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EMA GARP Fund, LP. --- Report for the Fourth Quarter and Year ended December 31, 2022 
 

KEY TAKEAWAYS 
 

● The Four Most Important Macro Stories of 2022 

1. Fed tightens and the Everything Bubble Bursts. 

2. Russia invades the Ukraine, and the US seizes $600 Billion of foreign reserve assets. 

3. Britain announces spending and tax policies which create market failure leading to unlimited 

QE. (a template for what will happen everywhere) 

4. Era of Deflation Ends, Era of Inflation Begins (process started in 2021). 

● Rivets are Popping 

o There is always a lag effect between monetary policy and economic results.  This current 

period reminds us of Summer 2007 when the Bear Stearns CDS funds failed.  The GFC was 

15 months later in the second half of 2008. 

o Warren Buffett’s key market indicator (stocks to GDP ratio) is still valued at 2000 levels.  

Recall that from that level the stock market declined 50% when the Dotcom bubble burst.  

o Japan was forced by the market to abandon yield curve control designed to hold their 10 year 

note yield at 25 bps.  Their new target is not holding. 

o Blackstone Real Estate Income Trust (BREIT) put up withdrawal gates for investors. 

o US Federal Interest Expense and Deficits are increasing rapidly 

● Debt Doom Loop Fully Engaged 

o Excess government debt and deficits, financed via money printing and M2 growth, drive 

inflation higher and then become problematic when interest rates rise, thereby making 

interest costs higher.  This leads to further growth in deficits.  Debt Doom Loop ensues. 

● Zoltan Pozsar’s Thesis of De-Dollarization is Playing Out 

o Because of wars, commodity nationalism, mistrust following assets seizures and de-

globalization generally, we are heading back to a time when gold matters again.  The BRICs 

are less willing to transact in or store value in Western currencies like the Euro or the Dollar.   

o Will have enormous inflationary implications for the West. 

● Gold and Gold Miners are Cheap 

o Precious metals and other commodities are incredibly cheap relative to global financial 

assets.  Commodity prices would need to rally 3x JUST to get back to the 52 year Median 

price level. 

o Physical Gold demand is jumping – The World Gold Council’s third quarter report shows 

Central Bank purchases of gold at the highest level in 47 years. 

● Silver Outlook is Very Bullish 

o Solar and Electric Vehicle Demand will drive silver demand.  Silver supplies have been tight 

and will grow even tighter given the lack of silver mining investment. 

● Bitcoin is Not Crypto 

o Crypto is fraudulent.  Crypto is not Bitcoin.  Bitcoin is the technological invention of truly 

immutable digital scarcity.  If Bitcoin adoption continues at its present pace, we expect that 

it may grow to become a form of digital gold. 
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RESULTS SUMMARY 

 

This is the EMA GARP Fund report for the fourth quarter and year ended December 31, 2022.  In October, 

the Fund increased in value by +0.94%. In November, the Fund increased in value by +3.01%.  In 

December, the Fund decreased in value by -3.22%.  For the quarter, the Fund increased in value by 

+0.63% leaving the Fund down -40.65% cumulatively for FY 2022.    

 
Quarterly  Return*  Cumulative 

     
Q4 2022  0.6%  -40.7% 

Q3 2022  -14.93%  -41.0% 

Q2 2022  -34.08%  -29.7% 

Q1 2022  6.59%  6.6% 

     

     
Monthly  Return*  Cumulative 

     
December  -3.22%  -40.7% 

November  3.01%  -38.7% 

October  0.94%  -40.5% 

     

    Since 

Annual  Return**  Inception 

2022  -40.7%  46.1% 

2021  -20.4%  146.3% 

2020  121.8%  212.1% 

2019  97.9%  40.7% 

2018  -31.8%  -28.9% 

2017  -7.8%  4.3% 

2016  75.0%  13.2% 

2015  -8.0%  -35.3% 

2014  -26.8%  -29.7% 

2013  -50.8%  -4.0% 

2012  -7.9%  93.3% 

2011  -32.2%  110.0% 

2010  47.1%  209.5% 

2009  33.2%  110.4% 

2008  -5.8%  58.0% 

2007  40.5%  67.9% 

2006  19.5%  19.5% 
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RESULTS COMPARISON 

 

In the fourth quarter of 2022, the EMA GARP Fund increased in value by +0.63%.   For the full year 

ended December 31, 2022, the Fund decreased in value by -40.7%. 

