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Frequent and sudden changes to the Iran conflict (as well as tariff policy), along with 
market interventions by both the Treasury and the Fed, sent assets on a roller-
coaster ride, with stocks, the dollar, oil and gold moving up and down throughout 
the quarter, all against the background of rising yields to nearly quarter-of-a-century 
highs. Despite valuations, stocks continue to have a largely passive bid, while the 
bond market is telling us clearly that investors are not prepared to lend to the U.S. 
government for 20 or 30 years at current yields, and gold is demonstrating its 
resilience in the face of a strong dollar and higher yields (which are normally 
headwinds for the metal). At some point soon, we expect, one or more of the cars on 
the roller coaster will fall off. 
 
 Stocks more-or-less flat while resources jumped 
Stocks, in the U.S. and abroad, rose only marginally in the quarter just ending–international markets less than 
0.01%–though both the U.S. and world-ex U.S. were up over 12% year to date.  The ongoing conflict with 
Iran as well as rising yields around the world proved significant headwinds during the quarter. Most 
individual markets fell, including the Dow and most of Europe. Asian markets were the strongest, more 
isolated from both the war (though not higher oil prices) and higher yields, with Hong Kong up over 7% and 
Singapore over 11% for the period.  The only other major market up meaningfully was Brazil, up over 8%, 
on hopes for an opposition win in the Presidential election. 
 
Our global accounts well outperformed the benchmarks for the quarter and, mostly, for the year. For the 
quarter, the conservative accounts were up 15.5% while the growth and aggressive accounts were each up 
over 16%. For the year to date, conservative accounts are up almost 13%, mid-risk growth accounts up 
nearly 18%, while aggressive accounts are up over 32%.* (Numbers are preliminary.) Our accounts 
outperformed mainly because we were exposed to the best-performing markets, and were light in the U.S., 
while we also had an overweighting to gold and resources, which outperformed the broad market.   
 
 Gold and resource account outperform strong sectors 
Resources performed well for the quarter, with the Bloomberg Commodity Index up 15%. As always, 
different commodity indices will have different returns based on the weighting; the Bloomberg index is 
heavily weighted to oil and gas (over 30%) and gold.  Resource equities (per the State Street ETF) were up 
just 9.9%, less than the underlying resources.   
 
Within the sector, there was broad dispersion: oil up 35% or more, depending on the contract, for the quarter, 
and national gas as much as 70%, while most metals had more modest returns, with copper, up 7.7% an 
outlier; and agricultural commodities most up significantly. Gold was up around 3.7% and silver a little less, 
while the gold and silver stocks (per the GDX index) jumped over 16% for the quarter, recovering earlier 
losses; the index is up 2.4% for the year to date. 
 
Again, our gold and resource accounts handily beat the indices, each up over 19% for the quarter and 21% 
for the year to date. Our resource accounts outperformed because of an overweighting to gold stocks, and, in 
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the last quarter, an underweighting to silver, plus solid copper positions.  Our gold accounts outperformed 
largely because of timing of buying and selling, as well as a handful of juniors that did well. 
 
 Both the Fed and the Treasury move 
The Federal Reserve finally moved on interest rates and it was to raise rates, by a modest 0.25%. This, along 
with the arguably more significant interventions by the Treasury, buying back long-dated bonds, would 
normally have been expected to lead to rallies in bonds and the dollar, while hurting stocks and gold.  
 
But these are not normal times. The war in Iran has also supported the dollar, but might have been expected 
to hurt stocks and gold, while supporting bonds. 
 
Instead, we see over the past three months, both stocks and gold have held their own, while the dollar, after 
faltering, has risen sharply just as bonds have collapsed. What is going on? 
 
The most dramatic move has been in the bond market, with rates rising rapidly signaling that the market 
thinks neither the Fed’s rate hike nor the Treasury’s intervention is sufficient to attract buyers. 
 
 International bond holders continue selling 
This comes at a time when many international holders of treasuries have been selling. China has been selling 
consistently for over a decade, 
falling from the largest foreign 
holders of Treasuries, to the 
third, while Japan, now the 
largest, has started selling, 
which prompted the Treasury 
intervention in the yen market at 
the end of July. The share of 
Treasuries held by foreign 
investors has declined from over 
34% in 2012 to just 13% today, 
the lowest since 1993.  It is 
difficult to see what will cause this to change significantly, absent the U.S. getting its fiscal house in order.  
 
