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Gold, Steady in its Purpose
May brought a continuation of April showers to the precious metals complex and many
other asset categories. Gold bullion1 lost ground and is up 0.45% YTD through May 31,
2022, while silver bullion2 has declined 7.54% YTD. Gold mining equities3 were hard
hit in May but remain 2.33% higher YTD. This compares to a YTD decline of 13.30% for
the S&P 500 Index6 and a historic drawdown for bond markets which have lost 8.33%
YTD, as measured by the U.S. Treasury Index.
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Paul Wong, CFA
Market Strategist

Indicator

5/31/2022

4/30/2022

Change

Mo %
Change

YTD %
Change

Gold Bullion1

$1,837.35

$1,896.93

($59.58)

(3.14)%

0.45%

All asset classes
degrossing

Silver Bullion2

$21.55

$22.78

($1.23)

(5.39)%

(7.54)%

Bouncing off
channel support

Gold Senior
Equities
(SOLGMCFT
Index)3

126.24

138.17

(11.93)

(8.63)%

2.33%

Tested and held
primary

Gold Equities (GDX)4

$31.73

$34.99

($3.26)

(9.32)%

(0.94)%

(Same as above)

DXY US Dollar Index5

101.75

102.96

(1.21)

(1.17)%

6.36%

Correction from
overbought

4,132.15

4,131.93

0.22

0.01%

(13.30)%

Flat after a near bear
scare

U.S. Treasury Index

$2,291.62

$2,287.44

$4.18

0.18%

(8.33)%

Bounce from very
oversold conditions

U.S. Treasury 10 YR
Yield*

2.84%

2.93%

(0.09)%

9 BPS

133 BPS

Testing the 40-year
secular downtrend

U.S. Treasury 10 YR
Real Yield*

0.19%

(0.01)%

0.20%

20 BPS

129 BPS

Stalling at overhead
resistance

Silver ETFs (Total
Known Holdings
ETSITOTL Index
Bloomberg)

885.93

902.10

(16.17)

(1.79)%

(0.02)%

Flat year to date (YTD)

Gold ETFs (Total
Known Holdings
ETFGTOTL Index
Bloomberg)

105.18

106.65

(1.47)

(1.38)%

7.45%

S&P 500 Index6

Analysis

First minor pullback
in 2022

Source: Bloomberg and Sprott Asset Management LP. Data as of May 31, 2022.
*Mo % Chg and YTD % Chg for this Index are calculated as the difference between the month end’s yield and the
previous period end’s yield, instead of the percentage change. BPS stands for basis points.
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Few May Flowers
Gold declined $59.58/oz (or -3.14%) in May to close the month at $1,837.35. May saw a continuation of April, with an
across-the-board reduction in exposure to most asset classes. Liquidity and market depth deteriorated further while the
Federal Reserve (“Fed”) maintained its hawkish rhetoric, and growth indications slowed further. The Russia-Ukraine war
continued to show no resolution, but its effect on commodities, especially energy and grain supplies, worsened. Brent oil
closed at $122.84 a barrel, only 4.0% off its February price spike high of $127.98. U.S. natural gas prices reached 14-year
highs, while gasoline and diesel prices posted record highs. The Bloomberg Grains Subindex7 has surpassed its February
highs and is likely to climb higher as many countries have already announced export bans (food security) and Ukrainian ports
remain closed.
By mid-month, the S&P 500 Index came close to realizing a 20% drawdown, a common reference point for defining a bear
market. Risk assets had another down leg as more evidence of a burgeoning economic slowdown grew. Some prominent
retailers, known for their size, scale, and expertise in supply chain logistics and cost management, significantly missed
earnings and guided to full-year declines. The miss was due to supply chain costs and inflation pressures, all indicative of
consumer vulnerability. By month-end, as has been typical lately following a violent selling leg, downside protection was
monetized, resulting in dealer deltas8 becoming less negative and the upward squeeze (rapid prize changes that fuel rapid
buying activity) began. The rapid deterioration of market depth or trading liquidity has exacerbated price movements in
virtually every asset class.
Gold Bullion: Ahead of Other Asset Classes
May saw selling across most asset classes and fund types but not in a “crisis environment” manner. Although selling may
have been despondent, it was not panicky. May’s grinding degrossing left little to no appetite for safe-haven assets such as
gold. With volatility elevated across most asset classes, we will likely witness more VaR-related9 selling ahead, but the selling
is likely to occur increasingly into a price vacuum (a buyers strike).
Market liquidity was horrible in May. Cross-asset and intra-stock correlations rose, realized volatility increased, the U.S. dollar
(USD) broke higher, financial conditions tightened, etc., which led to widespread selling and deleveraging. However, there
were no signs of a scramble for downside protection or safe haven assets. Volatility markets, credit spreads, credit default
swaps, interest rate swaps, etc., were all elevated but not spiking, indicating the lack of an immediate threat to the financial
system. In short, gold bullion rose and fell with overall market exposures in the absence of a crisis/panic. The glass-half-full
view is that gold has outperformed most other asset classes (some by quite a bit); the glass-half-empty view is that gold did
not materially increase. One’s perspective will depend on the type of investment portfolio one manages. However, market
conditions remain vulnerable to panic if something were to break. As Figure 1 shows, gold continues to hold its uptrend in a
“bending but not breaking” manner, despite many attempts to break lower.

