
Since our June update, 
equity markets have 
continued to recover 
despite the fact that 
most major economies 
saw a sharp contrac-
tion during Q2/2020. 
While the contraction in 
Europe was still below 
10%, the economic crisis 
in the U.S. has been 
more severe with much 
higher levels of unem-
ployment. Central banks 

and governments around the world have started to 
provide monetary and fiscal stimulus like never before. 

“Whatever it takes” probably describes it best. All the 
flood gates are now open and while this will certainly 
help to dampen the negative consequences in the 
short run, the true cost will eventually be brutal with 
record amounts of government debt and a massive 
destruction of purchasing power of fiat currencies. In 
order to successfully navigate these rough waters, it 
is essential not to lose track of the big picture devel-
opments and it is absolutely crucial that investors un-
derstand the long-term implications. For this purpose, 
we are preparing an extensive special report, entitled 
“On the brink of a new era – are you prepared?”. Please 
contact us if you would like to receive a copy. While our 
special report will take a longer-term view, we will focus 
here on what is ahead of us in the coming months.

It may seem counterintuitive to most people that equity 
markets have recovered so strongly, while most major 
economies remain in recession mode, even though the 
current quarter certainly looks stronger than the last. 
Some equity markets have entirely erased the losses 
from the covid selloff, while others are getting closer 
to a full recovery. But how can that be? Are we seeing 
a complete decoupling of financial markets from 
economic reality? 

At first glance, it certainly looks that way, but when we 
take a closer look it is all starting to make more sense. 
The strong recovery of equity markets is yet another 
sign of the gigantic asset price inflation that we have 
been seeing for more than a decade now. The only dif-
ference now is that asset price inflation might have 
shifted into a higher gear recently due to the enormous 
amounts of fiscal and monetary stimulus that is 
provided worldwide. Of course, most of this is done by 
issuing additional debt and simply just printing money 
out of thin air. Federal Reserve Chairman Jerome 
Powell recently announced the Fed’s new strategy and 
the central bank’s intention to tolerate significantly 
higher levels of inflation in the future, so the 2% target 
inflation will not be as important going forward. 

There is also a lot of talk about new large fiscal stimulus 
packages being announced, especially in the U.S. and 
in Europe. Fiscal stimulus is also an important topic in 
the heated political discussions in the U.S. between Re-
publicans and Democrats. While the two parties have 
very different views on a lot of things, it is clear that 
both will increase spending even more going forward. 
Remember, for more than 20 years in a row, we’ve 
seen deficit after deficit and that pattern held during a 
very strong economic period, so it is virtually impossi-
ble that this will change now, in the face of the current 
crisis or its aftermath.

Historic overvaluation of U.S. stocks 
relative to the rest of the world

It would be naive to think that the dramatic fiscal and 
monetary measures will not have consequences in 
the future. While consumer price inflation might still 
remain subdued for some time, asset price inflation 
will continue to rise and probably reach levels in the 
coming years that might have seemed impossible not 
too long ago. Therefore, we feel that investors have to 
hold assets that are well positioned for this prolonged 
asset price inflation. Even with the currently high and 
stretched equities valuations, it remains essential to 
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be invested in stocks, as they will be supported by the 
reflation of the global financial system. 

Two things are really important with regards to equity 
investments. First and foremost, investors have to 
be very selective in terms of what stocks they are 
picking. While there is a strong case for continued asset 
price inflation, it is crucial to follow a strict screening 
process and to realize where and when valuations may 
become overstretched. An important criterion in our 
selection process remains the balance sheet quality 
of companies that we are investing in and here we are 
applying very strict standards. This often leaves us with 
just a small number of stocks that we like, but we still 
insist on high quality stocks and healthy companies. 
Since the global economy might not be back to normal 
for another year or two, we always have to ask whether 
a company can really deal with this prolonged uncer-
tainty and reduced business activity. 

Secondly, geographical diversification is quickly 
becoming imperative for any portfolio. The U.S. stock 
market currently looks heavily overvalued by pretty 
much every known valuation method. In fact, the 
valuation difference between U.S. and international 
stocks recently hit a 100 year high! The chart below 
shows the relative price performance of U.S. stocks 
versus European stocks, and it seems to be clear that 
this trend will eventually revert back to the mean. 

