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April 5, 2021 – Time to Get (More) Real 

Spring has arrived, and with it so have warm weather and an increasingly optimistic outlook for the US 
economy.  When the Biden Administration entered the White House in late January, they announced a 
vaccination goal of 100 million doses in 100 days.  Many pundits at the time thought that to be a virtually 

unattainable goal, based on the manufacturing and 
distribution progress to that point.  Here we are two 
and a half months later and the US is on pace to 
more than double that objective.  By the time you 
read this letter, more than 40% of adults in the US 
will have had at least one dose of a vaccine and 
more than 25% will have been fully vaccinated.  
Hopefully, you will be one of them. 

With the increased pace of vaccinations and the 
ebbing of the post-Thanksgiving surge of new cases, 
state and local officials began to loosen restrictions 
in an effort to breathe life back into their ailing 
economies.  Over the course of the last two months 
the number of Americans venturing out to dine at 
indoor restaurants and the number of air travelers 
have both picked up markedly.   

The most recent Covid relief package will inject a 
whopping $1.9 trillion into the US economy by the 
time all is said and done, and before the ink was dry 
on that legislation the Biden Administration 
released the details on a proposed $2.25 trillion 
infrastructure plan intended to repair our nation’s 
crumbling transportation infrastructure and 
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modernize our dangerously inefficient energy and water 
infrastructure… and a whole lot more.  Whether or not 
the lion’s share of that spending package makes it 
through the House and Senate, not to mention the 
corporate tax hike proposed to finance it, remains to be 
seen.  No doubt there will be tweaks and concessions 
between here and the signing of the final bill, but 
regardless, we are looking at another historic fiscal 
spending package. 

This unprecedented (outside of wartime) fiscal spending 
coupled with a better-than-expected vaccine rollout and 
the just-beginning unwind of a year of historically high 
savings rates has resulted in a massive upward revision 
of economic expectations.  Inflation expectations hit an 8-
year high, driving bond yields screaming higher and 
putting a dent in our portfolio allocation to US Treasuries.  
From Bloomberg.com editor Joe Weisenthal: 

Without a doubt the big story in markets in Q1 was the huge 
selloff in Treasuries, which had their worst quarter in years.  
At around 1.70% on the 10-year yield, the absolute level of 
long rates is still very low.  But the size of the move was 
historic and at one point the whole situation had people 
questioning the Fed’s strategy and whether [Fed Chair 
Jerome] Powell & Co. were being tested in some way, 
requiring a strategy pivot. 

But if you want to understand what happened to Treasuries, 
here’s a simple chart (top of next page) to break it down.  This 
is a chart of the quarterly change to the JPMorgan Forecast 
Revision Index, which basically measures how much 
economic forecasts have changed either upward or 
downward over the course of the quarter… [T]he index just 
saw its single biggest upward move in history.  In other 
words, the economic outlook improved at a historic pace in 
this quarter. 

Think back to January 1.  The virus situation was still 
getting worse.  And at that point it looked like we were done 
with stimulus, because the Senate was probably going to be 
divided.  And the vaccine rollout got off to a horrible start…   

Fast forward to the end of the quarter, and we got historic 
stimulus, the prospects of even more spending and our 
vaccine distribution is the fastest in the world…  So basically 
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what happened this quarter was things got dramatically 
brighter, and the market pulled forward its expectations for 
when the Fed would hike rates, which led to the Treasury 
selloff.   

- Joe Weisenthal, Bloomberg.com, April 1, 2021 

We wrote in our January letter that we expected to have 
jettisoned our US Treasury exposure by mid-year as the 
economy begins to improve.  Like the majority of 
economics professionals, we were caught off guard by the 
rapid improvement in Q1 and as such our portfolios bore 
the brunt of the US Treasury selloff.  We continue to 
expect to exit our Treasury positions in the next few 
months but at a more opportune price level than is being 
offered today, which we expect to be precipitated by 
either a hiccup in reopening expectations (more about that 
in a bit) or simply a technical retracement, the likes of 
which frequently follow moves of this magnitude. 

As economic expectations soared in February and March, 
so too did investors’ inflation expectations, which ended 
the quarter at the highest level since 2013.  Investors have 
long known that inflation is the enemy of long-dated US 
Treasuries, so it makes sense that a pickup in inflation 
expectations over the last couple of months would 
translate into rising bond yields and falling bond prices.  
Gold, on the other hand, has historically performed well 
during extended periods of higher inflation, as seen in the 
bottom left chart which depicts average annual returns for 
various asset classes during the inflationary 1970’s, 
during which time gold returned over 30% per year. 

