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Best way to invest in Gold - Gold ETFs vs. Physical Gold 

 

Gold has historically been seen as a reliable hedge against inflation, 

currency fluctuations, and economic instability. In modern times, there 

are various ways to invest in gold, including direct investments in 

physical gold (gold bars, coins, etc.) or investing through gold-focused 

financial instruments like Gold ETFs (Exchange-Traded Funds). Investors 

also have the option of incorporating gold into tax-advantaged 

retirement accounts, such as a Gold IRA. Each approach comes with its 

own set of advantages and disadvantages depending on factors like 

liquidity, costs, security, tax treatment, and overall investment 

objectives. 

In this article, we will compare investments in the top Gold ETFs against 

investments in physical gold, whether purchased directly or through a 

Gold IRA. 
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What Are Gold ETFs? 

Gold ETFs are financial products that track the price of gold or a basket 

of gold-related assets, such as gold mining stocks. They are traded on 

major stock exchanges and provide investors with exposure to the price 

of gold without requiring them to physically own and store the metal. 

These ETFs are backed either by physical gold bullion or by shares in 

gold mining companies. 

Top Gold ETFs 

SPDR Gold Shares (GLD): One of the largest and most liquid gold 

ETFs. It is backed by physical gold and aims to mirror the spot 

price of gold. 

iShares Gold Trust (IAU): Similar to GLD, IAU is also backed by 

physical gold but offers lower management fees, making it 

attractive for long-term investors. 

VanEck Vectors Gold Miners ETF (GDX): Instead of holding 

physical gold, GDX invests in a portfolio of gold mining companies, 

offering exposure to gold prices through company performance. 

Aberdeen Standard Physical Gold Shares ETF (SGOL): SGOL 

provides investors with a low-cost option to invest in physical gold, 

with the gold held in vaults in Switzerland. 

GraniteShares Gold Trust (BAR): Another low-cost alternative to 

GLD, BAR offers direct exposure to physical gold with low fees. 
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Physical Gold Investment 

Direct Physical Gold Investment 

This involves purchasing actual gold bullion, coins, or bars and storing 

them either personally (in a safe or other secure storage) or through a 

third-party vault. Direct ownership gives investors tangible possession 

of their assets, providing security and eliminating counterparty risk. 

Gold IRAs 

A Gold IRA (Individual Retirement Account) is a self-directed retirement 

account that allows investors to hold physical precious metals like gold 

within the tax-advantaged structure of an IRA. Gold IRAs are governed 

by specific IRS rules regarding the types of metals allowed and storage 

requirements. Physical gold held in a Gold IRA must be stored in an 

approved depository. 
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Advantages of Gold ETFs 

Liquidity 

Gold ETFs are highly liquid, as they are traded on major stock exchanges 

like any other stock. This means investors can buy and sell shares 

throughout the trading day, providing flexibility and easy access to their 

funds. In contrast, physical gold can be less liquid because selling 

involves finding a buyer and possibly incurring costs for appraisals or 

dealer fees. 

Lower Costs 

Investing in Gold ETFs generally incurs lower costs compared to physical 

gold. There are no expenses for secure storage, insurance, or 

transportation. ETFs have management fees, but they are usually 

modest, with IAU and BAR offering some of the lowest expense ratios in 

the industry (ranging from 0.17% to 0.25%). Physical gold, on the other 

hand, can require storage fees if kept in a vault or depository, and 

insurance costs to protect against theft or loss. 

No Security Concerns 

With Gold ETFs, investors do not have to worry about the physical 

security of the gold. The ETF provider takes care of all logistics, including 

buying, storing, and insuring the gold. In contrast, owning physical gold 

can present risks, such as theft or loss if not properly secured. 
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Diversification Through Mining Stocks 

Some Gold ETFs, like GDX, invest in gold mining companies rather than 

physical gold. This provides a different kind of exposure, as mining 

companies can outperform gold itself when gold prices rise, due to 

leveraged gains from higher revenues and profits. However, this comes 

with additional risk, as mining companies can be affected by 

operational issues, political instability, and fluctuating production costs. 

Tax Efficiency 

In some cases, Gold ETFs may be more tax-efficient than physical gold 

investments. For example, in the U.S., gains from selling gold ETFs are 

usually taxed at the lower long-term capital gains rate if held for more 

than a year. In contrast, physical gold is often considered a collectible by 

the IRS, subjecting it to a higher capital gains tax rate (up to 28%). 

 

https://satoritraders.com/precious-metals/gold/ira/etf


 

https://satoritraders.com/precious-metals/gold/ira/etf  

Advantages of Physical Gold (Direct or Through Gold IRAs) 

Tangible Asset 

Physical gold offers the unique advantage of being a tangible asset. 

Investors can hold the gold in their hands, providing a sense of security 

and ownership that financial instruments cannot replicate. In times of 

economic or geopolitical uncertainty, having a tangible store of value 

can be reassuring. 

No Counterparty Risk 

Unlike ETFs or mining stocks, physical gold has no counterparty risk. 

