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EMA GARP Fund, LP. --- Report for the Fourth Quarter and Year ended December 31, 2021

KEY TAKEAWAYS
 2021 - An Extraordinary Year:
o
o
o
o

Covid ran wild
Inflation ran wild
Fiscal and monetary policy ran wild
Markets ran wild

 Inflation Arrives
o
o
o
o

Latest CPI 7.0% y-o-y, highest since June 1982 (40 years)
November PPI 13.3% y-o-y, highest since 1980
Last time inflation this hot: 10 yr. UST yield was 14%. Now only 1.5%
Inflation understated and going much higher

 Monetary and Fiscal
o
o

2021 US Fiscal Deficit $2.77T (monetized)
Money supply growth (M2) 38.6% in 20 months, 21.6% annualized rate

 Crack Up Boom?
o
o

Markets very frothy, animal spirits present
Inflation is leading to purchases, TINA buying

 The Fed is Cornered: Inflation is Not Transitory
o
o

Inflation breaking out everywhere, Fed signals tightening
Too little, too late: BEHIND THE CURVE

 Catalysts For Next Move
o
o
o
o
o

Higher inflation
Policy reversal
Negative real yields
Yield curve control
Gold and Bitcoin as safe havens

 Pounding the Table: Our Portfolio as Monetary Debasement Insurance has Major Upside
o

High Inflation = Negative Real Yields = Need Monetary Insurance
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RESULTS SUMMARY
This is the EMA GARP Fund L.P. report for the fourth quarter and year ended December 31, 2021. For
the month of October, the Fund increased in value by +11.82%. In November, the Fund decreased in value
by -7.31%. In December, the Fund decreased in value by -0.79%. For the quarter, the Fund increased in
value by +2.82% leaving the Fund down -21.37% cumulatively for YTD 2021.
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RESULTS COMPARISON
In the fourth quarter of 2021, the EMA GARP Fund increased in value by +2.82%. For the full year ended
December 31, 2021, the Fund decreased in value by -21.37%.
Quarterly and Full Year 2021 Results Comparison

QUARTERLY OVERVIEW
In the fourth quarter of 2021, the Fund declined modestly while other market segments were up strongly.
The Dow, S&P 500 and NASDAQ were all up strongly and the S&P achieved its 70th all time high of 2021
on December 29, 2021. Party on Garth!
For the year, the Fund was down -21.37% which is a disappointment at a nominal level, and compared to
our benchmark index the GDXJ. We manage the Fund aggressively, and it is not surprising that we would
underperform the GDXJ in a down market. In a bull market, our companies have multiples of the GDXJ
upside. We believe we are in a multi-year bull market for gold and gold equities and that 2021 was a
typical secular bull market correction. When the correction ends, we expect to outperform the GDXJ
again. For reference, in 2020 the fund was up 121.8% and the GDXJ was up 28.3%.
We think that Trey Reik nicely summarized the situation in his year-end letter:
Between 3/31/20 and 12/31/21, the Fed grew its balance sheet $3.503 trillion (66.67%). During
this time span, the S&P 500 appreciated 84.41% while spot gold increased just 15.98%. We find it
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bewildering that even though gold has been maligned for “not doing better” while stocks soared
during 2021’s QE and inflation, now that the Fed is telegraphing tightening, consensus is equally
confident that equity markets are well prepared and will power-through on the back of strong
earnings, but gold will surely suffer.

2021: AN EXTRAORDINARY YEAR
Sometimes it helps to step back and look at the big picture. So many extraordinary and unanticipated
things occurred in the last two years and we live in unprecedented monetary times. Doug Noland, an
excellent analyst of credit cycles, led off his most recent weekly commentary with the following statement:
Books will be written chronicling 2021. I’ll boil an extraordinary year’s developments down to a
few simple words: “Things Ran Wild”. COVID ran wild. Monetary inflation ran wild. Inflation,
in general, ran completely wild. Speculation and asset inflation ran really wild. More insidiously,
mal-investment and inequality turned wilder. Bucking the trend, confidence in Washington
policymaking ran - into a wall.

