
I
n September 2019, I wrote an arti-
cle, ‘Increased Pension Liabilities 
During the Coming Market 
Crash,’ which discussed current 
pension deficits and concluded 

that they were going to get much worse. 
At the time, no one anticipated the effect 
that COVID-19 would have on financial 
assets and gold.

Since then, stocks have declined by 
24 per cent and subsequently rebounded, 
while gold increased 27 per cent and sil-
ver 37 per cent (See Chart 1).

More importantly, while equity mar-
kets have recovered, the economy will 
not for years and the effect of lock-
downs is still playing out. The Canadian 
Federation of Independent Business 
(CFIB) forecasts that Canada could 
experience 225,000 permanent business 
closures due to the pandemic1. So far, 5.3 
million2 people have lost their jobs in the 
U.S., and 674,0003 in Canada. In 2021,
bankruptcies will increase and more jobs
will be lost. This will happen even if a
vaccine becomes available. (See Chart 2)

Forced To Default

Commercial real estate – particu-
larly hotels, retail, and office space – is 
another problem. As tenants are unable 
to pay rent and hotels have operated at 
less than 10 per cent occupancy due to 
lockdowns, landlords will be forced to 
default on their mortgages. Office build-
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ings will see a major reduction in future 
demand as many employees continue 
working from home. Residential real 
estate will be a problem as many tenants 
have not paid rent for months and have 
been protected from eviction (the evic-
tion moratorium expires in December 
20204).  That will cause a ripple effect 
and result in a much bigger problem for 
the banks than the subprime mortgage 
crisis of 2008.

Even with a COVID-19 vaccine  
developed, many sectors of the economy 
will not return to normal. The travel 
industry, airline industry, hospitality 
industry, and many others will take years 
to return to pre-COVID activity. 

All this will affect tax revenues. 
Municipalities will be hard hit since they 
depend on property taxes as their main 
source of revenue.

Earlier Losses

While the stock market has regained 
some of its earlier losses, all indexes are 
at extremely overvalued levels; a major 
correction is overdue.

All this does not bode well for pen-
sion funds, particularly those that have 
large unfunded liabilities. Interest rates 
and bond yields are unlikely to rise 
and equity returns are likely to decline 
sharply. Many REITs and major real 
estate projects will decline as income 
from tenants declines. Regional mall 
REITs have declined 54 per cent in 
2020; lodging and resort REITs have 
declined 49 per cent; and office REITs 
have declined 30.2 per cent. In Canada, 
the Dundee Dream Office REIT, which 
holds $12 billion of prime office build-
ings, has declined 41 per cent.

Most pension fund managers and 
investment professionals use asset allo-
cation to achieve diversification in order 
to reduce risk and maximize perfor-
mance, thus responsibly managing their 
clients’ funds. The traditional view of 
portfolio management is to break port-
folios into three asset classes (usually 
stocks, bonds, and cash) to achieve 
diversification.

The definition of diversification 
maintains that a balanced investment 
portfolio should have various weightings 
of asset classes to be properly balanced. 
Furthermore, modern portfolio theory 

says that having the right mix of uncor-
related assets reduces risk and improves 
return. If that is the accepted practice, 
then why has the most negatively cor-
related asset group to stocks and bonds 
– precious metals bullion – been largely
excluded from portfolio diversification?

Traditional View

The traditional view is simply incor-
rect and it has cost investors and pen-
sioners dearly over the last decade alone.

Pension fund returns have averaged 
4.46 per cent over the past 10 years, 
while most pension funds need over six 
per cent to maintain their funding lev-
els. Over the past 20 years, REITs have 
generally been the best-performing asset 
class, followed by gold, equities, bonds, 
and cash (See Table 1). 

While pension funds were lucky to 
generate 4.6 per cent in annual returns, 
gold has averaged 10.4 per cent in 
U.S. dollars (USD) and 9.5 per cent in 

Canadian dollars (CAD) over the past 20 
years. In 2019, it generated 18.8 per cent 
in USD and 12.9 per cent CAD. In 2020, 
the returns are even greater, with 23.6 
per cent in USD and 27.1 per cent CAD. 
Gold outperformed both the Berkshire 
Hathaway and Ray Dalio’s All-
Weather portfolio (See Chart 3).

Because gold is negatively correlated 
to financial assets, including gold in a 
portfolio would have improved returns 
while lowering portfolio volatility.

