
 

www.appleseedfund.com 1 (800) 470-1029 

 July 30, 2020 

Dear Appleseed Shareholder: 

 

 

“Gold gives to the ugliest thing a certain charming air, 

for that without it were else a miserable affair.” 

 

─ Molière 

 

The first six months of 2020 have been historic. Thus far, the year has offered up a global health pandemic, a 

synchronized global recession, rising social unrest, extreme levels of market volatility, and record-breaking 

fiscal and monetary stimulus. It should be no wonder that investors have begun to turn towards gold as a safe 

haven. 

 

Over the year ended on June 30, 2020, the price of gold has increased by 27%; over the past six months, the 

price of gold has increased by 12%. The remarkable recent performance of gold has helped the performance 

of Appleseed’s portfolio during a period of enormous economic, political, and social instability. Despite a 

markedly increased gold price, we remain bullish on gold going forward, for reasons outlined below: 

 

1. Gold’s Track Record In the Bubble-Bust Era  

When the Dot-com bubble deflated in 2000, the Federal Reserve debased the dollar at a level not 

experienced in decades. Federal Reserve Chairman Alan Greenspan slashed the short-term interest rate 

from 6.5% in January 2000 to below 2% in January 2002, and he kept the short-term interest rate below 

2% for years thereafter. In response, the real estate market boomed as households applied low-cost 

financing to bid up home 

prices. When the housing 

market crashed six years later, 

Alan Greenspan’s successor, 

Ben Bernanke, dropped the 

short-term interest rate from 

5.25% in June 2007 to below 

0.25% in January 2009, and he 

kept the short-term interest rate 

below 0.25% for years 

thereafter. This year, the 

Federal Reserve has again 

pushed the short-term interest 

rate down to nearly 0% in order 

to protect the financial system 

from yet another crash.  

 

This brief history is highly relevant to our gold investment thesis. During this era of bubbles and busts, 

fueled by low-interest rates and unprecedented levels of monetary debasement, gold has generated a 

9.3% annualized return, far outperforming the investment return of the S&P 500 Index, which has 

produced an annualized return of 5.7%.1 Simply put, the driver of this phenomenon is this: as the dollar 

                                                                 

1 Source: Factset, 12/31/99-6/30/2020. 
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depreciates and inflation accelerates, the price of gold denominated in dollars appreciates at the same 

time that corporate profit margins compress due to increasing costs. Looking forward, we anticipate that 

the Federal Reserve’s interventions will continue and monetary debasement will necessarily accelerate 

during the coronavirus era. For this reason alone, we believe that gold will outperform other asset classes 

over the intermediate period ahead. 

 

2. Gold Offers Portfolio Diversification 

We also own gold because it is a portfolio diversifier. Gold is in an asset class all by itself, with the price 

of gold showing limited correlation to the price movement of either stocks or bonds. Due to its low 

historical correlation to traditional financial assets, the addition of gold to a portfolio of stocks and bonds 

should enhance portfolio returns and simultaneously reduce volatility, in our view. 

 

This year, our investors have experienced the 

beneficial effect of gold’s low correlation first-hand. 

The attractive returns of owning gold in 2020 have 

helped to offset the negative returns from owning 

stocks during the first half of 2020. Typically, gold 

has served to protect investment portfolios during 

the largest market declines over the past several 

decades.  

 

3. Helicopter Money Has Begun to Drop 

Congress and the President are likely to enact legislation approving, in aggregate, $10 trillion or more in 

stimulus measures this year, including steps that involve directly sending trillions of dollars of checks to 

households and small businesses. We believe it is likely that fiscal spending will exceed 25% of GDP 

during 2020. This enormous deficit will be financed by the Federal Reserve, which plans to print 

additional money to buy Treasury bonds that the government will issue to cover this spending. Ben 

Bernanke has advocated for this combined fiscal and monetary approach, called helicopter money, in a 

famous speech he wrote in 2002 about how to combat deflation and create inflation.2  

 

While the U.S. economy remains in deflation, it is just a matter of time before this helicopter money policy 

creates inflation, in our view. Since the end of April, inflation has already appeared in food prices, in 

personal protective equipment, and in oil prices. When inflation takes hold across other sectors of the 

economy and the consumer price index rises above 3%, we expect that this will be a particularly favorable 

environment for rising gold prices, as investors will seek to own real assets which could serve as a store 

of value. In the 1970s, the United States experienced sustained inflation rates above 4.6%; during that 

period, the gold price increased 15x from $35 to $541 per ounce. We are not forecasting such an 

astonishing return. Still, we believe that gold is positioned to perform better than most asset classes 

should helicopter money cause inflation, as Ben Bernanke predicted in his 2002 speech. 

