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January 9, 2021 

Dear Investors: 

The Great Rotation 

It is time to gird for full Modern Monetary Theory. With the Democratic sweep in place, we are about to 

experience even more of the double-barreled fiscal and monetary stimulus that we saw in 2020. 

Overwhelmingly today, such policies have served to incite animal spirits toward financial assets. Investors are 

already positioned, all in, on both stocks and bonds in the US creating a highly imbalanced market. The problem 

is that money printing married with fiscal spending is crashing head-on with an emerging commodity supply 

problem that will likely stir up rising inflation which is bearish for both equities and fixed income. Get ready for a 

volatile 2021, the year of reckoning for twin asset bubbles as the world attempts to emerge from the Covid-19 

pandemic. 

The macro setup is in place for a self-reinforcing unwinding for stocks and rise in commodities akin to 1920-21, 

1973-74 and 2000-02. On the long side of this trade, there are merely two sectors in the US stock market – 

energy and materials – that offer substantial value and upside potential today as part of this macro 

reconciliation. We believe the smart money is already rotating out of historically overvalued equities and fixed 

income securities and into undervalued commodities. Soon it should become a stampede, a reflexive great 

rotation. 

We are pleased to report that Crescat’s three hedge funds and our precious metals SMA all finished the year 

strong. Please see our 2020 estimated net performance in the table below: 
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The Fed is determined to increase the rate of inflation to ease the record debt burden dragging down economic 

growth. The fiscal powers will be playing along, so inflation is indeed what we are likely to get. Long term 

economic history proves that the forces of rising wholesale and consumer prices cannot easily be brought back 

under control by central banks once they get loose.  

But what about the “output gap” in recent years, the theoretical paradox holding inflation in check due to an 

underachieving economy? And what about the deflationary forces of technological innovation and aging 

demographics? At this stage of the macro cycle, in our analysis, inflation is all about the “input gap”, i.e., supply 

shortages of primary resources. While the “new economy” has been enjoying the limelight in recent years, the 

stage for “cost-push inflation” has been set due to underinvestment in the “old economy” now that policy 

makers are about to pull out their biggest bazookas yet to boost aggregate demand. 

Global central banks added a total of $9.1 trillion of assets to their balance sheets in 2020. To compare, this 

year’s monetary stimulus was about three times their response to the Global Financial Crisis in 2008. We also 

saw at least $25 trillion of newly issued debt worldwide while the aggregate value of all negative yielding bonds 

reached close to $18 trillion in 2020. With this macro backdrop, it is staggering to see a monetary metal like 

silver still trading sub $30/oz.  
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With gold and silver closing the past year up 25% and 48% respectively, miners are in paradise. They have never 

reported this much positive free cash flow in a quarter. Over 60% of the newly generated capital was used to 

pay down debt, which was the largest quarterly amount in the history of this industry. Meanwhile, 

overwhelming skepticism remains among investors. It is time for market participants to do some homework and 

get past their last cycle views about precious metals mining or they could miss this historic opportunity. The 

recent fundamental progress across the industry is indicative that miners are indeed in a new bull market.  

 

 
 

 

The relative valuation attractiveness for the top 50 gold and silver mining stocks compared to the top 50 tech 

stocks has never been greater. This is the first time in the last 30 years that miners trade at a higher free cash 

flow yield than tech companies.  
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Since March 2020, the outperformance of silver and the mining stocks relative to gold only adds to how early we 

believe we are in the cycle for precious metals. Looking back in history, gold tends to lead during the bottoming 

and early bull market phase of the cycle. Gold outperformed silver and mining equites from its 2015 lows up 

until March 2020 at which time the other two groups completed a full retest of their 2015 lows. Since March, 

silver and stocks have led as gold has also moved higher. A look at the gold to silver ratio in the chart below 

shows that it has drastically moved lower since March and is ripe for an even more meaningful multi-year 

breakdown. This is an important piece of the macro puzzle. After the initial phase of gold’s relative strength, 

silver and the mining stocks tend to outperform for the duration of the precious metals bull market. 
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Remarkably, smaller silver miners have begun to disconnect from junior and senior gold miners, just like the 

metal prices. It is a sign that allocators have begun to move up on the risk curve and deploy capital towards a 

significantly more volatile part of the industry. We view this move as being incredibly bullish for our long 

precious metals thesis and believe the entire space is now on the cusp of a big move to the upside. 
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Looking at the 10, 20 or even 30-year average performances all point to January as being the strongest month of 

the year. That is especially the case since 2014 where gold went up an average of 4.85% in January. It is by far 

the most bullish time of the year. From a timing perspective this seems ideal with how gold looks ready for a 

major breakout from a 4-month consolidation period. To note, the monthly seasonality of silver and miners is 

also similar. This is setting up perfectly for January to be another strong month for our precious metals’ 

positions. 
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While we have shown in past letters that future gold supply is historically constrained due to underinvestment, 

the lack of investment in silver mining looks even worse. One way to see this is by looking at the capital spending 

cycle for miners that more prominently focus on silver production. If we look at the SIL ETF members as a proxy, 

their aggregate CAPEX just reached a decade low.  
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It is hard to believe that the senior gold stocks underperformed gold in 2020. To be loud and clear, with precious 

metals at these prices, miners are a steal. Investor’s widespread skepticism is about to face real fundamental 

growth like they have never seen before. This underperformance is an indication of how early we are still in the 

gold cycle.  

