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Clear as Mud 

While we enjoyed the recovering market performance 
in 1Q, surging Bitcoin (BTC) and Gold prices, not to 
mention leadership in defensive equity sectors, 
suggest a de-risking environment.


Banks are working through a crisis, the extent of which 
is also opaque but the conclusion of which is certainly 
tighter liquidity.  Interesting to observe that the “risk-
free” asset, US Treasuries, has been a complicating 
force.


Surely the Federal Reserve sees this risk and will likely 
turn more accommodative should pesky inflation 
continue to back off.  Getting ready for better markets, 
but not expecting them just yet.  Perhaps in the fall, 
once we have convicted SBF, we might be all set (see 
last quarterly review for that inside humor/proof).


Food & Ag KPIs - Massively Critical, Need Better 

Here we highlight the industry with potentially the 
largest environmental footprint- and complain about 
the usefulness of the “award-winning” data they 
disclose.  Disclosure is not performance.


Topics of discussion:

• Bitcoin Benefits as Risk-free Falters


• Addressing Crypto Detractors

• EVs & Batteries- How Will We Make Them All?

• Bloomberg RRG - Defensive Rotation is On

• KPI Case Study:


• UNFI - Waste Diversion, Energy Intensity 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“Risk-free” Asset? 

It is particularly odd that at the center of the financial system’s pain are the very securities 
many refer to as “risk-free” assets.  Certainly, the creditworthiness of the United States 
government remains quite healthy nullifying credit risk. However, interest rate risk certainly 
remains- particularly if you take in deposits and invest those in 0.125% 2yr treasuries but then 
suddenly need to sell them to fund redemptions while new 2yr treasuries are yielding 4.625%.  
Not a very enticing trade.



Exhibit 1


Now imagine, with recent price actions already soft, trying to dump billions of dollars into the 
secondary market.  This is why the Fed had to step in and buy the notes back directly from the 
banks, at par; shown clearly where the price action promptly recovered as market participants 
discounted this price-supportive dynamic.


The question remains, though, how many banks (or non-bank lenders) are in a similar 
precarious situation and vulnerable to a run on deposits?  This Fed has enflamed this as they 
have raised rates rapidly to combat inflation - but can they thread that needle without blowing 
up some more banks?  Hopefully, inflation cools, and data suggests we are coming off the 
boil…now we watch the Fed…


With all the complications, controversy, and moral hazards that come with a centralized 
authority managing a crisis with bail-outs/ins…perhaps decentralized market-based 
mechanisms offer a compelling alternative?  Don’t look now, but Bitcoin (BTC) is making a 
comeback…

 
Exhibit 2
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The popular 2yr 
Treasury’s price was 
already sliding well 
before the bank crisis 
began.  And then the 
Fed stepped in…

BTC is up 100% in less 
than four months, more 
than half since the Fed 
stepped in…
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Bitcoin/Crypto’s Future, powering Defi, Remains Bright


The volatility has been massive and unnerving but is certainly not unexpected or new.  We can 
look to the emergence of other technologies, primarily the internet, as an analog for the life 
cycles of adoption.  For many of us, we can vividly remember the proliferation of the dot-coms, 
the seemingly endless and unnecessarily specific applications, and the massive bull market 
that drove their valuations to a fever pitch.


Then came the huge crash when it all went up in smoke; dot-coms went to zero.  Sort of.  
What we would like to remind readers of this precedent was that while the bubble was 
excessive and ill-fated, the entirety of the market value created then is dwarfed by the amount 
of capital invested today, as shown in Exhibit 3.  We massively underestimated the vast 
potential of the internet and digital economy.  The same thing is happening with crypto.  Take a 
look at the analog in Exhibit 4.


Exhibit 3





Exhibit 4
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Valuations made no 
sense, price action was 
ludicrous.  Or was it?  
Perhaps the market 
was trying to discount 
the future of the digital 
economy; it just 
crammed that premium 
into the only publicly 
traded internet 
companies at that time. 

We’ve made the same 
argument over Tesla - 
for a time, all EV 
exposure was TSLA.  
Hence the “crazy” 
valuations.

