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Frank Holmes, CEO and chief investment officer, U.S. Global Investors Inc.
TWST: It's been many years since you spoke with Wall Street transcript, I was looking back in the archives. Can you remind readers about the Company's beginnings and initial strategies, and then how you eventually became involved?
Mr. Holmes: Sure. Well, the company was started by a World War II Pacific fighter pilot that went to Yale, came back, and set up an investment club for military officers. It grew so big and successful that it became a mutual fund. They created their own gold fund -- basically, the first no load gold fund manager in America.

TWST: And how did you become involved with the company?
Mr. Holmes: In 1990, I moved to Texas from Toronto, and purchased control of the company and started rebuilding its business model, expanding its business model, and taking the gold funds while moving into international investing starting with the Eastern European Fund, which became a billion-dollar fund, and then the China Region Fund. We also repositioned the Global Resources Fund. 
TWST: How and why were you rebuilding the company's business strategy or business model?
Mr. Holmes: Well, the company had stumbled and that's what put it up for control. We had a slowdown in gold prices. So, I put $2.2 million in, took control of the company, and put cash in its balance sheet and repositioned the company for growth. All of a sudden gold took off. So, I was very fortunate. In the year 2000, I became the chief investment officer while retaining my CEO designation and responsibilities. And I expanded into new products, new ideas. A big part of that came from gold because I noticed the growth in gold demand was coming out of China and India. If you go back 40 years, 40% of the world's population, China and India, was consuming about 4% of the world's gold. Most of which was going into India. As the GDPs per capita of China and India continued to grow, all of a sudden 25% of the world's gold demand was going to those countries. Since the year 2000, the GDP per capita of China and India have exploded, taking 1.07 billion people out of poverty, but also increasing the demand for gold. And now, China and India consume 55% of all gold.
TWST: That is a lot.
Mr. Holmes: Yes. And, believe it or not, Indian women wear six times the amount of gold that's held in Fort Knox. Their ownership of gold is not only for love and beauty, it's in the event there's a crisis financially in their family.They can always take off a gold bangle and sell it. It's their protection against big inflation.

TWST: Your website lists, if I counted correctly, eight different no load mutual funds. And I noticed the recent Sea to Sky Cargo ETF. If you can give us an overview of what you have now, and you've talked a lot about gold, but the funds stretch beyond that.
Mr. Holmes: You know, markets go through cycles, and you have to pay attention to these cycles. When I first bought the company, it was really focused on money market funds. They were paying 8%. And government people, gold bugs in particular, were always concerned with credit worthiness. So, we came up with a government agency bond fund. It was number one in its category at the time, and all of a sudden, it grew to a billion dollars in assets. And so, we were very early in that concept. And then the same thing happened with our Eastern European Fund, our Global Resources Fund, our two gold mutual funds; they all had grown to a billion dollars in assets. But then you get these bear cycles, of course, where money flows out and the concept back when you started shifts. I came into the business thinking "Okay, if the money leaves, or investors in our gold funds want to leave, then they can move their money to our money funds, so we still have the captivated audience." Rates went to negative, real interest rates, money market funds were losing a ton of money, so we turned around and went to a short-term government fund next, but the assets were much smaller. During this 30-year run, we saw the evolution of ETFs and ETFs were very significant in changing the landscape of the investment industry. For tax efficiency reasons and for the ability to trade by the hour, not once a day, we saw this sort of huge growth in ETFs. And we saw, all of a sudden, the gold miners ETFs coming out, and even though our gold mutual funds were outperforming them, it didn't matter, money was flowing to ETFs. So, in 2015, we launched our first ETF and it was called the U.S. Global Jets ETF (JETS). It quickly was a success and was up to $140 million. And then along came COVID a few years later, and we saw it fall to $40 million. It went basically from $33 a share to $11 and then, out of nowhere, it started to grow. It was really an incredible, phenomenal experience that the volume of JETS went from 40,000 shares a day in March 2020 to 400,000 in April. Going into June of that year, Warren Buffett gets out of all the airlines, meanwhile we’re trading 800,000 shares a day and JETS goes to $4 billion in assets and fund shares go from $11 to $28. Then it falls back to this $20 range and so today, JETS is the premier and only true airlines ETF that's out there. We've listed it in London, England and Mexico City as well as in Lima. So, we've built basically a moat around this particular product. That really is a big part of the free cash flow we get. We still have our mutual funds, and we're looking to convert those into ETFs down the road, because if you have great performance, it doesn't matter, money is still going to flow primarily into ETFs.
