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The effect of Gold on Portfolio
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Abstract

Risk management is part of investment decision making. Diversification
as one of the risk management techniques can increase the utility by
increasing return for every unit of risk. In this paper, we review the effect of
gold on diversification of stock portfolios in Tehran Stock Exchange. For
this purpose, we used the spot price of gold coin as a standard price for gold
and we used different indexed portfolios such as Tehran Stock Exchange
Price Index, Industry Index, index of 50 companies from 2008 to 2018.We
used Stochastic Dominance to rank portfolios as one of the criteria for rating
and evaluating performance is to select a portfolio that maximizes the
expected utility. By implementing stochastic dominance at three levels we
compared the portfolio’s performance. The portfolios were made of an
indexed portfolios and a share of gold which could be from 0 to 50 percent
of the value of the portfolio. The results showed that adding gold to the
portfolios of almost all of the indexes can improve their performances at
95% confidence level. The diversification benefit of gold will be maximized
when at least 20% of the portfolios consist of gold coin.
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1. First-order Stochastic Dominance
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1. Third-Order Stochastic Dominance
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