This is supported by the fact that U.S. equity perfor-
mance is heavily influenced by a small number of 
growth stocks (FAANGs), but also by the increased vul-
nerability of many U.S. companies, given the massive 
leveraging of balance sheets in Corporate America over 
the last decade. As a result, the current valuation gap 
between U.S. markets and the rest of the world certainly 
presents a very compelling opportunity to diversify in-
ternationally. While we are seeing breath-taking valua-
tions in the U.S. tech sector, we see plenty of interest-
ing investments globally that seem to be much more 
attractive and reasonably valued.

Other asset classes that stand to benefit from the 
reflation of the global financial system are commodi-
ties, precious metals and real estate. We have already 
covered the last two areas extensively in previous 
issues of the InSights and that is why we have chosen 
to focus on commodities  this time and to take a closer 
look at the relevant investment opportunities in the 
second part of this report. 

Playing good defense continues to be 
the name of the game

While our longer-term outlook for stocks continues to 
be positive, investors need to realize that investing in 
equities is going to be a different game in the years to 
come. Simply buy and hold the market is not going to 
work well anymore, since not all pockets of the market 
offer good value. Therefore, our strategy involves 
effective diversification in areas where we have strong 
conviction, without diversifying at the expense of that 
conviction. 

In our understanding of good investment manage-
ment, it is also clear that it isn’t enough to simply look 
at the long side of investing, but also to hedge broader 
market exposure, realizing that short-term corrections 
of more than 5% are probably going to happen more 
often as valuations around the world are going to go 
up. We often apply put options to our client portfo-
lios realizing that such short-term pullbacks can really 
hurt a portfolio and that in the long run, generating a 
superior performance is more dependent on what we 
do during times of market corrections. When markets 
go up, it is a lot easier to be a money manager.Source: Morgan Stanley Research

European stocks at a 100-year low relative 
to U.S. equities
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By historical standards, many of these valuations might 
suggest that markets are increasingly overvalued, but 
it is important to note that this is only relative to his-
torical levels. We probably have to get used to valua-
tions that might look stretched, but are actually more 
and more reflective of a new normal. After all, in a 
world of slow growth, companies that can actually turn 
a profit are getting increasingly scarce and are thus 
being chased by more investors around the world. The 
current valuations in the U.S. tech sector seem to be a 
prime example. In our view, it wouldn’t take much for 
the sentiment of investors towards these companies to 
shift, causing a selling wave in these stocks. This would 
push down U.S. markets very significantly. 

We continue to be positive on precious metals, as 
gold has already been testing the USD 2’000 mark and 
silver has come back strongly as well. We see precious 
metals being well supported and we find it hard to 
find arguments against a continued bull market, given 
all the monetary and fiscal flood gates that are now 
open. As the downside of gold seems to be very well 
supported, we feel that prices of even USD 2’500 in the 
coming 24 months are not unrealistic. This is especial-
ly likely should there be more pressure building on the 
U.S. Dollar. Our long-term outlook for the Dollar remains 
negative, but in the short run it might be holding up 
for a little longer. This, however, does not change our 
strategy as we continue to diversify away from the U.S. 
Dollar, since we don’t have much confidence in the cur-
rency’s long-term prospects.

This is a very challenging time for the world, for all of 
us, but we are now seeing real opportunities for the 
future. While this is a fascinating time for an investment 
manager, the part that we enjoy the most is working 
with our clients and helping them navigate these 
rough waters. We feel this is a great time to invest inter-
nationally and diversify globally. We are happy to help 
you with that and with any questions you might have 
in this regard. Please contact us at info@bfiwealth.com, 
we look forward to hearing from you.

mailto:info%40bfiwealth.com?subject=
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The last decade has 
presented excellent op-
portunities and con-
siderable gains for 
equities investors, as 
the longest bull market 
in history, starting in 
March 2009, created 
a “tide” that lifted 
almost all sectors. In 
the commodity sector, 
however, the condi-
tions were entirely 

different. Weak commodity prices led to both weak 
prices of commodity related stocks and a wide-
spread underinvestment in this sector. Now, this may 
all be about to change. 

