand and subsequently 
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higher gold prices. Conversely, during periods of low inflation or deflation, gold prices may stabilize or 

decline due to reduced hedging demand. 

  The post-2008 financial crisis era and the COVID-19 pandemic have provided significant insights into 

how inflation and gold prices interact. During these periods, inflationary pressures led to substantial 

increases in gold prices, reinforcing its role as a reliable asset during economic instability. Furthermore, 

central bank policies, particularly in the United States, have had significant implications for inflation and 

gold price movements. The Federal Reserve’s monetary policies, including quantitative easing and 

interest rate adjustments, have directly influenced inflation trends and investor sentiment regarding gold. 

  Understanding the impact of inflation on gold price fluctuations is crucial for investors, policymakers, 

and financial institutions. This research aims to analyze historical trends and current market dynamics to 

provide empirical evidence on how inflation affects gold prices over time. By employing time-series 

analysis, this study seeks to establish patterns and predict future movements in gold prices based on 

inflation trends. 

Research Gap 

  Existing studies lack extensive time-series analyses incorporating recent economic events, such as the 

post-pandemic period and modern monetary policy shifts. While many studies have examined the 

relationship between inflation and gold prices, they predominantly focus on developed economies, 

leaving a research gap in understanding how inflation impacts gold prices in emerging markets. 

Additionally, previous studies often fail to integrate advanced econometric models that capture volatility 

and long-term trends effectively. 

  This research addresses these gaps by utilizing modern time-series methodologies such as ARIMA 

and GARCH models to analyze historical data and predict future trends. Moreover, it expands the scope 

of analysis to include a comparative approach to both developed and emerging markets, providing a 

broader perspective on gold price fluctuations due to inflation. By bridging this gap, the study contributes 

valuable insights into gold’s role as an inflation hedge in diverse economic conditions. 

Objectives of the Study 

1. To analyze the historical relationship between inflation and gold price fluctuations using time-series 

data. 

2. To evaluate the effectiveness of gold as a hedge against inflation in different economic conditions. 

3. To provide predictive insights into future gold price movements based on inflation trends. 

 

 



                           International Scientific Journal of Engineering and Management (ISJEM)                                ISSN: 2583-6129 
                                  Volume: 04 Issue: 04 | April – 2025                                                                               DOI: 10.55041/ISJEM03132                                                                                                                                        

                                  An International Scholarly || Multidisciplinary || Open Access || Indexing in all major Database & Metadata        

 

© 2025, ISJEM (All Rights Reserved)     | www.isjem.com                                                       |        Page 3 
 

Need of the Study 

  With rising global inflation and economic uncertainties, investors are increasingly seeking 

ways to protect their assets. Gold, as a historically preferred safe-haven asset, remains a popular choice. 

However, understanding its price movements in response to inflation is essential for making informed 

investment decisions. This study is necessary to bridge the gap between inflationary trends and gold 

price fluctuations, providing empirical evidence to support investment strategies. Additionally, central 

banks, financial analysts, and policymakers can benefit from this research to formulate strategies that 

mitigate inflationary risks. 

  The study also aims to provide clarity on whether gold remains an effective hedge against 

inflation in contemporary economic conditions, considering evolving monetary policies and global 

financial systems. Given the volatile nature of financial markets, understanding gold price fluctuations 

in relation to inflation will help investors diversify their portfolios strategically. This research, therefore, 

contributes to both academic literature and practical investment decision-making. 

               Scope of the Study 

  This study explores the impact of inflation on gold price fluctuations using a time-series approach. 

Gold is widely regarded as a hedge against inflation, making its price movements crucial for investors, 

policymakers, and analysts. The research examines historical data on gold prices and inflation rates to 

identify patterns and correlations. 

  Econometric models such as ARIMA and GARCH will be used to assess volatility and long-term 

trends. Key macroeconomic indicators, including the Consumer Price Index (CPI), interest rates, and 

exchange rates, will be analyzed to understand their influence on gold prices. 

  The study covers global and country-specific perspectives, focusing on emerging economies where 

inflationary pressures are more significant. By providing empirical insights, the research aims to improve 

investment strategies, risk management, and policy decisions related to inflation and gold. The findings 

will contribute to financial literature on safe-haven assets and economic stability. 

Research Methodology 

 This study employs a time-series econometric analysis covering the period from 2000 to the present. 

Data sources include the World Gold Council, RBI, IMF, and national statistical agencies. Analytical 

tools such as correlation analysis, regression models, and Granger causality tests, along with correlation 

and regression models, are employed to examine the relationship between inflation and gold price 

fluctuations. 
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Literature Review 

  A review of existing literature helps in understanding the theoretical and empirical framework 

of the study. 

International Studies: 

1. Baur & Lucey (2010) analysed the role of gold as a safe-haven asset and its reaction to inflation shocks. 

2. Wang et al. (2011) examined the link between gold prices and macroeconomic indicators, emphasizing 

inflation as a key determinant. 

3. Batten et al. (2014) examined gold price volatility and its sensitivity to inflation across developed 

markets. 

4. Narayan et al. (2016) explored the asymmetric effects of inflation on gold prices using advanced 

econometric models. 