This comes as the Social Security Trust Fund, the second largest holder of Treasuries after the Fed, has 
turned seller as distributions exceed contributions; this is unlikely to change any time soon. 
 
The decline in traditional buyers comes as the U.S. debt continues to increase, and debt service is increasing 
even more rapidly as rates increase. Today, the U.S. spends more on servicing its debt than it does on defence. 
The average paid on all maturities is now 3.49%, up from under 2% only five years ago. As old low-coupon 
Treasuries mature, they are rolled over, even at the short end, at higher coupons. Ten-year notes now maturing, 
* Please note: Past performance is no guarantee of future results. For complete information on our past performance, including factors 
to be considered in viewing past performance and other disclosures, please contact our office. Specific stocks mentioned herein are 
intended solely as illustrative of strategies and types of stocks we are buying or selling, and are not intended as indicative of entire 
portfolios or of any individual client’s portfolio. The numbers mentioned represent our composite averages. They represent all accounts 
that fall within the stated objectives which have the ability to buy and sell options; they exclude accounts under $25,000 and accounts with 
significant limitations or restrictions that would make them unrepresentative of the account type. Performance figures for composites 
reflect the deduction of administrative fees, but do not take into account any performance fee that may be charged for the period stated. 
The performance of any individual stock or stocks does not take into account fees. Performance numbers include dividends; dividends are 
not reinvested.  Commissions charged may vary depending on the brokerage firm at which an individual account is held. All accounts are 
managed individually and are therefore different, even within the same broad objective. Factors such as an individual’s circumstances, the 
size of the portfolio, and the time the account opened can affect specific buy and sell decisions. Factors such as price movements and 
security liquidity can affect whether any trade is made for all accounts. Global Strategic Management, an SEC-registered investment 
advisor, does business as Adrian Day Asset Management. 
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for example, were issued with coupons less than two. Today, a 10-year yields 5.24% and all along the entire 
curve, the Treasury has to pay more than twice what it paid on the maturing note.  
 
 Where will the buying come from? 
The Treasury is trying various gimmicks to generate new buying. The so-called Genius Act, encouraging issuance 
of dollar stable coins backed by Treasuries, for example, can be judged a success, with total outstanding more 
than doubling in the last two-and-a-half months. But at $300 billion, it is only incremental in the context of $22 
trillion issued so far this year. The amount of Treasuries issued will only increase as old longer maturities are 
rolled into shorter-dated notes and bills. So, while helpful, stable coins do not solve the funding gap. Similarly, 
other ideas floated, including requiring banks to hold more treasuries in reserves, are only incremental. 
 
Rates simply cannot increase sufficiently to attract sufficient buyers. Unlike 1980, the federal government’s debt 
exceeds GDP and a sharp increase in rates, rather than causing a short, deep but manageable recession as in the 
early 1980s, would plunge the U.S. economy into a very deep recession. This leads to the inevitable conclusion 
that, short of default, there are two possible paths.  
 
 Will investors be required to hold Treasuries 
One is financial repression on a massive scale requiring both international and domestic investors to buy more 
Tresuries–buy more Tresuries in exchange for U.S. defense agreements on the one hand, and buy more Treasuries 
in exchange for tax deferral on the other. The other, and more likely in the near term, is that the Fed will turn 
buyer again, whatever chairman Kevin Warsh might like.  
 
The gold market can sense this, which is why, even in the face of sharply higher yields, a strong dollar and high 
oil price–all 
of which 
would 
normally be 
strong 
headwinds for 
gold–the 
metal has 
held 
relatively 
stable. When 
an asset does 
not fall in the face of what should be negative news, that is a very strong signal of underlying strength and a lack 
of sellers. 
 
Meanwhile, a stronger Japanese yen–courtesy of Scott Bessant at the Treasury–at the same time as Japan, 
however cautiously, raises rates, means that the yen carry trade is no longer so attractive, and certainly no longer a 
one-way bet. In the carry trade, investors short Japanese debt to fund purchases of other assets, including U.S. 
Treasuries. As the carry trade is unwound, that will put further pressure on the dollar and the Treasury market.  
 
 Stocks:  Has the great rotation ended? 
Over the last four months, the U.S. stock market has been essentially flat in the face of higher bond yields, yet the 
big tech growth companies, particularly those involved in AI, have continued to move up. Nvidia, Microsoft, 
Meta…all and more outperformed the S&P over the last few months. This is in contrast to the previous several 
months, when the big tech stocks were showing signs of fatigue, even as the S&P moved up. 
 
