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The precious metals markets have clearly turned the corner, becoming flat-out bullish following 

the extensive and painful correction from August 2011 to year-end 2015. Year-to-date through June 30, 

the US dollar gold price has increased 24.57 percent, while the XAU (Philadelphia index of gold and silver 

stocks) benchmark has increased 116.16 percent. Positive gold cycles have historically lasted for at least 

three to five years, and some longer. Despite the impressive year-to-date advance, we believe this cycle 

is still in its infancy, and that it promises to be extremely powerful. 

We believe that fiscal and monetary policy in all developed countries has reached a dead end, 

and is all but bankrupt. More important, we maintain that the persistent application of and adherence 

to idiotic/unproductive public policies have substantially ramped up systemic risk. Investors are 

beginning to look to gold, fearing that the purchasing power of all paper currency – including the US 

dollar – is imperiled. The three-decade low in the pound sterling following the Brexit vote is a warning 

that the practice of central-bank-managed currency exchange rates is unravelling. Mainstream 

economists are beginning to express concern: 

 

 Brexit is a shock to an already fragile system…. The situation is extremely unstable and if not taken 
seriously quickly enough could end up setting the European recovery back substantially, threatening the 
political sustainability of the single currency project. (Note by Torsten Slok, chief economist, Deutsche 
Bank Securities, 7/5/16) 

 

According to a June 25, 2016, Financial Times commentary, “The Fed is fast becoming a 

sideshow as forces work against a rate rise.” In our view, interest rates will rise, and cannot be 

normalized without another financial crisis that would mirror or exceed the intensity of the 2008 global 

credit meltdown. Super-easy money has, in our opinion, reached the end of the road as a credible 

palliative for economic underperformance. What comes next is anybody’s guess, but under almost any 

imaginable scenario, gold benefits. 

With popular market averages hovering near all-time highs, complacency seems to rule the 

financial markets. Confidence seems to rest on the belief that a return to a normal interest-rate 

structure is achievable, and that the exit from radical monetary policy can be painless. However, 

ultralow interest rates – the lowest in 5,000 years, according to Bank of America Merrill Lynch’s Michael 

Hartnett (MarketWatch, 6/14/16) – have inflated asset values while failing to trigger economic growth. 

Weeks Where Decades Happen 



    
 
 

 

A return to normal interest rates cannot in our opinion occur without damage to financial markets. 

According to Citibank, negative rates are “poison to the financial system,” threatening the viability of 

the capital-formation process and institutions at the core of the financial system. 

We agree with Stephanie Pomboy of MacroMavens that the lesson of Brexit is that political and 

financial elites are clueless as to fundamental realities: “The markets never could truly embrace polls 

suggesting a possibility of a vote to leave because they see no problem with the status quo in the first 

place.” However, she concludes, “Things aren’t nearly as good as non-GAAP earnings and sell-side 

assurances would have them believe.” For example, consumer goods orders have had negative 

comparisons in 21 of the last 22 months; orders ex transportation have been down 17 months in a row 

on a year-over-year basis; factory orders have been down 10 months in a row on a year-over-year basis. 

It is difficult to square these and other economic reports with market averages hovering near 

all-time highs, unless one were to hypothesize central-bank manipulation of these averages for optical 

purposes to affect consumer and business behavior. 

It is impossible to know what headlines, and when, will drive more investors to acquire gold. We 

believe that the market situation for precious metals is identical to the 1999 bottom, which preceded a 

12-year advance of 615 percent. Apparent then, and again at year-end 2015, was nearly universal 

negativity for gold’s prospects. To pinpoint future reasons for a reversal of sentiment is analogous to 

guessing which snowflake will trigger the avalanche. What should be obvious to the residents in the 

valley below is the buildup of the cornice (systemic risk). As Lenin said, “There are decades when 

nothing happens, and there are weeks where decades happen.” It is the nature of bull markets to leave 

most investors on the sidelines, scratching their heads as to what has changed. The upsurge in gold 

could be a warning of seismic shifts in financial markets. 

