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THE IMPACT OF GOLD FROM A DIVERSIFICATION STANDPOINT 

Gold has long been considered a valuable hedge against equity bear markets and its low correlation 

with equities provides valuable portfolio diversification that has been consistent over time. 

One of the market’s oldest maxims is that investors flee to gold in times of distress. It’s a call back not only  

to the days of the gold standard in the U.S. but even alludes to ancient times when gold was a primary 

mode of currency. In that light, 21st century investors are right to be skeptical of something seemingly so 

antiquated. Not to mention, gold bulls’ penchant for hyperbole has rightly drawn criticism. However, just 

sticking to data, gold’s historic value as a diversification asset has been fairly consistent over time, especially 

in bear markets. While there is no reason at present why this might change, past results and trends are 

never guaranteed to continue. 

Holding uncorrelated investments helps diversify a 

portfolio. A robust exposure to a range of risk factors 

can help stabilize portfolio return and help investors 

avoid sharper drawdowns in bear markets. Gold’s five-

year beta is just 0.10 (10yr just 0.05). A beta of 1 

means an investment moves in lockstep with the 

broader equity market. A beta greater than 1 implies 

the investment is more cyclical than the broader equity 

market, while less than 1 implies it is less cyclical. For 

example, the cyclical Consumer Discretionary sector 

has a 5-year beta of 1.15, while the defensive 

Consumer Staples has a 5-year beta of just 0.62.  

 

Gold’s 0.10 beta means equity market movements 

have little to no influence on/relation to gold’s price 

movements. Compared to, say, the commitment 

required for a zero-beta hedge fund, gold ETFs could 

be a more affordable alternative. However, as with any 

investment, suitability will vary depending on each 

investor’s circumstances and goals. This is not a 

recommendation but a tool in the toolbox. 

 

How can gold and equities move so independently? 

Two of gold’s main historic drivers have been geopolitical 

instability and weak economic growth, both headwinds for 

equities. On the other hand, easy monetary policy and a 

weak dollar typically prop up gold, but so too equities.  
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Takeaway 

Gold’s low correlation with equities could help add portfolio diversification in addition to its own return. The macro 

environment at present is exhibiting three typically bullish signs for gold: 1) an uncertain near-/medium-term 

economic outlook in the U.S., 2) broad & continued geopolitical instability caused by Russia’s war in Ukraine and 

China’s increasingly murky political/economic landscape, despite recent reopening after a 3-year lockdown, and 

3) the Fed being in the later stages of a tightening cycle, with potentially easier monetary policy on the horizon. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

Disclaimer 

This report is provided for informational and educational purposes only and shall in no event be construed as an offer to 

sell or a solicitation of an offer to buy any securities or a recommendation for any strategy or to buy, sell, or hold any 

product. Opinions expressed are subject to change without notice and do not take into account the particular investment 

objectives, financial situation, or needs of individual investors. Employees of Janney Montgomery Scott LLC or its affiliates 

may, at times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions 

expressed here. The information described herein is taken from sources which we believe to be reliable, but the accuracy 

and completeness of such information is not guaranteed by us. The opinions expressed herein may be given only such 

weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have positions 

in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or 

otherwise and may sell to or buy from customers such securities on a principal basis. This report is the intellectual 

property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or published by any person 

for any purpose without Janney’s prior written consent. This presentation has been prepared by Janney Investment 

Strategy Group (ISG) and is to be used for informational purposes only. In no event should it be construed as a solicitation 

or offer to purchase or sell a security. Past performance is no guarantee of future performance and future returns are 

not guaranteed. There are risks associated with investing in stocks such as a loss of original capital or a decrease in the 

value of your investment. For additional information or questions, please consult with your Financial Advisor. 


