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The response to every major economic 
setback for the last three decades has been 
to lower interest rates. When that stopped 
working, central banks tried something new, 
Quantitative Easing (QE). QE is the fancy 
term; printing money is the layman’s term. 
Historically, excessive money printing has led 
to higher infl ation. Higher infl ation leads to 
higher interest rates. 

One viewpoint suggests that governments 
and central banks have everything in hand 
and will bring us all safely to the other side of 
this grand experiment. High debt, it is argued, 
is manageable and current prices simply 
refl ect the lack of meaningful alternatives for 
investment in this low interest world. 

The opposing view is that all that extra money 
in the system combined with historically low 
interest rates has led to bubbles, particularly 
in the stock market. The current Shiller CAPE 
(Cyclically Adjusted Price Earnings) ratio is 
now over 38. This level has been exceeded only 
once in over 140 years; that during the tech 
mania days at the turn of the millennium. 

Given history and statistics, in our view, it is 
far more likely that stock prices will decline 
rather than stay at these elevated levels. Our 

view is supported by research from Rosenberg 
Research in Canada, and GMO Capital in the 
U.S. Both suggest that, statistically, U.S. stock 
prices will see negative returns for the next 
fi ve to seven years entirely because of the 
current high Price/Earnings ratio. 

In the end we are left to ponder whether we 
are truly in a new paradigm, and it really is 
different this time. This fl ies in the face of 
historical precedent. We believe that business 
fi nancials still matter and that government 
induced bubbles will pop like any other bubble. 
Given the size, we believe this bubble could 
pop with much greater effect.

While thoughts of infl ation are not the 
driving force behind a recent addition to your 
portfolio, the prospect of higher infl ation will 
likely help this company. 

Barrick Gold Corporation is a mining 
company. That makes it unique in your 
portfolio. We have typically avoided mining 
fi rms, but in this case several themes came 
together to make us look at this company 
as an addition to your portfolio. Barrick is 
one of the largest gold mining companies in 
the world and owns fi ve of the top ten gold 
mines. As a result, it has one of the highest 
gold reserves of any company allowing for 
many years of development. It is also a large 

 MANAGER COMMENTARY

VALUE PORTFOLIO

The Antares Value Portfolio focuses on companies that, in our analysis, are underpriced in the stock market relative to their underlying worth 

as businesses. Our strategy aims fi rst to protect investors’ capital by not overpaying for a given company - holding fi xed income or cash when 

bargains cannot be found - and second, to grow that capital through share price appreciation as the company’s value gets properly recognized 

within the equity market.

Infl ationary pressures 
are building due to 
central bank actions.

Asset prices have 
been pushed up; the 
U.S. stock market is 
in historical bubble 
territory.

High prices warrant 
caution.

Figure 2 - Shiller CAPE Ratio - Monthly
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Figure 1 - U.S. Condition of All Federal 
Reserve Banks’ Total Assets  

Source: Bloomberg, FARBAST Index
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copper miner, though copper only makes up 
10% of its sales. 

Like other mining companies, Barrick has found 
it harder to raise debt, despite the general 
environment of free-fl owing money. Bankers 
have been reluctant to fund mining (or other 
resource) companies for several years already, 
which has forced the company to be disciplined 
with its fi nances. They have been forced to 
live within their means. While speculators 
would rather see companies carry loads of 
debt to fund acquisitions and growth plans, 
we, as investors, would rather see a company 
live within its means and fund growth from 
internally generated profi ts and cash fl ows.

With that discipline forced on them, Barrick 
has been paying down debt since 2012. 
Simultaneously, they have also increased the 
amount of cash they hold. In fact, the current 
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The Antares Value Portfolio is available to investors within a Separately Managed Account (“SMA”) that holds securities directly, and through 
the Antares Value Pool (“Pool”) which is held in the accounts of multiple investors. Data presented refer to the Pool. SMAs are customized 
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cash level is enough to pay off all their debt 
right now, though they do not have any 
meaningful debt maturities until 2033. That 
gives them a long roadway to ensure their 
fi nances are still in order when it comes time 
to deal with those bonds. 

They have controlled their costs well and are able 
to break even on gold mining with gold prices 
as low as $1,000 an ounce. Given the current 
price of gold of just under $1,800 an ounce, they 
generate good cash fl ow and are very profi table. 
To sum up, they are on solid fi nancial ground.

Like all other companies in your portfolio, 
Barrick appeals to us based on the current 
state of its fi nances and the current share 
price in relation to its profi ts and cash fl ows. 
There is a large margin of safety between the 
intrinsic value of the company and the current 
share price. As well, given the propensity of 
governments and central bankers to print 
money and try hard to ignite infl ation, there is 
a risk that they get too much of what they want. 
Gold has typically done well when infl ation 
is high. With Barrick, you not only have the 
fi nancial protection of gold, you are getting 
paid dividends while you own the company.
(Please note that Barrick shares were being 
purchased very close to quarter end and will 
show up in all portfolios by early October.)

Thank you for your continued trust,

Gerry Bettig, CFA

Barrick Gold is a new 
portfolio holding – it 
is rare for us to own a 
mining company.

Barrick lives within 
its means and is 
generating signifi cant 
cash fl ow.

There is potential 
additional upside if 
infl ation causes the 
price of gold to go 
higher.
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Figure 3 - Barrick Gold 1-Year Stock Price

Source: Bloomberg, in Canadian Dollars


