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The New Inflation Regime 

 

The interest payments required to fund the US government debt are becoming a real problem. Since 2020, net 

interest outlays as a percent of GDP have risen from 1.4% to 3.1%, and the Congressional Budget Office (CBO) is 

projecting this ratio to grow to 4.6% by 2036. The CBO published its budget and economic outlook for 2026 to 

2036 in February of this year. Note, the CBO’s economic outlook for the next decade has Treasury yields 

contained at a level between 3.1% and 3.3% for 3-year maturities and between 4.1% and 4.4% for riskier 10-year 

maturities. If interest rates were to rise above these levels, due to rising inflation expectations, the net interest 

cost as a percent of GDP in the CBO’s projections would be even higher.   

 

Frightening CBO Projections 

The United States government running a budget deficit is nothing new. Our country has been funding persistent 

government deficits through debt issuance for the vast majority of its history since the Great Depression. But 

the character of the likely future high magnitude and persistence of the deficit has materially changed since the 

pandemic. 
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Starting from 5.9% for 2025, the CBO projects the fiscal deficit to grow to 6.7% of GDP by 2036, with the deficit 

averaging 6.1% over the 10-year stretch from 2027 to 2036. Using Federal Reserve data going back to 1929, the 

two longest continuous periods of the federal budget deficits greater than 6% of GDP were for just five years 

during and immediately after World War 2 from 1942 to 1946, and then for just four years in the aftermath of 

the Global Financial Crisis (GFC), from 2009 to 2012. The first period, due to World War 2, was a high inflationary 

regime led by necessary financial repression, i.e., government-suppressed interest rates, also referred to by 

economists as “fiscal dominance”. The second period, post-GFC, was necessary due to the collapse of the U.S. 

housing market, causing large-scale emergency spending and tax cuts to stimulate demand and avert a complete 

collapse of the financial system. Contrary to widespread fears at the time, the large fiscal stimulus and money 

printing in the wake of the GFC did not lead to a new regime of rising inflation.  

Congressional Budget Office Baseline Budget Projections, by Category 
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Source: Congressional Budget Office, February 2026 

COVID Pandemic Spurs First Wave of Inflation in the New Regime 

In the wake of the COVID stimulus, we believe the long-term macro inflationary dynamic has changed entirely to 

one of persistently entrenched fiscal imbalances. Therefore, in our analysis, the sharply rising inflation from 

2020 to 2022 marks what should only be the first wave of a new secular inflationary regime. Past US inflationary 
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regimes have had wave-like characteristics, including both during the post-Great Depression and WW2 era, and 

during “The Great Inflation” from 1965 to 1982. 

Today, the economy appears strong. In many investors’ minds, it seems that the Federal Reserve’s interest rate 
hikes in 2022 and 2023, and its balance sheet reduction from 2022 to 2025, have worked to contain inflation 

expectations today. On the contrary, for us, the fact that the Federal government is forced to run an unusually 

large fiscal deficit during a supposedly robust economy is a major inflationary concern. 

After “The Great Inflation”, it took the first 20 years (1981 to 2000) of a 40-year disinflationary regime (1981 to 

2020) to finally convince the world that US policy makers had conquered inflation. How many years will it take 

for people to believe that we are in a new secular inflationary regime? Until rising inflation expectations become 

embedded in the economy, that’s when, but we are far from it today. Long-term inflation expectations based on 

the 10-year-TIPS yield are only 2% today, but that is only “expected CPI”, a number that can be manipulated by 
government statisticians. We encourage investors to look to the precious metals markets for a clearer leading 

indicator of rising inflation expectations. 

Now, still with no clear conclusion to the wars in Ukraine and Iran, and an Administration pushing for continued 

aggressive fiscal and monetary stimulus, we believe it is just the beginning of the second wave of inflation.  

 

 

Impossibility of Managing Fiscal Imbalances Without Financial Repression and Inflation 

For much of the mid 1980s though mid 1990s net interest as a percentage of GDP was comparable to today, 

although there are some notable differences. Yields during that time frame were much higher than they are 
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today. On average across the curve, yields were around 2% higher in 1995 and 3% higher in 1991 compared to 

today. 