 

 

Quarterly and Full Year 2022 Results Comparison 

         Full  

 Q1  Q2  Q3  Q4  Year 

          
EMA Garp Fund, LP 6.6%  -34.1%  -14.9%  0.6%  -40.7% 

DJIA -4.1%  -10.8%  -6.2%  16.0%  -6.9% 

S&P 500 Index -4.6%  -16.1%  -4.9%  7.6%  -18.1% 

NASDAQ Composite -8.9%  -22.3%  -3.9%  -0.8%  -32.5% 

              
XAU/ Gold/ Silver stocks 20.1%  -29.5%  -8.6%  20.3%  -6.9% 

HUI Gold Stocks Index 20.9%  -28.8%  -11.4%  18.8%  -9.4% 

GDX Gold Majors ETF 19.7%  -28.6%  -11.9%  20.9%  -9.0% 

GDXJ Gold Juniors ETF 11.8%  -31.7%  -7.9%  21.7%  -14.5% 

GOEX Gold Explorers ETF 11.4%  -31.4%  -70.3%  20.4%  -14.6% 

SIL Silver Miners ETF -0.8%  -28.6%  -6.9%  17.1%  -22.8% 

             
Gold Bullion 5.9%  -6.7%  -8.1%  9.8%  -0.3% 

Silver Bullion 6.4%  -18.2%  -6.2%  25.9%  2.8% 

Crude Oil 33.0%  8.1%  -24.8%  1.0%  6.7% 

Goldman Sachs Commodity Index (GSCI) 32.4%  2.0%  -14.3%  3.2%  24.1% 

Wisdom Tree Commodity Index (GCC) 21.3%  -7.1%  -9.1%  -14.5%  -12.5% 

US Government 10 Year Yield 2.34%  3.02%  3.83%  3.88%  3.88% 

US Dollar Index 98.31  104.60  112.12  103.52  103.52 

Bitcoin -1.2%  -59.1%  3.7%  -14.9%  -64.3% 

 
 

 

QUARTERLY OVERVIEW 

 
In the fourth quarter of 2022, the Fund increased in value by 0.63% in what we hope and believe will be 

a reversal of the downtrend that we saw in Q3 and Q2.  We have a long way to go to make up for the 

draw-down we have experienced in 2022 and 2021, but we believe that the process has started as we will 

detail in the report below.  Notably, and unlike 2021, gold and silver and the mining stocks were not the 

only poor performers this year with the Dow down 7%, the S&P 500 down 18% and the Nasdaq getting 

splattered for a loss of 32%.  Bonds were no place to hide either with the major bond indices down 15-

20%. Traditional 60/40 portfolios did not work. In what we believe is a harbinger of things to come, the 

metals themselves outperformed nearly everything else with Gold bullion only down 0.3% and Silver 

bullion up 2.8% on the year. 

 

The past two years have been very frustrating in our sector, but the fundamental thesis has not changed.  

Monetary debasement is a near mathematical certainty in our opinion, and we will be rewarded for our 

positioning.  The difficult part is that the size of the waves and the lumpiness of the returns leads to over-
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exuberance on the upswings and despair on the downswings.  Our last four years annual numbers are as 

follows: 2019 +97.9% 2020 +121.8%. 2021 -20.4%: 2022 -40.7%. This still works out to a compound 

annual return of 18.7% over that four-year period.  Respectable and measuring from what we believe is 

a trough.  We fully expect the next upswing to be similar to the prior one. 

 

While drawdowns are never fun, the good news is that we are seeing incredible opportunities to buy very 

asymmetric investments at give-away prices.  When the tide turns on this sector (we think it is turning 

now), the upside in what we hold will be substantial.   We have taken advantage of the downturn to find 

bargains and to increase our position sizes on our top names.   

 

We remain very optimistic that the great values we are finding will pay off over the next few years. The 

balance of this letter describes the evidence that leads us to this conclusion. When the next few steps 

unfold, the Gold bull market will kick into a much higher gear.  Silver will provide even more upside 

given the tightness of Silver supply and demand growth driven by solar and electric vehicle adoption.  

