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Potential Benefits of a Precious Metals Allocation 
 

 

Summary 

• Adding a precious metals allocation to a diversified stock-

bond portfolio has historically increased portfolio efficiency –

as measured by increasing Sharpe ratios– compared to a 

diversified portfolio without an allocation to precious metals. 

• Precious metals act as core risk management tools for 

investors by providing effective diversification against risk 

assets to help reduce performance drawdowns during equity 

market volatility and serving as a hedge against extreme 

events and market turmoil. 

• Evaluating precious metals as a distinct asset class, 

separate from other commodities and alternative 

investments, confirms proper exposure to precious metals is 

achieved for investors to properly utilize the benefits within 

portfolios.  

Based on the principle that different assets perform differently 

under varying market and economic conditions, asset allocation 

has sought to increase risk-adjusted returns through 

diversification. For several decades, this has been achieved 

using traditional asset classes such as stocks, bonds, and cash. 

In light of financial crises in 2001 and 2008 occurring in less than 

a decade, however, more investors have looked to include non-

traditional asset classes (or “alternative investments”) into their 

portfolio mix to help manage risk exposures in portfolios.  

 

Precious metals such as gold, silver, platinum, and palladium 

have grown in prominence in recent years as viable investment 

alternatives to include in asset allocations. Despite being one of 

the oldest financial instruments, however, precious metals largely 

remain an underutilized and overlooked investment option for 

many investors’ portfolios. This may present an opportunity for 

many to further diversify and benefit from the distinct investment 

characteristics precious metals have historically offered within an 

asset allocation.  

 

Similar to other commodities, precious metals are global assets 

partly driven by fundamentals (ie. supply and demand) over the 

long run. Unlike commodities, however, they also tend to act like 

currencies with macroeconomic and monetary factors such as 

interest rates, exchange rates, and inflation acting as key drivers. 

Additionally, precious metals have diversified factors of demand 

that differentiate price moves during different parts of the market 

cycle. The end result is that precious metals as a group tend to 

have a low sensitivity to other markets, particularly equities and 

commodities, which tend to be highly cyclical. These unique 

factors can set precious metals apart as a “true alternative” with 

distinct diversification, risk management, and investment 

qualities.  

 

Furthermore, the performance of individual precious metals 

varies over time with no one metal continuously leading the 

others (see Table 1). A diversified basket of precious metals 

tends to perform more consistently versus any single metal and 

creates an exposure to both the cyclical and non-cyclical drivers 

of gold, silver, platinum, and palladium as a whole. A basket 

offers further opportunities to benefit from diversification 

advantages of an asset class while maintaining the unique 

qualities inherent to the individual precious metals. 

 

Table 1: Individual precious metals performance varies over time due to different factors behind each metal 

 

Source: Bloomberg, ETF Securities. Precious Metals in the above table and subsequent calculations, tables and charts within this document are evaluated using the ETFS 

Physical Precious Metals Basket Index which reflects the daily performance of an investment in a precious metals basket with the following fixed components and ratios: gold 

(0.030oz), silver (1.100oz), platinum (0.004oz) and palladium (0.006oz). Table data from 01/01/2007 to 12/31/17. See disclosures for further details.
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Precious metals: a core risk management tool

A key benefit from investing in precious metals lies within its 

distinct role as a risk management tool. Precious metals wear 

many hats on the risk management front and thereby serve as a 

dynamic and multi-faceted hedge against many forms of risk. They 

also have a track record of protecting investor portfolios against 

severe market drawdowns. This role as a risk management tool is 

especially useful for long term investors seeking to continually 

hedge against a broad spectrum of both known and unknown risks.  

 
Precious metals have historically shown low correlations with most 

asset classes, particularly equities. Over the past two decades, 

precious metals have carried lower correlations to both US and 

global equities than other alternative investments (see Exhibit 1). 
 

