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SO MUCH HAS CHANGED

March 1st seems like ages ago: on that date, the United States reported a na8onwide total of just 62 cases of COVID-19; a
nursing-home resident in Kirkland, Washington died of the coronavirus, only the second known American to succumb to the
disease; and New York Mets baseball pitcher Jacob deGrom looked razor sharp in throwing three innings of shutout baseball
in a spring training game versus the Washington Na8onals.
In what seems like several months compressed into the space of six weeks, ﬁnancial asset prices, vola8lity levels, market
liquidity, and investor sen8ment have been repeatedly and forcefully buﬀeted by:
i.
ii.

iii.
iv.
v.
vi.
vii.

Sharp increases in the global and U.S. coronavirus infec8on growth rates and moun8ng death totals from
the pandemic;
Enormous strains on the physical and human elements of the healthcare system as adequate supplies
have been sought of protec8ve gear; rapid, accurate tes8ng protocols; and medical equipment, and crash
programs have been launched in aXempts to ﬁnd cura8ve medicines and crucially, therapeu8c and
preven8ve vaccines;
The applica8on of massive, rapidly-fashioned monetary policy programs and ﬁscal relief packages;
Government-mandated lockdowns, cancella8ons, quaran8nes, travel restric8ons, and social distancing
measures leading to extremely sudden and highly synchronized economic slowdowns, business closures,
supply chain disrup8ons, and contrac8ons in world trade ac8vity;
Heretofore unencountered increases in new ﬁlings for unemployment insurance beneﬁts and es8mates of
future job losses;
An oil price war, ostensibly between Saudi Arabia and Russia, with deleterious eﬀects on global oil and
gas prices; and
A veritable torrent of web-based and media-delivered coverage, press conferences, medicinal advice,
conspiracy theories, tragic pa8ent and healthcare provider contagion sagas, geopoli8cal prognos8ca8ons,
TwiXer feeds, Instagram posts, disease progression modeling, and economic forecasts, some quite dire,
even apocalyp8c, and others, not nearly so saturnine and dyspep8c.

THE BEAR CASE
In our opinion, the more-nega8ve, bearish case is based on several worrisome factors:
i.
ii.
iii.
iv.
v.
vi.

Consumer, corporate, and investor conﬁdence deteriorates as the unfavorable news ﬂow con8nues about
infec8ons and death rates (among persistently elevated concerns about the likelihood of a recurrence in the
autumn of 2020 and beyond), even as some areas show signs of leveling oﬀ and/or decline;
Financial assistance does not arrive with suﬃcient targe8ng, 8meliness, nor magnitude to resuscitate or
prevent the demise of a signiﬁcant por8on of small- and medium-sized businesses, which account for 44%
of U.S. GDP and 47% of private sector employment;
U.S. GDP and corporate proﬁts exhibit very poor (currently, almost unforecastable) results in 2020, with an
uncertain, feeble recovery outlook for 2021;
Given high pre-crisis indebtedness, a greater-and-more-widespread than expected level of downgrades,
defaults, bankruptcies occurs in the corporate sector, and perhaps also transpiring in the municipal realm;
Crude oil and natural gas prices remain under signiﬁcant pressure for far longer than an8cipated, exac8ng
a signiﬁcant ﬁnancial and employment toll on highly leveraged en88es in the energy industry; and
Societal cohesion and conﬁdence in the wisdom and eﬃcacy of the authori8es’ ac8ons suﬀers some
meaningful degree of permanent erosion, with harmful eﬀects on iden8ty, shared values, trust, cohesion,
reciprocity, and produc8vity.
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THE BULL CASE
In our opinion, the more-posi8ve, bullish case is based on several construc8ve factors:
i.
ii.

iii.
iv.
v.