There is no danger of a financial institution or company defaulting, as 

gold itself holds value independently. This makes it especially attractive 

during times of financial crisis or instability. 

Long-Term Wealth Preservation 

Gold has been used as a store of value for thousands of years. While its 

price may fluctuate in the short term, physical gold tends to maintain its 

purchasing power over the long term, particularly during inflationary 

periods. For investors looking for wealth preservation rather than 

short-term gains, physical gold can be an attractive option. 

Tax Benefits Through Gold IRAs 

Gold IRAs offer a way to hold physical gold in a tax-advantaged account. 

Contributions to a traditional Gold IRA may be tax-deductible, and gains 

can grow tax-deferred until distribution. A Roth Gold IRA allows for 
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tax-free distributions after retirement. This can provide significant tax 

savings, especially for investors with long investment horizons. 

Protection in a Crisis 

In extreme scenarios, such as currency devaluation, hyperinflation, or 

collapse of the financial system, physical gold can provide protection. 

Unlike financial instruments that rely on the stability of markets, 

governments, or financial institutions, gold holds intrinsic value. In such 

cases, having direct access to physical gold can be more advantageous 

than holding shares in an ETF. 

 

Disadvantages of Gold ETFs 

No Direct Ownership 

When investing in a Gold ETF, investors do not own the actual gold. 

They own shares in a financial product that tracks the price of gold. 

While this provides price exposure, it lacks the security of owning a 

physical asset. In extreme financial crises or systemic failures, owning 
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shares in an ETF may not provide the same protection as owning 

physical gold. 

Management Fees 

Though relatively low, Gold ETFs come with annual management fees, 

which can erode returns over time. Physical gold, once purchased, does 

not incur ongoing management costs, aside from storage and insurance. 

No Redemption for Physical Gold 

Most Gold ETFs, such as GLD and IAU, do not allow investors to redeem 

shares for physical gold. While some trusts, like Sprott Physical Gold 

Trust (PHYS), offer this feature, it is uncommon among ETFs. Investors 

who want the option to hold physical gold may prefer a Gold IRA or 

direct investment in bullion. 

Disadvantages of Physical Gold (Direct or Through Gold IRAs) 

Storage and Security Costs 

Owning physical gold requires secure storage, whether through a 

personal safe or a professional vault. These services come with 

associated costs, including storage fees and insurance premiums. In 

contrast, Gold ETFs eliminate the need for investors to worry about 

security. 

Liquidity Issues 

Selling physical gold can be more complicated than selling shares of an 

ETF. Investors need to find a dealer, negotiate prices, and potentially 
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pay shipping or transaction costs. Gold ETFs, on the other hand, offer 

instant liquidity, as they are traded like stocks on major exchanges. 

Premiums and Markups 

When buying physical gold, investors often pay a premium over the 

spot price, which includes dealer markups, shipping, and manufacturing 

costs. Selling physical gold can also incur additional costs. ETFs, by 

contrast, generally track the spot price of gold more closely and involve 

lower transaction fees. 

 

Comparing Performance 

Gold ETFs 

ETFs like GLD and IAU closely track the price of gold, providing direct 

exposure to gold's price movements. Over the long term, they have 

performed well as gold prices have risen, especially during times of 

economic uncertainty. However, because of their liquidity and ease of 
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trading, ETFs are often favored by short-term traders or investors 

looking for quick exposure to gold without long-term storage concerns. 

Physical Gold 

Physical gold performs similarly to ETFs in terms of price appreciation. 

However, because of the associated premiums and transaction costs, 

the overall return on physical gold can be slightly lower than ETFs over 

short periods. Physical gold is better suited for investors with a 

long-term perspective, seeking wealth preservation and security rather 

than short-term gains. 

Gold IRAs 

Gold IRAs allow for the benefits of physical gold investment within a 

tax-advantaged retirement structure. Over the long term, they can 

provide strong returns, especially in times of economic distress, while 

offering tax deferral on gains. 

Recap of key points 

The choice between Gold ETFs and physical gold (direct or through a 

Gold IRA) depends on the investor’s priorities. Gold ETFs offer liquidity, 

lower costs, and ease of management, making them attractive for 

short- to medium-term investors or those seeking to avoid the 

complexities of storing physical gold. On the other hand, physical gold 

and Gold IRAs provide tangible ownership, greater security in extreme 

scenarios, and long-term wealth preservation, albeit with additional 

costs and considerations for storage and liquidity. Investors should 
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weigh their goals, time horizon, and risk tolerance before deciding 

which gold investment strategy suits them best. 
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Phone: (619) 320-1900 
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YouTube: https://www.youtube.com/c/SatoriTraders/about  
 
Here at Satori Traders we love the shiny stuff - Silver and Gold. 

We've been investing in the Precious metals and mining stocks since 2002 
when it became obvious that Gold is the only real money on the planet. 

At SatoriTraders.com we share everything we've learned about the metals, 
Financials markets, trading, Technical analysis, and the numerous games 
that central banks play with fiat currencies. 
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