 

4. Negative Real Interest Rates are Bullish for Gold 

During World War II, the U.S. government issued a record amount of debt held by the public, 

representing 106% of GDP. To pay off this debt over time, the United States rolled out a series of policies 

including capping interest rates below the level of inflation, creating negative real interest rates, and 

regulating banks to force them to buy U.S. Treasuries. Over the next several decades, the United States 

                                                                 

2 We talked about this important speech at length in our last quarterly commentary. 

Biggest S&P 500 Declines S&P 500 Gold

9/1976-3/1978 -19.4% 53.8%

8/1987-12/1987 -33.5% 6.2%

7/1990/10/1990 -19.9% 6.8%

3/2000-10/2002 -49.0% 12.4%

10/2007-3/2009 -56.8% 25.5%

5/2011-10/2011 -19.0% 9.4%

2/2020-3/2020 -33.9% -2.8%

Source: Incrementum AG, Factset.

https://pekinhardy.com/the-coronavirus-impact-deflation-and-then-inflation/


 

www.appleseedfund.com 3 (800) 470-1029 

gradually reduced its debt load as wealth transferred from savers, who earned below-inflation rates of 

return, to the U.S. government, who paid below-inflation rates of interest. 

 

The U.S. debt to GDP ratio is in a similar place as it was after World War II, having increased from 35% 

of GDP in 2007 to more than 100% of GDP now. Unsurprisingly, economists are rolling out the same 

playbook to help the U.S. government gradually pay down its debts. Due to bond purchases by the 

Federal Reserve, 30-year U.S. Treasury bond interest rates are now below 1.3%. With capped bond yields 

and inflation expectations starting to rise quickly, policymakers are again creating an environment for 

bond investors to generate negative real yields on their Treasury bond investments. 

 

Needless to say, an environment where bond yields are not compensating investors for inflation is an 

environment where the price of gold should rise, in our view. Negative real (inflation-adjusted) yields 

should nudge investors into investments like gold which are liquid, real, and held by central banks 

around the world as a reserve asset.    

 

5. Gold Outperforms in Both Deflationary and Inflationary Environments 

If the economy continues to shrink nominally and credit defaults accelerate, which is an unlikely scenario 

due to aggressive fiscal and monetary policies, the economy should remain in deflation. In such a 

deflationary environment, gold should serve as a safe haven, and gold’s purchasing power should 

increase as the prices of financial assets and commodities plummet, such as what occurred in March 2020 

and also during the Great Depression and the 2008-2009 Financial Crisis. In response to continued 

deflation, the Federal Reserve is likely to do whatever it takes to provide liquidity, reflate financial assets, 

and provide funding for additional fiscal spending until deflation finally turns into inflation. Then, when 

inflation eventually does take hold, investors should continue to buy gold as a store of value. Whether as 

a safe haven in deflation or as a store of value in inflation, gold should outperform during extreme 

economic events. 

 

6. Gold is Undervalued 

When Congress passed the Federal Reserve Act in 1913, the Act required 40% gold backing of all Federal 

Reserve notes that were issued. While the dollar is no longer backed by gold, a strong connection has 

continued to exist between the 

value of U.S. gold reserves and 

the U.S. monetary base. The 

supply of money has increased 

manifold over the past 107 

years, and the money supply 

increase has accelerated 

sharply this year. While the 

gold price has increased by 

12% during the first half of 

2020, the money supply rose at 

an even faster pace, by 20.9%. 

In other words, the rise of the 

gold price has not been 

keeping pace with the 

remarkable rise in the money 

supply in 2020. 
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Moreover, the rising gold price has not kept pace with the increase in the money supply since the creation 

of the Federal Reserve. The value of U.S. gold reserves relative to the U.S. monetary base has fluctuated 

over time, rising to more than 100% in 1981, but it currently stands at close to an all-time low of just 9%. 

Our bullishness concerning gold going forward is informed in no small part by two fundamental factors. 

First, gold appears inexpensive relative to the enormous growth of the U.S. monetary supply. Second, we 

expect that the money supply will continue to grow at a rapid rate in the years ahead. 