“The recent behavior of gold versus cryptocurrencies strengthens the case that these assets
fulfill contrary functions: safe haven store of value versus speculative trading vehicle.”
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Figure 1. Gold Bullion Bouncing Off Trend (2017-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 6/01/2022. Included for illustrative purposes only. Past performance is no guarantee of future results.

Gold Does its Job
As measured by the S&P 500, equity markets had reached an all-time closing high on the first trading day of this year,
January 3, 2022. Since then, the sell-off has impacted many asset classes. Figure 2 highlights some popular market segments
with year-to-date (YTD) returns, their correlations to S&P 500 and realized volatility. Gold bullion held its value with the lowest
correlation to the S&P 500 and the second-lowest realized volatility. Commodities have been the significant outperforming
asset class year to date, but much of this performance was driven by supply shock effects on the energy commodity complex
wrought by the Russia-Ukraine war.
Figure 2. Comparison of YTD Returns, Correlation to S&P 500 and Realized Volatility
Asset

YTD Return

YTD Correlation to S&P 500

YTD Realized Volatility

Gold Bullion - Spot Gold

0.38%

(0.18)

10.55

NYSE Arca Gold Miners Index

-0.94%

(0.00)

27.32

Silver Bullion - Spot Silver

-7.50%

(0.13)

18.92

Bloomberg Commodity Index

32.44%

(0.03)

19.13

S&P 500 Index

-13.30%

1.00

30.60

NASDAQ-100 Index

-22.54%

0.98

40.46

U.S. Treasury Index

-7.81%

(0.14)

6.75

ARK Innovation ETF

-53.39%

0.81

78.91

Bitcoin

-31.38%

0.56

40.07

Source: Bloomberg and Sprott Asset Management. Data as of 6/01/2022. Included for illustrative purposes only. Past performance is no guarantee of future results.
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Market Depth and Liquidity is Fading
Although markets may have been in a despondent mood, oddly, they have not been panicky. May saw many alternating oneday wonder rallies and one-day shock drawdowns caused mainly by the interplay of options hedging dynamics triggering buy/
sell squeezes. Despite the significant drawdowns across most asset classes and the elevated volatility, there were no classic
signs of panic or capitulation. Volatility markets, credit default swaps, credit spreads, etc., were all elevated but did not reach
a state of stress or alarm, and with few signs of contagion effects.
One factor aiding the wild daily price swings has been the lack of market depth or trading liquidity. Figure 3 highlights our
proxy for market depth, which is comprised of an amalgamation of depth indicators for equity futures, Treasury liquidity,
credit and currencies. By this measure, market depth is approaching the nadir of March 2020, when the financial system
seized up and forced central banks to unleash the most extraordinary liquidity injection. We also overlaid the S&P 500 Index/
Gold Spot Price ratio (blue line) to highlight the general relationship between market depth and safe haven flight. As market
depth deteriorates, gold tends to outperform equities.
Another event that is likely to reduce market depth further is QT (quantitative tightening), which is scheduled to start on
June 1 at $47.5 billion per month ($30 billion in Treasuries, $17.5 billion in mortgage backed securities) for the first three
months. By September, QT is slated to rise to $95 billion per month. If the function of QE (quantitative easing) was to “lower
borrowing costs, boost spending, support economic growth, and ultimately increase inflation,” then QT is likely to have the
opposite effect. We believe an underappreciated risk is QT’s effect on worsening market depth, increasing volatility, market
dysfunction, and fragility, which are likely to support gold.
Figure 3. Total Market Depth and the S&P 500 to Gold Ratio (2017-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 6/01/2022. Included for illustrative purposes only. Past performance is no guarantee of future results.