TWST: Well, ETFs also gives a lot more people a chance to invest without needing as much upfront, correct?
Mr. Holmes: Correct. And even though we have low minimum investment requirements for our mutual funds, it didn't matter. But the ETF space and the evolution of the Robinhood app with zero commissions, this has attracted a much broader audience of investors. And so, in that journey, this is why I launched JETS. It’s a very quant approach and very much how I apply analysis as a chief investment officer. During the run from 2001 to 2009, we had several mutual funds go to a billion dollars. We became thought leaders in the space at the same time. I have an investment newsletter that goes out every Friday afternoon to about 100,000 people in 80 countries – the Investor Alert newsletter. During that period, we caught the sort of super cycle in infrastructure, China and India are booming, and the demand for commodities. After '09, it really started to deteriorate -- mutual fund interest and everything was going to the ETF space. So, we've had to pivot. After launching JETS, I wanted to launch a Bitcoin ETF. But then I saw that it wasn't going to go anywhere – at least not anytime soon, primarily because of the concern over anti-money laundering laws. The SEC wasn't going to let it go through and still haven't. And so, I then helped launch the first cryptocurrency mining company in the world. That’s called HIVE Blockchain Technologies. I'm currently the Executive Chairman of HIVE Blockchain Technologies, and for me, it was just like launching a fund, because when you mine Bitcoin or Ethereum, you basically create a new coin and it does not have a money laundering risk. You never bought it from cyberspace, you created it. That business has been a wild business for us, up and down as a company. But we've been able to make a lot of money for the U.S. Global shareholders through our investment in HIVE. After that, I launched another ETF called the U.S. Global GO GOLD and Precious Metal Miners ETF (GOAU), which is a quant approach to picking gold stocks. Its purpose was to outperform competitors such as the GDXJ ETF and it has done exactly what its goal was. GOAU is 30% gold royalty companies. I spent about 10,000 hours researching it and we back tested its performance over 12 years before launching it. And so, I'm very thrilled about GOAU and its performance. And the latest product – the U.S. Global Sea to Sky Cargo ETF (SEA), which is also very exciting, and once again, I always do tremendous amounts of regressional analysis of up cycles and down cycles. Lastly, I'm a big believer that climate change policies are a precursor to change and they are very, very inflationary. As we're seeing in Canada, where they put on a 25% gas tax, that's inflationary. The paranoia that took place in Europe triggered countries like Germany and Spain to shut down their nuclear reactors, and electricity costs went up 600%. We're seeing Russia was paying NGOs to turn around and influence the shutting down of all these nuclear reactors. All it has done is really impaired these nations, but I think we're in a super cycle for rising interest rates, and because of this climate change global policies, it's very inflationary.

TWST: One reason I would think is because there's a lot of investment and change that never happened before. So it's all sort of been back loaded until now. Like anytime you have maintenance or more in general, maintenance or things you need to invest in and you keep putting it off, the bill gets higher and higher.
Mr. Holmes: It also disrupts your supply lines. I know this from the shipping ETF. So, what happened with shipping was that the World Economic Forum and United Nations made a big push on these big Panamax ships being used to ship crude oil. If they were using low grade crude oil, they weren't allowed to go into ports. After COVID took place, during that period, this law came into place. And after COVID, 25% of the ships couldn't go into ports. Well, that was another reason for a huge inflation in shipping, and that's why I launched the SEA ETF. SEA is 80% cargo ships and 20% airlines and air cargo companies. They all have tremendous pricing power. In 2025, you can't come within 750 miles of the U.S. border with any type of gas or oil in your machine. So, they have to be natural gas. That can cost you $3 million to retrofit your boat. It doesn't stop human beings from having babies and it doesn't stop population growth. What it does is disrupt supply lines and the movement of products. So, who has pricing power today are shipping companies, both air and boats. If 80% of all cars etc. and parts and refrigerators are moved around on ships, you're seeing that that inflationary price of shipping is now being passed on to you, the consumer.