 

7. Gold is Underowned 

Despite gold’s attractiveness as an investment, it remains an underowned asset for several reasons. First 

and foremost, it is not available as an option in most employer-sponsored retirement plans. Similarly, 

gold is not available as an option in 529 education savings plans. Pension plans generally do not own any 

gold either. As a result, the market capitalization of all of the gold that exists in the world is only $8 

trillion, which is just a little bit larger than the expected Federal budget deficit in 2020. 

 

The typical investment portfolio is currently a 60/40 balanced portfolio, which means 60% is allocated to 

stocks and 40% is allocated to bonds. For young investors, the portfolio might be tilted towards an 

increased allocation to stocks, while older investors own more bonds. Regardless of the stock/bond mix, 

if the average investor were to allocate just 5% of his or her portfolio to gold, the gold price would have 

to rise significantly to accommodate the incremental investor demand and capital flow into gold.  

 

8. Gold is a Currency Crisis Hedge 

If it occurred, a currency crisis of some sort would be a worst-case scenario for the dollar and, at the same 

time, a best-case scenario for the price of gold. With that said, our gold bullishness does not hinge on a 

currency crisis; continued monetary debasement alone at accelerating rates creates a perfect environment 

for rising gold prices.  

 

We believe that gold is the best asset to own in a currency crisis. A currency crisis is generally precipitated 

by deficit spending and money printing that become so egregious that foreign investors move their 

capital out of the country, resulting in a local currency that drops sharply in purchasing power. The 

central bank then finds itself having to print even more money to fund further borrowing, which results 

in even higher prices. And so on. 

 

In Lords of Finance – the Bankers Who Broke the World, Liaquat Ahamed described how the Weimar 

hyperinflation occurred in post World War I Germany, which followed the typical path of a currency 

crisis: 

 

Von Havenstein [chairman of the Reichsbank] faced a real dilemma. Were he to refuse to print 

the money necessary to finance the deficit, he risked causing a sharp rise in interest rates as the 

government scrambled to borrow from every source. The mass unemployment that would 

ensue, he believed, would bring on a domestic economic and political crisis, which in 

Germany’s current fragile state might precipitate a real political convulsion. As the prominent 

Hamburg banker Max Warburg, a member of the Reichsbank’s board of directors put it, the 

dilemma was ‘whether one wished to stop the inflation and trigger the revolution,’ or continue 

to print money. Loyal servant of the state that he was, Von Havenstein had no wish to destroy 

the last vestiges of the old order. 

 

If this dilemma sounds familiar to you, it sounds familiar to us. However, this is not our base case; the 

United States, in contrast to Germany during the Weimar Republic, issues the world’s reserve currency, 
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which is a significant difference. The dollar remains the most widely used fiat currency in the world. 

Moreover, private investors are still investing their capital in the United States. While we are expecting 

the dollar to depreciate, a currency crisis, while possible, remains an unlikely scenario.  

 

We have asked ourselves what will happen to the U.S. dollar as the debt/GDP ratio increases from 100% 

to 200% during the next decade or as the fiscal deficit increases to 25% of GDP by the end of this year. We 

have similarly wondered what might cause foreign private investors to bring their money home or invest 

their capital elsewhere. Without knowing the answers to these questions, we are sleeping better at night 

owning gold as a currency hedge. 

 

9. Environmental Implications of Owning Gold 

Having already discussed many of the financial reasons to own gold, it’s worth pointing out that we want 

to earn an attractive financial return by investing with a light environmental footprint. We think there 

are important environmental and social considerations which make gold an attractive investment. 

 

Gold mining is admittedly a dirty business from an environmental standpoint, and, in many countries, 

gold mining is also a business with questionable human rights implications.   Furthermore, gold mining 

also happens to be a terrible business with poor returns on capital.  We have never owned any gold 

miners in the Appleseed Fund portfolio, and we do not expect we ever will own any gold miners.  

However, owning gold bullion locked in a vault is a very different proposition than owning a gold miner. 

 

Gold is a unique commodity because it is the most recyclable commodity that exists on the planet. Every 

other commodity is produced to be consumed, either as food, as energy, or as an input into an industrial 

production process. In contrast, gold is g en era l ly  owne d  but not consumed as a monetary metal. 

Instead, it is purchased, then held by its owner for a period of time, then sold to somebody else who also 

plans to hold it. In this way, gold is generally recycled rather than consumed. 