 

Interest on Debt is All-Consuming 

The United States could be entering a phase where borrowing is no longer mainly funding new policy choice, but 

rather increasingly financing the cost of previous borrowing. In other words, most new debt issuance is to 

finance existing debt. Based on the CBO estimates, net interest outlays will account for north of 60% of the 

Federal Budget Deficit in the 2030s. In our view, the projected interest rates the CBO uses to calculate net 

interest outlays are optimistic yet critical red lines that the government cannot afford to have breached at all 

costs. The CBO is projecting that by 2036, the annual budget deficit will be about 75% higher than in 2025. It 

assumes that yields on the 3-month Treasury Bill will consistently stay about 0.5% lower than current rates.  
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Given the government’s current debt levels, a minimal increase in interest rates could have huge effects as 
interest payments soar. If, for whatever reason, investors begin to demand higher yields to hold debt, the 

Treasury will have to refinance maturing debt at a higher rate, which in turn raises net interest outlays, which 

increases the deficit, which requires more borrowing. In our view, this has the potential to push the average 

interest rate on government debt above GDP growth, and combined with the high levels of debt, can lead to a 

debt spiral and ultimately a debt crisis.  

Enter Fiscal Dominance – Debt is Only Manageable with Both Low Rates and High Inflation 

We believe the United States cannot afford the yields of the late 1970s through early 1990s. To illustrate this 

point, let’s conduct a quick thought experiment. 

As of 12/31/2025, interest outlays reflect an effective average interest rate of about 3.2% on the total federal 

government debt. The median effective interest rate from 1966 through 2025 was approximately 6.7%, and the 

median interest rate in the 1980s was about 12%. If the current effective interest rate were at the longer-run 

median, the total deficit for 2025 would have increased by 60% to about $2,842 billion, which is more than total 

individual income taxes for 2025. If it were at the 1980s median, the total deficit for 2025 would have increased 

by 150% to about $4,444 billion, which is more than total individual income taxes plus payroll taxes for 2025. 
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The seemingly impossible challenge facing policy makers is how to avoid falling into the trap of more spending 

leading to bigger deficits leading to more borrowing leading to higher interest payments leading to a bigger 

deficit and more borrowing again. We believe the likely answer is a central bank regime shift to fiscal 

dominance.  

Under this regime, the Federal Reserve’s objective of containing inflation takes a back seat to the Treasury’s 
budget financing needs. This shift would mark a decisive break from the low inflation regime that defined most 

of the last 40 years. For us, we think we are already one full wave and seven years into a new secular inflationary 

regime that could last at least another decade.   

Monetary policy is no longer an inflation-fighting tool, it has evolved into a debt management tool. Interest rate 

suppression, yield curve control, and other forms of financial repression are likely to keep government 

borrowing costs artificially low and inflation high for the next decade. 

Holding interest rates below the level required to curb aggregate demand and anchor inflation expectations 

transforms inflation into the adjustment mechanism. Policy makers can allow inflation to erode the real value of 

outstanding nominal government debt over time. The debt issue becomes more manageable not through 

traditional tax increases or spending cuts, but rather an inflation tax. 

But such policies only work for the benefit of the real economy in the short run through “surprise inflation”. It is 

obvious that our government officials have continuously kicked the can down the road on solving the long-run 

fiscal imbalances. Renowned economist John Maynard Keynes of the Great Depression era has a famous quote 

that is prescient: “The long run is a misleading guide to current affairs. In the long run, we are all dead.” In our 
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view, it is crazy to us that so few are willing to foresee and prepare for the long-run inflationary implications of 

the current macro setup! 

The Stock Market Today Represents a Terrible Hedge Against Future Rising Inflation 

It is also crazy to us that so few are considering the next 10-year implications of real stock market returns in a 

rising inflation environment starting from today’s historically high valuation multiples. History clearly shows that 
the stock market’s P/E multiple at large shrinks during rising inflation to negatively impact both stocks’ nominal 
and real performance. We can see the strong positive correlation of the S&P 500 earnings yield (the inverse of 

its P/E multiple) and CPI inflation in the chart below. There is no greater proof that the stock market is a terrible 

hedge against inflation than during the period of “The Great Inflation”, especially from 1968 to 1980. 
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One Industry Group Can Be a Great Inflation Hedge 