TWST: I’ve heard from freight forwarders that the shipping lines were not letting empty containers be recycled through the US back to factories. They were sending empty containers right out right away because of the amount that could get on shipping out of Asia, which created additional backups. It's a complicated picture.
Mr. Holmes: I've written extensively on climate change. A lot of the policies were emotionally created, from opinions I have run across in my research. Germany shut down its nuclear reactors prematurely. Now they're going to have to try to restart them. It made them totally dependent on Russian oil. The Matt Damon movie, the anti-fracking documentary, if you read the bottom of the movie credits, do you know who funded it?
TWST: Who?
Mr. Holmes: Gazprom – a Russian gas company -- and the Government of Qatar. Who's the biggest LNG shipper out of the Middle East? Qatar. You're seeing that there's so much disinformation and the anti-fracking movement out of Europe in particular, which thank God America did do it, because it did help the supply and demand, or we'd be at $200 a barrel right now.
TWST: I'd like you to do is take a step back for a second and look at all the funds, all the approaches. Do you have an overall, an overarching strategy that they all fit into? Or is it really opportunistic, depending on condition for the given time that that is the driving force?
Mr. Holmes: For the mutual funds and now the ETFs, it’s all about themes. You can get a big bulk of assets if you have the right theme, like lithium public companies or uranium public companies. All of a sudden, uranium prices are rising because oil and gas is rising. And then there's a big fund going into uranium names. One of the things that was laid on our existing strategy with the mutual funds was coming out with a gold ETF and applying that knowledge. And that quickly became a crowded space. But I'm thrilled that the quant model for GOAU that we created has done its job. It's outperformed the biggest gold ETF, equity ETFs that are out there. And so, it's not so much just opportunistic, it's also being aware of the industry. What I saw with the airlines industry for example, is that there was no airlines ETF available to investors. And after the 2009 crisis, a lot of the airlines went through bankruptcy. The only one that did in the US that was Southwest Airlines. The rest all had huge financial woes. And then there were these mega mergers. I started to notice the price of a ticket was going up, the options to fly was declining and these companies were still surviving. I also noticed that the airlines were rising ancillary fees, which then they started charging everyone: for a bag, for a change your ticket, to move your seat, etc. Airlines have the only real product for someone to play that and they’re about 9% of GDP. That's one reason why during COVID the U.S. government supported airlines. There were no pilot layoffs because they'd have to re-onboard everyone with FAA training, which would have taken a long time to get the economy turned around. So JETS is a niche product, going back to focusing on “theme.”If you are a first mover in the fund business, then you have that competitive advantage. So, I always ask myself, what new idea can I come up with? One that I think has teeth and has sustainability and a quant approach for a competitive advantage, like with JETS. Can I do that and get up the critical mass? I think that the SEA ETF fits these qualifications. There's no other product quite like it. It’s thinking this way, and how we come to these conclusions, that drives our strategy. It is a combination of macro forces, macro themes. When I created the Eastern European Fund for example, it's because – and you may laugh at me, but it comes from my high school in Toronto. My high school was 30% Asian. So, we had the smallest basketball team, but we won all the national championships and gold medals in math and science. All of my school friends that lived in my neighborhood were Eastern European. One of those guys, in fact, designed the board for the game Trivial Pursuit. And others were Ukrainian, Polish, etc. and I noticed that they had a tremendous family and work ethic. And all of a sudden, they were going to become part of the EU. And what would that do? You could turn around and get highly educated people from Hungary, from Poland, from Croatia. It was just a huge boom. So, I caught that mega theme of the EU being created. A new product for us starts off with a macro theme and determining whether it is sustainable. And then when I go to the marketplace, I ask myself, is it a crowded space already? If there are 20 other funds out there, it's just cheaper pricing to get assets and that doesn't always mean that's better. Our prospectus and our Investment Process at U.S. Global says that we believe that government policies are precursor to change. We monitor and track, particularly the G7 countries, monetary and fiscal policies. And monetary policies are interest rates, real interest rates and money supply, while fiscal policy focuses on tax and regulations. That starts off how we think from a macro point of view, and then we look at the stock picking factors, which is more of a micro viewpoint. There are something like 100 factors you can use. Most of them are really good for stock screens but they're not good for stock picking. Some of them are excellent. We creat these unique recipe models for stock picking within that specific product we are focused on. So that's where we think we will go, we will use a combination of macro and micro factors.