 

Furthermore, because gold is recyclable, annual gold mining production represents only 1% to 1.5% of 

the above ground stock of gold. Most of the world’s above ground gold supply was mined years ago or, 

in some cases, thousands of years ago. In contrast, annual silver mining production represents 100% of 

the above ground stock of silver. In other words, when we buy gold in a vault, approximately 99% of that 

demand is filled from secondary sources, such as other gold investors, or central banks, or from melted 

down jewelry, while just 1% of it is coming from new gold production. This makes gold more 

environmentally neutral than any other commodity as an investment.   

 

Having summarized the reasons for our ownership of a core position in gold for years, we want to offer a 

word of warning. Gold’s price can go down meaningfully before it goes up. Indeed, Appleseed shareholders 

have suffered through several meaningful drawdowns since we first began buying gold.  In 2008, the price of 

gold crashed by 34% before recovering. In March 2020, the gold price corrected by 15% before rising again 

quickly. And, between 2011 and 2015, the price of gold declined by 45% before starting to rise again.  

 

When the gold price corrects, as it did in March, we expect to hold onto our gold position or, if anything, use 

it as an opportunity to buy more gold at a less expensive price. Our decision to sell gold in the future will be 

driven by our judgment that gold is fully valued or that the fundamentals that support a higher gold price 

have changed. We look forward to that day, because it will likely be good news for the economy and the 

world.  
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Portfolio Performance and Positioning 

Appleseed Fund’s generated a total return of 20.42% during the most recent quarter versus a return in the 

MSCI World Index of 19.36%.  Appleseed Fund’s total return since inception is 4.59% per annum versus an 

average total return in the MSCI World Index of 5.15%.   

 

We have discussed gold enough in this letter, but gold certainly helped portfolio performance during the 

quarter. While rebounding somewhat during the quarter, Appleseed Fund has not yet made up its losses from 

the first quarter of the year. Its underperformance during the quarter and year-to-date, is entirely related to 

Appleseed Fund’s exposures. We own global value stocks, including small-cap, mid-cap, and large-cap value 

stocks. We currently have more than 70% of the Fund invested in small and mid-cap stocks, and we currently 

have minimal exposure to large-cap U.S. technology companies. Moreover, we continue to maintain an 

oversized position in emerging market stocks. During the first half of the year, the Russell 2000 Value Index 

generated a return of -23.50%. 

 

The most significant equity contributors to the Fund’s quarterly performance were RyanAir (RYAAY), TPI 

Composites (TPIC), and Moscow Exchange (MOEX-Russia) while the most significant detractors to 

performance among our long equity positions were Urovant (UROV), Ituran (ITRN), and Embraer (ERJ).   

 

At quarter-end, stocks represented 76.87% of the portfolio, gold represented 12.05% of the portfolio, and our 

cash/bond position represented approximately 11.03% of the portfolio.  We continue to believe Appleseed 

Fund’s portfolio is well-diversified, generally undervalued, positioned for accelerating inflation, and holding 

enough cash and short-term bonds to take advantage of any buying opportunities that might arise.  

 

Portfolio Changes 

 

 New Long Equity Positions Sold Long Equity Positions 

  Spirit Airlines Convertible Bonds Spirit Airlines Common Shares  

    Despegar (DESP) 

    RyanAir (RYAAY) 

    Embraer (ERJ) 

    Weibo (WB) 

    China Mobile (CHL) 

  

We generally make bottom-up purchase and sale decisions, but 2020 has been an extraordinary year, and we 

made several unusually top-down decisions during the quarter. First, we reduced the Fund’s exposure to air 

travel by selling Despegar, RyanAir, and Embraer. We also exchanged our Spirit Airlines common shares for 

Spirit Airlines convertible bonds. Our goal was to reduce the downside risk going forward of an extended 

slowdown in air travel, which has moved from an outside possibility to a likelihood during the past couple 

of months. In addition, with RyanAir, we liquidated our position once the share price increased above our 

intrinsic value estimate during the quarter. Second, we reduced our exposure to Chinese companies, based 

on our expectation that a growing cold war between the two countries could eventually result in capital 

restrictions that could prevent U.S. investors from owning Chinese companies in the future. We would always 

rather sell at a time of our choosing than a time of somebody else’s choosing. 