Last year, it appeared that “the great rotation” was underway, out of big U.S. tech growth and into value, small 
cap and international markets. Though value is still outperforming growth this  year, the momentum has been lost 
as growth has recovered and value stalled (basis Vanguard Value Fund vs. Vanguard Growth Fund). 
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It’s much the same story with small cap and large cap. If we look at the Russell 2000 (the smallest 2000 
companies by market cap in the Russell index) against the S&P 500, the larger stocks have recovered from the 
post-Iran bombing sell off while the smaller ones have rolled over. 
 
Though international stocks had twice the returns of the S&P last year, that momentum has stalled, as the U.S. 
market, not unexpectedly, recovered from the sell offs in March more convincingly than international markets, 
particularly Europe which is closer to the war and more vulnerable to oil supply interruptions. Other factors 
affected particular markets, such as the Trump tariff tiff with Canada which dragged the Toronto Index down, 
despite rallies in the oil and commodity stocks. The S&P took the lead over international markets (MSCI World 
ex-US Index) two weeks ago and is now ahead for the year. 
 
Is that the end of the great rotation? I don’t believe so. Once the war ends, the oil prices will retreat (somewhat), 
as will the dollar and the safe haven premium attached to all U.S. assets.  Value remains less expensive than 
growth, and international undervalued relative to the U.S., which is at record highs on most metrics, even as the 
internal dynamics of the markets are weakening. 
 
 Stocks are expensive 
As one illustration of the valuation, among many, take the Buffett Indicator.  This looks at the market 
capitalization of the entire stock market relative to GDP, and now stands at 238%, higher than previous peaks of 
1929, 2000, and 2007 (more than twice as high as the last two). We know what happened to stocks after those 
previous peaks.  
 
And I might add, we know what happened to gold stocks: Homestake was the best-performing U.S. stock in the 
1930s; 2001 was the start of the more-than decade long gold bull market; and gold stocks almost quadrupled in 
the two years after the post-GFC lows. 
 
 Resources offer best potential 
Though there are many outstanding bargains with great potential, and high yields, among the international 
markets, resources as a class 
continue to offer the best potential, I 
believe.  
 
Typically, gold and silver lead at the 
beginning of a long commodity 
cycle, and at the end, but typically 
oil and base metals lead in the 
middle. I believe that we are entering 
that phase when oil and particularly 
copper will lead gold, but gold and 
gold stocks will still perform very 
well, and, in my judgement, at less 
risk than other commodities. 
 
The biggest risk to the resources 
other than the monetary metals is a 
recession in China which would lead 
to reduced demand. China remains 
the largest consumer and importer of 
most resources, including oil and copper which are both very dependent on the strength of the economy. Gold is 
less exposed and has other sources of demand that are not sensitive to the economy. 
 
 
 



 Page 5 

 Why didn’t the oil price shoot even higher? 
We have discussed previously the longer-term fundamental case for oil. It has been the most hated resource–other 
than coal–and has seen significant underinvestment. Thus, supply cannot respond rapidly to any growth in 
demand. On the other side of the equation, supply will be hurt by the ongoing Iran conflict. 
 
Until the last month, one could argue that the impact of the conflict was relatively muted.   
 
 First, it is clear that more oil is getting through the Straight of Hormuz than popular graphics suggest. 
 There have been alternative routes, notably via the Red Sea and the Saudi east-west pipeline. 
 There has no doubt been some demand destruction. 
 There have been storage drawdowns. 

 
I argue that the first two are the most important. Something like 60-70% of the amounts that went through the 
Straight last year are still getting through. (This is not only the U.S. government’s estimate but also that of reputed 
independent observers.) There appears little demand destruction outside of China, which also must have had 
larger stockpiles than declared since there has been a drastic decline in imports but the economy has not 
collapsed.   
 
Other than China and Japan, however, few countries appear to have had sufficient stockpiles at the beginning of 
the conflict to replace imports. OECD strategic stockpiles started the year at just under 10 billion barrels, down 
30% from pre-covid reserves. The 2021 drawdowns, for the most part, were never restored.   
 