We own companies that can go up between 2 and 10 times their current price in a full-blown precious 

metals bull market, which we expect is coming. 

 

 

MACRO RECAP OF 2022 

 

2022 was another extraordinary year.  When we wrote our year-end 2021 report, we made the following 

observations about 2021: 
 

• Covid ran wild 

• Inflation ran wild 

• Fiscal and monetary policy ran wild 

• Markets ran wild 

 

In 2022 we saw extraordinary change across all of these metrics.  The Covid problem abated.  The US 

Stock market put in what we believe will be a multi-year top in December 2021and the Fed finally decided 

that maybe they had been a bit too accommodative with a Zero interest rate policy and QE in the face of 

exploding prices in everything. 

 

As a reminder of the excesses in 2021, the US Federal Budget deficit was $2.77T, money supply (M2) 

grew 38.6% in 20 months (a 21.6% annualized rate) and the housing, auto and crypto currency markets 

were all on fire.  In early 2022, the Fed belatedly admitted that they were wrong and that the massive 

inflation (highest in 40 years) was not simply “transitory”.    Recall that inflation was 7.9% and rising 

when they began their tightening campaign in February 2022. 

 

As macro analyst Mohamed El-Erian said, “the Fed slammed on the brakes, and the economy is in the 

process of going through the windshield.” 

 

In our opinion, the four most important macro stories of 2022 are the following: 
 

1. Fed tightens and the Everything Bubble Bursts. 

2. Russia invades the Ukraine, and the US seizes $600 Billion of foreign reserve assets. 

3. Britain announces spending and tax policies which create market failure leading to unlimited 

QE. (a template for what will happen everywhere) 

4. Era of Deflation Ends, Era of Inflation Begins (process started in 2021). 
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#1 2022 Macro Story: FED TIGHTENS: BYE BYE PEAK BUBBLE 

 

It is helpful to recall just how frothy things were at the end of 2021.  The world was living in an 

“everything bubble” driven by mis-priced capital provided by the Fed.  The original crime was Zero 

Interest Rate Policy (ZIRP) from 2009-2015 and then it was renewed with the Powell pivot in 2018-2019 

and the opening of the monetary flood gates in March 2020 in response to the COVID pandemic.  

Absolutely everything in the world was overvalued based upon cheap money and the excesses were epic. 

 

Recall that at the end of 2021, the DJIA was up 19% (up 3.5x since 2009), the S&P 500 was up 27% (up 

4.3x since 2009), and the NASDAQ  was up 21% (up 7x since 2009).  Housing prices were up 20% y/y 

and rents were up 17% in calendar 2021.  The broader crypto market was the poster boy for speculation 

and at one point was over $3Trillion in size.  Doge Coin, a crypto currency started as a joke had a market 

cap of $85 Billion.  The speculation across all asset categories was outrageous and even caused us to 

suggest in our Q4 2021 letter that we might be undergoing a “crack-up boom”1. 

 

Alarm bells must have been going off at the Fed as well, and when they finally woke-up, they raised rates 

and ended QE with a vengeance. The Fed’s tightening actions, language and pace increased throughout 

2022 and, in our opinion, put the final pin in this bubble.   

 

 

ECONOMIC WHIPLASH 

 

As late as December 2021, the Fed’s dot plot was predicting that the Fed might have to raise the Fed 

Funds rate by 25 basis points 3 times to a level of 0.75% in 2022. As the chart below shows, the Fed 

quickly revised this higher and conducted the most aggressive rate hike policy since the 1970’s (4.33% 

is a lot higher than 0.75%).  The first chart below shows the rapid recent increases in the Fed Funds rate.   

Notice that these came after the original Powell pivot in 2019 and ZIRP throughout the COVID period. 
 

