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Precious metals are a polarizing topic among the 
investment community, with both supportive and 
skeptical viewpoints. As these perspectives 
evolved several key misconceptions have been 
echoed about precious metals among investors. 
We view precious metals as a distinct asset class 
and see the merits of including them as a core risk 
management tool in portfolios. In this effort we’ve 
addressed five common investing myths about 
precious metals.

Myth #1: Gold is a commodity

Gold is commonly treated as a commodity, which given its physical 
properties makes intuitive sense. When evaluating gold’s behavior, 
however, is tends to move more in line with currencies than other 
commodities. Part of this relationship lies in gold’s heritage as a 
currency during historical global gold standards, its use as a medium 
of exchange for centuries (being of uniform quality), and as a reserve 
monetary asset among today’s central banks (lacking credit risk).

As shown in Exhibit 1, gold’s risk/return profile falls into the currency 
camp more closely than its precious metal peers or other commodity 
sectors. When gold is compared to G10 currencies, it has the highest 
correlation for 7 out of 10 of these currencies versus silver, platinum 
or palladium which exhibit characteristics more akin to traditional 
risk adjusted commodity performance.

Exhibit 1: Gold behaves more in line with currencies
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from 12/31/98-11/16/18. For illustrative purposes only. See important 
information for further details
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Myth #2: Rising interest rates spell doom for metal prices

The perception that rising rates spell doom and gloom for metals is 
not as clear cut as many presume. Over the last 40 years, there have 
been 10 major rate tightening cycles by the Federal Reserve (Fed) 
during which the performance among metals during these periods, 
however, is mixed.

Exhibit 2: Gold & silver are sensitive to real interest rates.

Real US 
interest 
rates

Average monthly return (06/30/76 – 10/31/18)

Gold Silver Platinum
Industrial 
Metals* # of Months

<-2% 4.0% 4.4% 1.1% -2.5% 28

-2% to -1% 0.7% 1.1% 0.8% 0.2% 50

-1% to 0% 0.8% 1.2% 0.1% 1.7% 77

0% to +1% 1.3% 0.8% 1.8% -0.1% 76

+1% to +2% 0.2% 0.4% -0.5% 0.5% 52

>+2% -0.1% -0.1% 0.5% 0.3% 226

Source: Bloomberg, Aberdeen Standard Investments. See important 
information for further details.*Industrial metals data from 05/31/81 to 
10/31/18.

Historically, there have been four similar periods to today’s rate 
environment whereby rising policy interest rates followed either 
falling or relatively low interest rates for sustained periods (1976, 
1987, 1994, and 2004). In 1976, 1986 and 2004, gold prices rose 22%, 
25% and 11% respectively, while prices fell in 1994 by 2.6% one year 
after the first hike. Unlike prior periods, 1994 saw real interest rates 
rise by 3%, while in other years it remained flat or negative.

This highlights the negative relationship between rising real interest 
rates and gold. This negative relationship between real interest rates 
and other metals can be seen more clearly when evaluating different 
real interest rates periods. As shown in Exhibit 2, precious metals 
historically perform very well when real US interest rates are negative. 
Gold (+4.0%) and silver (+4.4%) experience the most benefit when real 
interest rates are at extreme negatives (-2% or less) as they are sought 
as a store of value by investors as the opportunity cost of holding 
physical metals is lower than other financial assets with negative real 
yields such as bonds and cash. Further even when real interest rates 
are positive up to 2%, gold and silver still post positive gains.

Myth #3: Gold is an inflation hedge

In actuality, gold’s ability to hedge inflation is questionable.  
This common claim of gold being an inflation hedge stems from  
its historically fixed price under gold standard systems. Additionally 
gold has exhibited an ability to preserve purchasing power over  
long periods by protecting against currency or monetary another 
form of inflation. 

But as a hedge against pure price inflation measures, gold is the 
weakest among the precious metals complex. Unlike gold, the majori-
ty of annual demand in silver (~50%), platinum (~65%), and palladium 
(~95%) is tied to industrial applications through usage in products 
and processes. As industrial activity rises along with demand for 
inputs, these industrial precious metals tend to serve as more 
effective hedges against demand driven price increases.