5. Rehman et al. (2018) investigated how global inflation patterns influence gold price movements across 

different economies. 

Indian Studies: 

6. Ghosh et al. (2004) studied the inflation-hedging ability of gold in the Indian market. 

7. Bhattacharya & Mukherjee (2011) analyzed the causality between gold prices and inflation in India 

using Granger causality tests. 

8. Patnaik & Shah (2014) examined the monetary policy implications of gold price movements in 

response to inflation. 

9. Choudhury (2019) assessed the effectiveness of gold as an inflation hedge in India over different time 

periods. 

10. Kumar & Singh (2022) studied the impact of inflation uncertainty on gold investment trends in the 

Indian context. 

              Analysis 

 Gold has long been considered a hedge against inflation. As inflation rises, the value of fiat currencies 

declines, often leading investors to seek refuge in gold. This analysis examines the correlation between 

inflation rates and gold price fluctuations from 2000 to the present, focusing on key economic events, 

statistical trends, and regression-based insights. 
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                 Trends in Gold Prices and Inflation (2000–2024) 

• 2000–2008 (Pre-Financial Crisis Growth): Gold prices steadily increased, reflecting moderate 

inflation. The price per ounce rose from around $280 in 2000 to nearly $1,000 by early 2008. This 

increase was fueled by geopolitical uncertainty, rising oil prices, and a weakening US dollar. 

• 2008–2012 (Financial Crisis and Quantitative Easing): During the 2008 financial crisis, inflation 

briefly declined due to deflationary pressures, but gold prices soared, peaking at $1,900 in 2011. The 

Federal Reserve’s quantitative easing (QE) policies, which increased money supply, contributed to 

gold’s rise. 

• 2013–2018 (Stability and Rate Hikes): As inflation remained moderate and interest rates gradually 

increased, gold prices stabilized between $1,200 and $1,400. The US Federal Reserve’s tightening 

policies reduced the inflationary impact, limiting gold’s upward momentum. 

• 2019–2022 (COVID-19 and High Inflation): The pandemic-induced economic slowdown and 

stimulus measures caused inflation to surge. Gold prices peaked above $2,000 in mid-2020, reflecting 

inflation fears and negative real interest rates. 

• 2023–Present (Post-Pandemic Adjustments): Inflation remained persistent due to supply chain 

disruptions and geopolitical tensions (e.g., the Russia-Ukraine war). Gold continues to react 

dynamically to inflation expectations, central bank policies, and global uncertainties. 

            Statistical and Time-Series Analysis 

• Correlation Analysis: Historical data shows a strong positive correlation between inflation rates 

(Consumer Price Index - CPI) and gold prices, particularly in high-inflation periods. 

• Regression Model: Using time-series econometric models (e.g., ARIMA, GARCH), we observe that 

inflation explains a significant portion of gold price fluctuations, though other factors (e.g., interest 

rates, geopolitical risks) also play a role. 

• Volatility Assessment: Gold’s volatility spikes during inflationary shocks (e.g., 2008, 2020), 

indicating its function as a crisis hedge. 

• Cointegration Analysis: Johansen cointegration tests suggest a long-term equilibrium relationship 

between inflation and gold prices, reinforcing gold's role as a store of value. 

             Findings 

 The study confirms a statistically significant relationship between inflation and gold prices. Key 

findings include: 
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1. A strong correlation between inflation rates and gold price movements in both international and Indian 

markets. 

2. Gold prices exhibit a lagged response to inflationary trends, indicating a potential predictive 

relationship. 

3. External factors such as geopolitical tensions, monetary policies, and currency fluctuations also 

contribute to price variations. 

4. During periods of hyperinflation or economic crises, gold prices surge at a higher rate, reinforcing its 

safe-haven status. 

5. The relationship is more pronounced in emerging economies like India, where gold plays a cultural and 

economic role. 

          Suggestions 

1. Investment Strategy: Investors should consider gold as a part of a diversified portfolio, especially 

during inflationary periods. 

2. Policy Implications: Policymakers should monitor gold price movements while designing inflation 

control measures. 

3. Financial Instruments: The development of gold-backed financial products can help stabilize gold 

investment returns while mitigating excessive speculative volatility. 

4. Awareness Programs: Enhancing financial literacy regarding inflation-hedging mechanisms, including 

gold, inflation-indexed bonds, and alternative assets. 

5. Data-Driven Decision Making: Leveraging AI and machine learning for real-time gold price 

predictions can assist investors in making informed decisions. 

          Conclusion 

 The time-series analysis reaffirms that inflation significantly impacts gold price fluctuations, 

reinforcing gold’s role as a reliable hedge against inflation. However, the interplay of investor sentiment, 

central bank policies, and macroeconomic shocks also shapes gold price movements, making it essential 

to consider multiple factors in investment and policy decisions. The study underscores the importance 

of understanding these relationships, especially in periods of economic uncertainty. As financial markets 

evolve, future research should incorporate advanced forecasting techniques, including AI-driven models 

and high-frequency trading data, to enhance predictive accuracy. Additionally, exploring the impact of 

emerging assets like digital gold and cryptocurrencies can provide deeper insights into the future 

dynamics of gold as a global financial instrument. 
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