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3 Reasons 
 

The best way of making a case for any idea is oftentimes best done by describing the 

concept in a simple and straightforward manner.  This month we attempt to do just that.  

While innumerable arguments can be proffered which suggest material exposure to 

Physical Precious Metals, three seem to us as being clear and concise: A) Relative Value, 

B) Trend Following and C) Hedge (Insurance) against Systemic Risk.  All of our 

conversations with those interested in/curious about allocations to PMs generally center on 

one or all of these topics.   

 

#1 - Relative Value 

In the May edition of our report – entitled “Postcards from the Edge” – we demonstrated just 

how stretched the risk markets currently were at the time; since then, they’ve become even 

more stretched.  Both bond/credit and stock markets are currently priced at what can best 

be described as “obscene” (h/t, John Hussman) levels of valuation.  Several portraits follow. 

First, Gold in U.S. dollar terms is down over 30% from its peak in September 2011: 

 



Second, Silver in U.S. Dollar terms is down nearly 60% from its high in September 2011: 

 

 

Versus: 

 

The S&P 500 at runaway, absurd valuation: 

 
(Source – Real Vision, “Edge of a Cliff” – October 2017) 



Stocks and Bonds in aggregate at Most Expensive level ever: 

 

 

And Bonds and Stocks have historically traded in the same direction on many occasions: 

 
(Source: Artemis Capital, “Volatility and the Alchemy of Risk” – October 2017) 



#2 - Joining the Global Macro Trend 

Another reason to add a material amount of Gold/Silver to one’s portfolio is in order to join a 

clear Global Trend – led by China and Russia.  Being in synch with the behavior of world 

central banks and governments, yet holding it “off the grid” is likely to be beneficial.  Note 

also how many banks and large institutions are long Precious Metals.  “Follow what they do, 

not what they say” is the directive. 

 

To begin, here are current Official Government Gold Holdings: 

 

 

 

 

Though China’s ACTUAL holdings are much larger than advertised: 

 



 

Private Institutions are involved as well: 

 

 

 

 



#3 - Hedging against Systemic Financial Market Risk 

Finally, hedging against what will most likely be the inevitable unwind of the outlandish 

behavior of central banks and governments, is a third and quite powerful source of demand 

for Physical Precious Metals held outside the financial system.  First, Volatility trades as if 

risk no longer exists; the unwind of the following monstrosity will be very disruptive to 

markets, as well as being a sight to behold: 

 
 

(Source: Zero Hedge) 

 

Next, note that the top 5 U.S. Financial Institutions make up 90% of the total notional 

amount of Derivatives, currently $250 Trillion: 

 

                                       

 

                        

(Source: Office of the Comptroller of the Currency, Q2 2017 Bank Derivatives Report) 



Typically, these intense figures are pooh-pooed away due to Netting of the firms’ Long and 

Short exposures to various counter-parties.  However, not unlike the unwise scaling back of 

loan loss reserves when loan markets are peaking, here too the banks have gotten 

complacent and increased their exposure to a “Risk-Off” event in a dramatic way.  Keep in 

mind they have levered this exposure in the midst of implied and realized volatility trading at 

all-time lows.  With 15% of total notional derivatives UN-netted, these top 5 banks are 

exposed to @$22 Trillion in derivative risk versus @$500 Billion in Risk-based capital: 

 

 

Finally, there is no “Cash on the Sidelines”: 

 



 

 

Alps and Liechtenstein Precious Metals 

Alps Precious Metals Group via our partnership with Liechtenstein Precious Metals Group is 

dedicated to providing the global standard for the finest and most secure storage and 

trading of Physical Precious Metals.  Our Vault is constructed to the highest security 

standard in the world (“Class 10”) and, via our relationship with Lloyd’s of London, insures 

each client’s specie at 100% of its market value.  Our trading desk provides liquidity on each 

and every business day with as little as next day settlement.  All of these benefits are 

enjoyed while simultaneously being freed from the status quo global financial system.  

Contact us (www.alpspmg.com) to discuss how APM/LPM can become a trusted partner in 

the creation, protection and utilization of the hard money portion of your portfolio.   
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