Since most pension funds and managed 
portfolios only hold a 60/40 allocation to 
stocks and bonds, the portfolio calculator 
developed by the World Gold Council5 
demonstrates the difference that a 10 per 
cent and 20 per cent allocation to gold 
would make in a portfolio (See Table 2). 

However, there are few pension 
funds that have an allocation to gold. 
In September 2020, the Ohio Police and 
Fire Pension Fund announced it will 
allocate five per cent of its assets to 
gold. With $15.7 billion in assets under 
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management, a five per cent allocation 
equates to over $750 million (See 
Chart 4).

Some pension funds have already  
defaulted on promises made to benefi-
ciaries and class action lawsuits have 

begun. These will surely increase in 
time and portfolio managers will be 
held accountable. 

There is about $33 trillion invested 
in pension funds6, so 10 per cent would 
equal $3.3 trillion of gold. Considering 

that annual mine supply is about $200 
billion, only a few early adopters will 
be able to obtain a proper gold allo-
cation in the future. Gold production 
remains relatively flat at 3,500 tonnes, 
while demand has increased to 4,800 
tonnes over the past few years. 

To acquire even a five per cent allo-
cation, many pension funds will need 
to acquire billions in gold. Any pension 
fund slow to start a progressive gold 
acquisition program will be left out or 
forced to pay much higher prices as 
more pension funds decide they must 
allocate to gold. While paper proxies 
may be available, they defeat the fun-
damental reason for owning gold, no 
counter-party risk. BPM

1. https://www.cfib-fcei.ca/en/media/news-releases/cfib-statement-many-
small-businesses-far-too-fragile-survive-another-round

2. https://www.bls.gov/web/empsit/cpseea01.pdf
3. https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=1410028703
4. https://www.federalregister.gov/documents/2020/09/04/2020-19654/

temporary-halt-in-residential-evictions-to-prevent-the-further-spread-
of-covid-19

5. https://www.gold.org/goldhub/portfolio-tools/simulator?utm_
source=google&utm_medium=cpc&utm_campaign=rwm-
goldhub&utm_content=470087778228&utm_term=gold per cent20de
mand&gclid=EAIaIQobChMIzKHbxqH77AIVRL7ACh0zMAwrEAAYASACEgJt
m_D_BwE 

6. https://www.oecd.org/pensions/Pension-Funds-in-Figures-2020.pdf
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Gold Cash US Bonds US Stocks
Portfolio 1 0% 5% 35% 60%
Portfolio 2 10% 5% 30% 55%
Portfolio 3 20% 5% 25% 50%

Portfolio Allocations

Initial Balance Final Balance CAGR Stdev Best Year Worst Year
Portfolio 1 $100,000 $304,919 5.73% 8.76% 21.70% -20.57%
Portfolio 2 $100,000 $340,158 6.31% 8.32% 21.56% -18.52%
Portfolio 3 $100,000 $377,562 6.87% 8.27% 21.43% -16.47%

Performance Summary (2000-10-31 to 2020-10-31)
Portfolio Returns

Table 4 

Chart 5 

Gold Cash US Bonds US Stocks
Portfolio 1 0% 5% 35% 60%
Portfolio 2 10% 5% 30% 55%
Portfolio 3 20% 5% 25% 50%

Portfolio Allocations

Initial Balance Final Balance CAGR Stdev Best Year Worst Year
Portfolio 1 $100,000 $304,919 5.73% 8.76% 21.70% -20.57%
Portfolio 2 $100,000 $340,158 6.31% 8.32% 21.56% -18.52%
Portfolio 3 $100,000 $377,562 6.87% 8.27% 21.43% -16.47%

Performance Summary (2000-10-31 to 2020-10-31)
Portfolio Returns

Chart 4

Table 2

Nick Barisheff 
is founder, president, 
and CEO of BMG Group 
Inc.

A Full Complement of Marketing Services.
Benefits and Pensions Monitor is more than a print magazine. 

Industry changes foster a need for education, discussion and debate. Given the strength and reputation of our editorial content,  
Benefits and Pensions Monitor differentiates itself in print, online and events. 

A Publication of Powershift Communications Inc., 245 Fairview Mall Drive, 5th Floor, Toronto, Ontario, Canada M2J 4T1 – 416-494-1066   www.bpmmagazine.com

EVENTSDIGITALPRINT

Please contact your BPM sales representative for more information:

Doris Holinaty
doris@powershift.ca

Mike Hughes
mhughes@powershift.ca

JUNE 2021 | BENEFITS AND PENSIONS MONITOR 21INVESTMENT




