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A Permanent Investment? 
 
 

“Baruch liked gold mines.  There is always a market, he pointed out, for their product, and at a satisfactory price.  
Gold, he insisted, is one of the very few things in the world that approaches the status of a permanent investment.  
Baruch told the story of a Rothschild who set up a ‘permanent trust’ consisting of five different currencies.  By the 
time Baruch heard about the trust, it had shrunk to one-fifth its original value.  ‘But gold doesn’t yield any interest,’ a 
friend protested after listening to the story.  ‘True’, replied Baruch, ‘but consider the fabulous wealth of some of the 
Indian princes and rajahs.  I had dinner with the Maharajah of Kapurthala on one occasion in Vittel, France.  Several 
of us talked afterward about his wealth, and someone said that among the treasures of these Indian moguls were 
gold coins brought to the East by Alexander the Great, hundreds of years before Christ.” 

“Their gold and jewels had earned no interest during these more than 2,000 years, but they still had their capital.  
Suppose they had attempted to provide income from it.  They might have been no more far-seeing than the 
Rothschild I mentioned.  If they had tried speculation there have been many times in each century that they might 
have gone broke.  No, save for gold, jewels, works of art, perhaps good agricultural land, and a very few other things, 
there ain’t no such animal as a permanent investment.  Even in agricultural land, Baruch pointed out, there is some 
risk.  Lands that made men rich in rice cultivation years ago in Baruch’s own state of South Carolina, are not nearly so 
valuable now that rice is produced more economically in other sections.  City real estate is subject to all sorts of 
hazards, as he learned when he no longer needed his big Fifth Avenue mansion.” 

. . . Bernard Baruch, Park Bench Statesman by Carter Field, 1944 

A “permanent investment,” what an intriguing concept!  When I first entered this business one of my mentors, namely Lucien 
Hooper (securities analyst extraordinary), often spoke of permanent investments.  In fact he once stated, “You should put one 
quarter of your investment portfolio in stocks, one quarter in bonds, one quarter in precious metals, and one quarter in 
farmland.  His reasoning was that such a non-correlated asset allocation would grow, and preserve, capital through any multi-
generational economic cycle.  This morning, we focus on precious metals and farmland. 

Last week a “tree fell in the forest and nobody heard it.”  The headline read, “CME To Allow Gold As Collateral For All 
Exchange Products.”  The lead paragraph was: 

“U.S.-based clearing house CME Group Inc. (CME/$319.96/ Market Perform) will allow physical gold to be used as 
collateral for margin requirements on all exchange products, a spokesman said Monday.  The new global policy is 
effective Oct. 19 in accordance with a member's notice issued late Friday, said spokesman Jeremy Hughes in London.  
Clearing member firms will be allowed to post up to a maximum of $200 million worth of gold as collateral to cover 
performance bond, or margin, requirements, Hughes said.” 

Then on Friday there was this gold-quip on the Broad Tape: 

“If you’ve invested in gold, you’re about to gain a powerful ally: pension funds.  ‘I think the largest institutions like our 
own are realizing that we barely own any [gold],’ Shayne McGuire, Director of Global Research of the Teacher 
Retirement System of Texas said in an interview in Hong Kong very early this morning.  ‘The same thing applies to 
most of the pension funds which manage trillions of dollars in world wealth.’  TRS oversees $95 billion, and just 
opened an internally managed gold fund for the 1.3 million public education employees, and suggests other pension 
funds follow suit.  Owning gold is ‘financial insurance,’ he said, sounding a lot like David Einhorn at the Value Investing 
Congress earlier this week.  ‘Consider the tremendous fiscal excess that major governments have made to prevent the 
world economy from collapsing . . . I don’t think the question really is what is gold worth but what are currencies not 
worth’.” 

We have been bullish on gold, as well as all “stuff,” and “stuff stocks” in general (energy, timber, agriculture, water, base-
metals, etc.), since 4Q01.  That strategy was driven by China’s joining of the World Trade Organization, which we thought 
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would cause Chinese per capita incomes to rise.  Universally, when per capita incomes increase, people consume more 
“stuff.”  Ladies and gentlemen, once per capita incomes start rising, they tend not to stop; and this income-rise is occurring 
not just in China and India, but in Brazil, Indonesia, Vietnam, Malaysia, etc.  Consequently, our mantra has been, and 
continues to be, that the “stuff stock” secular bull market that began in 2001 still has years left to run.  While it’s true we did 
recommend re-balancing (read: selling partial positions) ALL “stuff stock” positions in November/December 2007 because 
they had grown into too large a position in our portfolios, we never gave up on our secular bull market “call” for “stuff” and 
stuff-stocks.  Accordingly, over the past few weeks gold has broken out to new all-time highs (as can been seen in the nearby 
chart) and we think it continues to travel higher.  In addition to Closed-End Funds, and ETFs, there are numerous precious 
metals funds recommended by our Mutual Fund Department that play to this theme. 