This slide from 
A16Z’s 
presentation deck 
compares adoption 
rates for the 
internet versus 
those of estimated 
crypto users (active 
transacting 
accounts).
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Tackling Environmental (and Criminal) Crypto Concerns


We do not want to spend a ton of time on this since the data is pretty clear, but there still 
remains controversy over the environmental footprint of cryptocurrencies.  The footprint 
consists mostly of electricity consumption and resultant emissions- an issue shared by data 
centers as evidenced in Exhibit 5, below.  At the moment, Bitcoin is quite power-intensive as it 
relies on a “Proof-of-Work” verification- which requires more computers running harder.  
However, a new verification protocol “Proof-of-Stake” nearly wipes out the power footprint as 
demonstrated by Ethereum’s “merge” in September of last year, see Exhibits 5 and 6, below.


Exhibit 5


Newer cryptos, like Ethereum, have moved to “Proof-of-Stake” using far less power and are 
also much faster.  However, Bitcoin, despite its lack of transaction speed, likely remains the 
largest common crypto, due to its first-mover advantage and will back up other cryptos almost 
like a reserve currency.  Sort of how gold operates today; no one really trades gold today, but 
there is a fungibility that allows it to intermediate multiple currencies and other stores of value.  
Bitcoin likely becomes the digital gold that backs up other cryptocurrencies.


Exhibit 6
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Entertainment 
streaming dwarfs 
consumption of all 
cryptos, even before 
the Ethereum merge. 

Bitcoin remains 
power intense but is 
rapidly nearing its 
limit and new 
technologies are 
being investigated.

The crypto 
currency, 
Ethereum, is much 
faster for 
transactions and is 
rapidly taking share 
from Bitcoin-now 
based on a newer 
technology for 
cryptos that is 
massively less 
power intense.
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Then there are the criminals… 

What about the dark web and other nefarious users of crypto?  Well, the irony is that while 
seemingly anonymous users transact, there is a hard record and public trail of all transactions- 
that’s kind of the inherent trait of on-chain cryptos.  BTC and cryptos are not anonymous; they 
are pseudonymous - and that makes all the difference.


As such, clever investigation methods of focusing on crypto platforms and exchanges as 
opposed to chasing specific users (no different than regulating money laundering at banks) 
have made it much easier to track down crime.  See Exhibit 7 (next page) for examples of 
products and approaches to securing cryptocurrencies.


A recent headline from the Wall Street Journal (below) highlights the paradigm shift in 
investigating crypto fraud and thefts.  However, we would like to note that cryptos aren’t really 
anonymous, they are pseudonymous - a critical difference that enables investigations by cross-
referencing other data sources.


We’ve been following closely all the investigations and convictions related to cryptocurrencies, 
and there’s one company that we keep seeing cited in supporting resolution: Chainalysis.  We 
suspect there will be more solution providers, but Exhibit 7 (next page) highlights a few 
products that they are currently offering.  Of note, this looks a LOT like traditional anti-fraud/
money laundering except with new tools for the new technology at play.  This industry will get 
far more robust as the opportunity and demand to assuage digital risks are growing 
exponentially.
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The U.S. Cracked a $3.4 Billion Crypto Heist
—and Bitcoin’s Anonymity

Federal authorities are making arrests and seizing funds with the help of new tools to identify 
criminals through cryptocurrency transactions

- WSJ.com April 12, 2023

http://WSJ.com
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Exhibit 7 - product samples from Chainalysis, a crypto security vendor
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Batteries Getting Better, But, Supply-Chain Issues a Plenty


We recently attended a conference at the Massachusetts Institute of Technology (MIT), hosted 
by Wells Fargo, where the future of EVs and autonomous vehicles was discussed.  Electrical 
Vehicles have proliferated across manufacturers, technologies, and applications thereby 
accelerating the growth of this once-nascent industry.


From busses, tractor trailers, and cars, to planes and trains- technological approaches and end 
markets vary widely but two universal constants remain:  1) all of these applications require 
batteries, 2) battery technology still massively lags the energy density of fuel.


The result is an all-out race for improved battery technologies and the raw materials to make 
them which is where the challenges loom large.  Charging times and length of charge are key 
differentiators,  However, all of that becomes moot if there are no raw materials to make them 
or if the materials suddenly become so expensive that the technological benefit is uneconomic.