With respect to inflation Noland made the following comments:
Inflation running wild. CPI surged 6.8% y-o-y in November, the strongest consumer price
inflation since June 1982. Core PCE, the Fed’s favored inflation gauge, rose above 6% for the
first time since 1983. Surging food and energy prices, in particular, punish those who can least
afford it.
Monetary inflation running wild. Federal Reserve Credit expanded $1.391 TN over the past year,
or 19%, to a record $8.742 TN. The Fed’s balance sheet inflated an astonishing $5.015 TN, or
135%, in the 120 weeks since QE was restarted in September 2019. Federal Reserve Assets have
now inflated 10-fold since the mortgage finance Bubble collapse.
M2 “money” supply inflated another $2.478 TN (12 months through November) to a record
$21.437 TN – with egregious two-year growth of $6.185 TN, or 40.6%. Bank Deposits surged
$1.957 TN over the past year (12.1%), with two-year growth of $4.812 TN (36%). Money Fund
Assets rose another $408 billion y-o-y, or 9.5%, to $4.70 TN. The myth that QE effects remain
well contained within Treasury and securities markets has been debunked.

Some additional data points which support the “extraordinary theme” include:
Inflation





The last time an inflation print came in at 7.0% (June 1982), 10-year Treasury yields exceeded
14%. Ten-year yields ended 2021 at 1.51%, with inflation-adjusted “real” yields deeply into negative territory. (-5.49%)
Producer Price Index (PPI) was up 13.3% in November y-o-y (highest since 1980)
The Bloomberg Commodities Index jumped 27.1% in 2021.
The S&P hit over 70 new all-time highs, ending the year up 27%. Off the March 2020 low, the
S&P is now up 113% and trading at 21.2x forward P/Ex, near its March 2000 peak P/Ex.
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Fiscal & Monetary Profligacy



The 2021 federal fiscal deficit reached $2.77 TN, with a historic $5.9 TN two-year shortfall (28%
of GDP). The federal deficit was $3.1T in fiscal 2020 (September year-end). Recall that US Federal Tax Revenues totaled $3.86T in 2021. Budget deficit was 42% of total fiscal spending.
The Fed’s balance sheet inflated an astonishing $5.015 TN, or 135%, in the 120 weeks since QE
was restarted in September 2019. Federal Reserve Assets have now inflated nearly 10x since the
mortgage finance Bubble collapse. [went from $0.907T at Sept. 2008 to $8.766T today]
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In the same time frame (2008-2021) the US CPI gauge of inflation went from 211.4 to 278.9 or an
increase of 31.9% (annual average 2.2%). If inflation is a monetary phenomenon (we believe it is)
there is a lot of catching up to be done as CPI increases to reflect money supply growth.
During the same time frame (2008-2021) M2 (Money supply) went from $8.2T to $21.4T, growth
of 161%, or annualized growth of over 7.7%.
o Notably, M2 growth since March 2020 has been 38.6%, a sharp acceleration above trend.
The monthly U.S. Goods Trade Deficit ballooned to a record $98 billion in November vs. a twodecade average $56bn.

Animal Spirits








Margin credit to purchase stocks hit an all-time high of $936B in October, up 42% y-o-y.
The Case-Shiller U.S. National Home Price Index jumped 19.1% y-o-y in October.
Global M&A volumes topped $5.8 trillion for the first time ever, comfortably eclipsing the previous record of $4.55 trillion set in 2007.
IPO volume soared. In 2021 there were 1,058 IPO’s, an increase of 120% over the 480 in 2020.
SPAC volume soared. SPAC’s raised $161B in 2021 up from $83B in 2020 and $14B in 2019.
Doge Coin, a crypto currency started as a joke, emerged at $0.04 per coin and traded to $0.68/ coin
for a total value of $83.7B before collapsing to $0.16/coin ($19.7B capitalization).
The Non-Fungible Token (NFT) ecosystem has already seen its most successful year since the first
NFT was minted back in 2014. NFTs have generated over $23 billion in trades this year. The top
NFT (a piece of digital art) sold for $69.3 million.

CRACK UP BOOM IN THE MAKING?
The bottom line is that the monetary system is exhibiting many of the early characteristics of a crack-up
boom. Defined by Investopedia as:
A crack-up boom is the crash of the credit and monetary system due to continual credit expansion
and price increases that cannot be sustained long-term.
In the face of excessive credit expansion, consumers' inflation expectations accelerate to the
point that money becomes worthless and the economic system crashes.
The crack-up boom is characterized by two key features: 1) excessively expansionary monetary
policy that, in addition to the normal consequences described in Austrian business cycle theory,
leads to out-of-control inflation expectations and 2) a resulting bout of hyperinflation which ends
in the abandonment of the currency by the market and a simultaneous recession or depression.
The crack-up boom develops out of the same process of credit expansion and the resulting distortion of the economy that occurs during the normal boom phase of Austrian business cycle theory
(ABCT) In the crack-up boom, the central bank attempts to sustain the boom indefinitely without
regard to consequences, such as inflation and asset price bubbles. The problem comes when the
government continuously pours more and more money, injecting it into the economy to give it a
short-term boost, which eventually triggers a fundamental breakdown in the economy. In their efforts to prevent any downturn in the economy, monetary authorities continue to expand the supply
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of money and credit at an accelerating pace and avoid turning off the taps of money supply until it
is too late.
In Austrian business cycle theory, in the normal course of an economic boom driven by the
expansion of money and credit the structure of the economy becomes distorted in ways that
eventually result in shortages of various commodities and types of labor, which then lead to
increasing consumer price inflation. The rising prices and limited availability of necessary
inputs and labor put pressure on businesses and causes a rash of failures of various investment projects and business bankruptcies. In ABCT this is known as the real resource
crunch, which triggers the turning point in the economy from boom to bust.