Through an8bodies tes8ng, isola8on, social separa8on, quaran8nes, warmer weather, medical treatments,
and eventually, vaccines, COVID-19 is brought under control;
Very liXle damage to the internet, communica8ons, marke8ng rela8onships, and transporta8on
infrastructure, combined with “postwar-like” unleashed pent-up demand augmented by newly-restored,
improved supply chains are force-mul8plied by U.S. Government stabiliza8on programs aimed at individuals
and businesses, by sizable infrastructure spending legisla8on, and by Federal Reserve ac8ons (featuring
con8nued low interest rates, ﬁnancial support facili8es, currency swap lines with foreign central banks, and
Quan8ta8ve Easing (“money prin8ng”), producing a surprisingly strong restora8ve eﬀect on psychology and
commerce;
Corporate defaults end up being limited to weaker credits and kept at or below predicted rates;
Oil and gas prices return to economically jus8ﬁable levels, as meaningful output reduc8ons are agreed upon
between the OPEC+ countries (including Russia) and U.S. producers; and
A newfound sense of survival gra8tude, lifestyle and life-rethinking, na8onal purpose, goal-semng,
priori8za8on (to beXer prepare for future such challenges), some marginally-improved bipar8san
cohesiveness, innova8ve technological, business, and educa8onal energy, and aﬃrma8ve direc8on takes
the American na8on to new high ground and a luminous era of advancement and restora8on.

PORTFOLIO POSITIONING
As of now, quite a bit of bad news has already been reﬂected into asset prices, and our counsel for the past several months
of cau8on and conserva8sm has for the most part proved a reasonably defensible and defensive strategy.
While it is quite possible that equity prices and interest rates will retest or even go below their recent lows, we give this
scenario a slightly greater than even chance, as the nega8ve fundamental news ﬂow on the pandemic, the economy, and
corporate proﬁts seeps into and leads to further investment de-risking, we are inclined to put a modest por8on of available
cash reserves, if applicable, into high-quality assets (equi8es, perhaps some gold, and sterling-quality investment grade ﬁxed
income securi8es) of companies possessing fortress-like, cash-rich balance sheets, dividend strength, and defensible
business models able to generate high returns on equity over a long 8me frame. Investors should also consider alterna8ve
investments in private credit, private real estate, and opportunis8c strategies that are posi8oned to extract signiﬁcant value
during the current disloca8on.

Past performance does not
guarantee future results.
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THE UNEMPLOYMENT OUTLOOK

From its March 2020 reading of 4.4%, the U.S. unemployment rate has been recently projected by Macrobond and Nordea
to rise to 8.24% in April, 9.67% in May, and 12.7% in June, with CNBC, Bloomberg, and Reﬁni8v repor8ng that some sources
are forecas8ng the U.S. unemployment rate could possibly top out around 30%. This is consistent with the more than 22
million jobless claims ﬁlings for the four weeks ending April 11th, which means that more than 14% of the 151 millionperson U.S. labor force were out of work. In late March, St. Louis Federal Reserve Bank President James Bullard predicted
the U.S. unemployment rate may hit 30% in the second quarter because of shutdowns to combat the coronavirus, with an
unprecedented 50% drop in gross domes8c product. Given the uncertainty of the 8mes, forecasts can vary signiﬁcantly as
we can see. If such a jobless rate should occur, the Sta8sta chart above shows that 30% or more unemployment would
surpass the maximum unemployment percentage in each of the six worst unemployment years of the 1930s Great
Depression. In our opinion, such severe readings are unlikely to come to pass, and if they did, it would be most likely for only
a brief period of 8me because:
i.
ii.

the economy should begin recovering as people return to work with more widespread tes8ng leading to
the plateauing of the coronavirus; and
the lagged s8mula8ve eﬀects should kick in from the monetary and ﬁscal support implemented shortly
arer the severity of the pandemic began to be more broadly recognized.

At the present moment, we assign a less than 25% chance of this severe scenario unfolding, and if it did look likely to persist
for any signiﬁcant length of 8me, alloca8on posi8oning should be devoted to high quality assets.