TWST: There are some significant macroeconomic forces at work right now in inflation, the Feds reaction to inflation, supply shocks from geopolitical conflicts and also from supply chains still facing problems, a pandemic that seems to have a systemic position in life now, problems in labor markets, and some highly overheated sectors like tech and real estate. What are some general conclusions to be drawn about investing in these times?
Mr. Holmes: I think that since the money isn't making climate change, where you're going to make money is recognizing that it could be inflationary and who the beneficiaries are going to be, like solar panels. Solar panels are made with silver. So silver demand for example, industrial demand for solar panels, will continue to be strong. Copper, the supply lines from copper -- with socialist regimes in Chile and Peru impacting supply lines. The only other growth has been out of the Congo in the Ivanhoe mines, but that's controlled by the Chinese. One has to say, "Okay, if you want to focus on climate change, you're going to have to use a lot of copper, and you have to use a lot of silver. You want to make sure you're long in those metals." And then you want to be long in lithium, because all the batteries for all the cars, electrical cars, are going to need lithium.
TWST: And that gets you back to China again?
Mr. Holmes: Yes, and China has really changed from a decentralized mechanism for creating, as Deng Xiaoping says, "To get rich is glorious", to Xi who is very much a dictator, emperor for life. He came out and regulated this time last year that kids weren't allowed to do gaming more than three hours a week, instead of regulating what was good behavior, what was good etc. and those freedoms. The only positive part that's out there is that he's not well, physically, and neither is Putin. Both of these leaders are fighting illnesses that global investors and the media are monitoring and tracking. And if China goes back to the sort of economic growth cycle, then I think we could see huge demand for a lot of these metals. The idea of climate change is not going to go away. And I think so, even with being inflationary, governments, especially in Europe and North America, are going to push this, so one has to look at those industries that are going to do exceptionally well.
TWST: How do you manage the potential pressures between being a public company and running investment funds, given that smart investing often takes broader and longer outlooks and Wall Street doesn't necessarily think that way?
Mr. Holmes: That's a great question. And I think it only got elevated even more when they went mark-to-market. FASB 56 came out and they dropped it because it was part of the 2008 crisis, forcing insurance companies, everyone to go to mark-to-market. When we look at earnings, they're coming from operating fees and they're coming from investments. So we used to make these long-term investments and that used to show up on the balance sheet and the book value went up and down each quarter, the mark-to-market. And then, all of a sudden, it started flowing through to the company’s income statement. What you thought was a long-term investment, all of a sudden became a short-term investment. Even unrealized gains or losses were impacting the income statement. This created more short-term thinking than long-term thinking. When Sarbanes Oxley came out, we had to deal with being a Sox compliant company. I shared with our entire investment team, to recognize this cost and what it's going to do, and policies and procedures for the biggest companies we're investing in, and how they're going to be impacted with Sarbanes Oxley. So I think there's a value there. And we get these small fund managers, hedge funds, that are long GROW and it's sad, guys were complaining because JETS had taken off and our fortunes had taken off and we started making a lot of money from JETS and throwing off lots of free cash flow. And then HIVE starts to take off. We make a big gain and go with that mark-to-market, talking about it again. And the U.S. Global stock runs to $12. Well at $4 and $5, it was a great deal, but it should be -- these type of investors could buy back more stock, but we've been very prudent in increasing our monthly dividend and how much stock we buy back and we only buy back on down days using an algorithm. But you could just see, you know, the short mindset in the company has basically repositioned its cash from less than $1 a share to almost $2 a share cash going into a bear recession. I think that that's pretty prudent being a long-term investor that with cash on your balance sheet and U.S. Global almost has $2 a share cash.
