Equity Management Associates, LLC

EMA GARP Fund, LP. --- Report for the Second Quarter ended June 30, 2021
KEY TAKEAWAYS


Quarterly Overview
 GDP rebounds, Stock Markets rebound and set record highs
 Record inflows into US equities



Leverage and Its Impact
 US Debt hits 130% of GDP, nearly a record level
 Margin Debt hits record levels
 Frothy conditions and risk premia low



Crack Up Boom? Extreme Financial Conditions
 Record All Sector Wealth to GDP
 Record Money Supply (M1) growth
 Record US Fiscal Deficits
 Record growth in Fed Balance Sheet (money creation)



Inflation Breaks Out to 30 Year Record
 CPI up 5% year over year (but > 10% when calculated properly)
 Home sale prices sold up 23% year over year
 Manufacturing prices, food and wages up too



Narratives and Tools
 Fed claims inflation is transitory and it has tools to fight high inflation
 Both statements are untrue



Fed is Trapped
 Economy and markets cannot handle higher interest rates or tapering QE



Monetary Debasement Insurance (what’s in your savings account?)
 Extreme financial conditions outlined make sound money insurance attractive



Real Yields Plummet: Got Gold?
 Negative real yields drive the price of gold
 Gold appears to be on the launching pad



Gold Stocks: LAST CALL



Portfolio Construction and Strategy
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RESULTS SUMMARY
This is the EMA GARP Fund L.P. report for the second quarter of 2021 ended June 30. For the month of
April, the Fund increased in value by 6.9%. In May, the Fund increased in value by 9.8%. In June the
Fund decreased in value by -8.4%. For the quarter, the Fund increased in value by 7.6% leaving the Fund
down -0.7% cumulatively for YTD 2021.

Quarterly

Return*

Cumulative

Q2 2021
Q1 2021

7.59%
-7.70%

-0.7%
-7.7%

Monthly

Return*

Cumulative

June
May
April

-8.37%
9.81%
6.93%

-0.7%
8.2%
-1.3%

Annual
2020
2019
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009
2008
2007
2006

Return**
126.2%
97.9%
-31.8%
-7.8%
75.0%
-8.0%
-26.8%
-50.8%
-7.9%
-32.2%
47.1%
33.2%
-5.8%
40.5%
19.5%

Since
Inception
218.3%
40.7%
-28.9%
4.3%
13.2%
-35.3%
-29.7%
-4.0%
93.3%
110.0%
209.5%
110.4%
58.0%
67.9%
19.5%

* Net of fees; incentive allocation charged in December if 10% hurdle is reached.
** Net of fees and incentive allocations: audited.
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RESULTS COMPARISON
In the second quarter of 2021, the EMA GARP Fund increased in value by 7.6%. On a year to date basis,
the Fund is down -0.7% for the first half of the year.
First and Second Quarter 2021 Results Comparison
Q1
EMA GARP Fund, LP
DJIA
S&P 500 Index
NASDAQ Composite

Q2

YTD

-7.7%
7.8%
5.8%
4.7%

7.6%
4.6%
8.2%
9.5%

-0.7%
13.7%
14.4%
12.5%

XAU Gold/Silver Stocks
HUI Gold Stocks Index
GDX Gold Majors ETF
GDXJ Gold Juniors ETF
GOEX Gold Explorers ETF
SIL Silver Miners ETF

-6.8%
-11.6%
-11.1%
-17.0%
-16.8%
-14.2%

5.0%
0.8%
4.6%
3.9%
6.0%
5.3%

-2.1%
-10.9%
-5.7%
-13.8%
-11.8%
-6.8%

Gold Bullion
Silver Bullion
Crude Oil
Goldman Sachs Commodity Index (GSCI)
CCI Commodity Index
US Government 10 Year Yield
US Dollar Index
Bitcoin

-10.3%
-7.7%
25.1%
14.2%
6.4%
1.74%
92.93
103.3%

3.5%
5.5%
24.2%
15.7%
10.4%
1.44%
92.44
-40.7%

-7.1%
-2.5%
51.8%
31.4%
16.3%

19.7%

QUARTERLY OVERVIEW
In the second quarter of 2021, the Fund recorded a modest gain (+7.6%) while the other segments of the
market posted similar returns. The COVID vaccines are working and a strong economic recovery (from a
depressed level) is taking place. On a relative basis, we were able to beat our benchmark, the GDXJ,
which was up 3.9% in the second quarter. On a year to date basis, we are still slightly negative which is
never fun. But, year to date we are outperforming the GDXJ which is down 13.8% in the six months.
In Q1 2021 the Fund outperformed the GDXJ by 930bps (given better stock selection and our long
exposure to Bitcoin which GDXJ does not contain). In Q2 we outperformed the GDXJ by 370bps. Two
primary reasons for our outperformance include:
(i)

We had better stock selection than the GDXJ, and we also had some relative overweight
positions that performed very well in the first half of 2021.