As we’ll examine in greater detail in this analysis, all 
four commodity types we’ll look at appear to have 
strong drivers in place that support a very optimis-
tic outlook for the months and years to come. These 
sectors, namely agriculture, base metals, energy 
and precious metals, differ in their nature and there 
are forces that are unique and specific to each one. 

However, there are certain common denominators 
that largely underlie commodities as a whole.  

First of all, the “lower-for-longer” price environment 
has brought about significant underinvestment in 
most commodity sectors. While capital expenditure 
in general has seen a steep and steady decline over 
the last decade, this has particularly impacted metals 
and energy, as the underinvestment in mining 
and exploration projects has been especially pro-
nounced. In the commodity sector, a highly cyclical 
one, there is an age-old adage that still holds true: 
“the cure for low prices is low prices”, meaning that 
weak prices lead to underinvestment, which leads to 
supply contraction, which eventually leads to higher 
prices. Contrary to many other sectors, i.e. technol-
ogy or industrials, in the commodity sector, it may 
take years to increase the supply, leaving demand 
unmatched for much longer and thereby pushing 
and keeping prices higher for a long time.    

Secondly, inflation expectations have been substan-
tially increased since the onset of the covid crisis, 
as a result of the monetary and fiscal responses to 
it. These expectations were recently reinforced by 

Commodities: A tectonic shift underway
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Commodity sector performance over the last decade, 
as measured by the Bloomberg Commodities Index (BCOM)
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the landmark policy shift unveiled by the Federal 
Reserve, that will allow inflation to rise above the 2% 
target “for some time”, while keeping interest rates 
at ultra-low levels for the foreseeable future. This 
should provide a remarkable boost to commodi-
ties, as historically, there’s a significant positive cor-
relation between consumer price inflation and com-
modity prices. 

Last, but certainly not least, the fiscal policy land-
scape is looking increasingly supportive as well. The 
coronavirus relief packages have already marked 
an important sea change in policy direction, which 
is expected to persist and likely intensify, as the 
damage caused by the lockdowns and the shut-
downs continues to pose a serious threat to the 
global economy. This aggressive spending approach 
is likely to provide support in particular for the 
energy sector and for base metals. Specific metals 
like copper and nickel are bound to benefit the most, 
as they are also very well positioned in regards to the 
wider trend toward “green” energy and renewables.  

Agriculture 

Overall, the last decade was challenging for agricul-
tural commodities, a sector that is extremely diverse 

and notoriously volatile even during the best of 
times. As measured by the Bloomberg Agriculture 
Subindex (BCOMAG), agricultural commodity prices 
have been on a steep long-term downtrend since 
2011 and have only risen in one year out of the last 
seven. However, a few months ago, the index began 
to show early signs of a possible reversal on the way. 

The covid shock had a severe impact on soft com-
modities like cocoa and coffee, but that was very 
quickly replaced by a strong rally, buoyed by weather 
concerns and a weaker dollar. More recently, grains 
have seen impressive price gains, as China boosted 
its imports of U.S. crops, something that is expected 
to continue, despite the trade tensions, as part of the 
“phase one” trade deal. 

As general rule, it is ill-advised to make blanket state-
ments and predictions for agricultural commodities 
as whole. The sector encompasses a very wide range 
of commodities, each representing a market with 
particular and often unique drivers, ranging from 
specific weather conditions, to geopolitics and local 
regulatory changes. Looking at the bigger picture, 
however, what we can safely say is that agricultural 
commodities do stand to benefit from the emerging 
inflation theme and this supports the sector’s mid- 

Source: Bloomberg

Bloomberg Agriculture Subindex (BCOMAG), 2010-2020
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and long-term outlook. Additional support is found 
in global demographic trends. The growing world 
population, expected to hit 9.7 billion by 2050, ac-
cording to UN projections, and more specifically, the 
growing global middle class, combined with a strong 
urbanization trend, present challenges to the future 
of global food production and supply. This is already 
evident in China. As reported by Reuters, a recent 
report by a Chinese government think tank sounded 
the alarm over a food supply gap by 2025, as “within 
five years, the proportion of the population living in 
urban areas is expected to hit 65.5 percent of China’s 
total, up from 60.6 percent by the end of last year, 
with around 80 million rural residents moving into 
the cities”.