Wow, does that sound familiar? “Real resource crunch” - do we have any shortages in commodities or
labor? Well, ask the people in Europe who are worried about their costs for electricity, natural gas and
heating oil this winter. Or, how about the labor shortages that we are seeing develop everywhere? How
about the shortages of goods that are backed up in ships off the California coast? Supply chain issues have
been blamed on COVID and government officials have, until recently, tried to spin the resulting inflation
as Transitory.
Certainly some of the current rip-roaring inflation could abate as supply chain delivery times improve (left
chart below) which may permit PMI Input / Output prices to soften (right chart below): But to date there is
little evidence of abatement.

But perhaps there is also something else going on.
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Labor and product supply shortages can easily lead to further price increases and there is the potential for a
vicious “cost-push” spiral upward. Eventually businesses may not be able to operate and business failures
begin to occur. (They cannot get the necessary inputs, or properly price their goods and services). When
highly levered businesses fail, the destruction of credit and demand soon follow. Historically, the
Government response is to print more in a vain attempt to prevent failures. As if money printing could
produce goods and services.
We are seeing some of this in our personal observations. We know of builders who cannot get needed
supplies to build houses. One builder in Las Vegas reported that his cost of building a house went up 40%
LAST QUARTER. We know of an interior designer who cannot source products (furniture delivery times
of 6 months plus) and so his business is likely to fail. We are concerned that if inflationary expectations
continue to grow, the path to a crack up will become clear. We believe that inflation expectations will
continue to grow as this present inflation is “cost-push” rather than the more temporary “demand-pull”
form of inflation.
While we may not be on the precipice of a Crack Up Boom (yet), the probabilities of it occurring have
certainly increased. We believe investors must begin to consider the “tail risk” that all confidence could be
lost in our current monetary system.
When price signals are so distorted that markets no longer function, the only possible outcome is total
collapse of the market structure. We believe that the US Treasury and Federal Reserve see these risks and
that is why they are trying hard to control Government spending, and are accelerating the pace of tapering
the extraordinary QE that was initiated in March 2020 when Jerome Powell vowed to do whatever it takes
to keep the markets functioning (the Third Fed Mandate).
So, just how probable is a crack up boom? Sometimes it is easier to see these things visually. The US
Stock market below:
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And the Venezuelan Stock market just before its currency became worthless as a result of hyperinflation:

The important driver here is inflationary expectations. Note the earlier quote on Crack Up Booms,
“consumers' inflation expectations accelerate to the point that money becomes worthless”. This is the
major point of the Austrian School Economists: when individuals discover that not only is inflation
occurring, but it is the policy of government, and that inflation cannot and will not be reversed. Then
there becomes a rush to substitute their store of value savings of the inflated fiat money with stores of
value that are of more limited supply and will hold value for the future. This is Gresham’s Law: bad
money drives out good. If people perceive that the money is becoming worthless they will spend it as
quickly as possible on any tangible good before prices rise further.
We are not at or near that point yet, but inflation awareness and inflation expectations are growing.
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WATCHING THE FED
In March 2020, COVID erupted and the US Stock and Bond markets began to plunge. In a period of just
23 days, the S&P 500 Index plunged 35% from its high in late February to a low on March 23rd. At the
same time, something very unusual happened in the US Treasury bond market. In the early part of the
stock sell off, government bond prices rallied and yields declined as selling stock investors sought safety in
US Treasuries. This was normal. But then suddenly, 10 year US Treasury bonds sold off hard too and the
treasury yield went from 39 bps to 126 bps in a period of just 7 days! The Fed meeting minutes from that
period discussed that for a brief period the US Treasury bond market went “no bid”. This led to Fed
Chairman Jay Powell’s announcement on March 15, 2020 to cut the discount rate to effectively zero,
resume quantitative easing and expand swap lines.
This was the Fed’s worst nightmare. If the market for US Treasury securities fails, the entire world
financial system collapses. What transpired from there was another chapter of the long standing “Fed Put”
that was initially written by Greenspan and then enthusiastically renewed by Bernanke, Yellen and now
Powell. Originally the put only protected equities but at the base of the entire financial system is the so
called “risk free” US Treasury bond. The put now clearly includes the US Treasury bond. Additionally,
we have seen the Fed and financial commentators discuss an additional mandate: “maintaining orderly
markets”. Powell has explicitly said that the Fed will take “whatever action is necessary”1 to maintain
orderly markets which we believe is now a Third Fed Mandate, behind stable prices and full employment.
In extremis, the Fed will print as much money as is necessary, perhaps a nearly infinite amount.
1