The raw materials roller coaster ride (Exhibit 8) has been nothing short of alarming as prices for 
lithium have skyrocketed and flipped the technology on its head.  Mining companies are 
reluctant to increase supply as the capital costs are huge, risky, have long lead times, and are 
still less scalable and profitable than other mined commodities.  That does not bode well for 
additional supply.  So, technology has responded with updated designs to minimize expensive 
materials.


And to complicate matters even further, prices have now been crashing (Exhibit 8).  Tesla EVs 
have cut prices, and we suspect others will too as batter costs recede and competition for 
market share accelerates.  Technology might respond, but recent memories of price spikes 
likely make them wary to include more lithium- conversely, the recent price crash will only 
make mining companies more hesitant to invest in additional resources.



Exhibit 8
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China is the world’s 
largest processor of 
lithium materials for 
batteries, setting the 
global benchmark. 

Prices spiked so hard at 
the start of the decade 
that many innovators 
assumed it would never 
recede and began 
designing the metal out 
of batteries.  It remains 
to be seen if this trend 
continues and will be 
enough to alleviate 
forecasted deficits 
(Exhibit 9 and 10, next 
page).
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Lithium is not the only battery raw material to go through this strategic conundrum.  Cobalt has 
already gone through a boom-bust and provides an interesting analog as prices there spiked 
first and were designed out of batteries sooner.


Exhibit 9


Lithium forecasted deficits, Exhibit 10 below, are alarming.  Hopefully, the analog from cobalt is 
applicable here and we see technology improvements away from this (and other) mined metals.




Exhibit 10


1Q ‘23 www.harmonycapitaladvisors.com  of 8 12

Cobalt has been most 
recently sourced from 
the Democratic 
Republic of the Congo 
(DRC) and linked to 
many poor working 
conditions and social 
concerns. 

These concerns and 
spiking prices led 
innovators to design 
cobalt out of batteries 
as quickly as possible. 

The outlook for Lithium 
supply is quite dire - 
relative to current 
forecasts for demand. 

We are encouraged by 
technologies moving 
towards less lithium 
with hopefully some 
parallels in market 
balancing like cobalt.
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Checking in On Market Leaders/Laggers - Recession Trade is On 

As a reminder, we are big fans of Bloomberg’s Relative Rotation Graph, as it highlights sectors 
that are moving in and out of market leadership.  A quick glance at Exhibit 11 below highlights 
the elements of a risk-off recession positioning trade.


Exhibit 11

Bloomberg’s Relative Rotation Graph (RRG), mid-April 2023 

No surprise that “old economy” Industrials (Energy, Materials, Industrials) are increasingly 
lagging as demand softens.  Consumer Discretionary and Information Technology are also 
fading as spending shrinks across the board accelerate.  Telecoms are also selling off as the 
sector that used to comprise utility-like operators now includes a spattering of media and 
communications companies that are far closer to consumers’ discretionary budgets.


Utilities, Health Care, and Consumer Staples are the only sectors moving ahead of the index 
just as we would suspect in a defensive trading environment.  We just wonder how much 
longer that will transpire if banks are suddenly in the risk cross-hairs…we could be nearing the 
end of this trade if the Fed decides to back off rate increases (and inflation doesn’t run away, 
consequently).  A bit of a needle hole to thread, hence the consternation in the market.
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S&P 500 Sectors S&P 500 FINANCIALS INDEX( S5FINL ) S&P 500 MATERIALS INDEX( S5MATR )

S&P 500 CONS DISCRET IDX( S5COND ) S&P 500 HEALTH CARE IDX( S5HLTH ) S&P 500 REAL ESTATE IDX( S5RLST )

S&P 500 CONS STAPLES IDX( S5CONS ) S&P 500 INDUSTRIALS IDX( S5INDU ) S&P 500 COMM SVC( S5TELS )

S&P 500 ENERGY INDEX( S5ENRS ) S&P 500 INFO TECH INDEX( S5INFT ) S&P 500 UTILITIES INDEX( S5UTIL )
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Sustainability Case Study - Impact KPIs 

In this quarterly review, we take a closer look at the Food & Agriculture industry, which 
operates with one of the largest environmental and social footprints for the economy.  As such, 
there is an enormous opportunity for impact if we can improve systems and processes.


