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Key takeaways-

- April weakness forgotten short term.
- Waiting for a new bullish catalyst into summer.

April’'s wobble reversed in May as flows, sentiment and liquidity recovered and reversed.
Year to date equity returns, as at the end of May, remain robust with the Nikkei, S&P,
Euro Stoxx and SMI up 16%, 10%, 10% and 7% respectively.

So far, it's been a typical election year combined with economic expansion (powered by
Government spending), falling inflation and, most importantly behind the scenes,
increasing liquidity. In a financial system with such huge
amounts of debt (the train), all which periodically need to be
rolled, Central Banks greatest task is to simply keep the
“train on the tracks”. Keeping financial conditions easy and
markets stable. However, the result of this liquidity is monetary
inflation which becomes, as investors, our only true benchmark to
beat - keeping pace with, in effect, debasement.

If central banks are increasing the supply of money by e.g., 5% per year then that must
be our target even before we bring in consumer inflation. Its ultimately the same
method used by the Romans where they would debase by reducing the content of silver
and copper in their coins over time.

With these thoughts we remain focussed on assets, as much as possible, which can't
simply be printed and are more finite in nature. Precious metals, stocks and crypto
are preferred over bonds and cash.

This chart we have highlighted before. Foreign central banks are switching to Gold. Add
in the clear lesson available from the recent confiscation of Russian assets and why
would an entity willingly now choose to buy US Treasuries.

Central Bank Purchases of Gold (blue, $B) v. But someone must.

Foreign Official Purchases of USTs (orange, $B)
Cumulative since PBOC said "No longer in China's interest to The Bank of Japan

grow FX reserves” in 2013 own 47% of the
Source: US Treasury, World Gold Council, FFTT
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A couple of years ago the US was financing its debt at 0% interest. Today T bills are
issued at 5.25%. So, as well as having a high and increasing amount of debt (deficit of
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7% of GDP, debt/GDP of 120%) the cost of financing that debt has risen 525bps. 1
would assume Government tax receipts aren’t rising at the same pace.

Not surprisingly neither candidate for November is running on “cutting debt or spending”.
Behind the scenes demographics are slowly worsening the situation.

Hence our preferred assets. The authorities cannot allow a fiscal crisis. They need to get
interest rates and the US Dollar weaker whilst keeping growth above trend. Precious
metals, stocks and crypto should outperform over the medium term.

The current issue for the Fed is sticky inflation as the chart below highlights. US CPI
remains at 3.6% versus the 2% target. Within the data the overiding issue is elevated
housing inflation. It's worth noting that these are significant lagging indicators a point, it
seems, often forgotten by Fed officials. A recent WSJ article believes that boomers are
transferrring around $75 trillion to their kids. Apparently, it's legal to lend your child a
downpayment and then foregive the principal over time using the annual gift-tax
exemption likewise to act as mortage provider. Maybe we see shelter removed or
tweaked from the CPI calculations.

Last Price
=S CPI Urban Consumers Less Food & Energy YoY NSA 3.6
UK CPI Ex Energy Food Alcohol & Tobacco YoY 3.9
= Eurostat Eurozone Core MUICP YoY NSA 2.7
mBank of Canada Core Inflation Index Weighted Median YoY 2.6

2010 2011 2013 2 2016 2018

Other “tweaks” happening in the housing market is a proposal for Freddie Mac (and
maybe Fannie) to guarantee second mortgages. This, in effect, could potentially release
around $1.8 trillion of cash to consumers. Dependent on how this is marketed it’'s
effectivly consumer stimulus on the one hand and a forced buyer of debt on the
other.

Uranium is a theme we still like. Georgia Power just announced their fourth nuclear
reactor. It will provide 30m megawatt hours of electricity per year and should last 60 to
80 years. To replicate this you would need 32k wind turbines over 10k acres of land.
Bare in mind solar panels and turbine blades go to landfill after their short life too. Japan
also has announced it’s reopening five reactors by 2025 and will issue debt to invest in
more plants. We believe this remains the optimum way to invest in two themes - the
energy transition and the demand story (Al/data storage needs).

Portfolios remain fully invested with a preference for assets that are more finite in
supply. We remain bullish into the election but, as discussed in previous monthlies, we
are concerned that the 2-party race is disrupted by Robert Kennedy Junior. The path of
inflation, July/August earnings season and the robustness of the economy will
be the focus for markets into the summer. Liquidity remains key given the longer-
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term challenges/opportunities of sticky inflation, ageing populations, large public deficits,
deglobalization, political polarization and massive technological and probably societal
change. How these develop and affect markets remain significant unknowns.
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J. Loudoun

Chief Investment Officer, Reyl Overseas.
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DISCLAIMER

This advisory note is provided by REYL Overseas Ltd, an independent affiliate of the REYL
Group, duly registered as an independent adviser with the SEC.

The information and data presented in this advisory note are given for informational
purposes only and are not to be used as, or considered to be, an offer or solicitation to
buy, sell or subscribe to any securities or financial instruments.

This information does not take into consideration the specific investment objectives,
financial situation or particular needs of any person that enters into a relationship with
REYL Overseas Ltd which must be done by written agreement. The value and income of
any securities or financial instruments can go up as well as down. The market value of
securities or financial instruments may be affected by changes in economic, financial or
political factors, time to maturity, market conditions and volatility, or the credit quality of
any issuer or reference issuer.

REYL Overseas Ltd does not render or offer to render personalized investment advice in
this advisory note. REYL Overseas Ltd may only transact business or render personalized
investment advice in those States where it is registered or where an exemption or exclusion
from such registration exists.

Foreign currency rates may have a positive or adverse effect on the value, price or income
of any security or related investment. Many factors may affect the value of a financial
instrument, and accordingly, investors effectively assume all risks and may receive back
less than they had originally invested.

Past performance should not be taken as, and is not, an indication or guarantee of future
performance and no representation or warranty, expressed or implied, is made by REYL
Overseas Ltd regarding future performance.

Any information contained on this advisory note does not constitute the investment policy
or strategy of REYL Overseas Ltd or an investment recommendation, but merely the
different assumptions, views and analytical methods of those who prepared it. The
information, opinions and estimates expressed in this advisory note reflect a judgment as
of its original publication date and are subject to change without notice.

Proprietary papers and writings are the opinion of REYL Overseas Ltd. Other articles, links,
and information contained herein are obtained from sources REYL Overseas Ltd believed
to be reliable. Although all reasonable care was taken in gathering the information and
formulating the opinions contained herein, REYL Overseas Ltd does not make any
representation whatsoever as to its accuracy or completeness. Accordingly, REYL Overseas
Ltd accepts no liability for any loss arising from the use of this note, which are made
available for information purposes only.

This advisory note is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of, or located in, any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to
law or regulation.

Clients should consult their adviser with regard to any questions they may have. Please
be aware that there are risks associated with all investments and investment strategies.
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