We read whatever action is necessary as “print until our eyes bleed”.
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The stock and bond markets have taken the recent Fed “hawkish” policy shift in stride. Yes, there is still
tons of liquidity in the system, but also, we believe investors realize that Powell will execute another
“pivot” when the market stumbles. Perhaps investors are willing to front run the next episode of money
printing. Thus the market behavior which looks like a “crack up boom” is actually rational if you know
that the Fed can never stop printing.
Recently, to the Fed’s credit (and to preserve their credibility), Chairman Powell admitted that it is turning
out that inflation is not transitory. Thus, they have announced that they will accelerate the tapering of QE
which began slowly a few months ago. At the current proposed rate they will not be purchasing any bonds
in April of 2022. Furthermore, they have also indicated that taking interest rates off the zero bound in
2022 and the consensus dot plot is that the Fed Funds rate will go to 0.75 % via three quarter point hikes
this year. Now, whether the markets can handle this withdrawal of monetary stimulus appears to be an
open question. In a system that is dependent upon the supply of new money and credit growing at an ever
accelerating rate, it is merely a matter of time until the next crisis erupts and the Fed is forced to reverse
course again. Hopefully for them, by that time inflation will have abated a bit and so we will start the next
inflationary episode off a lower base. We fear that, as Luke Gromen said, that in trying to control the
economy the Fed thinks they have a thermostat when it may be more akin to an on/off switch on a nuclear
reactor!
Interestingly, given the Repo markets enhancements by the Fed, it’s possible the Taper of QE is irrelevant.
As a former Federal Reserve Open Markets Senior Trader Joseph Wang points out:
There is still $1 trillion in Fed liquidity that will gradually flow into the private sector after QE stops. A
large chunk of liquidity created by QE over the past two years never entered the banking system, but instead
sat first in the Treasury’s Fed account and later in the RRP Facility. In the coming months Treasury will
restart bill issuance and draw those funds out of the RRP into the TGA, and then spend those funds into the
banking sector. Over time that will leave the banking sector with about $1T more in reserves, and the nonbanks with a $1T more in deposits. If the past is any guide, that suggests more portfolio rebalancing
where banks will purchase more Treasuries and non-banks more risk assets. 2

2

www.fedguy.com. December 6, 2021 post by Joseph Wang
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WHY SOFT GOLD AND BITCOIN PRICES?
Gold and Bitcoin, analog and digital sound money, respectively, are the two monetary fire alarms in our
system. Gold began 2020 at $1,550. It is at $1,830 at year end 2021, appreciation of 18%. Bitcoin began
2020 at $8,000 per coin. It closed 2021 at $47,000, appreciation of 487%. As we have discussed in the
past, we believe the price of gold is heavily suppressed through the futures markets and the issuance of
paper claims on gold. Bitcoin does not suffer from this problem yet, although there is a $20B futures
market in Bitcoin. Bitcoin’s total market value is $966B and it trades approximately $25B of value per
day in on chain transactions. We do not believe the futures market is a big factor in Bitcon price
discovery….yet. But there is no doubt that the leveraged Bitcoin exchanges and their growth have had an
impact on prices. Still, Bitcoin is the monetary debasement fire alarm which is working.
Both the Bitcoin and gold prices are somewhat soft at present. Gold is 11% below its recent all-time high.
Bitcoin is 40% below its recent all-time high. We believe this is occurring because the market is reacting
to the threat of less monetary accommodation. And while we concede that the Fed is trying to slow down
the printing (sort of), as stated above we do not believe that in the intermediate term they can stop in any
sort of meaningful way. The prescient words of Richard Russell apply here: INFLATE OR DIE.
Our friend and Austrian based investor Ronnie Stoeferle recently posted this missive on Twitter which
serves as a good reminder of how history often rhymes:
“Two years ago gold bugs ran wild as the price of gold rose nearly six times. But since cresting two years
ago it has steadily declined, almost by half, putting the gold bugs in flight. The most recent advisory from a
leading Wall Street firm suggests .that the price will continue to drift downward, and may ultimately settle
40% below current levels. The sharply reduced rates of inflation combined with resurgence of other, more
economically productive investments, such as stocks, real estate and bank savings have combined to
eliminate gold’s allure. Although the American economy has reduced its rate of recovery, it is on a firm
expansionary course.”
- New York Times, August 1976