When evaluation common real asset categories traditionally 
considered to be reliable inflation hedges, the results show that 
commodities and infrastructure historically have the highest beta to 
US consumer price index (CPI) (see Exhibit 3). Gold doesn’t appear to 
be nearly as sensitive to inflation compared to other real assets; 
however, palladium, platinum, and silver tend to perform well during 
periods of rising inflation given their industrial demand as more 
traditional commodities.

Exhibit 3: Industrial-precious metals like palladium, platinum, 
and silver tend to be more sensitive to inflation
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Source: Bloomberg, ETF Securities. Chart data from 3/31/91 to 02/28/17.
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Myth #4: Dollar strength is always bad for gold

Gold and the US dollar (USD) historically exhibit a persistently 
negative correlation since1976 (-0.37), but this relationship is neither 
perfect nor permanent. Looking at shorter time frames, however, 
suggests that there are potential environments in which gold and the 
USD can both move higher (see Exhibit 4). 

Most notably this occurs in periods of heightened turmoil and flight 
to quality increases demand for defensive assets including gold and 
USD, as was the case in 2008. Further, during periods of cyclical US 
upswings, such as during the 1990s, the correlation was positive. The 
period of US Fed tightening from 2004-2006 coincided with a 
decoupling of the inverse gold-US relationship.

Exhibit 4: Gold and the dollar can actually move together in 
periods of market duress
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Source: Bloomberg, Aberdeen Standard Investments.  
Chart data from 3/31/91 to 02/28/17.

Myth #5: Precious metals are only suitable for aggressive investors

Precious metals are distinct and effective diversifiers, but the true 
benefit of a precious metal allocation emerges when they are added 
to a diversified portfolio allocation. By adding precious metals to a 
diversified stock-bond portfolio, the portfolio efficiency can increase 
– whereby the portfolio risk is lowered while the portfolio return 
remains the same or increases – compared to diversified portfolio 
without an allocation to precious metals. 

Given that precious metals demonstrate a low correlation to equities, 
the diversification benefits may be enhanced by sourcing precious 
metals in a portfolio from the stock allocation. The increase in 
efficiency, however, occurs across risk profile and funding scenarios 
because precious metals also carry a low correlation historically to 
bonds. While the proper weighting will vary depending on investors’ 
different risk profiles and investment objects, a zero percent 
allocation to precious metals remains sub-optimal.

Starting with the example of a 60/40 allocation without any precious 
metals in the portfolio, it is observed that the total portfolio return 
since 1993 is 6.9% annualized and the total portfolio volatility is 8.8%. 
Subtracting the return on the 3 Month US Treasury Bill from the 
portfolio return and dividing by volatility yields a risk-adjusted return 
metric (the Sharpe ratio) for the 60/40 portfolio of 0.47. As the 
allocation to stocks was lowered in the portfolio and replaced with 
precious metals, the portfolio became more efficient over the long 
run – with higher Sharpe ratios. This holds true for varying risk 
profiles and has been most pronounced among balanced and 
conservative allocations over the past two decades (see Exhibit 5).

Exhibit 5: There is a higher benefit by including gold in more 
conservative allocations than aggressive ones

Portfolio  
allocation

Balanced  
Risk Profile 

(60/40)

Conservative 
Risk Profile 

(40/60)

Aggressive 
Risk Profile 

(80/20)

Stocks (MSCI World) 60% 50% 40% 30% 80% 70%

Bonds (Barclays Agg) 40% 40% 60% 60% 20% 20%

Precious Metals (PM) 0% 10% 0% 10% 0% 10%

Portfolio Return 6.9% 6.7% 6.4% 6.2% 7.3% 7.1%

Portfolio Volatility 8.8% 8.1% 6.2% 5.7% 11.6% 10.8%

Sharpe Ratio 0.47 0.49 0.60 0.62 0.40 0.41

Source: Bloomberg, Aberdeen Standard Investments. Portfolio returns 
and volatilities are calculated on an annualized basis. Table data from 
12/31/92-12/31/17. For illustrative purposes only. See disclosures for 
further details.

