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Rising US debt service will swamp defense spending
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Fed Balance sheet & Interest spent on gov. debt- 33 MThs lag
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Performances: world

Source: Minack
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Performances: sectors

Source: Minack
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Performances in high inflation times

Source: Minack
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EM equities vs. US equities at a 50 year low

Source: Minack
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Inflation?

Subsidizing expenditures that give no return with dollars that do not exist



GavekalResearch 9

US Inflation: now and then

Now: blue curve, 48 years ago: red curve
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The world today is disinflationary

% of countries in an accelerating inflation mode

Source: Gavekal-IS, Bloomberg, sample of 40 countries
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Inflation impact on equity returns

Source: Gavekal-IS, Bloomberg
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Rentier 

S&P excess return in times of accelerating and decelerating inflation

The US example since 1945

Source: Gavekal-IS, Bloomberg
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Emergence of the Global South
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Gold reserves follow economic power

Developed countries vs. Rest of the world: GDP and gold reserves

Source: Gavekal-IS, Bloomberg
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China’s bet on industrial sector

Net new bank lending, by sector

Source: Gavekal Dragonomics, Macrobond

Everyone focused on 
this

That is now 
reshaping our world
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China has emerged as an auto export powerhouse

Exports of passenger cars, rolling 12m sum

Source: Gavekal Research, Macrobond



GavekalResearch 17

Which currency needs to devalue?
The cheapest EVs in respective markets

China
BYD Seagull
US$9,700

USA
Nissan Leaf
US$29,235

Germany
Dacia Spring 
US$24,950
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- + Economic growth

Inflation
+

-

Four Economic Quadrants

Inflationary bust

Disinflationary bust

Inflationary boom

Disinflationary boom

 Economic growth drives company earnings
 Inflation drives equity multiples

Start
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Rentier 

The permanent portfolio

Contracts Properties

Long duration assets

Monnies

by Harry Browne
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The US permanent portfolio

Source: Gavekal-IS, Bloomberg

A stable inflation+4.3% return p.a. over 50 years
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Same result across the globe

Average 4,4
StD 1.0
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The permanent portfolio in France since 1840

It can withstand almost anything—except war

Source: Gavekal-IS, Banque de France, INSEE, Euronext, Macrobond

Real return
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Proof of work and proof of stake

Source: Gavekal-IS, Bloomberg

Note: The price of gold is approximated by the price of silver before the end of Bretton Woods in August 1971

Three forms of monies: fiat currency, gold and oil
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Centralized vs. decentralized assets

Source: Gavekal-IS, Bloomberg

Tracking trust and distrust in fiat currencies
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The French Case

Gold franc                              War times       Reconstruction          Finance         
?

1914                 1950             1981                    2020

Sources: Banque de France, Insee, Euronext
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 In 1803, 1 franc = 4.5 grams of pure 
silver  = 0.29 gram of gold

 No devaluation, no inflation for more 
than a century

 Insufficient monetary mass given
nominal growth of 1.8% p.a.

 Hence, too high interest rates

 Rents pay more than work

 Wealth inequalities increase

Gold franc: ”Buy everything but gold”

Sources: Banque de France, Insee, Euronext
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 Banque de France sacrifices the 
« gold franc » in 1914

 Real estate & equities lose 70% real

 Bonds lose 97% real

 Gold gains 50% real

War times: “Buy nothing except gold”

Sources: Banque de France, Insee, Euronext
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 Industrial capitalism

 Nominal GDP grows faster than
all assets except real estate

Reconstruction: “Work and buy your apartment”

Sources: Banque de France, Insee, Euronext
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 Financial capitalism

 Bond heaven: 10Y bond rates 
fall from 16.5% to zero

Financial capitalism: “Buy 50/50 equity-bond”

Sources: Banque de France, Insee, Euronext
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 Bonds disaster, like in war times

 Gold becomes the anti-fragile 
asset of choice

Today: “Buy 50/50 equity-gold”

Sources: Banque de France, Insee, Euronext, proxy data for real estate
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This report has been prepared by Gavekal-IS and Vincent Strauss primarily for distribution to 

market professionals and institutional investors. It should not be considered as investment advice 

or a recommendation to buy any particular security, strategy, or investment product. References 

to specific securities and issuers do not constitute recommendations to buy or sell these 

securities and should not be interpreted as such. The information contained in this document has 

been obtained from sources deemed reliable, but it is not guaranteed.
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