
House View
02.06.2020 

This document is intended for marketing purposes.



This document is intended for marketing purposes.

This to us tips the risk/reward balance currently, especially considering the 

enormous amount of uncertainty given the lack of precedent in modern histo-

ry, towards a very cautious positioning in risk assets. The major argument of 

more bullish views on the equity market is univocally the government support

Looking through it all - Global equity markets in the past weeks have con-

tinued to retrace the heavy losses incurred in late February and March. While 

the global pandemic situation remains grave, there are many countries ex-

periencing a distinct reduction in the number of infections (at a much higher 

testing rate than only four weeks ago). Therefore, the lifting of lockdowns still 

in place will continue going forward. Whether we will see a second wave of 

covid-19 cases, in our view is close to certain. As the virulence and infec-

tiousness of SARS-CoV-2 are very high, this offers the prospect of another 

wave of lockdowns in many countries, something that would weigh further on 

the respective economies. Frankly, however, this appears not to be the basic 

scenario of global investors that have bid equity prices further up in recent 

weeks, though not anymore at the pace of the early days of the recovery. 

The gap between the real economy and financial markets’ behavior in the 

past weeks could barely be bigger: As the unemployment rate soars to levels 

unseen since the Great Depression some 90 years ago, investors appear to 

be “looking through it all”, convinced that central banks ultimately will cover 

their backs.

S&P 500 ESTIMATED P/E FY 2021

Source: Bloomberg

A scarcity argument for gold - From a theoretical standpoint, the price of 

a given good should rise if its scarcity relative to the good exchange for in-

creases. Applying this mechanism to gold vs. major global central banks’ 

balance sheets (which grew about tenfold in the past 20 years), the outlook 

for gold remains highly attractive, especially considering the prospect of fur-

ther large injections of central bank money into the system.

GOLD VS REAL USD INTEREST RATES

Source: Bloomberg
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that is being dished out at unseen levels, both on a fiscal and monetary front. 

The US are among the most supportive governments, as the Fed’s balance 

sheet has swollen by some 3tn within a mere good two months and may be 

expected to further rise significantly. Fiscal stimulus in the order of 4tn has 

also been promised by Congress. With the Treasury expenditures only start-

ing to be handed out, this will result in a wave of Treasury issuance (again) 

unseen. Thanks to the Fed explicitly using unlimited amounts (“The Feder-

al Reserve will continue to purchase Treasury securities and agency mort-

gage-backed securities in the amounts needed to support smooth market 

functioning and effective transmission of monetary policy to broader finan-

cial conditions.” FOMC Statement, March 23, 2020), interest rates appear 

well-anchored to current historically low levels for quite some time.

Ongoing debt monetization - We fear that the outright debt monetization 

that is taking place in many regions (US, EMU, Japan) will at one not too dis-

tant point lead to a reset in inflation expectations. This brings up the question 

of how to position long-term for such a scenario. One obvious portfolio candi-

date is gold. Having long traded at fixed exchange rates to currencies during 

the Gold Standard and then again during the Bretton Woods era that ended in 

the early 1970s, the price then was let to float, leading to the first strong gold 

bull market in the 1970s, an era when inflation last was in double-digit areas 

for years in many countries. That inflationary era had many influencing fac-

tors, however the use of the money printing press by the United States during 

the costly Vietnam war had an important role in fueling inflation. 

Nowadays, inflation seems gone for good after a period of four decades of 

generally falling inflation rates to levels not far from the 0% line. With the 

current stand-still in many industries, short-term price pressures appear rath-

er unlikely. Medium-term however, the shock to supply, coupled with again 

growing demand poses a severe threat. Should we see a continuation of the 

current “yield curve control” measures (a euphemism of buying domestic 

government bonds) by central banks, which is very likely, a rise in inflation 

would mean that real interest rates are set to plunge further as nominal rates 

remain anchored at very low levels. Low (and especially negative) real in-

terest rates have historically been very bullish for gold as one may consider 

these the opportunity costs of holding physical gold which does not deliver 

any dividend or coupon. 