(ii)

We have exposure to Bitcoin and some Bitcoin related private investments that GDXJ does
not hold. Overall Bitcoin accounted for approximately 7% of first half performance.
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We did however give back some of our gains in June when, sensing that the precious metals were ready for
a big move higher, we purchased short dated Call options on some of the major gold and silver miners.
Unfortunately, we were wrong in our timing and the fund lost those premiums.
We believe we are just coming out of a 10 month gold correction which has persisted as the Fed has thus
far been able to convince market participants that the ongoing raging inflation is “transitory” and will not
persist. Also, the rapid GDP growth (off a low base) and economic recovery has everyone believing that
we will return to the bullish stock market conditions which existed pre COVID. Stock fund inflows hit
new records in the first half of 2021.

A stock market that is performing well makes people think that budget deficits (financed by the Fed, with
M2 money supply growth of 39% in the past year) don’t matter. Hence, many view the monetary
debasement insurance provided by gold and Bitcoin as unnecessary. Buying stocks is a 12 year habit that
has worked. It is a hard habit to break.
10 months into this gold correction, it is natural to wonder – was the 2020 rally in gold and miners the
peak? On the contrary, we’ll address herein the many reasons why we believe this has simply been a
normal bull market correction in the sound money space and that we remain in the early stages of what
will prove to have been a great time to invest in sound money strategies.
The most notable development in Q2 was that the COVID lock downs generally ended and the economy
started to recover robustly. As the following chart shows, US GDP (white line) fell sharply (-8.3%) during
the first quarter after COVID, but has been recovering since last summer. By March of 2021, the US
achieved 2.3% GDP growth and the Atlanta Fed is estimating that GDP growth in the second quarter of
2021 was 7.8% annualized. The stock market (blue line) has powered right through since spring, as it
damn well should have, given the bazooka like stimulus provided by the US Government and low cost
financing/QE provided by the Fed. (see second chart below).
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US GDP YOY % Growth Rate vs. S&P 500

With over $5.7 Trillion of cumulative Fiscal stimulus over the past year up (including the American
Rescue Plan signed into law on March 11, 2021), you can create one hell of a party and goose the markets.
(note: this $5.7 Trillion does not include the benefits of the Fed artificially suppressing interest rates or the
current $1.2 Trillion infrastructure bill that will be up for a Congressional vote later this summer).
Ultimately though, there is no free lunch, and the cost of that excessive stimulus will prove to be inflation.
And not just inflation in asset prices, as we will explore.
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LEVERAGE AND ITS IMPACT – A POSSIBLE CRACK UP BOOM
We have discussed at length how the world is facing a Sovereign Debt Crisis with the US at the epicenter.
As the chart below shows, US Government Debt to GDP is at > 130%, a level that has increased 2x since
the 2008 Great Financial Crisis. In essence, the US Government bailed out over-levered households and
banks in 2008, putting those debts on its balance sheet. Then during Covid, the US Government balance
sheet swooned even more to fund quarantine stimulus.

Source: JPMorgan “Guide to the Markets” June 30, 2021

Sensible solutions might involve cutting back on debt spending or restructuring our debt. But that is not
what the bartenders (errr…we mean the US Treasury and the Federal Reserve) have in mind. Or said
another way, nobody in government wants to accept the hangover associated with a slow-down in the
growth of debt. And so the booze keeps flowing. The effects of this leverage are stunning. As you can
see in the chart below, the Dow Jones Industrial Average (DJIA) has achieved record highs in 2021.