Past performance does not
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PREDICTIONS OF ECONOMIC CONTRACTION

The above economic forecasts (in the ler panel) for 2Q2020 U.S. GDP exhibit a wide range of annualized rates of decline,
from -30% by Morgan Stanley to -9% for NatWest Markets, with the median forecast at -12.5%, which is closer to our
own thinking. The diﬀerences in the above forecasts primarily stem from varying assump8ons as to:
i.
ii.
ii.

the eﬃcacy and reach of the ﬁscal and monetary assistance programs;
the severity and persistence of short-and intermediate-term impacts of the pandemic (and measures
taken to counteract it) on business outlays, employment, consumer conﬁdence, and personal
spending and savings rates; and
how fast and to what degree condi8ons return to the neighborhood of pre-crisis levels.

In the second panel, Oxford Economics projects a -11.5% annualized year-over-year rate of decline in U.S. GDP in
2Q20, followed by +3.2% annualized in 3Q20, and then +14.5% annualized in 4Q20. Should something similar to this
forecast paXern unfold, equity prices and interest rates should rise, with outperformance by consumer,
transporta8on, energy, industrial, materials, and ﬁnancial stocks. U8lity issues should lag, with pharmaceu8cal and
other healthcare stocks once again likely to ﬁnd themselves inﬂuenced by the tone and rhetoric of the na8onal
elec8ons on Tuesday, November 3, 2020.

Past performance does not
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THE ECONOMIC OUTLOOK

It should be kept in mind that the 2020 pandemic recession follows eleven years of economic growth, the longest
recorded economic expansion in U.S. history. The 2009-2020 recovery featured:
i.
ii.

materially increased corporate and government indebtedness and;
more modest rates of GDP growth, the laXer of which perhaps helped avoid some of the
economic overhea8ng and inﬂa8onary forces associated with more robust expansions.

Even as this recession is likely to be deeper than the recession experienced in the 2008-2009 Global Financial Crisis
(as projected in the top ler panel), the government-mandated nature of the lockdowns and cancella8ons underpins
our current belief in a moderate recovery, which should become somewhat more vigorous with the passage of 8me,
without persistently higher levels of precau8onary savings post-crisis ea8ng into personal consump8on and thus
miring the U.S. economy in ongoing economic stagna8on. Our call to selec8vely add exposure to risk assets is
predicated on the assump8on of a modest-at-ﬁrst 3Q20 U.S. recovery that gradually adds momentum in 4Q20 and
into 2021.
In the right panel above, Oxford Economics is projec8ng a swir and sharp V-shaped rebound in the global economy,
paced by the U.S. and par8cularly, by China. By contrast, owing to many countries’ generally less-aggressive policy
measures taken to counteract the economic impact of the coronavirus, we have currently adopted more of a “wait
and see” stance on the economic growth outlook (and thus the debt and equity securi8es) of developed economies
(including Europe, Japan, Canada, Australia, and others) as well as the emerging economies (of Asia, La8n America,
Africa, the Middle East, and elsewhere).

Past performance does not
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THE PROFITS OUTLOOK

According to consensus forecast data compiled as of April 6, 2020 by Yardeni Research, Inc., the historical and es8mated
earnings per share and year-over-year growth rates for the Standard & Poor’s 500 companies are as follows :
i.
ii.
iii.
iv.
v.

For 2017, $131.98, +11.8%;
For 2018, $161.93, +22.7%;
For 2019, $160.00, -1.1%; and
Es8mated for 2020, $120.00, -26.4% (with quarterly year-over-year comparisons of 1Q20 -23.4%,
2Q20 -51.6%, 3Q20 -28.8%, and 4Q20 -4.8%); and
Es8mated for 2021, $150.00, +25.0% (it should be pointed out that these S&P 500 earnings per
share, if achieved, would s8ll be roughly 7% below the 2018 and 2019 results).