Exhibit 1: Precious metals historically have a low correlation 
relative to equity markets 

 

Source: Bloomberg, ETF Securities. Index proxies: global equities = MSCI World total 
return index, US equities = S&P 500 total return index, commodities = Bloomberg 
Commodity Index, hedge funds = HFRI Fund Weighted Composite Index, REITs (Real 
Estate Investment Trusts) = FTSE All Equity REIT Index, Private Equity = LPX50 total 
return index.  Exhibit data from 12/31/93 – 12/31/17. See disclosures for further 
details. 

The source of this low correlation lies within the diverse sources of 

demand across gold, silver, platinum, and palladium. Pro-cyclical 

sources of demand (jewelry, consumer, and industrial applications) 

increase as growth and incomes increase along with the economy. 

Counter-cyclical sources of demand, primarily investment demand, 

pick up during economic slowdowns and market pullbacks as 

interest in stores of value and defensive assets increases. These 

pro-cyclical and counter-cyclical sources occur at different times 

and result in low overall correlations to the broader market and 

economic cycle. As a result, precious metals can act as effective 

diversifiers against traditional risk assets, particularly equities. By 

holding precious metals, investors can help diversify against their 

equity exposure.  

 

This attribute is even more critical because diversification has 

become more challenging to achieve following the 2008 financial 

crisis. As shown in Exhibit 2, correlations across alternative 

investments rose dramatically in 2008 compared to the preceding 

period from 1994 to 2007. Following 2008, however, several 

alternative investments’ correlations and equity exposure to global 

equities remain elevated compared to their pre-crisis levels, 

particularly commodities and REITs. Meanwhile, precious metals 

remain an exception - further highlighting their effectiveness as a 

true alternative investment. 

Exhibit 2: Diversification is becoming more difficult to attain 

following the 2008 financial crisis 

 

Source: Bloomberg, ETF Securities. Index proxies: global equities = MSCI World 
Index, US equities = S&P 500, commodities = Bloomberg Commodity Index, hedge 
funds = HFRI Fund Weighted Index, REITs (Real Estate Investment Trusts) = FTSE 
All Equity REIT Index, Private Equity = LPX50 Index.  Chart data from12/31/93 – 
12/31/17. See disclosures for further details. 

Precious metals also remain resilient during extreme events and 

market turmoil. This can be seen in their relative performance 

against global equities during several key events of market 

uncertainty in recent decades (see Exhibit 3). A precious metals 

basket performs admirably (posting positive returns) during these 

periods of heightened turmoil and volatility where global equities 

have shown negative returns and large drawdowns. 

 

During these events, global equities experience large sell offs in 

response to investors seeking to reduce exposure to risk assets 

and seek more stable, defensive investments in an environment of 

rising fear and uncertainty. This performance showcases precious 

metals’ ability to help protect against downside risks and its chief 

role as a risk management tool for investors to manage their equity 

exposure within portfolios. 

 

Exhibit 3: Precious metals have performed well during event 

risks and equity volatility 

 

Source: Bloomberg, ETF Securities.  Global Equities = MSCI World index. Event date 
ranges evaluated from: LTCM & Ruble crisis (7/1/98 – 9/30/98), September 11th, 2001 
(9/1/01 – 9/30/01), 2008 Global Financial Crisis (9/1/08 – 2/28/09),  US Credit 
Downgrade (8/1/11  - 8/31/11), Yuan Devaluation (8/1/15 – 8/31/15), Brexit (6/1/16 - 
6/30/16). See disclosures for further details. 
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Precious metals: in a class of their own

Precious metals are often classified as commodities by the 

investment community and bucketed in asset allocations 

accordingly. This does have some merit given that precious metals 

are global assets that have similar physical production and storage 

treatment to broader commodity sectors such as energy, 

agriculture, and base metals. However, there are several reasons 

that precious metals should be viewed as an asset class distinct 

from other commodities.  