Source: Stewart Thomson
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During the pandemic, if you had said the DJIA would be 18% higher than its pre COVID high in just over
a year’s time we would said – you’re nuts. But this is the distorting effect of free money and debt creation.
When money is free and the fiat exits look risky (gold, silver and bitcoin) people sensibly try to protect
themselves with the one investment class that has been working (equities).
As the schedule below shows, they will lever their portfolios to do so as margin debt hit a new record level
as a percentage of GDP, even higher than the levels preceding the Dotcom and Housing crashes.

Similar to the excesses in the equity markets, fixed income markets are frothy too. The chart below shows
fixed income sectors’ spreads. Virtually all bonds and loans are trading near record levels in terms of how
tight (or low) their yield spreads are over US Treasuries. Tight spreads have always been a strong
indicator of a market top. When money is flowing freely everyone assumes there is little risk.

Source: JPMorgan “Guide to the Markets” June 30, 2021
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One could argue that we are in a “crack-up boom”. Famous Austrian School economist, Ludwig von
Mises (1881-1973) coined this term. He wrote: “in the crack-up boom: the central bank attempts to sustain
the boom indefinitely via money printing without regard to consequences such as inflation and asset price
bubbles.” The end comes via the collapse of further credit expansion or when the currency becomes
worthless: hyperinflation.
Investors are certainly inclined to speculate. The price moves and enormous growth in Gamestop, SPACs,
PE Unicorns, Doge-coin and the following index are further evidence of a possible crack up boom.

If this is a bubble, as we believe, it will be the third bubble in 20+ years. The first was the Dotcom bubble
fueled by money printing following the LTCM bailout and the 1998 Asian crisis. The second was the
Housing bubble fueled by low interest rates in 2002-2003 to re-inflate the economy after the collapse from
the Dotcom boom. This current third bubble is the largest of all three because it is not focused in any one
industry. It resides higher up - at the sovereign debt/currency level. Some have dubbed it the “Everything
Bubble” driven by currency debasement. It infects more than just the Technology or Housing markets like
the first two bubbles mentioned. It infects the price of everything.
If we are in a “crack-up boom” or another bubble, then the unknown question is when does it end and what
is the pin that pops it? We do not know the answer. It could just be exhaustion. Everyone who wants to
buy has bought. Or perhaps it could be a diminution in Fed credibility (more on that later).
We believe that we are in deeply uncharted waters as outlined in the next chart. It measures All Sector US
Wealth (a large portion of which is current paper gains in stocks) against GDP. Note how today’s “paper
wealth” is even more extreme than the 2000 and 2008 bubbles. In both instances, the major US stock
averages declined over 50% from peak to trough when those bubbles burst. This bubble is larger than
those two and we expect a similar or perhaps worse outcome. A decline of over 50% in major stock
indices is not what most investors are anticipating and would be devastating to those who have
accumulated significant paper wealth in the stock market. The reason people do not sell today’s
overvalued stocks is that they believe the Fed has their back, and will not let prices decline. We wonder if
that is an intelligent belief.

Equity Management Associates, LLC

Page 9

EXTREME FINANCIAL CONDITIONS
The financial conditions that the Fed and Treasury have created are truly extraordinary. Many at the Fed
have continually stated with confidence that they have it all under control, have the tools to manage
inflation, and that inflation is “transitory”. This reminds us of May 2007 when then Fed Chair Ben
Bernanke made the statement that “subprime is likely contained…. importantly, we see no serious broader
spillover to banks or thrift institutions from the problems in the subprime market.” That was right before
the entire financial system melted down in 2008 necessitating the largest bail out in the history of financial
markets, a period now commonly referred to as the Global Financial Crisis (GFC).
To illustrate just how extreme financial conditions have become - consider the following developments:
1. Money supply growth is out of control….both M1 supply….
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…..and M2 supply growth.

2. The country which issues the world’s reserve currency has a balance sheet and income
statement which are out of control. See chart below:
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3. Foreigners are no longer willing to finance the fiscal profligacy of the US at current low
interest rates. In fact, on balance they are selling US Treasuries. This is important because this
leaves just the Fed and its printing press as the only solution.
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4. Without foreign financing, the US Fed (and the commercial banks) have stepped in to
monetize the deficits. The slope of the following chart does not look good.

5. Drilling down on the past 20 years. Note how the ascent of the NASDAQ has tracked the
growth in the Fed balance sheet which is a good proxy for money in circulation. It may be
true that until recently, growth in the Fed balance sheet did not lead to CPI inflation, but it
certainly contributed to stock price inflation. The most recent episode of Fed expansion has
created CPI inflation as well.
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INFLATION BREAKS OUT ALL OVER
To say the May inflation report came in hot at +5% is an understatement.

