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After spending three years in a $250 trading range (between $1,121 and $1,375), spot gold has erupted since late May and 
is up 18.01% YTD as of last Friday’s (8/15) close at $1,523.34. At the same time, gold mining equities, as measured by Sprott 
Gold Miners ETF (SGDM) are up 39.52% YTD.

To us, the operative questions are:

1) What factors ignited gold’s breakout from a three-year consolidation?

2) Are these fundamentals likely to persist in future periods?

We offer the following answers. Gold is clearly responding to a global pivot by central bankers back towards concerted 
monetary easing, and the intractable nature of excessive global debt levels suggests we are in the very early innings of the 
developing easing cycle. In short, for gold this is the real deal and we suspect things are just getting started.

At Sprott, our investment thesis for gold rests largely on the unsustainable nature of global debt levels. While investor 
consensus recognizes that debt levels are a daunting structural dilemma, the inability to predict either timing or method of 
inevitable resolution has long relegated debt concerns to the back burner of investor priorities.

In this post, we develop the possibility that global asset markets may finally have reached the point at which excessive 
debt levels are overwhelming longstanding relationships in normally functioning capital markets such as interest rates, time 
preferences and capital formation. Named after Austrian economist Hyman Minsky, the global economy in 2019 may be 
entering a “Minsky Moment,” at which the cumulative distortions of a long period of debt-fueled growth are finally coming 
to bear.

Interest Rates Cannot Rise

Throughout 2018, we made the case that outstanding debt levels precluded the possibility of rising interest rates (long or 
short) without inflicting severe pressure on reigning financial asset valuations. On the short side of the ledger, we warned 
that the Fed’s dual policy agenda of simultaneous rate hikes and balance sheet reduction was far too aggressive in the 
context of still egregious U.S. debt levels. Contrary to popular perceptions of U.S. deleveraging since the financial crisis, the 
Fed’s Q1 2019 Z.1 Report disclosed that total U.S. credit market debt now stands at $73.1 trillion, up 33% from Q1 2009. 
Importantly, as shown in Figure 1, the U.S. debt-to-GDP (gross domestic product) ratio still measures a bloated 347%, not 
far from its Q2 2009 peak of 382%.

The prior century of U.S. financial history suggests healthy capital formation in the U.S. economy hinges on reducing the 
debt-to-GDP ratio to roughly half its current level. Of course, this would require either extinguishment of roughly $30 trillion 
in debt without impacting GDP, or doubling GDP without incurring an incremental dollar of debt, both exceedingly remote 
possibilities. Remaining options are debt default or debasement, and we are certain global financial stewards will do everything 
in their power to choose the latter over the former.
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Figure 1. The Ratio of Total U.S. Credit Market Debt-to-GDP (1916-Q1 2019)

Source: BEA; Federal Reserve.

To us, the Fed’s eight years of zero interest rates and QE (quantitative easing) asset purchases served as tacit admission that 
the U.S. financial system requires artificial liquidity to forestall the devastating debt rationalization inherent in rebalancing 
paper claims (debt) to underlying productive output (GDP). Indeed, the serendipitous and largely unquestioned evolution of 
the Fed’s congressional mandate from “stable prices” to a self-appointed “2% inflation target” serves as proof-positive that 
the Fed’s paramount concern is avoiding debt deflation at all costs.

Given the awkward messaging in maintaining rates at the zero bound, we are not surprised that the Fed began the process 
of “normalizing” the fed funds rate back in December 2015. After three full years, the Powell Fed notched in December 
2018 the Federal Open Market Committee’s (FOMC’s) ninth rate hike, to a 2.5% upper bound. In all honesty, we did not 
expect that the U.S. financial system could sustain a 2.5% fed funds rate without significant dislocation of asset prices. Low 
and behold, financial turbulence arrived with a vengeance in Q4 2018, when the S&P 500 shed a startling 19.63% between 
Chair Powell’s October 3 “long way from neutral” comment and Treasury Secretary Mnuchin’s convening of the President’s 
Working Group on Financial Markets on Christmas Eve.

A precis of Fed behavior since the 2018 Christmas Eve miracle of reversing asset markets would best be characterized as one 
of the sharpest Fed policy U-turns on record. Short-circuiting months of debate over whether the Fed’s January 2019 tonal 
change merely represented a “pause” in an ongoing tightening cycle, the FOMC cut the fed funds rate 25 basis points on 
7/31/19. After declaring in December that the Fed’s balance sheet reduction program was “on autopilot,” “working well” 
and “not subject to review,” Chair Powell shuttered the program completely on 7/31/19. Needless to say, we can only 
smile at Chair Powell’s seemingly earnest assertion that the Fed’s 7/31 rate cut was a “mid-cycle adjustment” and “not 
the beginning of a long series of rate cuts.” Mark our words, just as with early 2019 arguments for a “pause in the Fed’s 
tightening cycle,” current prognostications for a “one and done insurance cut” belie shallow understanding of what is truly 
troubling the Fed.
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A quick survey of economic conditions, in fact, is hardly supportive of a Fed rate cut. Q2 GDP measured 2.1%, with personal 
consumption leaping at a 4.3% annual rate (fifth strongest quarter during the past 13 years). The 3.7% unemployment 
rate rests at a five-decade low and U.S. equity averages were setting fresh all-time highs in late-July. Come to think of it, 
when did “sustaining the expansion” even become a consideration in the Fed’s congressional mandate? (Answer: gross 
mission creep.) To us, it is patently clear that despite respectable output growth, full employment and record financial asset 
valuations, the Fed now believes it has strayed too far from the zero bound to guarantee against incipient debt deflation. 
Consequently, we expect fed funds to retreat toward the 1% level and beyond in very short order.