Broad commodities, like other alternative investments, have a 

higher equity correlation than precious metals. Commodities have 

experienced a 0.40 correlation to global equities whereas precious 

metals’ correlation (0.22) has been nearly half that during the same 

time period. This difference between precious metals and 

commodities becomes even more tangible when evaluating the 

performance. Precious metals have return 5.9% annualized, while 

commodities returned only 2.5% annualized, with a clear 

divergence beginning in 2008 as the global economy slowed (see 

Exhibit 4). Since then equities have recovered, but commodities 

have not and remain tied to their particular fundamental trials.  

Exhibit 4: Precious metals have diverged from commodities in 

the years following 2008 

 

Source: Bloomberg, ETF Securities. Commodities = Bloomberg Commodity Index, 
Global Equities = MSCI World Index. Exhibit data from 12/31/92 – 12/31/17. See 
disclosures for further details. 

Perhaps the most attractive advantage precious metals hold over 

broad commodities is displayed through their upside and downside 

capture measures (see Table 2). These measures show how an 

investment relates to the movements of the stock market when the 

stock market rises and when it falls. At times when global equities 

have experienced positive returns, precious metals have captured 

44% of this upside, while commodities also captured 41% of the 

positive equity returns. Conversely, when global equities have 

experienced negative returns, precious metals captured only 20% 

of these returns, but commodities captured more than twice the 

equity downside (41%) than precious metals have historically. 

This means precious metals are more efficient in capturing desired 

equity movements with half of positive equity returns and one-fifth 

of the downside returns. The opposite is true for commodities 

which capture more of the undesirable downside equity movements 

than is offset by the positive equity moves it captures.  

Table 2: Precious metals capture more upside and less 
downside of equity markets compared to commodities 

Risk/Return measures 

(Jan 1993 – Dec 2017) 

Precious 

Metals 

Basket 

Bloomberg 

Commodity  

Index 

MSCI 

World  

Index 

Return (cumulative) 
318.7% 84.1% 556.1% 

Return (annualized) 
5.9% 2.5% 7.8% 

Volatility (annualized) 
19.2% 15.0% 14.4% 

Correlation to MSCI World 
0.22 0.40 1.00 

Upside-capture vs MSCI World 
44% 41% 100% 

Downside-capture vs MSCI World 
20% 41% 100% 

Source: Bloomberg, ETF Securities. Table data calculated from 12/31/92 to 12/31/17. 
See disclosures for further details. 

Another reason why it is important for investors to view and 

allocate to precious metals as a distinct asset class from 

commodities in their portfolios is due to the current weightings 

within broad commodity indices. The highest contributors to 

commodity index performance stems from energy and agriculture 

sectors (ranging from 66% to 84%, see Exhibit 5) which tend to 

have higher equity sensitivities and exposures to equity risk than 

most realize. 

Many investors seek to further diversify portfolios by allocating to 

commodities as an asset class and may presume that they have 

sufficient exposure to precious metals from this commodity 

allocation. This, however, may not be the case since most of the 

major commodity indices have precious metals as the smallest 

sector in their composition. When evaluating four major commodity 

indices, the sector weights for precious metals ranges from 5% to 

16%. This translates a 5% portfolio holding in commodities to only 

a 0.25% to 0.8% portfolio exposure to precious metals. At less than 

a 1% contribution at the portfolio level investors may risk not having 

a sufficient exposure to precious metals by holding a broad 

commodity allocation – thereby not fully receiving the portfolio 

benefits of precious metals. This reinforces the importance for 

investors to allocate seperately to precious metals in their portfolios 

to yield their potential benefits. 

Exhibit 5: Investing in broad commodity indices  results in 

underexposure to precious metals 

 

Source: Bloomberg, Standard & Poor’s, Credit Suisse, Thomson Reuters, ETF 
Securities. Benchmark weights reflect most readily available target weights as of 
exhibit date 12/31/17. See disclosures for further details. 
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Precious metals: the optimal allocation is not zero

It is evident that 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. 