The purest way to gain exposure to agricultural 
commodities would be through a commodity ETF 
tracking the entire sector, which would limit the 
impact of the various idiosyncrasies of individual 
commodities and their short-term volatility that can 
be at times extreme. As there are many pitfalls as-
sociated with futures-based commodities, investors 
should be very careful.

Energy

While the first half of 2020 was particularly disastrous 
for oil and gas causing many analysts to declare an 
absolute bottom in the sector, it came after many 
consistently challenging years. Historically weak 
prices have translated into chronic underinvestment, 
which was further exacerbated by the record price 
lows brought about by the covid crisis. According to 
the International Energy Agency’s latest projections, 
capital spending in the oil and gas sector is set to fall 
by one-third in 2020, highlighting that “pre-crisis ex-
pectations of modest growth have turned into the 
largest fall in global energy investment on record”. 

Given the multi-year lead time of new oil and gas 
projects and the scale of these expenditure cuts, it is 
very likely that the resulting slump in supply will be 
significantly disproportional to the demand shock 
caused by the pandemic. Should demand pick up 
faster and stronger than initially expected, for which 
there are some solid indicators out of China that 
has already recovered more than 90% of its pre-cri-

sis demand levels, we could see prices surge. This is 
further supported by the fact that investment trends 
were already poorly aligned with the projected 
global demand, even before the covid crisis.  

There are, of course, additional drivers that support 
the case for a strong reversal over the coming months 
and years. The covid shock may have wreaked havoc 
in the energy sector in many ways, but the extreme 
pressures it introduced also forced some important 
changes and re-evaluations, especially in the U.S. 
shale oil business. Many companies that have been 
in dire financial straits for years, saddled with dan-
gerously high levels of debt, may have found this 
crisis to be a blessing in disguise. These companies 
face the necessity to bring down costs, resort to 
mass layoffs, cut dividends and management com-
pensation, to write off or sell unproductive assets. 

This situation can help them emerge leaner and 
stronger from this crisis and with a healthier balance 
sheet. A recent example of this was Whiting Petro-
leum, which exited Chapter 11 bankruptcy in early 
September. The company was among the first major 
oil producers to file for bankruptcy protection back 
in April, and now its restructuring plan allowed it to 
lower its debt by approximately $3 billion, while it 
also cut a third of its workforce and proceeded with 
key management changes. Nevertheless, investors 
should still be cautious, as for other companies, any 
help might come too late to save them from bank-
ruptcy.

The oil market can be volatile, but the broad 
demand trend moves steadily upward 

Source: Bloomberg
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Finally, it is crucial to understand the dynamics on the 
demand side. A lot has been said and written over 
the last years about the switch to “green” energy and 
all the activist efforts to either aggressively reform 
or topple the oil and gas sector. Although many 
countries have made pledges and took some early 
steps towards various sustainability goals, the fact 
of the matter is that oil and gas demand is expected 
to remain stable in OECD countries at least for the 
next decade. In fact, according to OPEC estimates, 
demand is even expected to rise in the mid- and 
long-term in markets like India and China, “driven by 
an expanding middle class, high population growth 
rates and stronger economic growth potential”. For 
natural gas, the global demand outlook is even more 
positive. It has already been rising steadily over the 
last decades and it is projected to climb even higher, 
as it is seen a cleaner alternative to replace existing 
coal plants and used in new power plants to add 
clean, reliable energy to the overall energy mix.    

The investment implications are therefore quite 
clear. The energy sector at large shows promising 
potential and there are numerous buying opportu-
nities to be found at price levels that were rendered 
even more attractive by the covid shock. ETFs can 
provide exposure to oil and gas prices, as well as 
to producers, oilfield service providers and other 
relevant companies. Investing in individual stocks 
can also prove very profitable, but it does come with 
higher levels of risk. Given the debt levels and the 
additional pressures exerted by the pandemic, we 
see it as essential to have a very detailed and careful 
screening process in place to identify those compa-
nies with healthier balance sheets.

