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All that glitters is not gold. While Shakespeare 

was elevating gold to the most prized possession, 

today many investors see a real shine in the precious 

metal after a prolonged respite. The glitter of gold 

has returned.

Gold had a worth as a currency before there 

were currencies. 

On July 18, 2019, the price of gold hit a six-year high 

of $1,448. Gold has surged in price this year and many 

investors are once again appreciating its brilliance.

The precious metal has seen three months of gains. 

As a commodity, gold has enjoyed a healthy demand, 

while the supply side has not been able to keep up. 

This has had a positive impact on its value. 

Speculation, in recent months, about a Federal Reserve 

rate cut had spurred the gold markets on to the new 

highs. Gold stocks have also seen a resurgence. 

This has led some investors to purchase real gold. 

Many investors also choose gold ETF’s or gold stocks 

as a means for investing in the precious metal, although 

gold stocks can include additional risk. 

In spite of this, there can be production problems or 

debt problems that make the gold mining companies 

stocks riskier than owning the real thing.

Gold and the Fed

In 2016, gold was popular as a defensive play after 

the January correction that year. It is often considered 

a safe-haven play.  It is held by individual investors 

and governments. Central banks and the International 

Monetary Fund hold gold as a reserve asset. 

Adjusted for inflation, the price of gold hit an all-time high 

in early 1980. Without adjusting for inflation, gold peaked 

in the fall of 2011 at $1,900 an ounce. 

By late 2015, the correction had taken the price to 

$1046.20. Investors, who bought the precious metal in 

recent decades, saw gold prices plummet and bottom 

out in 1999. At that time, tech stocks were surging. This 

slump corresponded with the Fed raising interest rates. 

The Rally in Gold Prices
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Now, the Fed has cut rates by 25 basis points; an 

amount less than what the street was looking for.  This 

was the first Fed rate cut in 11 years. The Fed chair did 

not indicate more rate cuts were imminent. 

Many market analysts and strategists, as well as the 

futures market, believe that the Fed will cut rates again 

in September. 

This follows actions in Europe by the European Central 

Bank, where rates are in negative territory. 

It is common to hear the advice that you should 

diversify a portfolio and have many investments, 

representing several asset classes, to take 

advantage of an optimal portfolio. 

Two groups of assets that can be included in 

a diversified portfolio are small cap and large cap 

stocks. The reason for including both asset types is 

that they do not always perform exactly alike. There 

are times when one of the two performs well, 

compared to the other. 

That has been the case in recent months as large 

capitalization stocks have been reaching all-time 

highs and the small capitalization stocks have lagged.

Large Cap Stocks have 
Outpaced Small Caps

This has added some more buoyancy to the price of gold, 

and kept it near the July 18 price. Lowering rates could be 

a contributor to further interest in gold as a component in 

a well-diversified portfolio.

So far, the Fed has been successful at keeping inflation 

under control and around their two-percent target rate. 

With accumulating debt, low unemployment and now, 

falling interest rates, the stage may be set for inflation. 

Some of the strategists, who push gold as an investment, 

see this as promising for their gleaming yellow metal. 

The Russell 2000 Index hit a record high in 

August of 2018. The index is made up of approximately 

2,000 companies with market capitalizations below $10 

billion. They have a median market value of $791 million. 

This can include companies with a market 

capitalization of $2 billion to $10 billion, which would 

be considered a “mid-cap” company and companies 

that have a market capitalization below $2 billion; 

which are “small-cap” companies.

After the August high, the Russell 2000 index 

fell by 27.2 percent by December 2018. Through 

July 17, 2019, the index was up 15.4 percent, trailing 

both the Dow Jones Industrial Average (DJIA) and 

the S & P 500 Index.  Both of these indexes are 

composed of large-cap companies.

Elliot Smith, “Gold set to continue rise after Fed rate cut provides more impetus, expert predicts,” (2019, August 1), CNBC.com, Investing

Jeff Cox, “Fed’s rate cutting helps provide cover for Trump to wage the trade war,” (2019, August 2), CNBC.com, trade
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As of August 3, 2019, the DJIA is up 15.05 percent, the 

S & P 500 Index is up 18.32 percent and the Russell 

2000 is up 14.61 percent year-to-date. 

Multiple Asset Classes

Modern Portfolio Theory postulates that a diverse 

portfolio, that can include both small and large-cap asset 

classes, can increase overall return while maintaining an 

acceptable level of risk. 

The idea is to lower volatility over time. With foreign 

and emerging market asset classes and fixed income, 

along with large and small-cap stocks, there is 

greater diversification.

For many investors, the concept of diversification is 

more familiar than Modern Portfolio Theory, and they 

have allowed themselves to have some exposure to both 

large cap and small cap stocks.  Whichever approach 

they have learned about, the end result of holding both 

asset classes should help on balance over last year and 

this year. 

The capitalization of companies that fall into the large 

cap class include companies that have capitalizations of 

$10 billion or above. These are very large companies and 

often household names. 

These large cap companies performed well during 

this year and have outperformed small and mid-cap 

companies in many cases.
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Some analysts believe that the small cap sector is poised 

for a comeback. They say that many have bottomed out 

in their valuations and that a weakening dollar can be a 

stimulus for the sector. 

The third quarter of 2019 should see small cap stocks 

regaining faster earnings-per-share growth compared to 

their large-cap counterparts, according to some analysts. 

That faster pace is predicted by analysts for 2020 as well. 

The shift in the Federal Reserve’s approach to interest 

rates is anticipated to benefit small caps also. 

While many factors can explain the superior performance 

of the large-cap sector, the best bet going forward is to 

talk to an advisor and create a portfolio that includes 

many asset classes.

Chris Matthews, “There’s light at the end of the tunnel for small caps, analysts say,” (2019, July 17), MarketWatch, Markets

http://news.morningstar.com/index/indexReturn.html
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former series 9, 10, and 26 registered principal and series 6, 7, and 63

registered representative. Richard has held many financial service industry
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Disclaimer: Investment Advisory Services offered through Retirement

Wealth Advisors, (RWA) a Registered Investment Advisor. Austin

Wealth Solutions and RWA are not affiliated. Investing involves risk

including the potential loss of principal. No investment strategy can

guarantee a profit or protect against loss in periods of declining values.

Opinions expressed are subject to change without notice and are not

intended as investment advice or to predict future performance. Past

performance does not guarantee future results. Consult your financial

professional before making any investment decision. This information is

designed to provide general information on the subjects covered. It is

not, however, intended to provide specific legal or tax advice and

cannot be used to avoid tax penalties or to promote, market, or

recommend any tax plan or arrangement. Please note that Austin

Wealth Solutions and its affiliates do not give legal or tax advice. You

are encouraged to consult your tax advisor or attorney.
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