And as our friend Brien Lundin, CEO of the New Orleans Investment Conference points out, “Gold
bottomed in early September 1976, but really took off when the Treasury began gold auctions in ’78. This
overt manipulation for covert reasons was a desperation move that ironically fueled another 8x rise in the
gold price!” History often rhymes indeed, in this case in terms of an inflationary decade like the 1970s and
the reaction of hard money assets.

CATALYSTS FOR HIGHER GOLD AND BITCOIN PRICES?
Given the fiscal and monetary predicament (which is a global sovereign and central bank issue, not just a
US Fed issue), we believe monetary chaos will accelerate. While we can’t outline the exact timing or path,
we believe that gold, bitcoin and mining/infrastructure companies in those ecosystems will appreciate
materially over the next few years.
The fundamental and technical tailwinds are all in place including:


Inflation is running wild as outlined above. The Fed has signaled that they intend to increase the
discount rate three times next year (25bps per hike) to end the year at 0.75% on the Fed Funds
Rate. However, this represents putting a band-aid on a gaping wound that is gushing blood, or in
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this case inflation. Interest rates of less than 1% are not going to do anything to control inflation
that will soon be running at double digit levels. We are going to learn a new phrase that was used
extensively in the 1970’s. THE FED IS BEHIND THE CURVE. As you will recall in that
episode, the Fed raised rates continually throughout the 1970’s and because it was behind the
curve, inflation did not abate. In fact, inflation only grew worse. We think the same thing will
occur in this episode. Recall that in the 1970’s gold went from $35 per ounce to $800 per ounce.
Solving this inflation problem will not be easy. In the 1970’s the ultimate solution was when Fed
Chair Paul Volcker took the Fed funds rate to 20%, thereby creating massively positive real interest rates and arresting the collapse of the dollar in gold terms. But, recall that in the 1970’s, US
Government debt was ~35% of GDP. Today US Government debt is ~ 130% of GDP with total
Treasury debt of $29T.
US Debt / GDP

Even 5% rates would lead to interest costs of $1.45T (versus today’s annual interest cost of
~$450B). The Treasury is already looking at annual deficits of ~ $1.0-1.5T for each of the next 5
years, per the CBO base line estimates. Excess interest costs would only make that worse.


Gold and Bitcoin as Safe Harbor – given the nosebleed valuation on the general stock market
and how stocks will be pressured as rates rise, the old safe harbor of US Treasury bonds may not
be as attractive. The negative Real yields of US Treasuries (more below) combined with global
awareness of the sovereign debt bubble, mean that Gold and Bitcoin may be the chosen safe
harbors in go-forward crises.



Further Money Supply growth - Since February 2020, M2 has increased from $15,470 to
$21,437 last November, that’s 38.6% in just 20 months, an average annualized inflation rate of
21.6%. And that follows unrelenting expansion at an accelerated pace since the 2008 crisis, an
annualized inflationary increase of 7.9% from August 2008 to November 2021. After the initial
burst of COVID related printing, M2 growth slowed; however, it appears that M2 is still growing
at a robust rate. In the last 12 months, M2 has expanded by 13.1% while reported inflation has
only been 6.8%. We believe there is lots of additional inflation imbedded in the system.
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Negative Real Yields – higher inflation with artificially low nominal rates drives real rates to
become even more negative. Negative real yields are running at -5%, presently (and possibly 10% if inflation was properly accounted for). As we discussed in our Q3 letter, the Myrmikan
Capital chart below demonstrates the relationship between real interest rates and the gold price.
Note that in 1970’s, with real rates similar to today, the gold price went from $35 to $250 (7x) and
$100 to $800 (8x). In the 2000’s it went from $260 to $1,900 (7.3x). If we applied the same
metrics to the present bull market, the low price of gold was $1,060 in 2015. A similar 7x multiple
would take gold to > $7,000. We believe that the present day monetary excesses will justify an
even higher price.
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In this environment bond holders are losing 5-10% of their purchasing power per year. If these
conditions persist these bonds will return a fraction of their original purchasing power. It is
absurd. No rational actor would hold these bonds if they knew that inflation was going to persist.
A sharp rise in bond yields will force the Fed’s hand. People who own US Treasury bonds will
look to save themselves by saying “sold to you” Fed. The Fed will face the choice of either
buying the bonds (which further expands their balance sheet thereby increasing inflation), or
choosing not to come back with QE in buying the bonds, in which case interest rates will trend
much higher causing greater stock market and economic pain. Someone is going to lose a lot.
And some people are going to make a lot. We like our odds in that equation.