Page 13

Equity Management Associates, LLC

Page 14

And, as bad as 5% headline inflation is, we would submit that it is still very understated. Here is why:
Home prices are increasing at 23.6% year over year (see chart below). Further, in terms of rent, the July
Apartment List National Rent Report shows rental prices increasing 9.2% year over year. Yet, the BLS, in
calculating the 3.8% core CPI inflation rate shows Shelter as only up +2.2% and Owner’s Equivalent Rent
at only +2.1%.
Why does the BLS mislead? Perhaps because Shelter and Rent equal over 1/3 of CPI. If calculated
honestly, real core CPI inflation would be > 10% presently.
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The inflation is not just in houses and rent, it flowed into manufacturing prices, commodities and food as
shown in the charts below:
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Furthermore, since inflation is a psychological issue it is notable that Google searches on the term have
spiked as well.

Perhaps, most problematic for inflation is wage growth. A tight job market, with many businesses
understaffed, has led to significant wage inflation which is highly unlikely to be transitory.

It is significant that wage inflation (blue line in above chart) just decisively broke above 4%, a level that
has not been exceeded since 1983. If workers are paying higher prices for goods and the labor market is
tight, they will demand higher wages.
Local McDonald’s are now hiring workers at $18 / hour. We wonder if in 2022, as the economy opens
further, McDonald’s can really tell its workers “sorry, now we’re going to cut your wages back down 25%
to minimum wage levels”?
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Could inflation be transitory? Well possibly. We have lived in a deflationary environment for 40 years
from 1980 to 2020. What just occurred was extreme and one could argue that when things settle down we
will return to pre-COVID like conditions where velocity of money remains low (given high debt levels and
technology efficiencies like Amazon) as Lacy Hunt has eloquently described. That is certainly what the
stock and bond markets appear to now believe.
Yet, we believe that deflationary tide has turned. Post-Covid with ballooning sovereign debt levels
globally, politicians and governments don’t feel the same fiscal pressure to de-lever the way consumers did
post 2009. Whereas consumers are, at some point, constrained by maxed out credit limits or just general
confidence waning, the governments can monetize debt and deficits and continue this spin cycle for many
years with what they perceive to be no recourse. In essence, this is free money into the system and tends
to lead to overconsumption and asset inflation. Then when the next crisis ensues, even greater stimulus
will be needed. It’s a vicious debt cycle not dissimilar to people who suffer from addiction, in this case – a
debt addiction.
As we have outlined before, the coming years could resemble the 1946 period where rapid post-war
economic growth accelerated monetary velocity and inflation became an issue. Similar to today, in 1946
the Fed did not combat that inflation with higher interest rates because they needed inflation to help reduce
the relative size of the debt burden. People who owned bonds suffered.

IT’S THE DEBT, STUPID
In 1992, James Carville helped Bill Clinton become President and is remembered for his famous quote on
what mattered to the voters. “It’s the economy, stupid.” Well today the issue that we all face is the
overwhelming level of debt that has been created at all levels of society. So much debt, in fact, that it can
barely be serviced (much less ever be repaid or reduced) without miniscule interest rates. By manipulating
markets and setting a non-market rate of interest, the Fed has painted itself into a corner.
We have discussed in the past how the debt needs to be restructured or reduced. Or it will collapse. A
collapse would bring on the Great Depression II and so that is to be avoided at all costs. Because of the
construction of our current political and financial system the only other alternative is to try to inflate the
debt away. This is what the Federal Government did after WWII and they did it by implementing yield
curve control and thereby killing bond investors on a real basis1.
Interestingly we have reached a level of Federal Debt to GDP that is similar to what existed post WWII.
We believe the Fed and the Treasury will attempt to inflate away this excess debt as well.
The difficulty for them is they are walking the razor’s edge between a little inflation that they can control
and embedded inflation that grows progressively worse, culminating in currency failure. Said another way,
if Gresham’s Law kicks in, the current monetary regime will fail.