Had the volume of oil through the Straight declined to only 5% of last year’s volumes, as some are suggesting, 
then there must have been massive undeclared stockpiles or demand destruction much more severe than appears. 
End-user demand has fallen very little; air traffic demand provides a good example. Without that, the oil price 
would be $200 or $300/bbl, not the current range of $93 (WTI crude) to $102 (Brent). 
 
 Higher going forward as alternative routes are shut off 
Of course, the astute reader will immediately note that whatever impact on suppressing the rise in oil prices 
storage drawdowns may have had, that has a finite life, while both the Red Sea and Saudi pipeline have been 
closed over the past month. So it is more-than-possible that prices move up from here, on balance, 
notwithstanding an immediate drop in the event of an end to the war, and notwithstanding that crude is trading 
lower further out, suggesting traders are not concerned about shortages.   
 
Remember, oil was trading north of $140 in the early teens, 15 years ago, so today’s elevated price is very cheap, 
particularly on an inflation-adjusted basis. Once the war ends, after what we would expect to be a short-lived price 
drop, we will see inventory rebuilds, both of crude and of refined products, and further out constrained supply 
increases even as demand moves steadily higher. 
 
 What else looks good? 
In addition to oil, copper appears attractive. The copper price moved to new highs on the back of supply 
disruptions from Chile, but retreated after reports from China indicated weaker demand.   
 
Our fundamental case for copper is very straightforward and simple. Based on projected demand (which increases 
slowly but steadily) and projected supply, there is a growing deficit starting at the end of the decade. Though data 
centre demand is a new source of demand, contrary to popular belief, it represents less than 5% of total demand, 
even into the 2030s. So one could remove all demand from the data centre build out, and the copper deficit story 
would remain intact. 
 
We complain about the inordinate period of time from discovery to production–even after a “shovel-ready” 
project gets the corporate green light–it can still take five years or more before production, given the large  
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amounts of capital to be raised and the massive infrastructure to be built. But the other side of that, is that analysts 
have very strong insight into potential supply five and 10 years out. That is why we can be so certain of the 
coming deficit. 
 
 What would derail the copper bull? 
Of course, as the saying goes, “the solution to high prices is high prices”: higher prices lead to efficiencies in 
usage and substitution.  But in the case of copper, one of the best conductors of electricity and heat, the substitute 
metals are inappropriate. Aluminum, for example, is only half as efficient as copper, while equally good 
conductors, silver and gold are far more expensive. 
 
The biggest risk to copper is a prolonged slowdown in the Chinese economy; China is the largest consumer of the 
metal. This is not out of the question, and in that eventuality, all the AI and data centres in the world will not save 
the metal from a correction. This is why I say, that although copper has more potential than gold in coming years, 
it also has a higher risk. However, given the very wide and growing gap between project supply and demand, it 
would have to be a deep and prolonged downturn. 
 
Besides oil and copper, and the precious metals, uranium and agriculture appear good value to me. Unlike oil, but 
like copper and gold, the uranium stocks are undervalued relative to the underlying commodity, even though the 
commodities themselves are also set to move higher. 
 
 Gold: The Advance Continues 
The Iran conflict, leading to higher oil prices, a stronger dollar, and higher yields, provided strong headwinds to 
the precious metals, as we discussed in our last Portfolio Review. But in the last quarter, those headwinds, even as 
they strengthened, proved less of a headwind, as gold appreciated, albeit very unevenly. But it’s strength in the 
face of what should be a very negative environment, demonstrated gold’s underlying strength. 
 
The fact that gold moved up strongly over the past three years without either retail or generalist participation is 
another sign of strength. The buyers who drove gold up, and their reasons for buying, remain intact.   
 
This is primarily the central banks, wanting to diversify away from concentration in an asset of a fiscally 
profligate nation willing to weaponize its dominance (the dollar), with gold, an asset that is no-one else’s liability 
and, if stored at home, cannot be confiscate, the asset of choice to replace it. Buying has also come from Tether, 
which launched a gold “stablecoin” early last year and has been aggressively buying gold to back it (as well as 
provide small backing to its dollar stablecoin).  As demand for the stablecoins continues to advance, so too will 
Tether’s gold purchases. The notable thing about both central bank and Tether buying of gold is that it is largely 
price insensitive.  
 
 Which way next? 
Retail and generalists will come to the sector, I believe, when all else fails. The bond market is already cracking, 
and a break in the stock market will provide the impetus to move some assets to gold, an asset that has 
dramatically outperformed the stock market over a quarter of a century, though hardly anyone seems to realize it. 
 