Coming into the first quarter, we expected precious 
metals to continue to benefit from the federal 
government’s massive deficit spending and the Fed’s 
assurances that they will allow the economy to run hot. 

As you can see from the chart on the top left of the next 
page, the price of gold has an inverse relationship to the 
inflation-adjusted yield that investors can attain holding 
30-yr Treasuries (30yr real yield is inverted on the chart to 
demonstrate the strong correlation) so a pickup in 
inflation expectations should drive real yields lower and 
result in gold being the more attractive asset to hold.   
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Unfortunately, the rapid pickup in Treasury yields 
over the past quarter outpaced the pickup in 
measured inflation, which drove 30-yr real yields 
back up into positive territory, resulting in a selloff in 
gold and other precious metals.  There is only so far 
the Fed will allow yields to rise before stepping in to 
prevent damage to the economy, so if measured 
inflation picks up as the market is expecting and 
yields stabilize or even retrace somewhat, then real 
yields would be driven back into negative territory 
and gold could resume the bull market that began in 
late 2015. 

Despite the tough quarter for our precious metals 
positions, we are confident that the time to own real 
assets is upon us and the precious metals sector will 
continue to be one of those real assets.  Below we will 
discuss why we think it is “Time to Get (More) Real” 
and how that will be reflected in our portfolio 
recommendations. 

On the left is a four-quadrant matrix model created by 
Bloomberg which breaks periods of changing 
economic conditions into four possible combinations 
of rising or falling growth and rising or falling 
inflation.  Once we are well clear of the economic 
hurdles presented by the coronavirus pandemic and 
the massive fiscal and monetary support we have 
discussed continues to work its way through the 
economy, we expect a period of rising growth and 
rising inflation as depicted in Quadrant 2.   

On the bottom left is that same four quadrant matrix 
with an overlay of major asset classes and in which 
quadrant (or economic environment) they have 
historically best performed.  We can see that the 
majority of asset classes prefer a falling inflation 
environment, with growth stocks doing best when the 
pace of economic growth was higher and more 
defensive bonds outperforming in a falling growth 
environment. 

If the next several years (or longer) are characterized 
by rising inflation, then history suggests that the 
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assets we want to own are real assets like precious 
metals and precious metals miners, energy 
commodities and energy producers and servicers, 
real estate investment trusts (REITs) and value stocks 
that may not have participated in the growth frenzy 
of the past decade.  We can add industrial and 
agricultural commodities more broadly and the 
shares of commodity producers to that list, as well as 
the shares of companies that will benefit from the 
new infrastructure plan and the global push to 
“green” energy generation and fight climate change.  

It has been 40 years since we experienced a prolonged 
trend shift in long-term inflation.  The chart on the 
top left depicts the relationship between the market 
price of real assets relative to the market price of 
financial assets, which includes more “traditional” 
investments like the S&P 500, corporate bonds and 
US Treasuries.   

From the mid-60’s through 1980, as inflation was 
increasing, the price of real assets outperformed the 
price of financial assets dramatically, as depicted by 
the rising ratio between the two.  As we experienced 
firsthand in the first quarter, rising inflation 
expectations beget rising long-term interest rates, 
which translates to lower bond prices.  Throughout 
the late 60’s and 70’s, bonds were vilified as 
instruments of destruction due to their relentless loss 
of value as yields continued to rise, eventually 
reaching a peak yield on the 10-yr US Treasure above 
15.8%.   

An enterprising investor in 1980 or 1981 may have 
looked at the historic relative price between real and 
financial assets since the Great Depression and 
concluded that there was a cyclical relationship that 
was at or near its peak.  Despite the fact that real 

assets had been the place to be for the prior decade and a half, if the Fed had finally broken the back of inflation 
there was likely more money to be made in stocks and bonds, at long last.   

Consider that an investor in 1980 could have purchased a long-dated US Treasury and guaranteed themselves 
mid-teens annual returns for a decade or more.  That same investment made today and held to maturity would 
be locking in gains of below 2.5%.  Consider also that in 1980 that investor could have invested in the stock 
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market at -58% the long term mean valuation, whereas 
today an investor in the S&P 500 is paying +178% of the 
long term mean valuation.  It is self-evident which is the 
more attractive purchase price. 