1

Luke Gromen has pointed out that there is growing consensus in Fed and economic policy makers papers that it is
important for the rate of GDP growth to exceed nominal interest rates. This is financial repression and will lead to
negative real interest rates (more on this in the letter).
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NARRATIVES
So, if you think about it from the Fed and the Treasury policy makers’ perspective, they need inflation
badly. But, they cannot admit that or the entire US bond market would collapse. They must continue to
bluff at the poker table and construct an elaborate narrative that: (i) inflation is transitory and they have it
all under control; and (ii) that they have the tools to handle inflation in the future.
We believe that both these narratives are not true.
The Fed has a near impossible task of trying to thread the needle of: (i) creating “controlled inflation”
(mid-single digits) to grow GDP to levels that can service the debt; (ii) while also keeping interest rates
artificially low (well below those rates of inflation) to enable the existing excessive debt to be serviced;
and (iii) hope that over the next 10 years the US experiences big productivity gains with the help of new
technologies (e.g. Green Energy efficiencies). The Fed will need that technology benefit as population
growth and demographics have been and continue to be headwinds in terms of generating GDP growth.

TOOLS
Fed officials and Secretary of the Treasury Janet Yellen all say that they are unconcerned about inflation
and that they have the tools to deal with inflation if it becomes a problem. What are these so called tools?
We believe the Fed really has only three tools to deal with consistent and persistent inflation:
Tool
Jawboning

Description of Tool
Claiming inflation is low
by understating it.

Problem with that Tool
 Only a temporary solution; only some will fall for it in
the short run
 Once inflation becomes persistent and large, the Fed
loses credibility

2.

Raising Interest
Rates

Fed increases interest
rates to create a positive
real rate of interest and
tamp down inflation.

 Every 1% increase in rates = $300 Billion of
additional interest cost on the annual deficit.
 If rates normalize back to the long term average (since
1870) of 4.5% that would add approximately $1.0
Trillion more to the annual deficit on interest alone.
 Fed Chair Paul Volcker raised rates to 20% in the late
1970s to whip inflation. A 20% rate of interest now
would = approximately $6.0 Trillion more on the
annual deficit from interest. Thus, even more debt
would be needed, leading to a debt death spiral.
 When Volcker implemented that solution, government
debt was 40% of GDP vs. 130% today.

3.

Tapering the Fed
Balance Sheet

Fed withdraws liquidity
from the system (QT) and
shrinks its own balance
sheet to tamp down
inflation.

 Currently the Fed through QE is spending $120
Billion/month buying Treasury bonds and mortgages.
 They last tapered in December 2018 and stocks began
to crash. (see next section and charts below).

1.
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RISKS OF TAPERING
After the large dose of monetary stimulus (QE1, QE2 and QE3) which occurred following the GFC in
2008 and continued until 2013, the Fed began to raise interest rates slowly beginning in 2016, meanwhile
it held its balance sheet constant thru 2018.

As the next chart shows, in 2018 the Fed began to taper the QE program and let securities mature on its
balance sheet without replacing them. In fact, Chairman Powell went so far as to say that the balance sheet
run off was on “autopilot”.
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But, the stock market did not like Powell’s statement very much, as the next chart shows, and the
Chairman got an education in how dependent the stock market bubble is upon Fed largesse.

The December 2018 tightening attempt and the autopilot statement led to a sharp sell-off in the S&P 500
(-18%) which soon had the Fed back to its accommodative ways lowering interest rates and growing its
balance sheet (i.e., printing money).

THE FED IS TRAPPED
The conclusion any intelligent analyst has to draw is that the Fed is trapped. Our strong belief is that they
(the Fed) can never raise interest rates and they can never shrink their balance sheet or stop printing
money. If they do so the stock market crashes and the economy suffers a depression. The analog is 1929.
Because the stock market plays a large role in consumer confidence, economic conditions and spending,
the Fed knows that higher stock prices are a must for a healthy economy. Thus, we believe that if they
err, they will err on the side of excessive monetary accommodation. A fellow investment manager summed
it up nicely.
One River Asset Management’s Eric Peters wrote in his June 20, 2020 “Weekend Notes”:

“In each economic crisis, it was the Fed that provided leadership, forestalling collapse, but at a
compounding cost. Now the nation approaches a point of peak economic and political fragility.
And while it is easy to condemn the Fed for having enabled the decades of dysfunction, it is the
political system that must bear the blame. But no matter, the Fed must soldier on, like a
magnificent machine, attempting the impossible, delivering certainty without fragility, spinning
ever faster to stand still. And the greatest risk it now faces in meeting its mandate is an economic
crisis accompanied by inflation. Such a crisis would force it to choose between a return to
orthodox policy and the consequent defaults that would devastate asset prices, or a currency
collapse and runaway inflation that rebalances the value of our assets and liabilities. Without a
determined improvement in our politics, it is increasingly likely that we must endure the latter,
followed by the former. And this drama will surely play out in the decade ahead.”
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Because the Fed is trapped they face an uphill battle of trying to hold the system together in spite of market
moves which reveal their impotence.
The near hyperinflation in the price of a non-suppressed, decentralized, private monetary alternative,
Bitcoin, is also helping to unmask the Fed, and making their job more difficult.
During the next crisis, the Fed will likely undertake the following to stem big declines in the stock and
bond markets:


Fed Purchases of Equities – we expect the Fed will amend its charter to allow it to purchase
equities. They took a mini-step toward this in March 2020 when they announced their ability to
buy bond ETFs which are quasi-equity instruments.



Yield Curve Control – while the Fed has been doing YCC to some degree, we expect them to
overtly announce a pinning of the US Treasury market to a set yield (e.g. 10 year UST rates will
not exceed 2.5%). The Fed utilized this exact YCC plan in 1942 when the Treasury yield curve
was fixed for the duration of the war with the front end pinned at a 0.375% bill rate and the long
end pinned at a 2.5% bond rate.

Both of these measures, if implemented, will be highly inflationary. Whereas in 1942, Americans were
unified in their support of their country and willing to go along with YCC in support of the war effort, we
wonder - will Americans and global citizens be so supportive in the next crisis?

MONETARY DEBASEMENT INSURANCE – AN IDEAL TIME TO MANAGE RISK
Given what we just described, has there ever been a better environment for purchasing monetary
debasement insurance in the form of gold, silver and Bitcoin? We are not suggesting you sell all or your
stocks and bonds and put the proceeds in EMA. But if you have zero weighting in sound money
alternatives - is that optimal?
We believe that the probabilities of a decade of excessive inflation are high. Of course, it is possible that
the Fed fails to get enough inflation and we go into a deflationary spiral. But even in this event, gold holds
up well. Cash does well in a deflationary environment because its purchasing power increases as prices
fall. Gold is just a form of cash which cannot be printed. Recall that gold also performs well in deflation
because it does not have any counterparty liability. It cannot go bankrupt. In a true deflation like the
1930s, there will be a lot of bankruptcies. All prices will fall and gold’s relative value will increase.
Furthermore, we would submit that, if true deflation really starts to take hold, the Fed will be forced to
redouble their efforts to create inflation by printing even more, possibly leading to hyperinflation.
Assuming we have inflation ahead, whether a little or a lot, gold prices are strongly determined by real
yields. Even though the gold price has been relatively range bound ($1,700 to $2,000) for the past 10
months, real yields have become deeply negative over this time period and this is strongly in gold’s favor.
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REAL YIELDS PLUMMET
Over long time periods, there is no indicator which is a better predictor of gold prices and gold price
direction than real yields. When inflation is raging, and money is being debased (inflation), gold fulfills its
traditional role of maintaining purchasing power. As you can see below, with the current inflation report
the real yield on the 10 year US Treasury bond has plunged.

Note that in modern history, there were generally two periods when real yields were falling and negative:
the 1970’s and 2000-2011. Each of these time periods created a bull market in the price of gold. In the
1970’s gold re-priced2 from $35 per ounce to $800 per ounce, or a return of 41.2% per year or 22x. From
2000-2011 the gold price travelled from $260 per ounce to $1,900 per ounce, or 24.7% per year or 7.3x.
We are currently in the third period of falling real yields. This began when the positive real yield peaked
in 2014. The price of gold bottomed in December of 2015 and since then has travelled from $1,050 per
ounce to $1,800 per ounce today. This represents 10.3% per year or 1.8x. Unless inflation reverses
quickly, the 10 year yield goes up, or the Fed tightens, it is very clear that the bull market in gold is not
over yet.

CATCH UP TIME FOR PRECIOUS METALS & MINERS?
If you are like us, you are probably saying:
Hang on, let me see if I have this straight. We have the biggest monetary stimulus in the history
of mankind, where 39% of the US dollars EVER created were printed in the past 12 months,
inflation is roaring and yet gold only briefly exceeded its 2011 all time high of $1,900 per ounce
and is now below that level?