Like precious metals, we have been bullish on agriculture since 4Q01.  To this point, in last week’s Barron’s Alan Abelson 
referenced a report by Société Générale’s Dylan Grice which stated – (farmland) is the only asset class left behind by the “rally 
in everything.”  What piques Mr. Grice’s interest is China’s voracious need for grain to sate its burgeoning demand for protein.  
He points out that China has 22% of the world’s population, but only 8% of the world’s arable land and 7% of it water (water 
has been another theme of ours).  Moreover, China is losing nearly 1,400 square miles to desert each year.  Meanwhile, 
despite record harvests, global grain inventories remain at record lows.  Clearly, farmland is an intriguing investment since 
people have to eat and because investors can collect “rents” from tenant farmers while waiting for farmland values to rise.  
For example, while British housing prices collapsed last year, British farmland values rose by ~21%.  While there are public 
companies playing to agricultural properties like Argentina’s Cresud SA (CRESY/$12.97), a better route might be considering 
companies that boost agricultural productivity.  In past missives we have mentioned many of them, especially the names that 
have convertible preferreds.  Also, for the more adventuresome types, are agricultural companies, and food processing 
companies, in the Ukraine.  The Ukraine has roughly 32 million hectors of arable land; half of that land is termed “black 
earth,” which is considered the world’s best soil.  For individual names, please contact the liaison desk. 

The call for this week:  I will be on the West Coast this week, so these will be our only strategy comments.  Nevertheless, as 
stated in last Friday’s verbal comments, I have not really liked the tone of the equity markets for the past few weeks, but 
every time it looks like we are making a short-term top, a mysterious buyer shows up to rescue the day.  That happened again 
last week when Tuesday’s, and Wednesday’s, downside “two step” was reversed on Thursday.  Then came Friday’s fade, 
which stopped us out of our “long” index recommendations. As the prescient Lowry’s service wrote, “(While Thursday’s) rally 
looked impressive, our measurement of internal strength suggests that investors should exercise some skepticism.  
(Thursday’s) upswing occurred on a small contraction in volume, and was unable to break above its October 19th rally high.  
In addition, our Buying Power Index has lost 15 points over the previous 5 trading days, and regained a rather anemic two 
points today (that would be last Thursday).  With some of our short term indexes currently well above oversold levels, near 
tem caution is warranted.”  And, we continue to trade, and invest, accordingly. 
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Important Investor Disclosures 
Strong Buy (SB1)  Expected to appreciate and produce a total return of at least 15% and outperform the S&P 500 over the next six months. For 
higher yielding and more conservative equities, such as REITs and certain MLPs, a total return of at least 15% is expected to be realized over 
the next 12 months. 

Outperform (MO2)  Expected to appreciate and outperform the S&P 500 over the next 12 months. For higher yielding and more conservative 
equities, such as REITs and certain MLPs, an Outperform rating is used for securities where we are comfortable with the relative safety of the 
dividend and expect a total return modestly exceeding the dividend yield over the next 12 months. 

Market Perform (MP3)  Expected to perform generally in line with the S&P 500 over the next 12 months and is potentially a source of funds for 
more highly rated securities. 

Underperform (MU4)  Expected to underperform the S&P 500 or its sector over the next six to 12 months and should be sold. 

 

Out of approximately 762 rated stocks in the Raymond James coverage universe, 46% have Strong Buy or Outperform ratings (Buy), 46% are 
rated Market Perform (Hold) and 9% are rated Underperform (Sell).  Within those rating categories, 24% of the Strong Buy- or Outperform 
(Buy) rated companies either currently are or have been Raymond James Investment Banking clients within the past three years; 15% of the 
Market Perform (Hold) rated companies are or have been clients and 9% of the Underperform (Sell) rated companies are or have been clients. 

Suitability ratings are not assigned to stocks rated Underperform (Sell).  Projected 12-month price targets are assigned only to stocks rated 
Strong Buy or Outperform. 

 

Suitability Categories (SR) 
Total Return (TR)  Lower risk equities possessing dividend yields above that of the S&P 500 and greater stability of principal. 