In each of the two panels above, it can be seen that Goldman Sachs expects a deeper year-over-year earnings decline than
does Yardeni Research for the full year 2020 (-32.5%) and in 2Q20 (-123%), with a higher-than-consensus year-over-year
recovery in 4Q20 (+27%) and for 2021 (+55%).
Recognizing that forecas8ng earnings is par8cularly diﬃcult in the current uncertain environment for interest rates,
domes8c and interna8onal economic growth, currency levels, energy prices, wage rates and hours worked, our view
currently stands closer to the consensus view, with S&P 500 earnings per share likely to decline more than 25% this year and
then rebound by a similar 25% in 2021. This supports our call for con8nued emphasis on defensive sectors and highestquality assets, with a disciplined, measured, dollar-cost-averaging approach to adding risk through each phase of the public
health and economic crunch.
The second panel above also shows that total S&P 500 dividends are es8mated as likely to fall by 25% in 2020, followed by a
minuscule +3% expected dividend growth in 2021. This underscores our long8me emphasis on companies with high returns
on equity, adequate current and future arer-tax earnings, suﬃcient liquidity and cash levels, and manageable leverage that
can maintain or even increase their dividend payouts through capital discipline, balance sheet strength, and ﬁnancial
prudence.

Past performance does not
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BEAR MARKET EPISODES

The suddenness and severity of the recent equity market selloﬀ s8mulates ques8ons as to: how long the U.S. equity bear
market might con8nue; whether or not the maximum decline has been experienced; and how long it will take for the S&P
500 index to again reach its February 19, 2020 record closing high of 3,386.15.
With full awareness that “although history never repeats itself, it some8mes rhymes,” the upper ler panel may provide
some perspec8ve. For the 10 S&P 500 bear market episodes (excluding the current one) experienced from the mid-1950s to
the present, the chart shows:
i.
ii.
iii.

The dura8on of the bear market episodes ranged from a low of three months in 1990 to a high of 31
months in the 2000-2002 interval, with an average (mean) dura8on of 14.2 months, or just over a year;
The severity of the bear market declines ranged from a low of -20% in 1990 to a high of -56% during the
2007- 2009 years, with an average (mean) decline of -34.2%; and
The length of the recovery to the previous highs ranged from 4 months in 1990 to 69 months during the
tumultuous decade of the 1970s, with an average (mean) recovery taking 25.4 months, slightly over two
years.

The severity and length of this decline, as well as the path and length of the stock market recovery,
depend on numerous factors, including:
i.
ii.
iii.

How successful the authori8es in the United States (and not to be minimized, interna8onally) can bring the
spread of the pandemic under control and develop preventa8ve and therapeu8c vaccines and other
medicines;
How quickly the lockdown orders and other containment measures can be lired, allowing academic,
business, travel, entertainment, and other ac8vi8es to resume;
How profoundly the psychological impact of this crisis aﬀects corporate and consumer behavior, savings
rates, and investment; and

Past performance does not
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iv.

The ini8al stages of enduring longer-term consequences for commerce, societal norms, supply chain
structures, global trade paXerns, energy markets, poli8cal dynamics, and geopoli8cal rela8onships.

Notwithstanding the drawn-out experiences of the 2000-2002 dotcom bust bear market and the 2007-2009 mortgage
ﬁnance bear market, delineated above in the upper right panel, our current assessment, given how swirly the S&P 500
index “took its biXer medicine early,” is for U.S. equity prices this 8me to experience a briefer-than-average bear market
8me span (under a year in length), an average S&P 500 bear market total decline (meaning a good part of the damage has
already been done), with a below-average length of 8me needed to reach the February 2020 highs (perhaps comfortably
before the rescheduled Tokyo Olympic Games, July 23-August 8, 2021).