 

This principle can be illustrated using a precious metals basket 

and a fixed 60% stock and 40% bond allocation (60/40), which is 

typically referenced as a default proxy for a diversified portfolio of 

a balanced or moderate risk profile. 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. This ratio can be 

increased by adding a precious metals basket allocation under 

different scenarios and weights. A 5% precious metals allocation 

funded by reducing the equity allocation from 60% to 55% yields 

a drop in portfolio volatility to 8.4%, the portfolio return remaining 

flat, and the Sharpe ratio rising to 0.48 from 0.47  

 

When an allocation to precious metals is raised to 10% funded 

from stocks, the impact is even more pronounced with an 

increase in the Sharpe ratio from 0.47 to 0.49, reflecting the 

effectiveness of precious metals as a diversifying asset against 

equity risk (see Table 3). As the allocation to stocks was lowered 

in the portfolio and replaced with precious metals, the portfolio 

became more efficient over the long run. This holds true for 

varying risk profiles and has been most pronounced among 

balanced and conservative allocations over the past two decades 

(see Exhibit 6). 

 

Table 3: Precious metals help increase portfolio efficiency 

Portfolio  
allocation 

Balanced Conservative Aggressive 

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, ETF Securities. 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. 

 

The realized benefits of incorporating precious metals into a 

stock/bond allocation, however, are not limited by only reducing 

the allocation to stocks. This principle can be applied by replacing 

both stocks and bonds in a portfolio to fund an addition of 

precious metals. Turning to an example whereby the 60/40 

portfolio is reduced proportionately (“pro-rated”) between stocks 

and bonds (maintaining a 60/40 ratio between stocks and bonds) 

to allocate to precious metals, the portfolio still experiences an 

increase in efficiency. A 10% allocation to precious metals with 

90% allocated to a 60/40 split of stocks and bonds, sees portfolio 

volatility fall to 8.6% compared to 8.9% for a portfolio holding no 

precious metals. Additionally, the Sharpe ratio increases to 0.48 

as the portfolio return fell only 0.1% as the portfolio risk fell by 

adding precious metals to the mix.  
 

Exhibit 6: Benefits to a diversified portfolio increase as 
precious metals are added to portfolio allocations 

 

Source: Bloomberg, ETF Securities. Exhibit data from 12/31/92-12/31/17. See 
disclosures for further details. For illustrative purposes only. 
 

Given that precious metals demonstrate a low correlation to 

equities, the diversification benefits are larger 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. 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. This highlights that regardless of 

whether precious metals are added by reducing only stocks or 

both stocks and bonds the result is a more efficient asset 

allocation. This simple example clearly shows that portfolios can 

better manage risk and return levels by having an active 

allocation to precious metals. 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. 

 

Precious metals are not the only asset class that can increase 

portfolio efficiency. Bonds and cash historically have provided 

similar properties and remain attractive from a diversification 

standpoint. Interest rates globally, however, are widely expected 

to trend higher over the long term to offset a 30 year cycle of 

falling interest rates and rising fixed income values. This will put 

downward pressure on bond valuations and make holding them 

less attractive to investors to meet their investment objectives. 

Moreover, low and negative interest rate policies by central banks 

globally have pushed yields on cash to negative on a real basis. 

Given this outlook, 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 

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. 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. 
 The ETFS Silver Trust, ETFS Gold Trust, ETFS Platinum Trust, ETFS Palladium Trust and Precious Metals Basket Trust are not investment companies 
registered under the Investment Company Act of 1940 or a commodity pool for purposes of the Commodity Exchange Act. Shares of the Trusts are not subject 
to the same regulatory requirements as mutual funds. Commodities generally are volatile and are not suitable for all investors. Trusts focusing on a single 
commodity generally experience greater volatility. Please refer to the prospectus for complete information regarding all risks associated with the Trusts. 
Shares in the Trusts are not FDIC insured and may lose value and have no bank guarantee. 
 
The value of the Shares relates directly to the value of the precious metal held by the Trust and fluctuations in the price could materially adversely affect 
investment in the Shares. 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 the 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 the 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 the Trusts or producing companies, it could cause a decline 
in world precious metal prices, adversely affecting the price of the shares. 