Yield Curve Control – the Fed tapering, which is now set to conclude by April 2022, means there
will be one less major purchaser in the market for US Treasuries. Less demand implies lower
bond prices and higher interest rates. In fact, this trend has already begun as the US 10yr Treasury
yield has increased by 17% in the first week of January. (see chart below). The Fed and the
economy cannot handle higher interest rates and they have signaled that they may implement
Yield Curve Control (YCC) which would mean a reversal of tapering and renewed purchases of
Treasuries to suppress interest rates. This kind of market action is why we believe the Fed is
profoundly trapped. If they hawkishly tighten to attempt to control inflation then bonds crater and
they are back to where they started. There is no way out for them. They are forced to either raise
rates and endure a severe economic downturn or to continue to let inflation run wild. We believe
that gold benefits in either scenario.
US 10 Year Treasury Yield 2019-Present



Elliot Wave Theory Technical Analysis – this form of technical analysis theorizes that “a major
movement unfolds according to a pattern of impulsive up waves in fives (1-2-3-4-5), intertwined
with overlapping (A-B-C) corrective waves. Waves 1,3 and 5 are impulsive. Waves 2 and 4 are
corrective. These patterns are fractals and can be seen at several levels of trend. As the most recent
chart from Captain Ewave (an excellent Elliott Wave analyst) shows, the Gold bull market has
completed impulsive wave III up in the Fall of 2020 when Gold peaked at $2,089/oz. It has been
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in a corrective wave IV since then creating overlapping (A-B-C) patterns waiting for its interim
bottom at wave IV. Once that is reached, likely soon given the support around these levels, Gold
prices will be poised to shoot up in impulse up wave V, which will take out the Fall 2020 high of
$2,089 and continue upward to a projected price of $2,700 as a first stop.



Momentum Technical Analysis – As Michael Oliver’s Momentum Structural Analysis (MSA)
points out in the chart below, Gold daily closing prices have been in a downtrend for much of the
past 18 months (top chart). However, the better indicator to look at is the bottom chart which
shows “momentum” vs Gold’s 200-day average. Importantly, Gold’s momentum broke through to
the upside in November and is very healthy looking
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PORTFOLIO CONSTRUCTION
As we have stated in the past, our investment mandate is to position the fund optimally to take advantage
of the monetary debasement trends that we see in the world. We take an aggressive approach, looking for
alpha in smaller, less liquid names that can prove to be volatile in the short run – like 2021. However, in
turn, these smaller names are what provide all of the alpha3 in bull markets. The asymmetry of these
names makes them worth owning.
To the upside in bull markets, our EMA GARP Fund tends to outpace benchmarks materially as shown in
the chart below.

3

Alpha defined as the returns earned on an investment over and above the market driven portion of the
movement.
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We remain very enthusiastic about the names in our portfolio and their current valuations. We expect the
sound money bull market will resume in 2022. Mathematically the Fed cannot afford to let things crash,
thus additional accommodation will probably be necessary at some point over the next 12-18 months. If it
is not, it will be because the economy is running hot and inflation is surging. If we see persistently high
inflation or any Fed easing, gold will smell it first with a breakout.
Our outlook for 2022 is for the next up-leg in a continued gold bull market. However, we see the market
for gold stocks changing. There are three buckets of gold miners: (i) Producers (safest); (ii) Development
(riskier); and (iii) Drill Stories (riskiest). Let us address the merits of each:


Producers: we are finding lots of “silly cheap” names in this bucket. We believe these will lead
the next bull market vs. the other two buckets. The secular backdrop for the gold mining industry
is as good as it’s been in decades given the capex curtailments and lack of development over the
past 10 years.



Development: some cheap stories here too, but quality and valuation selectivity is critical.



Drill Stories: not all drill stories are equal. Selection is critical as ~70% of Drill Stories do not
pan out, and even if they do pan out, they need a constant flow of cash for capex and will not produce for years. They are also often very illiquid investments.

We have positioned the GARP fund here in 2022 with an overweight of Producers given their extremely
cheap valuations. We have also added in some increased exposure to Silver miners given the long term
secular upside there (Electric Vehicle/Solar tailwinds).
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To further illustrate, below are three company examples from our portfolio. The first is a Development
story (Amarillo) that worked, although not as well as we hoped it would. The second is a
Drill/Development story (Rise) with exceptional optionality (and concurrent risk) and the third is a Producer/Development story (GCM) that is very cheap and also has exceptional upside. You could buy it here
and be close to our average cost.
These solid Producers like GCM -- selling at modest multiples of cash flow and are growing -- are the investment sweet spot in this cycle. Our portfolio is full of cheap Producers with positive cash flow like this.