In our view, of all industries in the stock market, there is one that offers the greatest inflation protection and 

real growth opportunity for what we believe can be the entire decade ahead, especially starting from today’s 
low valuation levels and future high-growth opportunities relative to the stock market at large, and that is the 

precious and critical metals mining industry. For reference, look at how gold mining stocks outperformed the 

S&P 500 during “The Great Inflation.” 
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SpaceX IPO Could Mark the Stock Market Top 

After the manic stock market rally in May, the Buffett Indicator now sits at a new record 238% total US stock 

market cap to GDP, dwarfing the 2000 Internet bubble, the 1971 Nifty 50 mania, and the 1929 bubble. 

As Michael Burry has recently pointed out, adjusted for inflation, the upcoming IPOs of just three companies, 

SpaceX, OpenAI, and Anthropic, are expected to raise more than all 300 TMT (technology, media, and 

telecommunications) IPOs did in 2000.  

At its expected $75+ billion raise and $2+ trillion valuation, SpaceX would be the largest IPO in history. OpenAI 

and Anthropic IPOs are expected to follow SpaceX this year with $60+ billion raises and $1+ trillion market caps.  

As Burry also pointed out, AT&T Wireless, which raised $10.6B in its IPO in April 2000, was the largest IPO in 

history to that point. Unbeknownst to investors at the time, the Internet stock market bubble had just topped 

the month before in March of 2000. The Nasdaq Composite would go on to fall 78% over the next 2.6 years. 

SpaceX is currently expected to price its IPO on June 11 and start trading on June 12, less than two weeks away. 

In 2025, SpaceX generated $18B in sales and $6.6B in EBITDA (earnings before taxes, depreciation, and 

amortization) per its S-1 filing. Yet, at a $2 trillion post-IPO market cap, that is a multiple of 111 times sales and 

303 times 2025 EBITDA. It is important to point out that, based on 2025 revenues and EBITDA, SpaceX’s 
expected price-to-sales multiple will exceed all 1256 US publicly traded companies with sales over $1 billion and 

positive EBITDA today. And its expected price-to-EBITDA multiple will be in the top 1% of the same universe.  
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We believe we are in an unsustainable AI capex spending bubble that will also catalyze the market top due to 

imminent free cash flow destruction and ultimate overstatement and write-down of earnings across the 

hyperscalers. Amazon, Alphabet, Microsoft, Meta, and Oracle were the formerly dominant monopolistic large 

cap tech companies that have completely altered their formerly profitable business models to join the 

competitively disruptive AI race. Crescat’s Macro and Long/Short funds continue to maintain short positions 
with the goal of capitalizing on what we believe is an inevitable and possibly imminent stock market downturn.  

Nine Representative Stocks in Crescat’s Activist Metals Portfolio 

We encourage our current and prospective investors to learn more about these nine representative, low-

valuation, high-potential growth metals’ exploration stocks across Crescat’s funds by going to our YouTube 

channel, our X feed, and our website to review our past commentaries and geologic and financial analyses of 

these companies. The criteria for inclusion in this list of companies are as follows: The largest holdings firmwide 

across our activist metals portfolio among three publicly listed exploration stocks from each primary metal 

target category (gold, silver, and copper). The company must have a bona fide discovery with tier-1 scale 

resource growth potential based on Crescat’s geologic estimates. Tier-1 scale means that the asset has the 

potential to become a producing mine that will ultimately generate at least 500 thousand ounces of profitable 

gold-equivalent metal per year over at least a 10-year mine life. We believe such companies are attractive 

acquisition candidates for a major mining company or allow for a self-sustaining mining company in its own 

right. 

