Crescat Capital LLC
1560 Broadway
Denver, CO 80202

CRESCAT CAPITAL® e

THE VALUE OF GLOBAL MACRO INVESTING WWwW.crescat.net

November 25, 2020

Dear Investors:

Crescat Global Macro and Crescat Long/Short hedge funds are having a pullback month to date. We
wanted to bring this to your attention because we think it presents an excellent buying opportunity
for those considering adding money to Crescat for the end of this month. The opportunity is being
caused by the recent run-up in equity markets. We show below a set of timing indicators that are as
good as they get against the long stock crowd. We strongly believe that the fundamental, macro, and
now technical reasons, never looked so appealing to capitalize on short positions in a select basket of
highly overpriced securities that Crescat has identified via its fundamental equity model.

In our November research letter, we shared a Crescat macro model that combines 15 fundamental
valuation factors to show how US stocks have recently reached their most overvalued levels since
1900. The problem with speculative excess and the risks it poses to unprepared investors is simple to
understand. Ultra-easy financial conditions create major manic tops in markets. As we show in the
chart below, with both the tech bubble of 2000 and the housing bubble of 2007, the GS Financial
Conditions Index reached cyclically low levels that distinctly marked these market tops. Financial
conditions today, driven by historic low interest rates and tight credit spreads, are the loosest yet,
the easiest of the past thirty years, at the same time as valuations and leverage are the highest.
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These excesses are clearly unsustainable and mark a potentially timely setup for a major market
reversal. According to Bank of America, over the last two weeks, already fully-invested retail
investors had their largest inflows into the stock market ever. Meanwhile, Goldman Sachs showed this
week that hedge funds have their highest leverage since right before Volmageddon (250%) and are
their most net long (84%) since they have been tracking the data (five years). Goldman also reported
that the median short interest as a percent of market cap for the S&P 500 just plunged to the lowest
it has been in the 16-year history of that data.

We can see below that speculative long call option positioning today relative to puts is the highest it
has been since the peak of the tech bubble. Note also in this chart how the bull market has been
losing steam since late 2017 as measured by the declining 14-day RSI, even as the overall market has
pushed higher, a bearish signaling divergence.



S&P 500 vs. CBOE Put Call Ratio & RSI 14-Day

4000

M SPX Index - Last Price
3000

2000

M CBOE Put Call Ratio

SPX Index - RSI 14 Day

2000-2004 2005-2009 2010-2014 2015-2019
Source: Bloomberg © 2020 Crescat Capital LLC

In another sign of the unsustainable excess today, the percentage of S&P 500 Index members that are
above their 200-day moving average just reached a new extreme for the uber-high valuation
environment of last five years. Note how the three prior peaks in this indicator during this regime
circled in the chart below preceded substantial corrections: Volmageddon in February 2018, Q4 of
2018, and March 2020. During each of these periods, Crescat’s two hedge funds mentioned above

profited substantially.
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We are hereby warning of the dangerous risks of chasing this extremely frothy bull market. Forward
thinking investors should take a cue from smart-money corporate insiders who sold more stock in one
day last week than on any other day since 2004 as also noted by Goldman. At Crescat, we remain
committed to tactical short positioning today in our Crescat Global Macro and Crescat Long/Short
hedge funds alongside precious metals long exposure.

The setup for our long gold and silver positions in these two funds and in our Crescat Precious Metals
fund and SMA is equally exciting today. The gold and silver mining stock long sleeve of all three
Crescat hedge funds has been creating massive alpha and absolute return even as this market has
been pulling back since its early August highs. Since then, the Philadelphia Gold and Silver Index has
pulled back 19% while Van Eck Junior Gold Miners ETF is down 25%. Since its August launch, the
Crescat Precious Metals Fund at almost the exact same time is up over 90% net. Imagine what is
possible when the gold bull market resumes as our analysis indicates it will. Our activist fund can and
will short gold and silver stocks at key times indicated by our macro analysis, but such a time is not
now. This fund has been long precious metals equities entirely since inception. In this fund and the
similar sleeve of our other hedge funds, we are focused on the extremely undervalued and high
growth exploration segment of the industry today. Our stock picking in this segment is enhanced
thanks to Crescat’s geologic and technical advisor, renowned exploration geologist, Quinton Hennigh,
PhD.

Our analysis shows that it is still extremely early in a new precious metals bull market, and the
exploration segment in particular is where the most alpha and beta combined is likely to be
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extracted over the next several years. Gold has already corrected almost as much as during the
February and March crash of this year. This time, there is a major difference in market behavior
indicating a still early-cycle macro environment for gold and silver. Rather than leading to downside
in this pullback, silver has been holding up incredibly well. In fact, the silver to gold ratio is only
down 1/3 of the move it had back then.
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With such a severe twin deficit problem in the US economy, further government debt monetization is
almost certain. For this reason, the recent appointment of the former Fed chair, Janet Yellen, is
relevant to our thesis as we should continue to see an effort towards combining monetary and fiscal
policy. Moreover, we have noted that as the Fed’s balance sheet has recently turned up again, it has
been one of the most important macro drivers for precious metals. Meanwhile, since the recent
positive news about the vaccine, the media has repeatedly called for the end of the bull market for
gold. We think these narratives are just noise. The macro reasons to be long precious metals today
remain intact. See below how the price of gold relative to M2 money supply still looks historically
attractive with significant upside likely ahead.
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Starting with the January 1st investment window, our Global Macro and Precious Metals funds will be
moving to a 3-year partial lock-up period. New clients will be eligible to withdraw 25% of their total
investment following 1 year, an additional 25% after the second year, and the remainder of their
funds after the third year with 30 days’ notice. Existing clients will be grandfathered under their
current terms. The Long/Short fund will remain on the 1-year soft-lock, with a 2% redemption fee
within the first 12 months. If you are interested in getting into the Global Macro and Precious Metals
funds while they still carry the one-year soft-lock, the last chance is now for a December 1st start.
Please contact a Client Service Specialist today, you can reach Marek Iwahashi at
miwahashi@crescat.net or by phone at 303-350-4288 and Cassie Fischer at cfischer@crescat.net or by
phone at 303-350-4000.

Sincerely,

Kevin C. Smith, CFA
Founder & CIO

Tavi Costa
Partner & Portfolio Manager
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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
Ismith@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 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
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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 Il, 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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