Is Gold Losing Its Shine?
A safe haven during the 2020 pandemic, gold rose 20.9% 1
and outperformed the S&P 500 index which gained 18.7%.
However, the commodity has slowed down in 2021 and is
down -4.7% for the year2 despite widespread inflation
concerns. Gold is often viewed as a way to hedge inflation
risk, and the recent price drop has left many investors
confused. In addition to inflation, gold is influenced by
many other factors. A closer look may shed some light.
Stronger US Dollar: Gold prices are inversely related to
the US dollar, as seen by the historical price chart. Gold is
not just a commodity but a monetary asset. The
international price of gold is quoted in US dollars, so when
the US dollar rises in value relative to other currencies
around the world, the price of gold tends to fall in dollar
terms. In 2021, the US dollar has risen in value as the US
economic recovery continues, increasing the likelihood of
higher interest rates down the road. Gold, while shiny,
does not have a yield or dividend and can struggle when
interest rates rise and offer additional options for investors
seeking yield and safety.
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The stock market boom: While gold has an inverse
relationship with the dollar, its relationship with the stock
market has varied over the years. Investors often perceive
gold as a haven in the event of a severe market downturn
and gold has proven its weight during periods of equity
market selloff, as seen in the chart below.3

Performance during market selloff (%)
80
60
40
20
0
-20
-40
-60

Jan 1973Dec 1974

Sep 1987Nov 1987
Gold

2008

March 200- Feb 19,2020
Oct 2002
- March
23,2020

S&P 500 TR

Source: Morningstar. Gold represented by LBMA Gold Price PM USD.
Equity returns represented by S&P 500 Total Return Index.

Gold

US Dollar

2,000
1,800
1,600
1,400
1,200
1,000
800
600
400
2006 2008 2010 2012 2014 2016 2018 2020

125
120
115
110
105
100
95
90
85
80

Source: FactSet. Gold represented by NYMEX Near Term Futures (NY
GOLD-FDS); US Dollar represented by Nominal Trade Weighted
Exchange Rate Broad Definition (NEXRD-FDS)

For general public use.

In 2021, the stock markets have soared as the S&P 500 hit
53 new record highs through the end of August. 4 As
investors have piled into equities for 2021, the need for a
haven asset like gold has perhaps taken a backseat.
Crypto mania gains steam: Gold, the conventional way
of addressing inflation, may have taken a backseat to
cryptocurrencies as large gains have attracted more
investors. Despite large gains, it’s important to highlight
cryptocurrencies are still in their infancy, and there aren’t
proven track records to show success as a hedge against
inflation.
In the near-term, gold can be impacted by many other
factors beyond inflation as discussed so far, but that still
leaves the question of whether gold is a proven inflation
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hedge. A look at the longer-term data on the historical
record of gold as a hedge against inflation shows mixed
results. According to research by Morningstar, during the
high inflationary period of the 1970s, where the average
annual inflation rate was roughly 9.3%, gold generated
stellar returns of 35%. 5 However, during the more
moderate inflationary environments of the early 1980s and
1998-91, gold had negative returns.
Gold’s inconsistent historical relationship with inflation and
potential competition from newcomers like
cryptocurrencies may give pause to some investors, who
now have more investment options than ever before.
However, given low correlations with equities, gold may
still have a role in diversified portfolios as a hedge against
potential downturn. In short, gold hasn’t lost its shine, but
factors such as a strong US dollar, stock market boom,
and crypto mania have made today’s portfolios more
dynamic.

Gold is represented by the Bloomberg Gold Sub Index. Return Source: FactSet.
Source: FactSet. Year to date returns through August 27th, 2021.
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This is for informational purposes only, is not a solicitation, and should not be considered investment, legal or tax
advice. The information in this report has been drawn from sources believed to be reliable, but its accuracy is not
guaranteed, and is subject to change. Investors seeking more information should contact their financial advisor.
Financial advisors may seek more information by contacting AssetMark at 800-664-5345.
Investing involves risk, including the possible loss of principal. Past performance does not guarantee
future results. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. There is no
guarantee that a diversified portfolio will outperform a non-diversified portfolio. No investment strategy, such as
asset allocation, can guarantee a profit or protect against loss. Actual client results will vary based on investment
selection, timing, market conditions, and tax situation. It is not possible to invest directly in an index.
Investments in equities, bonds, options, and other securities, whether held individually or through mutual funds
and exchange traded funds, can decline significantly in response to adverse market conditions, companyspecific events, changes in exchange rates, and domestic, international, economic, and political developments.
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