2

The price of gold was artificially suppressed at $35 per ounce by the US policy of being willing to exchange gold for
dollars internationally. Eventually France and others figured out that this was a good deal and began taking delivery
of gold. In 1971, President Nixon shut the gold window and gold repriced much higher. The fact that it had been
suppressed made the gold price performance in the 1970’s extraordinary.
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If you are baffled - fear not. The reasons are clear to us. The Fed still has credibility and gold investors
are still afraid of their own shadow. This fear shows that we are still in the early innings of the gold bull
market. Several years from now, when we are all feeling giddy – watch out. When the Fed says that
inflation is transitory, surveys show that the majority of investors believe them. Following Fed meetings,
when a dot plot is revealed that suggests tightening is coming, gold investors get spooked. In addition, in
the 1970’s the Fed admitted it made a mistake in not suppressing the gold price. Volcker even discussed it
in his memoirs. They are smarter this time around and have a system set up to sell paper gold to suppress
its price. But, as the next chart shows, the flaw in this system is that more and more people are taking
delivery of physical gold due to both inflation fears and general worries about the levered financial system.

As the chart above shows, since the COVID crisis struck and the Fed came through with enormous
monetary stimulus, the demand for delivery of physical gold has gone up between 200 and 900% to record
levels. When gold owners ask for physical delivery it is akin to the French demanding their gold from
Nixon. Eventually there is going to be a problem and the price will reflect it.
The next three charts are instructive in this regard. The first show the tight correlation between the price of
gold and the 5 year TIP yield which is a good proxy for the negative real interest rate. Note that gold has
lagged the increase in the TIP rate and should be selling for over $2,000 per ounce on this measure.
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In the next chart we see the tight correlation between the gold price and the broad US money supply. For
the orange line to catch up to the blue line in this chart, the price of gold would have to appreciate 60% to
roughly $2,900 per ounce. And this assumes the money supply is static, which it is not.

Finally we see the price of gold as a ratio to the US M2 money supply. Note that the ratio is a fraction of
where it was in 2011. This is not because the gold price has declined much since the $1,900 high of 2011,
but because the growth in M2 has been so extraordinary without a concurrent increase in the price of gold.
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Everything we see on a technical analysis basis says we are very close to the next upswing in the gold
price. The next chart does a nice job of showing the bounces that the gold stocks have achieved when their
RSI (relative strength indicator) gets this low.

We are also entering the most seasonably favorable time of year for the price of gold.
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In our opinion here is what needs to happen for us to start making enormous returns again. First the stock
market needs to wobble. For two reasons: (i) It will make people think about alternatives; right now they
are still chasing the shiny objects over there; and (ii) It will make it very clear that all of the Fed’s tough
taper talk is nonsense because they will quickly soften their language in order to rescue the stock market
with even more stimulus.
Another thing that needs to happen is that inflation needs to persist and grow. We believe this is a lock.
All of the stories we hear about increased costs everywhere tell us that the notion of inflation cooling off
soon is a fantasy. Once it becomes clear that transitory is not so transitory then the bond market is going to
get upset and sell off. When this happens, the Fed will be forced into Yield Curve Control (YCC) which
everyone knows is enormously inflationary.
The way we see it, we had a big inflationary impulse between March of last year and August of last year.
Now the market is breathing and the Fed is in control of the narrative. We expect that events will cause
them to lose control and the next leg up will start. When it does, gold will take out its high of last summer
of $2,080 per ounce and we will be off to the races. Renewed inflation fears and a break out to a new alltime high will create FOMO in gold, similar to what we witnessed last summer.
GOLD STOCKS – LAST CALL
If you believe higher gold prices are in our future (as we do) then you have to love the gold stocks.
After years of suboptimal performance, they have gotten discipline and are showing outstanding earnings
and relative value:
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The market has not entirely figured this out yet and “battered gold stock bull syndrome” 3 has prevented
many people from embracing this cheap sector. Margins are high and PE multiples are low.

Furthermore, we are still in the early days of this bull market and when gold stock bull markets really get
going they provide returns of 600% plus. We expect this present bull market could exceed these past
cycles given the historic financial extremes of present day.