TWST: You mentioned in your FY22 Q3, second calendar quarter, earnings announcement that you want to build a $30 million cash fund for headwinds and growth opportunities. What other steps are you taking?
Mr. Holmes: We increased our stock buyback for starters, and then we increased our dividend twice last year, but then of course we’re fighting with a rising interest rate scenario. And so, we will continue the marketing of our lineup of thematic products. We continue to pile the cash on our balance sheet. And I think after tax, to get to $30 million, is going to be very valuable. Investing that and getting a higher yield is, with rising interest rates, a good offset. And we've stayed very lean as a company. Most of my compensation, for example, is tied to realized gains. So, we made investments in Thunderbird Film Company for example,  which also grew during the peak in COVID. Thunderbird saw huge growth in demand for its content by Amazon Prime and Netflix. I was on that board and stepped down and we realized a double -- more than a double, coupon and convertible. We doubled our money. We crystallized the gains in that. We have also invested in another company, the first company to do gold mining using artificial intelligence. I helped launch that, got it public. I was the Chair at one point, but also stepped away from there. That stock had a big run, we sold. Basically, we’ve been able to make these other investments via U.S. Global. And when those investments are finally crystallized and there's a big gain, then I get a bonus. And when there's no crystallized gains, etc., then my compensation drops dramatically, because it's basically a salary for managing, being the CEO. I think from that end, we're going to see there's no big strategic investment. So it's sort of HIVE that we'd have and HIVE is just monetizing that. Each quarter we're getting back cash from HIVE, redeeming if it's not appreciating. Then we're getting back 8% plus our cash. So, it's hard to make 8% coupon on your money. From that end, it's only when we realize a big gain.

TWST: Any immediate new investment products that you're looking at the way the economy is going?
Mr. Holmes: You have to be so careful with talk of this sort, of new ideas, particularly in the regulated FINRA world we live in. At this moment, I think the big thing is for us to push the importance of the shipping companies that are ahead of inflation – relating to our newly launched SEA ETF. So DHL for example, and I know this from HIVE because we ship stuff from China all over the world, DHL passes all energy bills onto you. Insurance of your products, you have to go get separate insurance, otherwise it is very, very expensive to have ships send them around. So, it's interesting to see their business model as any rising energy prices, insurance prices get passed onto you, the buyer of that product. So if I was in the retail store business, I'd have to be able to pass that onto you or in the food business, I'd have to pass that transportation cost onto you. I think that we're going to see this sort of continued success in the cargo shipping space – and that is what we are focusing on now. I launched in the SEA ETF in January, and it is still positive. You know the capital markets have a crater and it's also estimated that last year the federal reserves, on their balance sheet, made $188 billion in all of their bonds and in all the money printing they were doing and now they're going to lose $0.5 trillion with rising interest rates and how much their bonds have come off in their portfolio. When we take a look at the volatility of the debt markets and we take a look at the equity markets, I think that we will try to find that next new niche product. In addition, we will continue to do everything we can to get the critical mass for GOAU up to $1 billion. As I mentioned, I just think it's a phenomenal product in the gold space. I think that SEA will be a great product as well . In addition to leaning into our existing fund lineup, I'm focused on looking at other ideas and acquisitions. 
TWST: Anything additional that the audience should be aware of?
Mr. Holmes: I would add the tech sector and Bitcoin have a correlation of 93%, the 100 biggest tech stocks. The correlation of the crypto mining stocks are also 90% correlated collectively with Bitcoin. And they all move in the same direction. And if you're a technical person, use the RSI 14-day indicator, you’ll see they're down two standard deviations, which has only happened five times over five years. You have extremely oversold territory short-term and if you use oscillators, which we like to use over a 60-day rolling time period, HIVE is also down two standard deviations which suggests that over the next 60 trading days that there is a 85% probability of a huge rally in that category, in tech stocks along with Bitcoin, Ethereum and crypto mining. So, I think by September we'll see much higher traction in this space. I think this is important for readers and shareholders to understand, because this. will benefit U.S Global Investors.
TWST: Thank you.
Mr. Holmes: Thank you.