Don’t Fight the Fed
For the Fed, the stock market has become less critical than a disorderly increase in yields, credit spreads or the USD, all factors
that would worsen Treasury market functioning. Higher equity markets are likely to translate to lower financial conditions, the
antithesis of the Fed’s stated goal of tightening financial conditions to reduce demand pressures. Being bullish has become
essentially fighting the Fed, and instead of a put, the Fed is writing calls.
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The Fed is blatantly pursuing demand destruction via the negative wealth effect. The primary tools used since the GFC (global
financial crisis) to inflate asset prices and create demand have now reversed. Low rates, dovish forward guidance, QE and
low volatility have all flipped over to higher rates, hawkishness, QT and higher volatility to deflate asset prices and lower
demand. Though the probability of an economic recession is uncertain, the chances of a profit recession are much higher. A
profit recession has not been priced in yet and would result in another derate in price-earnings (P/E) levels. During the last
four recessions, the average decline in earnings was about 20% from peak to trough.
This year’s market sell-off has been primarily a derating event and has not been earnings-driven yet, given earnings are still
climbing. The derating process started with expensive stocks, mega-cap stocks and long-duration stocks, especially in the
market’s speculative corners. The selling waves were in a rolling bear market that crushed mispriced duration assets. As real
yields increased and financial conditions tightened, selling pressures have broadened to all market members.
Another level of support missing that investors have become dependent on since the GFC is the “market puts,” of which
there are three types. The most prominent one is the Fed put, now suspended or at a much lower strike price. The second is
the retail, buy-the-dip put, which has now retrenched after the tremendous losses in the speculative areas of the market. The
third is the bond equity diversification (negative correlation) put, which is now gone.
Is Peak Inflation Transitory?
Everyone is looking for signs of peak inflation that may cause the Fed to relent, allowing risk assets to find a footing.
Challenging this quest for signs of peak inflation are surging energy and food prices and tight labor and housing markets.
Energy supplies and inventories are far too low, and with further sanctions placed on Russian energy, they are likely to
deteriorate further. The Russia-Ukraine war is threatening wheat supplies and fertilizer exports. The largest fertilizer category
by size is nitrogen-based fertilizer and the feedstock is natural gas, which is in short supply globally. Due to Russia (one of the
largest oil and natural gas exporters) and Ukraine (major wheat and fertilizer exporter), food and energy prices have become
more intertwined than at any other point in history.
More countries have announced export restrictions on grains in response to food security, limiting supply and threatening
higher prices. Labor markets remain in acute shortage, the tightest in generations and there is mounting evidence of wage
spiral effects. With record home prices, low inventories and a record number of building permits, housing remains a seller’s
market. Though there are early signs that housing pressures may be easing, the situation remains tight and inflationary.
Cryptocurrencies’ Speculative Wild Ride
Once again, the recent behavior of gold versus cryptocurrencies strengthens the case that these assets fulfill contrary functions:
safe haven store of value versus speculative trading vehicle.
At its peak, cryptocurrencies had a top market capitalization of ~$3 trillion and have now fallen to $1.31 trillion, a loss
of ~$1.7 trillion or -56%. Cryptocurrencies have been volatile and, therefore, speculative. Cryptos had peaked out last
November (2021), but the most recent downdraft was attributed to a collapse in stablecoins (cryptocurrencies pegged to a
currency) segment of the crypto-ecosystem, essentially the crypto/DeFi10 version of “breaking the buck.” Contagion effects
are always a concern, but in this case, they are likely to be limited due to the lack of counterparty exposures. Spillover effects
are likely to be mainly in retail sentiment and flows and potential future regulatory risks.
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Over the last year, cryptos have not demonstrated that they are a store of value, a stable medium of exchange, a diversification
asset or a hedge. Since 2011, Bitcoin has had three major drawdown events, plus the current one. The first three were the
~80% drawdown varieties, while the current one is ~50% to date. Perhaps one day, Bitcoin and other cryptocurrencies will
prove their ardent proponents correct, but this current cycle is still demonstrating the highly speculative nature of all things
crypto. If it is a function of being too early in cryptos’ life cycle, we should look for factors like much lower realized volatility
and lower downside capture correlation with risk assets. The greatest challenge of cryptocurrencies remains in managing
their extreme volatility. Over the past five years, Bitcoin’s 30-day realized volatility had averaged ~60% versus 21% for the
Nasdaq Composite Index for comparison.
Figure 4. Bitcoin: Long-Term Price, Historical Drawdowns, 30-Day Realized Volatility (2011-2022)