Growth (G)  Low to average risk equities with sound financials, more consistent earnings growth, possibly a small dividend, and the potential 
for long-term price appreciation. 

Aggressive Growth (AG) Medium or higher risk equities of companies in fast growing and competitive industries, with less predictable earnings 
and acceptable, but possibly more leveraged balance sheets. 

High Risk (HR)  Companies with less predictable earnings (or losses), rapidly changing market dynamics, financial and competitive issues, 
higher price volatility (beta), and risk of principal. 

Venture Risk (VR)  Companies with a short or unprofitable operating history, limited or less predictable revenues, very high risk associated 
with success, and a substantial risk of principal. 

 
Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on a salary and bonus 
system. Several factors enter into the bonus determination including quality and performance of research product, the analyst's success 
in rating stocks versus an industry index, and support effectiveness to trading and the retail and institutional sales forces. Other factors 
may include but are not limited to: overall ratings from internal (other than investment banking) or external parties and the general 
productivity and revenue generated in covered stocks.  

Registration of Non-U.S. Analysts:  Unless otherwise noted, the analysts listed on the front of this report who are not employees of 
Raymond James & Associates, Inc. are not registered/qualified as research analysts under FINRA rules, may not be associated persons of 
Raymond James & Associates, Inc., and may not be subject to NASD Rule 2711 and NYSE Rule 472 restrictions on communications with 
covered companies, public companies, and trading securities held by a research analyst account. 

 

Raymond James Relationships: RJA expects to receive or intends to seek compensation for investment banking services from the subject 
companies in the next three months. 

Company Name Disclosure 

CME Group Inc. Raymond James & Associates makes a NASDAQ market in shares of CME. 

 

 

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability 
categories, is available at rjcapitalmarkets.com/SearchForDisclosures_main.asp. Copies of research or Raymond James’ summary 
policies relating to research analyst independence can be obtained by contacting any Raymond James & Associates or Raymond James 
Financial Services office (please see raymondjames.com for office locations) or by calling 727-567-1000, toll free 800-237-5643 or 
sending a written request to the Equity Research Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway, 
St. Petersburg, FL 33716. 

 

http://www.raymondjames.com/
http://www.rjcapitalmarkets.com/SearchForDisclosures_main.asp
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The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject securities. No 
part of said person's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
contained in this research report. In addition, said analyst has not received compensation from any subject company in the 
last 12 months. 

Investors should consider this report as only a single factor in making their investment decision. 

 
International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  

 
Investors should consider the investment objectives, risks, and charges and expenses of mutual funds carefully before investing.  The 
prospectus contains this and other information about mutual funds.  The prospectus is available from your financial advisor and should 
be read carefully before investing. 
 
For clients in the United Kingdom: 
For clients of Raymond James & Associates (RJA) and Raymond James Financial International, Ltd. (RJFI): This report is for distribution 
only to persons who fall within Articles 19 or Article 49(2) of the Financial Services and Markets Act (Financial Promotion) Order 2000 as 
investment professionals and may not be distributed to, or relied upon, by any other person. 

For clients of Raymond James Investment Services, Ltd.: This report is intended only for clients in receipt of Raymond James Investment 
Services, Ltd.’s Terms of Business or others to whom it may be lawfully submitted. 

For purposes of the Financial Services Authority requirements, this research report is classified as objective with respect to conflict of 
interest management. RJA, Raymond James Financial International, Ltd., and Raymond James Investment Services, Ltd. are authorized 
and regulated in the U.K. by the Financial Services Authority. 

For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:  
This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be 
submitted. 

For Canadian clients:  
Review of Material Operations:  The Analyst and/or Associate is required to conduct due diligence on, and where deemed appropriate 
visit, the material operations of a subject company before initiating research coverage.  The scope of the review may vary depending on 
the complexity of the subject company’s business operations. 

This report is not prepared subject to Canadian disclosure requirements. 

Additional information is available on request. 

The information provided is as of the date above and subject to change, and should not be deemed a recommendation to buy or sell any 
security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate of complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliate and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication. 

 

Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows: 

This report is provided to clients of Raymond James & Associates, Inc. (RJA) only for your personal, noncommercial use. Except as 
expressly authorized by RJA, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, 
disseminate or commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, 
without the prior express written consent of RJA. You also agree not to use the information provided in this report for any unlawful 
purpose. This is RJA client releasable research 

This report and its contents are the property of RJA and are protected by applicable copyright, trade secret or other intellectual property 
laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and criminal penalties for 
copyright infringement. 

 

 