THE OIL OUTLOOK
Over the weekend of April 11–12, 2020, OPEC and allied oil
producers, led by Saudi Arabia and Russia, agreed to cut
produc8on by 9.7 million barrels per day (roughly one-tenth of
global supply) during May and June, with Saudi Arabia and
Russia together sharing 5.0 Million barrels per day of the cuts,
and other OPEC+ producers agreeing to remove an addi8onal
4.7 million barrels per day. With G20 support in the form of oil
purchases for storage and declining produc8on in North
America, this could mean as much as 15 million barrels per day
of supply will poten8ally be removed from the market.
Combined with exis8ng sanc8ons on Iran and Venezuela and
outages in other countries such as Libya, the measures could
help withhold as much as 20 million barrels a day of supplies
from the market, OPEC stated in a drar press release.
The top panel shows NYMEX Oil Futures over the past 20 years,
now in the high teens for West Texas Intermediate Crude.
Covering a much longer 8me frame, the boXom panel illustrates
the cyclicality of oil prices ever since the early 1970s, when the
U.S. dollar was de-linked from gold and allowed to ﬂoat freely
subject to market forces. Given current projec8ons of oil’s
pandemic-stage global demand swirly declining by as much as
30 million barrels per day or more, without further supply
reduc8ons, it will be virtually impossible to achieve oil prices
anywhere near the $40-$50 per barrel range, which represent breakeven levels for many U.S., Canadian, and other
producers, much less for na8onal petroleum companies which need these or higher prices to help balance their
governments’ annual spending budgets (The Wall Street Journal reports that Russia needs an oil price of $40 a barrel to
balance its budget and the Saudis around $80). Several forecasters have even predicted single-digit prices as pipes, tank
farms, oil at sea, and ﬂoa8ng storage facili8es reach capacity. Facing limited places to stockpile oil, crude has recently
changed hands for as liXle as (and even below) $7.00 a barrel in Midland, Texas, and $5.00 a barrel in Alberta’s oil sands.
Such drama8c disloca8ons have numerous adverse and damaging implica8ons, a few among them:
i.

Even as stronger energy ﬁrms consider whether to acquire the assets of their weakened and/or bankrupt
compe8tors, they face decisions whether to implement the dras8c and poten8ally costly ac8ons of shumng
loss-making wells, risking downhole groundwater and corrosion damage to the associated reservoirs (Rystad
Energy, a Norwegian independent energy research consultancy, has predicted that U.S. produc8on could fall
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ii.

iii.

iv.
v.

by close to 4 million barrels per day by the end of 2021, compared with a record high daily output above 13
million barrels in late February);
Already in 2020, U.S. producers have responded to the collapse in demand (and a price war led by low-cost
producing na8ons to gain market share) through 30-50% cutbacks in capital spending; oil service companies
face equally or more severe business reduc8ons as, according to Baker Hughes, the number of rigs drilling in
the United States has fallen to 600 in mid-April from 800 in early March;
With tradi8onal buyers of high- yield debt having become more discrimina8ng, many heavily indebted
shale energy companies are now struggling to make interest payments on the debt they carry and are
ﬁnding it challenging to raise new ﬁnancing. According to Moody’s, North American oil explora8on and
produc8on companies have $86 billion in debt maturing between 2020 and 2024, and pipeline companies
have an addi8onal $123 billion in debt coming due over the same period; in 10 of the last 11 years, energy
companies have been the single largest junk bond issuers, and since 2016, when oil prices began to decline,
more than 208 North American producers have ﬁled for bankruptcy involving $121.7 billion in aggregate
debt;
In eﬀorts aimed at protec8ng their dividends amidst ﬂat to down oil produc8on and depressed prices, the
larger, well capitalized oil companies have increased borrowing, cut capital expenditures, suspended stock
repurchase programs, and implemented workforce reduc8ons; and
Slumping oil prices and produc8on levels have put meaningful downward pressure on tax revenues,
government budgets, employment levels, and the economies of several oil-producing states including Texas,
Oklahoma, North Dakota, and Alaska, especially in rural areas heavily dependent on oil.

Over the intermediate-term into 2021, it is possible to foresee a structural shir towards higher oil prices as economies
recover, demand begins to normalize, and new investment in oil supply becomes required. For pa8ent, contrary-minded
investors, we con8nue to strictly emphasize quality in purchasing the equity and debt issues of companies in the energy
space, focusing on enterprises with:
i. diversiﬁca8on in upstream, midstream, and downstream opera8ons;
ii. discipline in capital alloca8on; and
iii. dividend protec8on.

THE FEDERAL RESERVE AND DEFICIT FINANCING
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THE FEDERAL RESERVE AND DEFICIT FINANCING, CONTINUED
Beginning by cumng interest rates eﬀec8vely to zero and announcing a $700 billion round of quan8ta8ve easing (“money
prin8ng”) on Sunday, March 15 in a surprise press brieﬁng, the Federal Reserve embarked on a large-scale program
employing a broadening array of policy ac8ons, emergency powers, and lending programs in order to stabilize the U.S.
economy under pressure from the COVID-19 pandemic. Among other addi8onal steps taken in succeeding weeks, these
measures include:
i.

ii.
iii.