Source: Bloomberg and Sprott Asset Management. Data as of 6/01/2022. Included for illustrative purposes only. Past performance is no guarantee of future results.

A Calm Sell-Off is Not a Sell-Off
Over the past year, there have been rolling mass liquidations in growth, high P/E, mega-cap tech and speculative sectors. Over
the past several years, these former market leaders benefitted from lower rates, QE and low inflation in the real economy but
high inflation in financial assets. The return of high nominal growth and high inflation has forced central banks to withdraw
liquidity and increase rates, which has proven to be the ultimate left tail risk for these former market leaders. Furthermore,
the “Fed put” and other market puts, the backstop of the secular bull market run from the GFC lows, are either gone or are
struck materially lower than the recent lows.
All these factors have resulted in deteriorating market depth and “selling into a vacuum” (or a buyer’s strike) price action.
Though markets saw significant drawdowns, the sell-off was a persistent grinding exposure reduction without crash effects or
a move toward safe haven investments. The May lows lacked true capitulation and panic. Final resignation may be tied to the
eventual Fed dovish pivot, but that would be preceded by a significant systematic stress event with a clear risk to employment.
In other words, the bar for reducing the pace of rate hikes remains high; therefore, the bar for a Fed dovish pivot is also high.
If a major stress/crisis event is required for a Fed pivot, maintaining a safe haven position remains prudent,
especially in this market environment.
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About Sprott
Sprott is a global asset manager providing clients with access to highly-differentiated precious metals and real assets investment strategies. We are specialists.
Our in-depth knowledge, experience and relationships separate us from the generalists. Sprott’s specialized investment products include innovative physical
bullion and commodity trusts, managed equities, mining ETFs, as well as private equity and debt strategies. We also partner with natural resource companies to
help meet their capital needs through our brokerage and resource lending activities. Sprott has offices in Toronto, New York, San Diego and London. Sprott Inc.’s
common shares are listed on the New York Stock Exchange and the Toronto Stock Exchange under the symbol “SII”.

sprott.com
	Gold bullion is measured by the Bloomberg GOLDS Comdty Spot Price.
Silver bullion is measured by Bloomberg Silver (XAG Curncy) U.S. dollar spot rate.
3
	The Solactive Gold Miners Custom Factors Index (Index Ticker: SOLGMCFT) aims to track the performance of larger-sized gold mining companies whose stocks are listed
on Canadian and major U.S. exchanges.
4
	VanEck Vectors® Gold Miners ETF (GDX®) seeks to replicate as closely as possible, before fees and expenses, the price and yield performance of the NYSE Arca Gold
Miners Index (GDMNTR), which is intended to track the overall performance of companies involved in the gold mining industry. The SPDR Gold Shares ETF (GLD) is one
of the largest gold ETFs.
5
	The U.S. Dollar Index (USDX, DXY, DX) is an index (or measure) of the value of the United States dollar relative to a basket of foreign currencies, often referred to as a
basket of U.S. trade partners’ currencies.
6
	The S&P 500 or Standard & Poor’s 500 Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies.
7
	The Bloomberg Grains Subindex (BCOMGR) is a commodity group subindex of the Bloomberg CI. It is composed of futures contracts on corn, soybeans and wheat, and
reflects the return of underlying commodity futures price movements only and is quoted in USD.
8
	
Delta hedging is an options strategy that seeks to be directionally neutral by establishing offsetting long and short positions in the same underlying.
9
	Value at Risk (VaR) is a way to quantify the risk of potential losses for a firm or an investment.
10
	DeFi is short for decentralized finance. It’s an umbrella term for the part of the crypto universe that is geared toward building a new, internet-native financial system,
using blockchains to replace traditional intermediaries and trust mechanisms. Source: The New York Times.
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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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Past performance is no guarantee of future results. You cannot invest directly in an index. 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.

