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SUMMARY

* The next bull market phase should feature new leadghip. We expect value to take over
from growth in the U.S., with foreign equities thenew leaders in the global space.

e The revised U.S. budget outlook 2020-2030 show®ieédlebt increasing to 107% of GDP by
2023, the highest level since 1946.

» The Fed has adopted a new monetary policy framefewtring average price level targeting.
Interest rates are likely to remain low for an exted period. The Fed has officially abandoned
the Phillips Curve which defined a relationshipvietn low levels of unemployment and higher
inflation.

» Gold is rising in multiple currencies, a sign dwstained bull market.

* What's ahead for the dollar? An update on Rayd®atiook Changing World Order

* Investment Strategy for a stagflation cycle; aglpeonged approach.

* Energy prices could be at a multi-year low.

EARNINGS HAVE LAGGED THE RECOVERY IN STOCK PRICES

As shown in the chart to follow, courtesy of MRBrfRars, Inc. 12-month forward earnings growth is

contracting on a global basis along with exporfere are, however, hopeful signs of an imminent
recovery. Our global reflation gauge compriseaibprices, bond yields and the trade weightedadoll
is at a recovery peak. This augers well for amgtdal led recovery and is confirmed by the latelst
reading for the global manufacturing index at 5fb8August. The non-manufacturing index was at
51.9 while the global composite stood at 52.4, mgwtraced out a V-shaped recovery from Q12020
which witnessed a sub-30 reading. Noteworthy iat tthe Composite for Emerging Economies

registered a solid 52.9 reading. Nevertheless) fitus juncture into 2021 we would expect the recgv
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to level off. The rebound in copper prices, usuallharbinger of economic strength is an encougagin
development.
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While global ex-U.S. stock prices have lagged th®. Wecovery, there are positive signs that glelal
U.S. may attain a leadership position in the moatisad. For example 8 of the 11 sectors in glekal
U.S. have outperformed the U.S. over the past threeths. This could be an early warning sign that

foreign equities may become the new leaders iméxe bull market phase.

AN UPDATE ON THE CBO BUDGET OUTLOOK; 2020-2030

The latest CBO update on the long-term budget oktltas increased the 2020 deficit by $2.2 trillion,
mostly due to the legislation enacted to deal Wi@VID-19. Noteworthy is that deficits over the 202
30 period total $13.0 trillion, roughly the sametlzess CBO projected in March, 2020.

Federal debt held by the public is projected tedase to 98% of GDP in 2020. By comparison it atas
79% in 2019 (pre-COVID-19) and 35% in 2007, priortihe Great Financial Crisis. It is scheduled to
rise to 107% of GDP by 2023, the highest since 1BH6wing large deficits associated with WWII.
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Source: Congressional Budget Office.

GDP = gross domestic product.
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Reflecting large expenditures associated with dtredpmicoutlaysare projected to be 50% greater tl
spending in 2019, equaling 32% of GDP. Nevertdglghile they are forecast to decline back to .
of GDP in 2030putlays will be well above their -year average according to the CBO re. The
1970-2019 eerage outlays as percent of GDP was 20.4%. Regeaveraged 17.4% from 1¢-2019

are expected to be 17.8% by 2030, roughly the setkeir lon-term averag

A key takeaway from the CBO budget analysis is while the prmary budget deficit (e-interest
expensejncreases sharply in 20: it declines steadilynto 2027. Meanwhile total deficits increase
the final four years of the projection period daeising interest costs. A key assumption is thate is
no recession forecast in the iemtprojection period, and that interest costs dge to increasing de
levels, not because of increasing bond vyields. eéession along with rising yields wouraise the
deficit projection significantly along with assoigd debt level:
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MONETARY POLICY HAS SHIFTED IN FAVOR OF CREATING IN_FLATION
At his press conference following the FOMC meetmgJuly 2-25th Chairman Jay Powell noted tl

the committee had adopted a new monetary poliapdmork In our opinion, this new policy wi

likely have a profound impact on financial markfts years to come. Specificallthe Fed will target

an _average inflation rate of 2 Inflation, as measured by the personehsumption expenditure

implicit price deflator, has been running below 2&ily consistently since the Q2 2012 when it digh
to 1.76% yoy. Prior to the impact of the pandemi¢che Q1 2020 it registered a yoy rate of 1.6
before plunging to 0.6% Q2 2020

Henceforththe Fed will allow the inflation ratco exceed its 2% target levetil it reaches an average
2% rate. This change in Fed policy reed the long held view that is implicit in the PhilligSurve,

namely that there is an inversgationship between low unemployment and highdatioih. Time will
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tell as to the wisdom of this policy shift. Howewevestors have been forewarned that the Fedimgygo
to pursue an inflationary monetary policy, ergo 'tidiet against this outcome! We have long
maintained that such a shift was inevitable, anegerstructured our client portfolios to benefit. rOu
positioning has included commodity producers (gslter, copper and oil), industrial companies with
pricing power, a core holding in select global exUcountries, and Treasury Inflation Protection
Securities. The recent Fed policy shift has stieemmed our conviction in this inflation hedged
investment strategy.