As we have noted in Paper Gold: Utopia for Alchemists and our Fourth Quarter 2015 Investor 

Letter, physical gold is in extremely short supply relative to the potential demand that could be 

activated by a shift in sentiment. That is because 99 percent of the gold traded is in the form of paper 

contracts (futures, ETFs, derivatives, etc.) that are settled for cash instead of for physical metal. In a 

financial crisis, counterparty risk is likely to become a paramount concern, leading to a run on the credit-

based, cash-settled system of gold trading. Flows into gold ETFs, which must translate inflows into 

physical holdings, are likely to trigger an outsized gain in the gold price because of the scarcity of 

physical gold. 

http://tocqueville.com/insights/paper-gold-utopia-alchemists
http://tocqueville.com/insights/tocqueville-gold-strategy-4Q15
http://tocqueville.com/insights/tocqueville-gold-strategy-4Q15


    
 
 

 

 

 

 

 

Mining stocks are likely to outpace gains in the metal in the years ahead. Since December 2015, 

they have done so by a factor of 4 to 1. The mining industry has cut costs, focused on cash generation, 

and observed financial discipline that was lacking preceding the 2011 market top. The XAU index of gold 

and silver mining equities was launched 37 years ago at a value of 100. As of June 30, 2016, it printed at 

97.64, which suggests to us that there is ample upside potential. According to the 6/27/16 Belkin 

Report, “Gold assets are long-term depressed, negatively correlated to the stock market, and have 



    
 
 

 

completed a bear market; while stock indexes have entered a bear market….switch out of overvalued 

equities as global economies contract – into gold-mining equities.” 

Gold, having been written out of the monetary script in the years following President Nixon’s 

closing of the gold window in 1971, appears set to return to center stage. It has recently received 

serious consideration from noteworthy academic and policy thought-leaders. In a May 3 commentary 

(“Emerging Markets Should Go For The Gold”), Harvard economics professor Kenneth Rogoff argued 

that emerging-market central banks should allocate as much as 10 percent of their reserves to gold and 

away from sovereign debt of wealthy nations: 

Why would the system work better with a larger share of gold reserves? The problem with the status quo 

is that emerging markets as a group are competing for rich-country bonds, which is helping to drive down 

the interest rates they receive. With interest rates stuck near zero, rich-country bond prices cannot drop 

much more than they already have, while the supply of advanced-country debt is limited by tax capacity 

and risk tolerance. 

Gold, despite being in nearly fixed supply, does not have this problem, because there is no limit on its 

price. Moreover, there is a case to be made that gold is an extremely low-risk asset with average real 

returns comparable to very short-term debt. And, because gold is a highly liquid asset – a key criterion for 

a reserve asset – central banks can afford to look past its short-term volatility to longer-run average 

returns. 

In a June 27, 2016 Bloomberg interview, Alan Greenspan stated that as a result of Brexit, “we 

are in the early days of a crisis which has got a way to go,” and that the best solution would be a return 

to the gold standard that was the basis for international finance from 1870 to 1913. The former Fed 

chairman (1987-2006) was, in our opinion, an architect and intellectual predecessor for current radical 

central-banking activism. For him to make such a statement is an eye-opener, suggesting that this 

former policy insider no longer believes that the dollar-centric fiat currency system is workable. 

It seems to us that we have entered a momentous period for gold: “weeks where decades 

happen.” The rewards of gold exposure, in our opinion, promise to be of historic magnitude. At such a 

moment, it would be counterproductive for investors to dwell upon issues of market timing. Gold is 

extremely under-owned, and therefore likely to react dynamically to even modest inflows. Despite 

strong recent gains, we believe that the current alignment of political and economic factors is unusually 

compelling. In our view, substantial gains lie ahead. 

 

John Hathaway 
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http://www.bloomberg.com/news/articles/2016-06-27/greenspan-calls-brexit-a-terrible-outcome-as-euro-area-tested
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