Loosening banks’ balance sheet repor8ng requirements, total loss absorbing capacity metrics, required
capital levels, non-cri8cal oversight reviews, repor8ng schedules, counterparty risk assessment
methodologies, U.S. Treasury securi8es-for-repurchase agreement exchange protocols, and corporate
ownership control provisions;
Encouraging more ac8ve use of the Fed’s “discount window” (which banks can use as an emergency funding
source);
Coordina8ng interna8onal ac8ons with an expanded roster of foreign central banks to improve access to
U.S. dollar liquidity swap arrangements; and iv. Crea8ng funding facili8es and/or giving regulatory relief to
support taxable and tax exempt commercial paper, collateralized loans to large broker-dealers, money
market mutual funds, high-quality municipal debt and variable rate demand loans, commercial and other
mortgage-backed securi8es, corporate credit, corporate bonds, loans to small- and medium-sized
businesses, business development companies, certain high yield securi8es, and some high-yield exchange
traded funds.

As a result of these ac8ons, and the various Quan8ta8ve Easing programs ins8tuted by the Federal Reserve during and in
the wake of the 2008-2009 ﬁnancial crisis, the ler panel shows how the Federal Reserve’s total balance sheet has swollen,
from $1.0 trillion in early 2008 to $6.0 trillion as of mid-April 2020. Numerous projec8ons, taking into account the Fed’s
money prin8ng to purchase Treasury securi8es to help fund the enormous U.S. government deﬁcits (es8mated by the
Federal Reserve Bank of St. Louis to reach 13% of GDP in 2020, as shown in the right panel above), posit that the Fed’s total
balance sheet could reach at least $9 trillion. Such large and heretofore unencountered mone8za8on of Treasury deﬁcits
naturally raises ques8ons about: (i) America’s credit ra8ng; and (ii) the long-term inﬂa8onary impact (with poten8ally
upward pressure on interest rates) associated with massive money prin8ng. While we share such concerns over the long
term, we agree with Fitch Ra8ngs, which on March 26, in aﬃrming the U.S.’s AAA credit ra8ng, stated that “recent
disloca8ons and illiquidity in the market for U.S. Treasuries reﬂect changes in the structure of the market and excep8onal
condi8ons, and do not signal heightened percep8ons of U.S. credit risk on the part of investors.” We are also of the opinion
that, given the excep8onally large short-term contrac8onary and deﬂa8onary forces ac8ng on the economy, the risks of
rising interest rates are modest for now. As a consequence, income-oriented investors may purchase (or con8nue to hold)
high-quality investment grade and municipal securi8es, as well as high yield issues at the uppermost end of the credit
spectrum.
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THE GOLD OUTLOOK

The precious yellow metal, gold (not subject to oxida8on or corrosion, with 79 protons in its nucleus, and an atomic weight
of 196.96) was termed “a barbarous relic” by the eminent Bri8sh economist John Maynard Keynes (1883-1946). Gold has
many fervent fans and equally passionate skep8cs.
Paraphrasing from The Art of Asset Alloca9on, Second Edi9on, selected bullish and bearish views of gold are set forth below.
BULLISH VIEWS OF GOLD:
i.

For centuries, the intrinsic value of gold has been widely accepted due to its rarity, beauty, durability,
indestruc8bility, malleability, duc8lity, portability, divisibility, and anonymity;

ii.

Unlike many managed-paper currency systems’ “ﬁat money,” gold has a slowly changing and rela8vely
inelas8c supply, one reason why many central banks own and/or purchase gold (as shown in the right panel
above, 15% of gold demand in 2019 came from central bank purchases), is to enhance percep8ons that
their country’s currency is at least par8ally anchored in a “real” asset. Gold is considered to be the only
monetary asset that is not the liability of another party (as the renowned ﬁnancier John Pierpont Morgan
(1837-1913) is reputed to have stated, “gold is money; everything else is credit”);

iii.