Base metals 

The base metals sector has also been plagued by 
low prices and years of underinvestment and it now 
presents some very interesting investment oppor-
tunities. Copper and nickel are the most prominent 
among them, as there are very strong supportive 
forces at play in both cases.

The “traditional” demand driver for nickel is the 
stainless steel industry, accounting for over 70% of 
nickel demand. Nickel is the essential ingredient 

that makes stainless steel highly corrosion resistant 
and thus its price fluctuations are closely correlat-
ed with the infrastructure and construction indus-
tries, the major consumers of stainless steel. In this 
regard, economic activity in China plays a key role 
in determining the direction of the nickel price. The 
country’s stainless steel output accounts for approx-
imately 50% of global production, and it is expected 
to keep growing, albeit at a slower rate of 3.4% in 
2020, compared to the 9.4% year on year increase in 
2019.

There is also another important demand driver, 
namely the rapidly growing electric vehicle (EV) 
industry. Nickel is heavily used in EV batteries and 
the global move towards automobile electrification, 
driven by government incentives, companies and in-
dividual consumers, did slow down by the pandemic, 
but it already shows signs of a strong comeback. 
Currently, the EV batteries’ share of global nickel 
demand stands at only 4%, but as EV sales climb, it 
is projected to reach nearly 10% of the total in 2022 
and 20% by 2030, according commodity research 
firm Roskill.

The case for copper could be even stronger, as a 
growing number of analysts concur that the red 
metal has the best long-term prospects in the base 
metals sector. As an S&P Global Market Intelligence 
report put it, copper is just emerging from a “dismal 
decade” of massive underinvestment. As the report 
highlighted, 224 major copper discoveries were 
made since 1990, but only 16 of those were in the 
past decade and there has been only one major dis-
covery since 2015. As a result, while there are enough 
reserves to meet immediate demand, the produc-
tion cuts of last decade are likely to cause a supply 
crunch in the years to come. 

Often dubbed “Dr. Copper”, the red metal is widely 
acknowledged an indicator of economic health. 
As such, to a very large extent, copper’s demand 
prospects are tied to the pace and the scale of the 
recovery from the covid crisis. Copper is omnipres-
ent as a core component in electrical equipment, 
wiring and piping, telecommunications, construc-
tion and industrial machinery, therefore the macro 
environment, the revival of the manufacturing 
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sector, and infrastructure, play a considerable role 
in price direction. Indeed, the metal rose to a 2-year 
high in early September, as investors welcomed im-
proving manufacturing data, especially out of China, 
a key source of copper demand. In addition to this, 
in recent years, the metal has also seen increased 
demand due to advances in “green” technologies 
and renewables, as it is heavily used in solar, hydro, 
thermal and wind energy systems. 

Finally, copper is also an excellent inflation hedge, 
because of its extensive uses and its instrumental 
role in manufacturing, industrial production and end 
consumer goods. Naturally, as the price of goods and 
services rises, so does the price of the commodities 
used to produce them. In fact, copper has a better 
track record as an inflation hedge than gold, which is 
the ultimate crisis hedge.

ETFs can provide very good exposure to copper and 
nickel, as would single miner stocks. In the latter 
case, much like with oil and gas, caution is necessary 
in the screening process to ensure the selection of 
high-quality stocks. 

Precious metals 

As we outlined in our previous issues of the InSights, 
the investment case for gold and silver is very strong. 
The fiscal and monetary responses to the covid crisis 
have already paved the way for the return of infla-
tion, and not just for asset price inflation, but also for 
consumer price inflation. Now, as it becomes clear 
that the economic damage is here to stay and as 
governments start to prepare for a “second wave” of 
relief packages and massive spending, the outlook 
for precious metals appears even brighter. 