Optimistic 2021 estimates - Obviously, the short-term earnings develop-

ment of listed companies should not be one’s primary focus, as stock prices 

represent the (discounted) cash-flows of the successive years as well – cash-

flows that most likely will rebound strongly in the years 2021 and later. Howev-

er, taking a look at 2021 earnings estimates, these still appear to be overly op-

timistic considering the many uncertainties that a huge number of industries 

are facing. Compared to trailing-four-quarter earnings in early 2020, the 2021 

earnings estimates project a 6% growth rate vs. 2019 earnings per share 

(EPS), something we consider lofty at the current time. But even based on 

these EPS estimates, today’s P/E is at the highest since early 2002.

S&P 500 VS UNEMPLOYMENT RATE

Source: Bloomberg

-20

-15

-10

-5

0

0

1000

2000

3000

4000

2005 2007 2009 2011 2013 2015 2017 2019

S&P 500 Unemployment Rate (Inverse)



GOLD VS GLOBAL CENTRAL BANK BALANCE SHEETS

Source: Bloomberg
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Whether now is the exact right timing to add to gold positions, remains anoth-

er question, though. We feel that a lot of positive sentiment currently makes 

gold a crowded position in the short term, making it poised for setbacks. We

would advise to add into this potential near-term weakness that could take the 

gold price to levels below 1600 or even 1500, implying some 10-15% down-

side. Long-term, however, for the reasons laid out above, we feel very bullish 

for the yellow metal. The same, if not even stronger argument, we can see for 

silver, the “poor man’s gold”. Currently trading at about a ratio of around 100x 

to gold, this relation seems poised to revert to long-term averages, consider-

ing the stretched valuation of gold vs. silver. 

GOLD VS SILVER RATIO

Source: Bloomberg

CRUDE OIL PRICE (WTI)

Source: Bloomberg

Oil market distortions - Turning back to the toughest economic environ-

ment we have experienced in decades, one of the facets of the market pan-

ic in February/March was the plunge in oil prices that culminated in deeply 

negative prices for the front month WTI future in April. The main reason for 

the meltdown in oil prices was a combination of a sudden drop in demand 

due to the freezing of activity in many oil-consuming industries thanks to the 

lockdown measures, paired with an apparent row between major oil produc-

ing countries, namely Russia and Saudi Arabia, leading to the market being 

heavily oversupplied.

One effect of the lower level of oil prices directly impacts US shale oil pro-

ducers which on average need higher prices to be profitable. Should we not 

see an eventual recovery into at least the mid-40s per barrel, a significant 

portion of the production gains of the past years could disappear, lead-

ing to a better balance between supply and demand. However, as OPEC+ 

countries would need significantly higher oil prices to balance their bloated 

government budgets, there are also incentives to curb production from the 

“more traditional” oil producers in the Middle East.

US CRUDE TOTAL OIL PRODUCTION

Source: Bloomberg

The future development of the pandemic – primordially, in our view, the ques-

tion of whether and how a second wave will strike societies again – will be the 

decisive factor when it comes to macro-economic or oil price forecasts. We 

feel that a longer period of low prices will be needed to take out the weaker 

parts of the US shale production and hence there is a distinct possibility of 

another rise in tensions between the gulf monarchies and Russia, should pric-

es rise further from the current crude oil price levels in the lower 30s.

Weak market internals - Coming back to the topic of whether to take on 

equity risk at this position, there are a number of market internals that do not 

augur well, we believe. For instance the fact that only few companies are 

lifting the major indices, which can be easily seen by the outperformance of 

the capital-weighted to the equally weighted S&P 500 index which has even 

accelerated of late. This “advancement by the generals, but not the troops” 

rarely used to be a harbinger for a positive market environment. 