Federal Funds Rates 2016-Present 
 

 
 

1 A “crack up boom” was coined by “Austrian School” economist Ludwig von Mises. It is a continual credit expansion derived 

when a central bank is faced with the choice of printing money or facing a deflationary collapse. It occurs for two reasons: (i) 

additional money injected into the system provides the fuel, and (ii) holders of money quickly exchange it for anything 

perceived to have more value on a longer-term basis than cash, debt or savings. This leads to rapidly rising prices as everyone 

flees money which they fear will be printed to excess. 
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The next chart shows the same Funds rate from 1971 to present.  Note how high the rate had to go in the 

1970’s to tame that inflationary episode.   Also, take note of the period from 2009 to 2015 when the Fed 

irresponsibly pegged the Fed Funds rate at zero resulting in a massive misallocation of capital and the 

“Everything Bubble” which has now burst.  Unlike the two earlier bubbles that the Fed played a role in 

creating (Dotcom in 2000, Housing in 2008), this bubble was at the Sovereign Currency/Debt level and 

the G-7 world has not experienced one of these since the early part of the 20th century.   This is why this 

investing climate is going to surprise so many.  Nobody alive has seen one of these things burst. 

 

Federal Funds Rates 1971-Present 
 

 
 

The effect of these rate hikes has been dramatic in terms of the growth rate of M2. 
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This rapid deceleration in the growth of the US M2 Money Supply is stunning and represents a sharp 

reversal from the prior spike.  In fact, dating back to 1959, M2 growth has never been negative as it is 

now.  As one might expect this has had an immediate impact on the housing and automobile markets: 

 

 
 

Housing has also been badly impacted because 30-year mortgage rates have gone from 3% to almost 7% 

very quickly.  As a result, high housing prices and higher rates have crushed affordability. 

 

 
 

Note that if the housing market becomes soft and prices fall (we expect this), this will have a large impact 

on consumer sentiment because houses are the largest asset owned by most families. 
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In the automotive market, Luke Gromen made the following comments on the market for used cars: 

 

 
 

 

#2 2022 Macro Story: RUSSIAN ASSETS SEIZED - WHAT IS SAFE MONEY? 

 

In our opinion, a truly seminal event occurred in Q1 2022.  Russia invaded the Ukraine on February 24, 

2022 and the response of the US was to seize over $600 billion of Russian foreign currency reserves.  

This was an earthquake similar to the Nixon shock when the US defaulted on gold exchange-ability for 

the dollar.  If the US could sanction a country and steal its foreign currency reserves, it brought into 

question the entire issue of whether the dollar deserves to be the world’s reserve currency. 

 

The results of this theft have been quite clear.  Many countries including Russia, China, Saudi Arabia and 

India have made deliberate moves to trade in their native currencies and to avoid the dollar.  The US 

Dollar as a reserve currency has given the US the ability to live beyond it means and to export inflation 

to foreign countries.  This exorbitant privilege is in the process of being taken away. (For more on this 

see our Q1 2022 Letter, and in this letter Zoltan page 18).    

 

This dollar theft came at about the same time that the Canadian Truckers Convoy was driving to Ottawa 

to protest the oppressive COVID restrictions in Canada.  Truckers, who were being forced to excessively 

test, quarantine and stop working, decided to mount a mass protest against their government’s COVID 

policies.   Over 1,000 trucks and assorted vehicles as well as over 10,000 people joined the Convoy.  

People in Canada who agreed with the Truckers started a GoFundMe account to send funds to support 

the truckers, raising over C$10 million from over 120,000 donors.  Surprisingly, the response of the 

Canadian Government was to seize this account and to freeze the funds and bank accounts of anyone who 

supported the truckers.  Much like the US seizure of Russian reserves, the Canadian government took the 

position that if you supported something they did not like, they could seize your assets. 

 

What both of these examples show is that State Controlled Fiat Money comes with strings attached.  If 

Governments do not agree with your views, they can mess with your finances.  The obvious conclusion 
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one draws from these episodes is that bearer money in the form of cash, gold, silver or Bitcoin is attractive 

when governments overreach. 

 

Following these events, in March last year, former trader for the Federal Reserve Bank Joseph Wang 

(@Fedguy on Twitter) pointed out the following which has proved prophetic (see Central Bank Gold 

purchases later herein). 