Negative Interest Rates

On the long end of the rate spectrum, we have maintained that excessive debt levels absolutely mandate ever-declining 
interest rates. We have repeatedly cited Stephanie Pomboy’s annotated graphic of 10-year U.S. Treasury yields (Figure 2). On 
every occasion since 1981 when 10-year Treasury yields have backed up significantly, a financial crisis has invariably ensued. 
Therefore, we are always amazed when consensus begins to project rising Treasury yields without repercussions, such as 
during the fall of 2018, when consensus extrapolated Chair Powell’s hawkish resolve all the way to a sustainable breakout 
in Treasury yields. Very simply, if rates have been unable to rise for 37 years without catalyzing financial distress, why do 
investors EVER conclude they might magically be free to rise in the future, especially since aggregate debt measures only 
continue to deteriorate?

Figure 2. 10-Year Treasury Yields with Financial Crises Annotated (1975-8/7/19)

Source: MacroMavens.

Boiling things down, we view gold’s prospects as inextricably linked to consensus recognition that global interest rates not 
only cannot rise, but must continue to decline to keep the ever-burgeoning debt pyramid from toppling.
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Along these lines, we attribute gold’s accelerating performance since October 2018 to broadening recognition that global 
rate structures are once again crashing through the zero bound. As shown in Figure 3, the global total of negative yielding 
sovereign credit has literally skyrocketed in recent weeks to a mind-numbing $16.7 trillion as of 8/15/19. For perspective, this 
total represents a rough triple from the $5.7 trillion total as recently as October 2018. And it goes without saying, this total 
is quite the departure from the absolute zero total for negative-yielding bonds during the 5,000 years of financial history 
prior to 2015 (thank you Bank of Japan for the clever innovation).

Figure 3. Aggregate Total of Negative-Yielding Sovereign Debt (2015-8/15/19)

Source: MeridianMacro.

Perhaps inured by lofty equity averages, general investor consensus remains relatively unconcerned by the global explosion 
in negative yielding debt instruments. Especially for U.S. investors, there is a pervasive sense that ramifications of negative 
rate structures are just “not our problem.” Sidestepping for the time being the profound implications of negative rates for 
capitalism itself, we wanted to provide a bit more detail on the composition of the oft-cited negative-yielding sovereign 
debt total.

In Figure 4, we have compiled what we believe to be a comprehensive snapshot of global rate structures as of the close 
of trading on 8/15/19. We were amazed to discover that the entire yield curve for six EU countries now trades at negative 
yields (Switzerland, Germany, Netherlands, Finland, Sweden and Denmark). French and Austrian curves are negative through 
20 years; Japan and Belgium are negative through 15 years; and Ireland, Slovakia and Slovenia are negative through 10 years. 
Indeed, we were only able to identify three developed economies with entirely positive rate curves: United States, United 
Kingdom and Canada.
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Figure 4. Sovereign Rate Structures for Selected Countries (8/15/19)