None of this is to ignore the real possibility of a further breakdown in the metal’s price, if the dollar remains 
strong and yields high, but it would be relatively shallow and short-lived. An end to the war…a crack in the stock 
market…a pause in rate hikes: any could be the catalyst for gold to recover. 
 
Meanwhile, the stocks remain very undervalued, trading in their lowest quartile of historical valuations despite 
record margins, cash flows and free cash flows. With gold the best risk-reward of any asset right now and the 
stocks so undervalued relative to the metal, they have the potential to have very strong returns over the year or 
two ahead.  
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In short, we are cautious on the global economy and the need for governments, particularly the 
U.S. government, to service debt as rates increase. However, we continue to see good 
pockets of value in international stock markets, particularly in value and smaller equities. The 
resources continue to offer the best potential with gold having the best risk-reward profile, and 
the resources stocks across the spectrum are undervalued. 
 

Review of Individual Accounts 
 
 Global Accounts 
We entered the third quarter with just under 6% cash, having sold outright or trimmed most of our end-of-year 
2025 additions of depressed stocks. At the beginning of the quarter, we received an infusion of cash into almost 
all accounts as another of our resource companies was acquired, for cash, averaging nearly 4% of the value of 
accounts. 
 
During the quarter we steadily put that to work, but methodically, ending the quarter with 9% cash.  
 
We bought mostly international equities, both new names and adding to existing positions. These were in many 
depressed markets, including Britain, Brazil, Hong Kong and Indonesia, and in many industries, including a wire 
transfer company, a textile manufacturer, banks, and a wireless company operating throughout Africa. 
 
Looking ahead, this quarter, we expect to continue to add to undervalued global equities while holding our 
overweight exposure to gold and other resources. 
 
 Gold Accounts 
We started the quarter with almost 8% cash, unusually high for gold accounts, after one of our widely held stocks 
was acquired for cash. Then at the beginning of this quarter, another one of stocks was acquired, giving accounts 
another cash infusion (of nearly 4%). Throughout the quarter, increasingly so at the end, we have been steadily 
adding to favorites across the board and buying some new names. Cash in accounts, excluding new accounts not 
yet fully invested, is back to 2%. 
 
Seniors now account for 26%, up sharply in the last quarter as we added to favorites on dips, and bought new 
names, notably some Australians. The exposure to intermediate producers doubled to 6% as we took advantage of 
a price decline after a merger–not unusual–and bought this very undervalued but quality multi-mine producer. 
Exposure to resources other than pure gold, at 35%, is more-or-less stable accounting for the stock acquisition 
mentioned above. 
 
Looking ahead, we will continue to be reasonably active, selling some of the stocks we bought as trades, and 
trimming stocks on strong rallies, all the while upgrading the portfolios by adding to top-quality names. We 
anticipate portfolios to have the same broad balance at the end of the quarter. 
 
 Resource Accounts 
Our resource accounts also benefitted from the second company acquisition, and now have about 5% in cash. 
Unlike the gold sector, we have been finding many good opportunities, we have generally been waiting for other 
resources to correct, and have been holding back some cash to acquire oil stocks when the time appears right. 
 
Gold producers and royalties remain our largest single sector, still around 17% of total resource accounts, but we 
have been adding to copper and–finally–uranium stocks. Other than the uranium miners, these are mostly existing 
positions to which we have been adding. 
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Looking ahead, we expect to continue to put funds to work, and expect to be trimming gold stocks on rallies 
adding to other resources, particularly copper, uranium and now silver. Whether or not we become 
aggressive on oil stocks depends on stock prices, which still do not appear sufficiently attractive. Patience 
may yet pay off as it did for us with uranium and now silver. 
 
In sum, we are cautious on the economic outlook and major markets, so always alert to opportunities to 
raise cash, particularly in global accounts. At the same time, we see opportunities, both short-term and 
longer to buy undervalued, quality international companies. We are bottom-up investors and see good 
opportunities in many sectors in many markets. We remain fully allocated to gold and nearly fully 
allocated to other resources. This overall approach gives us strong potential for longer-term appreciation 
as well as some short-term trading gains, while the core of the portfolios is in top-quality, defensive 
companies. 

Adrian Day, San Juan, October 2nd, 2026 
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