During many previous periods of excessive inﬂa8on, environmental catastrophe, ﬁnancial markets turmoil,
deﬂa8onary shock, monetary system failure, geopoli8cal instability, military ac8on, or a breakdown in
societal order and conﬁdence, gold has been viewed as a form of insurance protec8on and refuge;

iv.

Over suﬃciently long periods of 8me, gold has tended to retain its purchasing power compared to the cost
of fundamental human needs such as food, shelter, and clothing; and v. Gold has generally (though not
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always) exhibited nega8ve or very low correla8ons of returns with almost all other asset classes, thus
appealing to some investors as a form of hedging against unfavorable movements in ﬁnancial asset prices.
BEARISH VIEWS OF GOLD:
i.

Physical gold has no yield, trades in rela8vely low volume and at 8mes in illiquid markets, is cumbersome to
transport in large quan88es, may incur costs of assay, custody, taxa8on, segrega8on, and insurance, and
may be diﬃcult to access in unseXled condi8ons;

ii.

Par8ally owing to its reputa8on as a controversial, an8-establishment asset, gold may be subject to
governmental conﬁsca8on through the sealing of safety deposit boxes and other measures, the declara8on
of gold payment classes as unenforceable, and governments’ arbitrary ﬁxing of gold prices;

iii.

For substan8al intervals during eras of ﬁnancial and geopoli8cal stability, gold prices may move essen8ally
within a mean-rever8ng band, inﬂuenced by the level of real interest rates; the demand for jewelry,
industrial uses and iden8ﬁed bar hoarding; and sources of supply, including new discoveries, produc8on,
forward sales and hedging by gold mining companies, gold scrap recycling, and central bank selling and gold
lending ac8vity;

iv.

Although gold as an asset may be considered a conserva8ve investment, some segments of the global
physical and deriva8ves-based gold markets have at 8mes been considered to lack suﬃcient regula8on and
have been thought to include specula8ve and momentum-based traders, promoters, conspiracy theorists,
and dogma8c par8cipants whose views may lack objec8vity; and

v.

Due to their eﬀec8vely embedded op8on component linked to poten8al movements in gold prices, gold
mining shares have substan8ally leveraged exposure to changes in the gold price, tend at 8mes to be
expensively valued, and may some8mes be diﬃcult to assess using conven8onal methods.

As shown in the ler panel, gold prices have been rising in recent years, driven by: limited levels of investment compe88on
from declining, ultralow, and in a meaningful number of cases, nega8ve interest rates; some degree of investor distrust in
substan8al money prin8ng by many of the world’s major central banks; and “haven demand” by investors seeking
protec8on from perceived systemic fragility and geopoli8cal instability.
Our view con8nues to be that gold and/or gold mining shares deserve considera8on and a legi8mate place in investment
porwolios, with the speciﬁc percentage alloca8on determined by the investor’s mo8va8ons, fears, amounts to invest,
objec8ves, and personal circumstances. The objec8ve of gold ownership is not to achieve income genera8on, medical
breakthroughs, technological advancement, or powerful brand posi8oning, which, arer all, represent the primary func8on
of investment in ﬁnancial assets. Gold’s chief advantage in porwolios may be psychological as much as ﬁnancial, stemming
from its store of value characteris8cs and percep8ons that it is the “currency of last resort.”

IMPORTANT DISCLAIMERS AND DISCLOSURES
Disclosures: Towerpoint Wealth is a Registered Investment Advisor. This plaCorm is solely for informa9onal purposes. Advisory services are only oﬀered
to clients or prospec9ve clients where Towerpoint Wealth and its representa9ves are properly licensed or exempt from licensure. Past performance is no
guarantee of future returns. Inves9ng involves risk and possible loss of principal capital. No advice may be rendered by Towerpoint Wealth unless a client
service agreement is in place. No por9on of any content within this commentary is to be interpreted as a tes9monial or endorsement of Towerpoint
Wealth investment advisory services and it is not known whether any clients referenced herein approve of Towerpoint Wealth or its services; nor should
it be assumed that any references to our clients are representa9ve of all our clients’ experiences.

Past performance does not
guarantee future results.
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