 

The holdings shown are as of the date indicated only. Do not assume investments in the securities identified were or will be profitable. Subset of firmwide 

investments based on: top three publicly listed exploration stocks from each primary metal target category (gold, silver, and copper) with a bona fide 

discovery of tier-1 scale potential. Tier-1 scale defined as having the potential to become a producing mine that will generate at least 500 thousand ounces 

of gold equivalent per year. Crescat target resource estimates (TSE) are based on internal modeling and geologic estimates, and include various 

assumptions based on analysis of geology, geophysics, geochemistry, historic drill assays, and metallurgical recovery data received to date. TSE are 

discounted based on drilling progress to date, an assessment of the management and technical team’s strengths and weaknesses affecting their ability to 

advance the project, and environmental, local community, and government permitting risk factors. Estimates are displayed on a gold equivalent basis 

based on current price-to-gold ratios for silver, copper, and other metals if the primary metal is other than gold. Further drilling, assaying, resource 

modeling, and engineering studies will be required to determine whether Crescat’s TSE can be reasonably expected to be achieved. Important risk 

disclosures can be found here: https://www.crescat.net/due-diligence/disclosures/ 

May Performance Estimates 

Four of Crescat’s five funds delivered net gains in May and outperformed their benchmarks for both the full fund 

and ex-side pocket based on our preliminary estimates. Due to its relatively higher short exposure through US 

https://www.youtube.com/@crescatcapital/streams
https://www.youtube.com/@crescatcapital/streams
https://x.com/Crescat_Capital
https://www.crescat.net/crescat-news-and-updates/
https://www.crescat.net/due-diligence/disclosures/
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equity index put options, the long/short fund had a small loss ex-side pocket. Index puts also detracted from our 

two macro funds. Our two precious metals funds delivered significant outperformance in the month, driven by 

new drill-hole discoveries at Mogotes Metals and Barksdale Resources, as well as gains at San Cristobal Mining 

(SCM), the funds’ largest position, which is also the sole position inside the side pocket. SCM is a private 
company and the 4th largest silver producer in the world. These positions also generated gains within our macro 

and long/short funds. Among our mining positions, Core Silver was a notable detractor for the month across all 

funds.  

 

Sources: HFR, Inc., NASDAQ, and Crescat Capital LLC. Past performance does not guarantee future results; Investing involves 

risk, including risk of loss. See additional important disclosures below. 

 

The macro setup we have outlined is the environment in which precious metals miners have historically 

delivered their best returns: surging debt costs, large fiscal deficits, and what we believe is only the 

beginning of a second wave of secular inflation. With the stock market at record valuations and the 

potential SpaceX, OpenAI, and Anthropic IPOs that we believe could mark the top, we see a compelling 

case for being long precious metals miners with tier-1 scale discoveries and short the overvalued stock 

market. We think this is an outstanding time to add to or initiate a position across Crescat's funds.  

 

 

 

 

Sincerely,  

Kevin C. Smith, CFA  

Founder & CEO 
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Nathaniel Gilbert 

Analyst 

 

 

For more information, including how to invest, please contact:  

 

Marek Iwahashi  

Head of Investor Relations  

miwahashi@crescat.net  

(720) 323-2995  

 

Linda Carleu Smith, CPA  

Co-Founder & Chief Operating Officer  

lsmith@crescat.net  

(303) 228-7371  

© 2026 Crescat Capital LLC  

 

Important Disclosures  

Discussion and details provided are for informational purposes only. This letter is not intended to be, 

nor should it be construed as, an offer to sell or a solicitation of an offer to buy any security, services 

of Crescat, or its Funds. The information provided in this letter is not intended as investment advice 

or recommendation to buy or sell any type of investment, or as an opinion on, or a suggestion of, the 

merits of any particular investment strategy. This letter may contain certain forward-looking statements, 

opinions and projections that are based on the assumptions and judgments of Crescat with respect to, 

among other things, future economic, competitive and market conditions and future business decisions, 

all of which are difficult or impossible to predict accurately and many of which are beyond the control of 

Crescat. Because of the significant uncertainties inherent in these assumptions and judgments, you 

should not place undue reliance on these forward looking statements, nor should you regard the inclusion 

of these statements as a representation by Crescat that these objectives will be achieved. 

CPM has not sought or obtained consent from any third party to use any statements or information 

indicated herein that have been obtained or derived from statements made or published by such third 

parties.  

All content posted on CPM’s letters including graphics, logos, articles, and other materials, is the property 
of CPM or others and is protected by copyright and other laws.  