 

 

 

We remain humbled and grateful for your trust in having us invest a portion of your capital through your 

investment in Appleseed Fund.   
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Sincerely,                       

 

Josh Strauss, CFA              

William Pekin, CFA                    

Adam Strauss, CFA 

Shaun Roach, CFA   

 

 

 

***** 
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Fund Inception Date: 12/8/2006. 

 

Fund's past performance does not guarantee future results.  The investment return and principal value of 

an investment in the Fund will fluctuate so that an investor's shares, when redeemed, may be worth more 

or less than their original cost.  Current performance of the Fund may be lower or higher than the 

performance quoted.  Performance data current to the most recent month end may be obtained by calling 1-

800-470-1029.  Italics indicates extended performance, as APPIX did not exist until 1/31/11.  APPIX 

extended performance is an estimate based on the performance of APPLX, adjusted for the difference in fees.     

 

As of 06/30/2020, the Fund’s Top Ten Holdings can be found at: www.appleseedfund.com. 

  

The gross expense ratio of the Fund’s investor class is 1.47%, and the institutional class is 1.22%; the net 

expense ratio after contractual fee waivers through January 31, 2021 is 1.25% and 1.06%. The Fund’s ninety 

day redemption fee is 2.00%. 

 

The S&P 500 Index is a widely recognized, unmanaged group of stocks that is representative of a broad 

market. The index provides returns in U.S. dollars, assumes reinvestment of all distributions, and does not 

reflect the deduction of taxes and fees. The MSCI World Index is a widely followed, unmanaged group of 

stocks from 23 international markets and is not available for purchase. The Russell 2000 Value Index is a 

widely recognized unmanaged index that measures the performance of the small-cap value segment of the US 

equity universe. These indices provide total returns in U.S. dollars with net dividends reinvested. These 

index returns do not reflect the deduction of expenses, which have been deducted from the Fund’s returns. 

These index returns assume reinvestment of all distributions and do not reflect the deduction of taxes and 

fees. Individuals cannot invest directly in these indices, however, an individual can invest in exchange traded 

funds or other investment vehicles that attempt to track the performance of a benchmark index.  The 

Consumer Price Index (CPI) is an unmanaged index representing the rate of the inflation of U.S. consumer 

prices as determined by the U.S. Department of Labor Statistics. 

 

The Cyclically Adjusted P/E Ratio (CAPE) is a valutation measure usually applied to the S&P 500 equity 

market.  It is price divided by the average of ten years of earnings, adjusted for inflation.  EBITDA (earnings 

before interest, taxes, depreciation and amortization) is a measure of company profitability.  CAGR 

(compound annual growth rate) is the rate of return that would be required for an investment to grow from 

its beginning balance to its ending balance.  ROIC (return on invested capital) is a profitability ratio that 

aims to measure the percentage return that a company earns on invested capital.  EPS (earnings per share) 

is the monetary value of earnings per outstanding share of common stock for a company.   

http://www.appleseedfund.com/
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Investments in international markets present special risks, including currency fluctuation, the potential for 

diplomatic and political instability, regulatory and liquidity risks, foreign taxation, and differences in 

auditing or other financial standards.  Risks of foreign investing are generally intensified for investments in 

emerging markets.  Value investing involves the risk that an investment made in undervalued securities may 

not appreciate in value as anticipated or remain undervalued for long periods of time. 

 

Small and Mid-Cap investing involve greater risk not associated with investing in more established 

companies, such as greater price volatility, business risk, less liquidity and increased competitive threat. 

 

Diversification does not ensure a profit or guarantee against loss. 

 

Investments in commodities such as gold may be affected by overall market movements, changes in interest 

rates, and other factors such as embargoes and international economic and political developments. 

Commodities are assets that have tangible properties, such as oil, metals, and agricultural products. These 

instruments may subject the Fund to greater volatility than investments in traditional securities. 

 

The views and opinions expressed in this material are those of the authors. While we believe we have a 

reasonable basis for our appraisals and we have confidence in our opinions, actual results may differ 

materially from those we anticipate. These opinions are current as of the date of this letter but are subject to 

change.  There is no guarantee that any forecasts or opinions in this material will be realized. Information 

should not be construed as investment advice nor be considered a recommendation to buy, sell or hold any 

particular security. 

 

You should carefully consider the investment objectives, potential risks, management fees, and 

charges and expenses of the Fund before investing.  The Fund's prospectus contains this and other 

information about the Fund, and should be read carefully before investing.  You may obtain a 

current copy of the Fund's prospectus by calling 1-800-470-1029.   

 

Distributed by Ultimus Fund Distributors, LLC (Member FINRA). 
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