Here we take a closer look at a portfolio holding, UNFI, a food service vendor known for its 
natural and thoughtful products.  


We share these KPIs with the hope that wider adoption will lead to best practices emerging 
and industry standardization.


UNFI - Food & Beverage Wholesalers, Food & Agriculture


At first glance, the data is good and complete.  However, we struggle to use the data in this 
form to do any type of comparative analysis.


Exhibit 12

UNFI KPIs

Diverted Waste

Energy Intensity


*** Frustrating for us, the most recent report does not line up with last year’s.  In addition for us 
not being able to compare this data set across competitors, we can not even compare 
historically versus themselves.  Impressively large glossy data sets, award-wining apparently- 
BUT WE FIND THIS DATA ALMOST USELESS… 

Moving past the disclaimer above, energy intensity and waste are major areas of resource 
interaction for the food industry, so they have the right metrics in place, even if we have 
suspicions about the data.  That being said, directionally,	  the company is apparently doing a 
better job on both fronts.  


ANNUAL WASTE DIVERTED: 23.4k metric tons (+43% vs ’20) 
ANNUAL ENERGY INTENSITY: 8.95 MWh/$M sales (-27% vs ’20) 

The biggest issue we have with this data set is the lack of standardization for waste.  Energy 
intensity is standardized, as a revenue ratio, which allows us to compare peers on this 
important issue.  However, waste is considerably opaque for us and could benefit from a 
similar standardization - this will be the focus of our next engagement with the company.  


As a reminder, our impact policy allows for up to three years for an investment to inflect towards 
positive impact before it becomes a sell candidate.  At this time we do not see any major flags, 
other than our ability to compare the same data item through time.  Additionally, we need to 
find a way to standardize these metrics. 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Year 2021 2020 2019
Product
% Waste diverted from landfill 48% 55% 54%
Waste diverted from landfill (Metric Tons) 23,693 16,607
Food waste sent to landfill (Tons) 8,813 12,708 11,921
Energy intensity (MWh/$M) 8.95 12.25

Company
United natural food inc

organic food produce
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3D Impact Matrix 
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Impact Vectors - Sector Matrix

Environmental Health Social Well-being

Classic 
Sectors *

Clean 
Energy

Circular 
Economy

Green 
Infrastructure 

and Water

Food and 
Agriculture

Access to 
Health 
Care

Financial 
Inclusion

Safety & 
Security

Education

Consumer 
Discretionary X X X

Consumer 
Staples X X

Information 
Technology X X X X

Financials X

Real Estate X X

Industrials X X X

Materials X X

Energy X

Health Care X

Utilities X X

Communication 
Services X X X X

* - as defined by S&P/GICS, 12/31/2020
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Disclosures:


The opinions expressed in this article are for general informational purposes only and are not intended to provide specific advice or 
recommendations for any individual or on any specific security. The material is presented solely for information purposes and has 
been gathered from sources believed to be reliable, however advisor cannot guarantee the accuracy or completeness of such 
information, and certain information presented here may have been condensed or summarized from its original source.  Advisor 
does not provide tax or legal advice, and nothing contained in these materials should be taken as such. To determine which 
investments may be appropriate for you, consult your financial advisor prior to investing. The S&P 500 Index is widely regarded as 
the best single gauge of large-cap U.S. equities. Index information, where included, is to show relative market performance for the 
periods indicated and not as standards of comparison, since these are unmanaged, broadly based indices that differ in numerous 
respects from the composition of advisor client portfolios. Market indices are not available for direct investment. The historical 
performance results of the presented indices do not reflect the deduction of transaction and custodial charges, or the deduction of 
an investment management fee, the incurrence of which would decrease indicated performance. The index performance results 
are provided for comparison purposes only, to assist an investor in determining whether an investment program meets his/her 
investment objective(s). This information may contain certain statements that may be deemed forward-looking statements. Please 
note that any such statements are not guarantees of any future performance, and actual results or developments may differ 
materially from those discussed. No investor should assume future performance will be profitable or equal the previous reflected 
performance.
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All data provided by Bloomberg L.P. and Harmony Capital Advisors, LLC ™, unless otherwise noted 

Past performance is not indicative of future performance. 

This performance review and investment outlook document is not meant to be a solicitation for the fund or the fund manager.
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