Commodities = The Biggest Contrarian Investment?
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GOLD: THE "CANARY IN THE COAL MINE"

The rise in the price of gold is sending investossgnal that despite recent equity market newdqitite

global financial system is unstable. This is dethin the following section which summarizes reska
by Bridgewater Associates founder Ray Dalio editi€hanging World Order.” Gold is, and always
has been, the foundation of all reserve currensyesys. It is a store of value that a reserve nayre
needs in order that confidence in its ability ttane purchasing power can be sustained. Withoci su
confidence the system will ultimately revert to ®farm of fiat currency. The fact that gold igngin

multiple currencies is confirmation that it is io&g-term bull market.
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WHAT'S AHEAD FOR THE DOLLAR'S RESERVE CURRENCY STAT US?
We have been following Rapalio's evolving book entitleChanging World Ords, which traces the

history of reserve currencies, and seeks to determgasons for their ascendency and ultimate der
The Dutch, while a relatively small country, becaaeorld power in the1600'<The U.K. followed a
similar path before peaking in the 1800's. The. B&ame a superpower after WWII, and is no\
relative decline, while China is emerging as th&trnmssible reserve currency. Dalio measures
relative strength of a country's vith and power in terms of several factors. Thestude educatior
trade, innovation, output, competitiveness, finahcenter, military and reserve currency statubey
combine to form a "Big Cycle" where growing weadthd prosperity leads to inco inequality, excess
consumption, rising debt and ultimately currenchase=ment, devaluation ¢ collapse. (See chart on
page 5).

He asks the question "Where is the Lnow?" He notes that it has beB@ yearssince the official
closing of the gold widow, which hawitnessed geriod of ever expanding crer Following the Great
Financial Crisis the U.S. has experienced a pesfgarivate credit contraction, largely offset byltia
debt expansion. Dalio believes we are nearingahé of a lon-term debt cycle which will b
accompanied by accommodative monetary policy. "#&joprinting is the most expedient way to
oneself of debt." This is happening at a timelw§'wealth and value gaps and there is a risindd»

power (China) that is compeg in trade, technology, capital markets and gébpa"

In his recently released Chapter 4, Dalio note$ teserve currency status is depent on a central
bank's ability to print money (reserves). The losshis power Dalio suggests would k devastating
blow to the dollar's hegemony. His guess is thatW.S. is roughly 75% through its lc-term debt
cycle+ 10%. He notes that reversing the process is Wytuapossible as it would necessitate a pel

of austerity that has little polgal appeal, and would only eerbate the negative impact of inco

inequality.

The Typical Big Cycle Behind Empires' Rises and Declines
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INVESTMENT STRATEGY FOR A STAGFLATION CYCLE; ATHRE E-PRONGED
APPROACH

We are recommending a three-pronged strategy Y@stors which should protect their portfolios from

an incipient inflation. _Firstin domestic equities we advise being long indalstommodity producers
such as Freeport (copper/gold) and Total SA (alygaAlso hold a core position in gold/silver miser
Junior miners (McEwen Mining) have lagged and stiaifer excellent capital appreciation. Secand
global ex-U.S. equities we would hold positionslapan, Europe and China. These regions are cheap
relative to the U.S., have also lagged and shoetefit from dollar weakness. They also tend teroff
higher dividend vyields._Thirdve advocate holding Treasury Inflation Protect®ecurities in lieu of

treasuries. Treasuries are expensive and arerabledo rising yields.

AN UPDATE ON ENERGY

According to natural resource research specialih@ng & Rozencwajg shale producers have pretty

much exhausted their Tier 1 acreage, and haveawsst able to raise productivity on Tier 2 wells. &s
result there has been a 75% decline in the U.Saumt to 180 currently operating. Usually thesei
two month lag between the rig count and productidnich is already down by 2.5 million bbl/day since
January 2020. Goehring & Rozencwajg expects U&lyztion to decline by an additional 2 million
bbl/day by 2021 yearend.

The International Energy Agency had initially exigetoil demand to decline by 30 mil./bbl due to the
collapse in global spending resulting from the gand. In fact Q2 witnessed a decline of 10 million
bbl/day and energy markets could end 2020 with daeimasing roughly 1 million bbl/day. Many
people are choosing to drive to work rather thamgugpublic transportation to maintain social
distancing. This is allowing oil demand to normraliquicker than expected. Also emerging markets

demand (60% of global) is recovering strongly.

The bottom line is the energy markets could fasi@gply deficit in the 3-4 million bbl/day range by
2H2021. The markets are simply not expecting thicome as they trade in contango, with futures

prices at a premium versus the spot price.
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U.S. Oil Production
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RISKS
» Treasury issuance dwarfs Fed purchases
» U.S. dollar corrects in a disorderly manner

« Inflation arrives sooner than expected

John Cooper, CFA
Vincent Catalano, CFA
Pete Daly

July 2020

The information set forth herein was obtained fremarces that we believe reliable, but we do notantae its accuracy. Neither the information, noy apinion expressed,
constitutes a recommendation by us for the purchasele of any securities.

Discussions and calculations regarding potentialruevents and their impact are based solely storiig information and Stuyvesant’s estimates andjnions, are provided
for illustrative purposes only, and are subjeatedain limitations. No guarantee can be madéeficcurrence of such events or the actual impext events would have on any
investment’s future performance.
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