Performance  

Performance data represents past performance, and past performance does not guarantee future 

results. Performance data, including Estimated Performance, is subject to revision following each monthly 

reconciliation and/or annual audit. Individual performance may be lower or higher than the performance 

data presented. The currency used to express performance is U.S. dollars. Before January 1, 2003, the 

results reflect accounts managed at a predecessor firm. Crescat was not responsible for the 

management of the assets during the period reflected in those predecessor performance results. We 
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have determined the management of these accounts was sufficiently similar and provides relevant 

performance information.   

1 – Net returns reflect the performance of an investor who invested from inception and is eligible to 

participate in new issues and side pocket investments. Net returns reflect the reinvestment of dividends 

and earnings and the deduction of all expenses and fees (including the highest management fee and 

incentive allocation charged, where applicable). An actual client’s results may vary due to the timing of 
capital transactions, high watermarks, and performance. 

2 – Performance figures presented Excluding SCM SP represent the fund’s net returns calculated without 
the impact of the San Cristobal Mining, Inc. side pocket that was designated on July 1st, 2024. The side 

pocket includes a private equity asset that is not available to new investors in the funds on or after July 1, 

2024. Excluding these assets provides a clearer view of the performance to investors coming into the funds 

after that date. New investors cannot participate in the SCM Side Pocket and will not share in its potential 

gains or losses. Investors should consider both the overall performance and the performance excluding 

the side pocket when evaluating the fund’s returns. 

Benchmarks  

The HFRX Global Hedge Fund Index is designed to be representative of the overall composition of the 

hedge fund universe. It is comprised of all eligible hedge fund strategies, including but not limited to 

convertible arbitrage, distressed securities, equity hedge, equity market neutral, event driven, macro, 

merger arbitrage, and relative value arbitrage. The strategies are asset weighted based on the distribution 

of assets in the hedge fund industry.  

The HFRX Equity Hedge Index measures the performance of the hedge fund market. Equity hedge 

strategies maintain positions both long and short in primarily equity and equity derivative securities. A wide 

variety of investment processes can be employed to arrive at an investment decision, including both 

quantitative and fundamental techniques; strategies can be broadly diversified or narrowly focused on 

specific sectors and can range broadly in terms of levels of net exposure, leverage employed, holding 

period, concentrations of market capitalizations and valuation ranges of typical portfolios.  

The HFR Indices are being used under license from HFR Holdings, LLC, which does not approve of or 

endorse any of the products or the contents discussed in these materials. 

The PHLX Gold/Silver Sector Index (XAU) is a capitalization-weighted index composed of companies 

involved in the gold or silver mining industry.  

The S&P 500® is widely regarded as the best single gauge of large-cap U.S. equities. The index includes 500 

leading companies and covers approximately 80% of available market capitalization.  

VanEck Junior Gold Miners ETF (GDXJ®) seeks to replicate as closely as possible, before fees and 

expenses, the price and yield performance of the MVIS® Global Junior Gold Miners Index (MVGDXJTR), 

which is intended to track the overall performance of small-capitalization companies that are involved 

primarily in the mining for gold and/or silver. 

VanEck Gold Miners ETF (GDX®) seeks to replicate as closely as possible, before fees and expenses, the 

price and yield performance of the MarketVector Global Gold Miners Index (MVGDXTR), which is intended 

to track the overall performance of companies involved in the gold mining industry. 

SPDR® Gold Shares seeks to reflect the performance of the price of gold bullion, less the Trust's expenses. 
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iShares® Silver Trust (the 'Trust') seeks to reflect generally the performance of the price of silver. 

Returns for any index include the reinvestment of income and do not include transaction fees, 

management fees or any other costs. The performance and volatility of the funds will be different than 

those of the indexes. One cannot invest directly in an index. Benchmarks are unmanaged and provided 

to represent the investment environment in existence during the time periods shown.  

 

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

partners to a CPM hedge fund. For natural persons, investors must meet SEC requirements including 

minimum annual income or net worth thresholds. CPM’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 CPM’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 

CPM hedge fund with the SEC. Limited partner interests in the CPM 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 CPM’s hedge funds are not subject to the protections of the Investment Company Act of 
1940.  

Those who are considering an investment in the Funds should carefully review the relevant Fund’s offering 
memorandum and the information concerning CPM. For additional disclosures including important risk 

disclosures and Crescat's ADV please see our website: https://www.crescat.net/due-

diligence/disclosures/ 

 

 

 