Also, should the speculative community take a negative view towards the precious metal held by the Trusts, it could cause a decline in prices, negatively 
impacting the price of the shares. There is a risk that part or all of the Trusts’ physical precious metal could be lost, damaged or stolen. Failure by the 
Custodian or Sub-Custodian to exercise due care in the safekeeping of the precious metal held by the Trusts could result in a loss to the Trusts.The Trusts will 
not insure its precious metals and shareholders cannot be assured that the custodian will maintain adequate insurance or any insurance with respect to the 
precious metals held by the custodian on behalf of the Trust. Consequently, a loss may be suffered with respect to the Trust’s precious metal that is not 
covered by insurance. 
 
Commodities generally are volatile and are not suitable for all investors. Please refer to the prospectus for complete information regarding all risks associated 
with the Trust. 
 
Investors buy and sell shares on a secondary market (i.e., not directly from Trusts). Only market makers or “authorized participants” may trade directly with the 
Trusts, typically in blocks of 50k to 100k shares. 
 
Commodity definitions: Precious Metals evaluated using ETFS Physical Precious Metals Basket Index which reflects the daily performance of an investment in 
a precious metals basket with the following fixed components and ratios: gold (0.030oz), silver (1.100oz), platinum (0.004oz) and palladium (0.006oz). The 
Bloomberg Commodity Index is a broadly diversified commodity price index distributed by Bloomberg Indexes. The S&P GSCI Index provides investors with a 
reliable and publicly available benchmark for investment performance in the commodity markets. The Credit Suisse Commodity Benchmark is designed to 
provide monthly rebalanced, long-only diversified exposure to commodities through notional investments in rolling futures contracts on physical commodities. 
The Thomson Reuters Core Commodity CRB Index is a basket of 19 commodities, and acts as a representative indicator of today's global commodity markets. 
Index definitions: The MSCI World Index is a free-float weighted equity index developed to track developed world markets, and does not include emerging 
markets. 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. The MSCI Emerging Markets (EM) Index is an equity index that captures large and midcap 
representation across Emerging Markets countries. 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 The HFRI Fund Weighted Composite Index is a global, equal-
weighted index of over 2,000 single-manager funds in the Hedge Fund Research Database. The FTSE NAREIT All Equity REITS Total Return Index is a 
market capitalization weighted index that includes all tax qualified REITs in the US. The LPX50 is designed and calculated by LPX Group, and contains the 
largest private equity companies listed on global stock exchanges and is well diversified across listed private equity categories, styles, regions, vintage years.  
Statistic definitions: Correlation is a measure of fluctuation between two variables, cumulative return is the aggregate amount an investment has gained or lost 
over time, annualized return is amount of money earned by an investment each year over a given time period, volatility is a measure of dispersion of returns, 
upside/downside capture shows how an investment relates to the movements of an index, Sharpe ratio indicates the average return minus the risk-free return 
divided by the standard deviation of return on an investment. 

 
Commodities generally are volatile and are not suitable for all investors. This material must be accompanied or preceded by the 
prospectus. Carefully consider each Trust’s investment objectives, risk factors, and fees and expenses before investing. To view the 
prospectus, please click www.etfsus.com. 
 
ALPS Distributors, Inc. is the marketing agent for ETFS Silver Trust, ETFS Gold Trust, ETFS Platinum Trust, ETFS Palladium Trust and ETFS 
Precious Metals Basket Trust. 
 
ETF Securities is a wholly-owned subsidiary of Aberdeen Asset Management Inc. 
 
ALPS Distributors, Inc. and ETF Securities are not affiliated entities.     
 
Aberdeen Standard Investments is a brand of the investment businesses of Aberdeen Asset Management and Standard Life Investments. 
 
In the United States, Aberdeen Standard Investments is the marketing name for the following affiliated, registered investment advisers: 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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