Amarillo Gold: the fund invested in this in the Summer of 2019 and took a Board seat. It was
among the best Development stories at the time with a fully permitted, “shovel ready” gold mine
in Brazil. While the financing markets proved burdensome for a Brazilian mine in a tough 2021
gold tape, the phenomenal project economics provided a margin of safety for us and the company
was approached by strategic buyers. Late in Q4 2021, Amarillo chose to sell itself to Hochschild
Mining for cash plus we will also receive shares in a Spinco which contains the Lavras De Sul
property in southern Brazil. Lavras has a resource and some outstanding drill intercepts. This deal
made sense for Hochschild because their cost of borrowing to fund the CAPEX is 2-3%, while
Amarillo’s cost of capital was much higher. EMA’s average cost on Amarillo was $0.20 CAD and
the cash purchase price is $0.40 CAD. We believe Spinco is very valuable and has exploration upside. The total cash return for the EMA GARP Fund was +100% over 2.3 years (no value for
Spinco). This was alpha creation of 83.5% vs. the gold miner junior benchmark which was up
15.6% over that same period. We tip our hats to the Amarillo management team for doing an excellent job in a tough gold tape.



Rise Gold: is a drill/development story with outstanding optionality if it gets a mine permit. The
Fund invested in Rise in the Summer of 2019 as well. Rise owns a gold mine in Grass Valley,
CA. This mine was the 2nd largest gold mine in the US until it was shut down by the US Government in WWII. The company has spent the past 2 years applying for a use permit with Nevada
County, CA. In the past two weeks, Rise Gold received great news in that the Draft Environmental Impact Report was published by the County. It showed no negative environmental impact and
begins a process of public hearings and a county supervisor vote in June 2022 (3 of 5 county supervisor’s votes in favor are required for permit approval). A poll conducted in the county showed
that 59% of the residents approved of re-opening the mine. 30% were opposed. The market capitalization of Rise is US$15 million. If Rise had its permit and were operating as it did in 1941, the
mine would produce $100 million of annual cash flow for between 20 and 60 years. Similar companies (Wesdome) trade at market capitalizations of over $1.0 billion. If the permit is approved at
the scheduled vote in June, we believe Rise Gold could increase by 3-4x in the next 6 months
alone. Further, if approved, it would set up for Rise to potentially build the mine itself over the
next 3-4 years and create hundreds of millions of value for shareholders Even if Rise chose not to
build the mine, which would require years and probably $100 million of capital, we believe there
are many strategic acquirors that would like to own a rare, fully permitted, high grade USA domiciled mine. (including possibly Yamana Gold that owns 10% of Rise Gold stock at present). The
GARP Fund’s weighting in Rise is between 2 and 3%. If it fails we will be fine. If it works we
could earn a large multiple of our funds invested.



GCM Mining: this is a gold Producer/Developer with two operations in South America. Company headquarters are in Toronto, and they have two interesting projects:
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o

Colombia Project – Segovia: high grade (14.5 grams/ton) and current production of over
196,000 ounces per annum. It has a 10-year mine life that is extendable and has over
2.5mm oz of resource. This project is generating $130mm in EBITDA to help fund its
Development project.

o

Guyana Project – Toroparu: This is a Development project that is fully financed thru production. It has a major gold deposit (8.4mm oz) with NPVs of $800mm at $1,500 gold and
likely > $1.2B NPV at current gold prices. Production could begin in 2024 at 240,000
oz/year and would have a 24 year mine life!