S&P 500 VS S&P 500 EQUAL WEIGHTED

Source: Bloomberg
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Finally, there is a geo-strategical dimension to keep in mind as well. The con-

frontational stance by the White House and parts of Congress towards China 

as well as latest legislative action by the Chinese parliament infringing on 

Hong Kong’s autonomy rights under the name of national security concerns 

have worrisome implications. As there are no signs of any side backing down 

from the belligerent rhetoric, oddly reminiscent topics such as “the US-China 

trade war” with all its negative repercussions will start to take over the head-

lines from covid-19-related ones, we fear. To put it simple: this is not a time 

where valuation expansions should be expected.



CONCLUSION

 ► The rapid recovery continued based on a focus on positive news (a potential covid-19 vaccine and treatment) appears to have run its course. We do not 

recommend to chase the market at this point.

 ► Pandemic-related lockdown measures are being lifted in many countries, however the global daily number of new SARS-CoV-2 infections continues to 

be high.

 ► National governments’ policy responses have cushioned the effects of the economic standstill in many places. Going forward, the sheer amounts of 

government bonds being issued will keep central banks on the hook. Such an outlook should prove enormously positive for gold and other real stores 

of value.

 ► Short-term gold sentiment currently is very elevated, opening room to profit from the above average implied volatility, e.g. via put option selling to gain 

further exposure as we remain bullish gold for the longer-term.

 ► The crude oil market is undergoing a structural change with many oil producers producing losses. This will in the longer term have an impact on supply. 

but short-term, the price of oil is dependent on single countries’ decisions on production levels due to filled-up inventories and still only slowly returning 

demand. 

This document is intended for marketing purposes.

4



Disclaimer
For marketing and information purposes by St. Gotthard Fund Management 

AG (“STGFM”). STGFM is domiciled and regulated in Switzerland. This doc-

ument is for information and advertising purposes only. For further informa-

tion, please contact STGFM. The above figures refer to a simulated past 

performance and simulated past performance is not a reliable indicator of 

future performance. A gain in value in the past provides no guarantee of 

positive performance in the future. The above figures are presented gross 

of fees. Before investing in a product please read the latest product docu-

ments (e.g. this teaser, factsheets and prospectus) carefully and thorough-

ly. The documentation is available free of charge in English and, where rel-

evant, in one of the local language(s) where the product is registered. The 

information and opinions contained in this document have been compiled 

or arrived at based upon information obtained from sources believed to be 

reliable and in good faith, but is not guaranteed as being accurate, nor is 

it a complete statement or summary of the securities, markets or develop-

ments referred to in the document. Members of STGFM may have a position 

in and may make a purchase and/or sale of any of the securities or other 

financial instruments mentioned in this document. The product mentioned 

herein may not be eligible for sale in all jurisdictions or to certain categories 

of investors and may not be offered, sold or delivered in the United States 

and other countries. Please contact your tax and legal advisor.  The infor-

mation mentioned herein is not intended to be construed as a solicitation or 

an offer to buy or sell any securities or related financial instruments.

The risk of price and foreign currency losses and of fluctuations in return 

as a result of unfavourable exchange rate movements cannot be ruled out. 

There is a possibility that investors will not recover the full amount they 

initially invested. The performance data do not take account of the com-

missions and costs incurred on the issue and redemption of the product. 

Commissions and costs have a negative impact on performance. The in-

formation in this publication is intended for information purposes only and 

does not represent an offer, solicitation of an offer, public advertisement 

or recommendation to buy or sell any investment or other specific prod-

uct. It is recommended that advice be obtained from a qualified expert. 

If the currency of a financial product or financial service is different from 

your reference currency, the return can increase or decrease as a result 

of currency fluctuations. This information pays no regard to the specific or 

future investment objectives, financial or tax situation or particular needs of 

any specific recipient. The details and opinions contained in this document 

are provided by STGFM without any guarantee or warranty and are for the 

recipient’s personal use and information purposes only. This document may 

not be reproduced, redistributed or republished for any purpose without the 

written permission of STGFM. Source for all data and charts (if not indicated 

otherwise): St. Gotthard Fund Management AG. The place of performance 

and jurisdiction is at the registered office of STGFM.
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