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The Pandemic and the Precious Metal
• COVID-19’s Evolving Uncertainty 

• Investors continue to grapple with heightened uncertainty regarding 
COVID-19, the election and the fiscal outlook

• Global Pandemic => Global Monetary Stimulus
• Central bank accommodation has significantly broadened the monetary 

base and primed economies for recovery

• Gold’s Stimulus-Driven Surge
• Gold has surged alongside rapidly growing money supply, but may have 

run too far, too soon

1



An Ample Supply of Money & Monetary Stimulus

• Interest Rates at the Zero Lower Bound. The Fed cut the federal funds rate range to
zero relatively quickly amid the pandemic earlier this year, in an effort to incentivize
borrowing and companies’ investments in future growth opportunities to stimulate
the economy. The Fed has also telegraphed that it expects to maintain low interest
rates until it is confident that the economy has weathered recent events, which
could help ease the recovery back to a more “normal” economic environment.

• Exploding Money Supply Fighting Off Deflation. A result of much of the Federal
Reserve’s monetary policy actions to date has been the massive expansion of its
balance sheet, ballooning to just around $7T from $4T to start the year. This was an
effort to fight deflation, by offsetting the depressed velocity of money with a higher
supply of money. As a result, M2, which includes cash and checking deposits,
among others, has increased dramatically, from $15.3T at the start of the year, to
$18.3T as of August 3rd.

• Synchronized Global Easing. The Federal Reserve is far from alone in dramatically
increasing money supply during the COVID-19 pandemic. Central banks across the
globe have followed suit by reducing interest rates and expanding bond-buying
programs, including the European Central Bank, Bank of Japan, and Bank of
Canada, among many others. These strong policy responses have significantly
broadened the global monetary base and has primed the economies for recovery
once the COVID-19 pandemic is brought under control.
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• 2nd Wave Abating, But New Hotspots Emerge. There are signs that the 2nd wave in
U.S. of COVID-19 infections has peaked for now, though some states in that cohort
such as California and Texas continue to wrestle with their outbreaks. However, a
number of other states have popped up as new hotspots as well, including Georgia,
Kentucky, North Carolina, Virginia and Oregon to name a few. This highlights that
the path through a pandemic is, by nature, unpredictable.

• Awaiting Fiscal Clarity. President Trump has extended multiple provisions of the fiscal
stimulus package, authorizing the use of unused CARES Act funds for enhanced
unemployment benefits, deferring payroll taxes and continuing the moratorium on
evictions, among others. While the prospect for additional federal spending sits in
limbo due to a stalemate in Congressional negotiations, better than expected new
and continuing jobless claims last week have reduced the urgency for Congress to
pass a formal bill to tie up other loose ends for the time being.

• Greater Than Normal Election Volatility? Implied volatility from options contract
pricing suggests that investors are still bracing for COVID-19-related risks. In addition,
contracts expiring around the election appear to be pricing in additional volatility
on top of that. The pandemic will likely increase the number of voters choosing to
cast ballots by mail, suggesting definitive results may not be available on election
night. The 2000 election provides an interesting case study, when recounts in Florida
delayed the outcome of the election, a time that proved volatile for the S&P 500.

Investors continue to grapple with heightened uncertainty 
regarding COVID-19, the election and the fiscal outlook

Central bank accommodation has significantly broadened the 
monetary base and primed economies for recovery



Gold’s Stimulus-Driven Surge

• Gold’s Justification. Gold has a long and storied history in the investment world,
garnering adoration by some investors as a store of value and disdain by others that
see it as a non-productive investment due to its lack of yield. While not a
recommended asset for all investors due to its sometimes extreme and prolonged
swings in price and the ambiguous nature of its valuation, gold has a strong history
as a diversifying investment due to its low correlation to both stocks and bonds and
its tendency to perform well in inflationary environments.

• Gold’s Surge. Gold has recently appreciated materially, rising from its late-2018 lows
below $1,300/oz to over $2,000/oz in a parabolic-like pattern. Most of this rise has
occurred in the current year, amidst the rise of COVID-19 uncertainty, and perhaps
more importantly, the recent surge of monetary stimulus. Such drivers are not new to
gold, which has often been sought as a safe haven asset and has surged before
alongside global central bank actions.

• Gold’s Valuation. In the post-Bretton-Wood’s world (since 1971), gold’s price has
been quite connected to the supply of money. In fact, a simple model that
compares the price of gold, the total supply of discovered and unearthed gold and
the total supply of money has provided a consistent and effective assessment of fair
value for the last 50 years. Gold’s recent dramatic rise has driven prices above this
fair value assessment, leaving it currently overvalued unless global central banks fill
the gap with continued significant money supply growth.

Chart of the Week:
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Gold has surged alongside rapidly growing money supply, but 
may have run too far, too soon

Gold’s Stimulus-Driven Surge
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GLENMEDE CORPORATE FACTS
More than $41 billion in assets under management as of 12/31/2019
Founded in 1956
Serves high net worth individuals, families, family offices, foundations and 
institutional clients

This presentation is intended to be a review of matters of
possible interest to Glenmede Trust Company’s clients and
friends and is not intended as personalized investment
advice. Advice is provided in light of a client’s applicable
circumstances and may differ substantially from this
presentation. Opinions or projections herein are based on
information available at the time of publication and may
change thereafter. Information obtained from third-party
sources is assumed to be reliable, but accuracy is not
guaranteed. Outcomes (including performance) may differ
materially from expectations and projections noted herein
due to various risks and uncertainties. Any reference to risk
management or risk control does not imply that risk can be
eliminated. All investments have risk. Clients are encouraged
to discuss the applicability of any matter discussed herein with
their Glenmede representative.
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