GCM has an ~ US$400mm market cap and so it is trading at 3.1x EBITDA from the Segovia project, with the home run optionality of the Toroparu project. We model 400,000 ounces of production in 2025 which could generate $800 million of EBITDA at $3,000 per ounce gold. Using a 7x
EBITDA multiple, that would produce a 14 bagger. There are very few cash flow producing companies with that upside. Its emerging market nature is why it trades cheap, but we are drawn to its
massive asymmetry. The Company also pays a 3% dividend.
Overall, we remain excited about our gold/silver miner portfolio. Our Producer investments should benefit
from multiple expansion, growing production and cash flow and an increase in the gold price. Moreover,
our venture capital like investments (e.g., Avanti Bank, Blockware Mining, Rise Gold) with phenomenal
upside/downside characteristics could drive our portfolio to levels that are multiples of today’s value.
In addition, our portfolio also owns Bitcoin and Bitcoin Infrastructure companies (approximately 20% of
the fund). We think these situations potentially have more upside than gold and gold stocks. As we’ve
said before, it reminds us of the mid-1990s Internet era when all sorts of great companies were founded.
We will continue to take shots on goal in this Bitcoin space. Having said that, Bitcoin is more volatile than
gold. If we are wrong on Bitcoin, our gold miner holdings in the portfolio will provide the ballast.
CONCLUDING REMARKS
While we are frustrated after 2021’s correction for our portfolio, we remain excited given the macro
backdrop and the stunning value opportunities in gold/silver miners as well as the growth trajectory of
Bitcoin and its underlying infrastructure companies.
The Fund remains open for existing and new investors. We thank you for confidence in us. Please reach
out with any questions.
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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ADDENDUM -- GOLD PRICE CHARTS
In order to more fully understand the optionality in the gold price, we think it is helpful to present some of
the charts which show how relatively cheap gold is on many metrics. We add them as an addendum so as
not to further clutter a very busy and lengthy report.
Many of these charts have come from Ronnie Stoeferle and Mark Valek at Incrementum AG,
(https://www.incrementum.li/en/about-incrementum/) who, for many years now, have compiled the most
complete report on the Gold industry. It is must reading. We are indebted to them for their excellent
work.
First consider how modest the price of gold appreciation has been when compared to all of the Federal
monetary aggregates as shown in this schedule:

Gold and the Money Supply (M2) are substitutes for each other. Note that coming off the 1980 high of
$800 per ounce of gold, the price of gold at one point equaled 0.40% of the M2 figure. Today, that figure
is a fraction of that amount and even though the price of gold today is similar to the price in 2011-2012 all
of the additional money creation since 2012 has led to gold’s price being similar to where it was in 2008
compared to the money supply.
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Furthermore, as the schedule below demonstrates the gold mining stocks are relatively cheap compared to
the price of gold. If this ratio were to just return to its historical mean, the gold mining stocks would double in value with no change from today’s price of gold. Dream for a moment and assume that the price of
gold were to double to $3,500 per ounce, and the ratio goes back to the high end of the range (1.60:1). In
that scenario, this gold stock index would be up 650%. Keep in mind, that this is a large index. Smaller
companies would perform even better.
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One of the reasons that gold mining stocks trade where they do is that, in the past, the capital intensity and
operating costs, when compared to the price of gold, have not allowed them to generate robust free cash
flow yields. As the next schedule shows, this is changing.

Given the improving trends in gold mining profitability, it is surprising to us that the mining stocks have
not participated significantly in comparison to prior gold bull markets. The chart below shows all of the
gold stock bull cycles post WWII (the BGMI = Barron’s gold mining stock index). Note how the current
bull market, in red, has a long way to rise to approach prior bull markets. We are up less than 100% when
prior bull markets returned 300-700%. We believe this bull market will exceed these prior bull markets.
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Finally, as we have discussed many times before, the gold price is a political price and is heavily managed
by the Central Banks and the BIS. They do this using paper derivatives on gold. The August 8, 2021 Sunday evening gold price flash crash is a recent example; who’s trying to find a $4bn bid (24,000 contracts)
on Sunday nights with half the world not at their desks?
This rigging of the gold market has prevented gold from expressing its true value in dollar terms. The
weakness to this scheme is that the Central Banks cannot print physical gold. Rigged markets can persist
for some time, but rigging always ultimately fails and true values get expressed4. The key to the failure of
the rigged paper gold market is for people who own claims on gold to ask for physical delivery. As the
chart below shows this is now occurring more frequently.

4

There is historical precedent for the manipulation of the gold price to fail. Following Bretton Woods, the price of
gold was fixed internationally at US$35/oz, and the US stood ready to exchange US$ for gold to anyone. The world
was effectively on a US$/gold fixed rate standard which theoretically made the US$ “as good as gold”. “The London
Gold Pool” was the pooling of gold reserves by a group of eight central banks, the US and seven European countries
which agreed in 1961 to cooperate in maintaining the Bretton Woods System of fixed-rate convertible currencies
and defending a gold price of US$35/oz by interventions in the London gold market. By 1965, the pool was
increasingly unable to balance the outflow of gold reserves with buybacks (i.e, there were “Bank Runs” demanding
their gold). On March 14, 1968, the US requested that the London gold markets be closed the following day to
combat the increasing gold demand. Subsequently, the gold pool collapsed and gold traded through the $35 price
to between $50-$100/oz which led to the suspension of gold convertibility by President Nixon in August 1971.
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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.

