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Dear Investors:
From a timing perspective, the setup for selling overvalued US equities and buying undervalued precious metals
today looks exceptional. The gold to S&P 500 ratio just posted its worst monthly decline in 37 years. In our
analysis, this relative performance was an end of cycle move for the S&P 500 but only an early inning correction
for precious metals. We think the pullback in Crescat’s strategies in November as a result provides an excellent
entry point for existing and prospective investors. We remain positioned long precious metals in all strategies
across the firm today and short overvalued equities in two of our hedge funds.
Crescat Strategies Net Performance through November 30th, 2020
CRESCAT STRATEGIES VS. BENCHMARK

YTD

NOVEMBER

1 YR. TRAILING

ANNUALIZED SINCE
INCEPTION

CUMULATIVE SINCE
INCEPTION

Global Macro Hedge Fund
(Jan.1, 2006)

31.5%

-10.2%

33.5%

11.5%

406.8%

Benchmark: HFRX Global Hedge Fund Index

4.3%

2.8%

5.5%

1.0%

15.4%

Long/Short Hedge Fund
(May 1, 2000)

32.2%

-10.3%

35.4%

7.4%

333.0%

Benchmark: HFRX Equity Hedge Index

1.0%

4.6%

2.2%

2.2%

56.2%

Precious Metals Fund
(August 1, 2020)

89.7%

-0.2%

-

-

89.7%

Benchmark: Philadelphia Gold and Silver Index

-10.1%

-3.9%

-

-

-10.1%

Large Cap SMA
(Jan. 1, 1999)

8.6%

-3.8%

15.1%

10.4%

772.8%

Benchmark: S&P 500 Index

14.0%

10.9%

17.5%

7.1%

347.4%

Precious Metals SMA
(June 1, 2019)

45.1%

-2.6%

71.8%

76.0%

133.5%

Benchmark: Philadelphia Gold and Silver Index

26.9%

-3.9%

42.2%

55.9%

94.7%

(Inception Date)

Surrounded by speculative excess everywhere, our short positions in select hyper-overvalued US equities remain
key tactical holdings in Crescat’s Global Macro and Long/Short funds. November’s market move appears to be a
last gasp for stocks, which are suspiciously out of sync, with the downturn in the business cycle already in
progress. In our view, investor positioning is historically imbalanced based on a composite of indicators:
•
•
•
•

The put to call ratio for US stocks just hit its lowest level since 2000
Options volume has surged to its highest on record
21.6% of all call options were bought by small traders, the largest level since the tech bubble
Median short interest for the S&P 500 has plunged to 17-year lows
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•
•
•

We now have the largest percent of S&P 500 members above their 200-day moving average in 7 years
Market sentiment, measured by the Investor’s Intelligence, is at its highest level since just prior to the
Volmageddon shock in 2018.
According to SentimenTrader, for the 1st time in 15 years, 60% of their indicators are showing an
excessive amount of optimism, the highest reading yet.

The bullish frenzy has been driven by all-time low interest rates and narrow credit spreads. These two factors
coincidentally get the highest weight in the Goldman Sachs Financial Conditions Index which recently made a new
low-water mark signifying the extreme in the enabling mechanism for today’s speculative imbalances. The four
prior cyclical lows in this index precipitated the tech bust in the early 2000s, the global financial crisis in 2008, the
emerging market meltdown of 2015, and Volmageddon in 2018.
Small caps, measured by the Russell 2000 index, also look stretched. The index recently had its best monthly
performance ever. The index price relative to its 200-day moving average just reached its largest divergence since
1983. While this condition can happen in early bull markets, as well as at peaks, the setup is most comparable to
the tech bubble given today’s excessive valuations.

In our view, the downside risk for stocks today is unprecedented. According to our 15-factor model, US stocks
have their most extreme valuations in 120 years. Different than prior peaks, the plethora of fundamental
imbalances across the broad US equity market is unparalleled to any other time in history. Stocks appear ripe
for a spectacular failure.
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In November, gold had its steepest monthly pullback in four years, but we believe that we are still early in a new
secular bull market for gold. From August 6 to November 30, gold declined close to 14%. This correction was
even worse than the abrupt fall of March during the pandemic crash when gold sold off 12% over the course of
10 days. At that time, the bearish narrative for precious metals became prevalent, but those who were able to
discern the value in the new early cycle macro trend, and stepped up to buy the dip, were incredibly well
rewarded. Gold and silver mining stocks ended up being the best performing industry group in the market over
the next four months.
Within the precious metals industry, we are most excited about the opportunity for Crescat’s hand-picked
portfolio of premier small cap gold and silver mining companies focused on large, high-grade exploration
projects. Crescat’s hedge funds are heavily tilted toward activist positions in this segment where we see the best
growth opportunity and value today. As a result of our focus, Crescat’s two precious metals strategies have been
substantially outperforming their benchmark, the Philadelphia Gold and Silver Index, since their respective
inceptions, especially during the recent industrywide pullback.
Real yields, perhaps one of the most reliable macro drivers for gold, are now suggesting a key turn back up in the
metal. Even though US 10-year interest rates have been rising since August, inflation expectations have begun to
outpace nominal yields once again. Consequently, real yields are turning even more negative. As shown inverted
in the chart below, declining real yields tend to drive gold prices upward. These two lines are now diverging
significantly and, in our opinion, strongly suggest that the bull market for gold is poised to resume.
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We encourage you to see our last two letters, A Vicious Debt Spiral and As Good As It Gets, and our Macro Deck
for further research and analysis supporting our positioning across all Crescat strategies. If you have any
questions on investing or Crescat in general, please do not hesitate to contact a Client Service Specialist. You can
find both Marek Iwahashi and Cassie Fischer’s contact information below.

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
© 2020 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
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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.
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) 2719997 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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