Country 1-YR 3-YR 5-YR 7-YR 10-YR 15-YR 20-YR 30-YR

Switzerland -1.20 -1.21 -1.22 -1.20 -1.20 -0.96 -0.87 -0.71

Germany -0.84 -0.93 -0.91 -0.89 -0.72 -0.58 -0.46 -0.28

Netherlands * -0.94 -0.86 -0.76 -0.60 -0.49 -0.28 -0.27

Finland -0.86 -0.85 -0.81 -0.67 -0.45 -0.29 * -0.04

Sweden * * -0.74 * -0.42 -0.27 -0.01 *

Denmark * -0.95 -0.93 * -0.69 * * *

France -0.76 -0.88 -0.80 -0.66 -0.44 -0.15 -0.05 0.37

Austria -0.78 -0.84 -0.77 -0.64 -0.47 -0.22 -0.13 0.09

Japan -0.26 -0.30 -0.32 -0.36 -0.25 -0.07 0.06 0.15

Belgium -0.76 -0.85 -0.72 -0.60 -0.39 -0.13 0.08 0.44

Slovakia -0.99 * -0.60 -0.59 -0.40 * 0.16 0.35

Ireland -0.68 -0.69 -0.62 -0.41 -0.17 0.13 0.32 0.63

Slovenia -0.63 -0.70 -0.54 -0.47 -0.25 0.09 0.30 0.57

Spain -0.54 -0.58 -0.41 -0.21 0.03 0.43 0.43 0.88

Portugal -0.57 -0.50 -0.37 -0.17 0.06 0.40 0.55 0.90

Bulgaria -0.72 -0.47 -0.12 0.05 0.23 * 1.31 *

Italy -0.15 0.34 0.75 1.00 1.33 1.83 2.01 2.34

Canada 1.51 1.25 1.14 1.12 1.09 * 1.26 1.30

United Kingdom 0.52 0.33 0.33 0.30 0.41 0.67 0.83 0.95

United States * 1.45 1.42 1.48 1.53 * * 1.97

Source: Bloomberg.

We have no special insight into the impact of negative interest rates on future valuations for traditional asset classes such as 
stocks, bonds and real estate. But as we stated earlier on, we believe that for gold this is the real deal and we suspect things 
are just getting started.

Sincerely,

Trey Reik 
Senior Portfolio Manager 
Sprott Asset Management USA, Inc. 
203.656.2400



About Sprott
Sprott is a global alternative asset manager with a defining focus on precious metals and real assets 
investments. Through our subsidiaries in Canada, the U.S. and Asia, Sprott is dedicated to providing 
investors with world-class investment strategies that include exchange-listed products, active equity 
strategies and highly-specialized real asset investments. Our deep sector expertise creates investment 
and financing solutions unparalleled in the industry.

For more information, please visit sprott.com
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This presentation is intended solely for the use of Sprott Asset Management USA, Inc. for use with investors and interested parties. Investments, commentary 
and statements are unique and may not be reflective of investments and commentary in other strategies managed by Sprott Asset Management USA, 
Inc., Sprott Asset Management LP, Sprott Inc., or any other Sprott entity or affiliate. Opinions expressed in this presentation are those of the presenter 
and may vary widely from opinions of other Sprott affiliated Portfolio Managers or investment professionals.

Sprott Asset Management LP is the investment manager to the Sprott Physical Bullion Trusts (the “Trusts”). Important information about the Trusts, 
including the investment objectives and strategies, purchase options, applicable management fees, and expenses, is contained in the prospectus. Please 
read the document carefully before investing. Investment funds are not guaranteed, their values change frequently and past performance may not be 
repeated. This communication does not constitute an offer to sell or solicitation to purchase securities of the Trusts. 

The risks associated with investing in a Trust depend on the securities and assets in which the Trust invests, based upon the Trust’s particular objectives. 
There is no assurance that any Trust will achieve its investment objective, and its net asset value, yield and investment return will fluctuate from time 
to time with market conditions. There is no guarantee that the full amount of your original investment in a Trust will be returned to you. The Trusts are 
not insured by the Canada Deposit Insurance Corporation or any other government deposit insurer. Please read a Trust’s prospectus before investing.

The information contained herein does not constitute an offer or solicitation to anyone in the United States or in any other jurisdiction in which such 
an offer or solicitation is not authorized or to any person to whom it is unlawful to make such an offer or solicitation. Prospective investors who are 
not resident in Canada or the United States should contact their financial advisor to determine whether securities of the Funds may be lawfully sold in 
their jurisdiction.

The information provided is general in nature and is provided with the understanding that it may not be relied upon as, nor considered to be, the 
rendering or tax, legal, accounting or professional advice. Readers should consult with their own accountants and/or lawyers for advice on the specific 
circumstances before taking any action.

This article may not be reproduced in any form, or referred to in any other publication, without acknowledgement that it was produced 
by Sprott Asset Management LP and a reference to www.sprott.com. The opinions, estimates and projections (“information”) contained within 
this report are solely those of Sprott Asset Management LP (“SAM LP”) and are subject to change without notice. SAM LP makes every effort to ensure 
that the information has been derived from sources believed to be reliable and accurate. However, SAM LP assumes no responsibility for any losses or 
damages, whether direct or indirect, which arise out of the use of this information. SAM LP is not under any obligation to update or keep current the 
information contained herein. The information should not be regarded by recipients as a substitute for the exercise of their own judgment. Please contact 
your own personal advisor on your particular circumstances. Views expressed regarding a particular company, security, industry or market sector should 
not be considered an indication of trading intent of any investment funds managed by Sprott Asset Management LP. These views are not to be considered 
as investment advice nor should they be considered a recommendation to buy or sell. SAM LP and/or its affiliates may collectively beneficially own/control 
1% or more of any class of the equity securities of the issuers mentioned in this report. SAM LP and/or its affiliates may hold short position in any class of 
the equity securities of the issuers mentioned in this report. During the preceding 12 months, SAM LP and/or its affiliates may have received remuneration 
other than normal course investment advisory or trade execution services from the issuers mentioned in this report.
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