Also as more complex asset allocations with more asset classes apply 
this principle, further portfolio efficiencies can be captured since the 
largest contributor to volatility is equity risk and many risk assets 
have high factor sensitivities to equity markets. Bonds and cash 
historically have provided similar properties and remain attractive 
from a diversification standpoint. Given the outlook of rising interest 
rates putting downward pressure on bond valuations, precious 
metals may offer an additional option to incorporate with other asset 
classes to effectively manage asset allocations and portfolio 
exposures.
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IMPORTANT RISKS
Aberdeen Standard Investments is a brand of the investment businesses of Aberdeen Asset Management and Standard Life Investments.
The statements and opinions expressed are those of the author and are as of the date of this report. All information is historical and not indicative of future 
results and subject to change. The reader should not assume that an investment in any securities and/or precious metals mentioned was or would be 
profitable in the future. This information is not a recommendation to buy or sell. Past performance does not guarantee future results.
Commodities generally are volatile and are not suitable for all investors. Trusts focusing on a single commodity generally experience greater volatility. 
Several factors may affect the price of precious metals, including:
• A change in economic conditions, such as a recession, can adversely affect the price of the precious metal held by each Trust. Some metals are used in a 

wide range of industrial applications, and an economic downturn could have a negative impact on its demand and, consequently, its price and the price of 
the shares;

• Investors’ expectations with respect to the rate of inflation;
• Currency exchange rates; 
• interest rates;
• Investment and trading activities of hedge funds and commodity funds; and
• Global or regional political, economic or financial events and situations. Should there be an increase in the level of hedge activity of the precious metal held 

by each Trust or producing companies, it could cause a decline in world precious metal prices, adversely affecting the price of the shares.  Should there be 
an increase in the level of hedge activity of the precious metal held by each Trust or producing companies, it could cause a decline in world precious metal 
prices, adversely affecting the price of the shares.

Diversification does not eliminate the risk of experiencing investment losses.
Definitions: Year over year = the percent change over a full calendar year. An industrial or base metal is a common and inexpensive metal, as opposed to a 
precious metal such as gold or silver. The Federal Reserve (Fed) is the central banking system of the United States of America. Consumer Price Index (CPI) is a 
measure that examines the weighted average of prices of a basket of consumer goods and services, such as transportation, food and medical care. Annual 
return is the return over a full calendar year. Annualized volatility is volatility is a statistical measure of the dispersion of returns for a given security or market 
index. Correlation is a mutual relationship or connection between two or more variables. Sharpe ratio is a measure that indicates the average return minus 
the risk-free return divided by the standard deviation of return on an investment. The MSCI World Index is a free-float weighted equity index developed to 
track developed world markets, and does not include emerging markets. The Barclays US Aggregate Bond Index (Barclays Agg) is a broad-based flagship 
benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. Euro (EUR): the official currency of the European 
Union. British Pound (GBP): the official currency of the United Kingdom. Japanese Yen (JPY): the official currency of Japan. Swiss Franc (CHF): the official 
currency of Switzerland. G10 refers to the group of countries that agreed to participate in the General Arrangements to Borrow (GAB), an agreement to 
provide the International Monetary Fund with additional funds to increase its lending ability. The S&P 500 Index is a capitalization-weighted index of 500 
stocks selected by the Standard & Poor’s Index Committee designed to represent the performance of the leading industries in the U.S. economy. Real Estate 
Investment Trust (REIT) is a type of security that invests in real estate through property or mortgages and often trades on major exchanges like a stock. A 
master limited partnership (MLP) is a type of business venture that exists in the form of a publicly traded limited partnership. The Consumer Price Index (CPI) 
is a measure that examines the weighted average of prices of a basket of consumer goods and services; headline includes all categories while core excludes 
food and energy. Beta is a measure of the volatility, or systematic risk, of a security or a portfolio, in comparison to the market as a whole. 
Commodities generally are volatile and are not suitable for all investors.  
In the United States, Aberdeen Standard Investments is the marketing name for the following affiliated, registered investment advisers: Aberdeen 
Standard Investments ETFs Advisors LLC, Aberdeen Asset Management Inc., Aberdeen Asset Managers Ltd., Aberdeen Asset Management Ltd., 
Aberdeen Asset Management Asia Ltd., Aberdeen Capital Management, LLC, Standard Life Investments (Corporate Funds) Ltd., and Standard Life 
Investments (USA) Ltd.
Maxwell Gold is a registered representative of ALPS Distributors, Inc.
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