However, it’s not just inflation that precious metals 
can provide protection from. Especially gold is a solid 
hedge against different risks that are on the fore-
front of many investors’ minds. The currency crises 
currently underway in Turkey and Lebanon, the sov-
ereign debt crises in Argentina and Ecuador, are 
arguably just the tip of the iceberg. Given the scale 
of lockdown damage and the decades of excessive 
debt accumulation that preceded it, there are many 
more countries that could find themselves in a finan-
cial dead-end. According to Fitch Ratings, sovereign 

As inflation heats up, historically copper tends to rise three times more than gold

Source: Bloomberg
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defaults are set to hit a record this year, as in only the 
first four months of 2020 there were a record 29 sov-
ereign downgrades.

The overall climate of uncertainty, the heightened 
volatility and the stretched valuations in equity 
markets are also driving investors to seek refuge in 
precious metals. This is increasingly true for retail 
investors and ordinary savers too, many of whom 
never owned any financial assets before. A recent 
survey by LendingTree revealed that one in six Amer-
icans bought gold or other precious metals in the last 
three months. On Robinhood, the popular mobile 
trading app for amateur investors, the number of 
users holding two of its largest gold funds has tripled 
since the start of the year. 

Conclusions

As we enter fall, concerns over a new wave of covid 
infections are on the rise and so are fears of further 
lockdowns and restrictions on economic activity. On 
the other hand, fresh stimulus packages are also in 
the pipeline, as fiscal and monetary support is here 
to stay. For investors, it is certainly a time of wide-
spread uncertainty and great volatility, but the forces 
that are likely to drive commodities are already in 
place and set to intensify over the coming months 
and years. 

For instance, we might not know yet exactly what 
form the new fiscal relief efforts will take in major 
economies, whether there will more “covid checks” 
or an introduction of the Universal Basic Income, a 
trial launch of which we recently saw in Germany, 
but we do know further stimulus is on the way and 
it is likely to break new government spending and 
borrowing records. More monetary easing is also all 
but guaranteed and so are “lower for longer” interest 
rates, thereby solidifying inflation expectations 
which are set to benefit commodities at large. What 
is also highly probable is that the shift towards the 
“green” economy will continue and likely accelerate, 
since much of the stimulus, the grants and the loans, 
are tied to the green agenda, as we saw in the case of 
the Eurozone recovery deal. 

Overall, we feel that the previous decade of severe 
challenges and widespread underinvestment has 
created many opportunities in commodity sectors 
that are especially attractive at the current price 
levels. However, although our commodities outlook 
is very positive, we must highlight the need for in-
vestors to be cautious and to employ a very careful 
screening process when evaluating individual 
stocks. There are indeed great bargains to be found 
in commodities and there are companies that will 
emerge stronger from this crisis, but there are also 
those that will not emerge at all. Therefore, it is es-
sential to mitigate these risks by identifying high 
quality companies, with healthy balance sheets and 
a solid track record.   
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This report was prepared and published by BFI 
Infinity Inc., a Swiss wealth management company 
registered under the U.S. Investment Advisors Act 
of 1940 with the U.S. Securities and Exchange 
Commission (SEC) as an investment advisor.

This publication may not be reproduced or 
circulated without the prior written consent by BFI 
Infinity Inc., who expressly prohibits the distribution 
and transfer of this document to third parties for 
any reason. BFI Infinity Inc. shall not be liable for 
claims or lawsuits from any third parties arising 
from the use or distribution of this document. 
This publication is for distribution only under such 
circumstances as may be permitted by applicable 
law. This publication was prepared for information 

purposes only and should not be construed as an 
offer, a solicitation or a recommendation to buy, sell 
or engage in any venture, investment or financial 
product. Certain services and products are subject 
to legal restrictions and cannot be offered worldwide 
on an unrestricted basis. Although every care has 
been taken in the preparation of the information 
included, BFI Infinity Inc. does not guarantee and 
cannot be held responsible for the accuracy of any 
statistic, statement or representation made. The 
analysis contained herein is based on numerous 
assumptions. Different assumptions could result in 
materially different results.

All information and opinions indicated are subject to 
change without notice.

Zurich Office:
Bergstrasse 21
8044 Zurich
Switzerland

Tel. +41 58 806 2210
Fax +41 58 806 2211
advisors@bfiwealth.com
www.bfiwealth.com

BFI Infinity Inc.

Legal Disclaimer