We would argue it is time to get real, and we are doing so 
by gradually transitioning away from an overweight in 
financial assets to an overweight in real assets.   

The reason we are doing so gradually, as opposed to 
dumping our US Treasuries and moving to commodities 
in one fell swoop, is that we do not expect that we are 
finished with market moving developments concerning 
the Covid-19 pandemic.  While the US has made 
incredible progress with vaccinations, there is an 
undeniable uptick in daily new cases in certain parts of 
the country that has the CDC and other health authorities 
on high alert.  From CNBC.com: 

The US is facing “impending doom” as daily Covid-19 
cases begin to rebound once again, threatening to send more 
people to the hospital even as vaccinations accelerate 
nationwide, the head of the Centers for Disease Control and 
Prevention said Monday… 

The US is recording a weekly average of 63,239 new Covid-
19 cases per day, a 16% increase compared with a week ago, 
according to a CNBC analysis of data compiled by Johns 
Hopkins University.  Daily cases are now growing by at 
least 5% in 30 states and the District of Columbia. 

- CNBC.com. March 29, 2021 

The picture is considerably more grim in Europe, South 
America and India, where vaccination programs have 
been less successful.  Much of Europe is in varying 
degrees of lockdown, India just experienced its highest 
single daily new case count since the pandemic began, 
and the daily number of deaths in Brazil has gone 
parabolic.  From the Center for Infectious Disease 
Research and Policy (CIDRAP): 

A number of global Covid-19 hot spots in South America 
and Europe reported new daily records, including Brazil, 
Chile, Turkey and Bulgaria…  At a WHO briefing today, 
Maria Van Kerkhove, PhD, the group’s technical lead for 
Covid-19, said six of Brazil’s states are in critical condition, 
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and most states have ICU occupancies of more than 90%... the transmissible P1 SARS-CoV-2 variant is 
predominant in 13 of Brazil’s 26 states, and the rise in ICU occupancy involves all age groups… 

In Europe, officials from the WHO’s European regional office said yesterday that the region is at the most worrying 
point in the past few months, with variants spreading at a time when people are celebrating religious holidays, 
hospitals are feeling pressure and countries are struggling with vaccine deployment…  Officials said cases in Europe 
are increasing in all age groups, except for those ages 80 and older, reflecting an early sign of the vaccine’s impact. 

- CIDRAP.umn.edu, April 1, 2021 

We can see the light at the end of the tunnel, but we aren’t in the clear just yet.  Markets appear to have priced 
in a straight line from here to “business as usual” but we expect a few hiccups along the way.  A short-lived 
shock to the reflation and reopening narrative could provide enough of a recovery in US Treasuries to serve as 
a favorable exit point.  That same shock would likely cause a pull back in the real assets on our shopping list 
that would present a more attractive entry point.  We encourage you to remain patient, both with our portfolio 
transition and with the gradual shift to post-pandemic normalcy.   

Thank you for taking the time to read this quarter’s letter.  The coming months will be a great opportunity to 
get outside and spend time safely with family and friends, but these next few months will also be a race between 
injections and infections.  If you haven’t already, please get your vaccine at the first opportunity, and even after 
you have been vaccinated please continue to follow CDC social distancing guidelines so that we can limit this 
fourth surge while we strive for herd immunity.   

We’re ready to get back out there and live life to the fullest, so let’s not drag this thing out, shall we?  All the 
best! 

Sincerely, 

 
 
Clay Ulman, CFP®    Jim Ulman, ChFC, CLU, MBA 
 
 

*The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of the 500 stocks representing 
all major industries.  The Dow Jones Industrial Average (Dow) is a price-weighted index of 30 significant stocks traded on 
the New York Stock Exchange and the Nasdaq.  The Nasdaq 100 Index is a basket of the 100 largest, most actively traded 
US companies listed on the Nasdaq stock exchange.  Indices such as the S&P 500 Index, the Dow Jones Industrial Average 
and the Nasdaq 100 Index are unmanaged, and investors are not able to invest directly into any index.  Past performance 
is no guarantee of future results.   

The opinions voiced in this material are for general information only and are not intended to provide specific advice or 
recommendations for any individual.  To determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  The economic forecasts set forth in the presentation may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful.  All investing involves risk, including loss of principal.  No 
strategy assures success or protects against loss. 

All indices are unmanaged and cannot be invested into directly.    