 

 

 

Inflation continues to gain force. As we elaborated extensively in our prior letter, rising consumer prices are 

likely the end game for speculative asset bubbles in the financial markets. In the last several weeks we noticed 

an important move in that direction. Commodities just broke out from a 12-year resistance line. We have not 

seen this asset class sustainably appreciate in a long time. It is now occurring while the Fed seems forced to 

continue running the economy hot. Monetary policy has become a funding mechanism for government 

spending. Massive central bank purchases of Treasuries also serve to suppress interest rates while enabling the 

US government to run a large fiscal deficit. We believe the combination of unprecedented levels of government 

stimulus with investors beginning to flock to scarce commodities and driving these asset prices up, it will set an 

inflection point for inflationary forces. 
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Since the March lows in the market, our activist long equity positions in the exploration segment of the precious 

metals mining industry have been a key driver of firmwide performance. We were so excited about the 

opportunity for this investment theme that we created a new hedge fund last year to focus on it, the Crescat 

Precious Metals Fund. It was one of the best performing hedge funds in the marketplace for 2020. We believe it 

is still very early in a new secular bull market for precious metals. Crescat is determined to unlock substantial 

value in this contrarian segment of the industry that only recently completed a brutal ten-year bear market. 

We are becoming more constructive on a variety of commodities for the long side of Crescat’s Global Macro and 

Long/Short hedge funds in 2021 in addition to our precious metals’ positions. Meanwhile, these two funds 

continue to hold significant US equity short exposure, and after nine months of risk-control trimming, we have 

just significantly increased our exposure to the overvalued technology sector. 

Lastly, it is important to note that our Global Macro fund also maintains a currency short position through put 

options in the Chinese yuan and Hong Kong dollar, a continuing macro theme of Crescat’s that did not work in 

2020. But based on historic systemwide banking imbalances in China, that have only gotten more extreme this 

year, a substantial currency devaluation remains inevitable in our analysis. Our positioning in this asymmetric FX 

trade has a high potential payoff that should be well worth the wait.  

With questions or investment inquiries, please reach out to a Client Services Associate. You can find both Marek 

Iwahashi’s and Cassie Fischer’s contact information in the below signature.  
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Sincerely, 

 
Kevin C. Smith, CFA 

Founder & CIO 

 

Tavi Costa 

Partner & Portfolio Manager 

For more information including how to invest, please contact: 

Marek Iwahashi 

Client Service Associate 

miwahashi@crescat.net 

303-271-9997  

 

Cassie Fischer 

Client Service Associate 

cfischer@crescat.net 

(303) 350-4000 

 

Linda Carleu Smith, CPA 

Partner & COO 

lsmith@crescat.net 

(303) 228-7371 

 

© 2021 Crescat Capital LLC 

 

Important Disclosures 

Performance data represents past performance, and past performance does not guarantee future results. An 

individual investor’s results may vary due to the timing of capital transactions. Performance for all strategies is 

expressed in U.S. dollars. Cash returns are included in the total account and are not detailed separately. 

Investment results shown are for taxable and tax-exempt clients and include the reinvestment of dividends, 

interest, capital gains, and other earnings. Any possible tax liabilities incurred by the taxable accounts have not 

been reflected in the net performance. Performance is compared to an index, however, the volatility of an index 

varies greatly and investments cannot be made directly in an index. Market conditions vary from year to year and 

can result in a decline in market value due to material market or economic conditions. There should be no 

expectation that any strategy will be profitable or provide a specified return. Case studies are included for 

informational purposes only and are provided as a general overview of our general investment process, and not 

as indicative of any investment experience. There is no guarantee that the case studies discussed here are 

completely representative of our strategies or of the entirety of our investments, and we reserve the right to use 

or modify some or all of the methodologies mentioned herein. 
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Separately Managed Account (SMA) disclosures: The Crescat Large Cap Composite and Crescat Precious Metals 

Composite include all accounts that are managed according to those respective strategies over which the manager 

has full discretion. SMA composite performance results are time weighted net of all investment management fees 

and trading costs including commissions and non-recoverable withholding taxes. Investment management fees 

are described in Crescat’s Form ADV 2A. The manager for the Crescat Large Cap strategy invests predominatly in 

equities of the top 1,000 U.S. listed stocks weighted by market capitalization.  The manager for the Crescat 

Precious Metals strategy invests predominantly in a global all-cap universe of precious metals mining stocks. 

Hedge Fund disclosures: Only accredited investors and qualified clients will be admitted as limited partners to a 

Crescat hedge fund. For natural persons, investors must meet SEC requirements including minimum annual 

income or net worth thresholds. Crescat’s hedge funds are being offered in reliance on an exemption from the 

registration requirements of the Securities Act of 1933 and are not required to comply with specific disclosure 

requirements that apply to registration under the Securities Act. The SEC has not passed upon the merits of or 

given its approval to Crescat’s hedge funds, the terms of the offering, or the accuracy or completeness of any 

offering materials. A registration statement has not been filed for any Crescat hedge fund with the SEC. Limited 

partner interests in the Crescat hedge funds are subject to legal restrictions on transfer and resale. Investors 

should not assume they will be able to resell their securities. Investing in securities involves risk. Investors should 

be able to bear the loss of their investment. Investments in Crescat’s hedge funds are not subject to the 

protections of the Investment Company Act of 1940. Performance data is subject to revision following each 

monthly reconciliation and annual audit. Current performance may be lower or higher than the performance data 

presented. The performance of Crescat’s hedge funds may not be directly comparable to the performance of other 

private or registered funds. Hedge funds may involve complex tax strategies and there may be delays in 

distribution tax information to investors.  

Investors may obtain the most current performance data, private offering memoranda for a Crescat’s hedge funds, 

and information on Crescat’s SMA strategies, including Form ADV Part II, by contacting Linda Smith at (303) 271-

9997 or by sending a request via email to lsmith@crescat.net. See the private offering memorandum for each 

Crescat hedge fund for complete information and risk factors. 
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