3

We coined the term “battered gold stock bull syndrome” to describe the feeling gold stock investors now have
after the gold stock bear market of 2011-2015 when major gold stock averages declined -80.4%. As a result of this
experience, gold stock investors are very leary of this bull market (a bullish indicator).
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FUND STRATEGY AND POSITIONING
We remain excited about the compelling bargains in high quality miners that are selling for as low as 3x
run rate EBITDA at the current gold price. Many of the gold and silver mining companies have free cash
flow yields north of 20%.
We continue to believe that ultimately three things will drive outsized gains in these stocks: (i) higher gold
prices; (ii) production growth; and (iii) multiple expansion. When gold breaks out over $2,000 per ounce,
these stocks will provide robust returns.
We also remain excited about the long-term upside and optionality in Bitcoin. We continue to own the
actual coins and also have select venture capital like investments in public and private companies that we
believe have outstanding asymmetry. Bitcoin is two things: (i) a store of value like gold but in digital
form; and (ii) a payment network utilizing Bitcoin’s distributed ledger technology - the “Lightning
Network”, which will enable much more efficient transactions and settlement processes in financial
markets.
Approximately 150 million people globally own Bitcoin. Younger generations are used to the digital
world and the Lightning Network will be a natural ecosystem for them. In our opinion, it is now beyond
the point where the US Government could render it illegal. We believe that as time evolves (with some
fits and starts and government threats), governmental regulatory agreements will eventually be enacted and
global adoption of Bitcoin will continue to grow robustly.
Presently our Bitcoin weighting is about 15% of the portfolio which is a combination of coins and
companies. Approximate half of that weighting is due to price appreciation (i.e., our allocation to the
sector grew organically). We expect that this weighting will continue to grow if Bitcoin outpaces gold, but
we intend to maintain a gold focus. We expect the gold miners to provide outstanding returns over the
next 12 months.
Thank you to our investor clients for your confidence in us. Our fund remains open to new and existing
investors. Please reach out with any inquiries.
Sincerely,
Larry and David
Lawrence Lepard
Managing Partner
Tel: 508 975-4281
Cell: 617 462-8224
llepard@ema2.com

David Foley
Managing Partner
Tel: 617 259-0699
dfoley@ema2.com

Equity Management Associates, LLC
Sherborn, Massachusetts
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DISCLAIMER
These presentation materials shall not be construed as an offer to purchase or sell, or the solicitation of an offer to purchase or sell, any
securities or services. Any such offering may only be made at the time a qualified investor receives from EMA formal materials describing
an offering plus related subscription documentation (“offering materials”). In the case of any inconsistency between the information in
this presentation and any such offering materials, including an offering memorandum, the offering materials shall control.
Securities shall not be offered or sold in any jurisdiction in which such offer or sale would be unlawful unless the requirements of the
applicable laws of such jurisdiction have been satisfied. Any decision to invest in securities must be based solely upon the information set
forth in the applicable offering materials, which should be read carefully by prospective investors prior to investing. An investment in EMA
not suitable or desirable for all investors; investors may lose all or a portion of the capital invested. Investors may be required to bear the
financial risks of an investment for an indefinite period of time. Investors and prospective investors are urged to consult with their own
legal, financial and tax advisors before making any investment.
The statements contained in this presentation are made as of the date printed on the cover, and access to this presentation at any given
time shall not give rise to any implication that there has been no change in the facts and circumstances set forth in this presentation
since that date. These presentation materials may contain forward-looking statements within the meaning of US securities laws. The
forward-looking statements are based on EMA’s beliefs, assumptions and expectations of its future performance, taking into account all
information currently available to it, and can change as a result of known (and unknown) risks, uncertainties and other unpredictable
factors. No representations or warranties are made as to the accuracy of such forward-looking statements. EMA does not undertake any
obligation to update any forward-looking statements to reflect circumstances or events that occur after the date on which such
statements were made. Historical data and other information contained herein, including information obtained from third-party sources,
are believed to be reliable but no representation is made to its accuracy, completeness, or suitability for any specific purpose.
No representation is being made that any investment will or is likely to achieve profits or losses similar to those shown. Past
performance is not indicative of future results. This report is prepared for the exclusive use of EMA investors and other persons that
EMA has determined should receive these presentation materials. This presentation may not be reproduced, distributed or disclosed
without the express permission of EMA.