 

 
 

 

#3 2022 Macro Story: GREAT BRITAIN OFFERS A PREVIEW OF COMING ATTRACTIONS 

 

Great Britain is a good preview of how a crisis can unfold when higher interest costs impact a bond 

market.  A new Prime Minister in the UK made a policy error (arguably) by promising tax cuts and 

increased social spending to cap the costs of higher electricity for businesses and citizens.  The UK bond 

and currency markets had a negative reaction. As you can see in the chart below the Great British Pound 

(GBP) began to depreciate rapidly (white line in chart below). Simultaneously, interest rates in the UK 

began to increase quite rapidly (blue line in chart below). What had started out as a trend during 2021 

and the first half of 2022 quickly turned into a rout. 

 

UK 10 year GILT Rate vs. GBP/USD (Jan 2021-October 2022) 
 

 
Source: Bloomberg 
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In turn, this left UK Pension Funds with massive mark to market losses as their interest rate and currency 

hedges were reeling and their bond holdings were declining in value. 

 

The resulting Bloomberg Headline read: BOE Pledges Unlimited Bond Buying to Avert Imminent 

Gilts Crash.  Unlimited bond buying?  With what? Printed money or QE, of course.  When you print 

currency to pay off your debts you have begun the process of making your currency worthless. 

 

The UK is just a short preview of what we believe will happen globally.  You see, ultimately the Central 

Banks talk tough and even take the steps to fight inflation.  But what they fail to account for is that this 

is not the 1970s with 30% Debt/GDP.  Rather, we have a 40+ year levered bubble that has been blown.  

Leverage has made global markets and economies fragile.  Rate increases lead to stuff breaking.  And 

then the Fed “fire trucks” arrive again with freely printed money!   

 

 

#4 2022 Macro Story: INFLATION IS NOT DEAD 

 

The Fed has been extremely hawkish and Powell has taken the position that he is going to be like Paul 

Volcker. He has been rumored to say that he does not want to be known as the Fed Chairman who 

destroyed 40 years of price stability.  He has repeatedly assured the markets that he will tighten monetary 

conditions as much as necessary to bring inflation back down to 2%.  We believe this will prove quite 

challenging, if not impossible, due to a number of factors.  Our friend Tavi Costa lays them out below. 
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We agree with Tavi and point out that the wage growth problem is particularly problematic.  As the 

following chart shows: 

 

 
 

With wages growing in excess of 5% annually it will be difficult to get inflation to return to the 2% target.   

Anecdotally, the labor markets in certain areas are very tight and 5% wage increases may look tame in 

the future. 

 

 

 

 

Recent headline inflation numbers have cooled off somewhat, but a large part of that has been driven by 

the decline in crude oil prices which have fallen from a peak of roughly $120 per barrel in the first half 

of 2022 to today’s level of $73.  Recall that this has only been accomplished by President Biden’s 

directive to release a record amount of oil from the US Strategic Petroleum Reserve in front of the mid-

term elections.  This release cannot be repeated, and in fact the US has indicated that they are now refilling 

the reserve. 

 

In our view, the inflation genie is now out of the bottle, and we are looking at a long period of time before 

we return to a stable price structure.  We believe that 40 years of deflation reached a peak at the blow off 

bottom of March 2020 and that since that date we live in a new paradigm.  This change in long term trend 

is nicely captured in the following chart. 
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We do not believe most investors or market participants fully appreciate the significance of this chart.   

We now live in an inflationary environment, the implications of this are significant for all investment 

asset classes and what worked for the last 40 years is not going to work as well in the next 10 years. 

 

As famed investor Michael Burry recently put it: 

 

 
 

 

 

RIVETS ARE POPPING 

 

We have seen this movie before.  The Fed tightens, things break, the Fed reacts by opening the monetary 

flood gates and the cycle begins all over again.  Before things break you generally see signs that trouble 

is coming.  We call this rivets popping. 
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There is always a lag effect between monetary policy and economic results.  This current period reminds 

us of Summer 2007 when the Bear Stearns CDS funds failed.  The GFC was 15 months later in the second 

half of 2008. 

 

One very large rivet that has already popped is Great Britain as we described above.  Another hugely 

important rivet that has not popped yet, but in our opinion is close is the US Stock Market. 

 

We think the pain has just started.  Particularly in the stock market where as the chart below shows, street 

estimates (blue bars) are looking for continued earnings growth as if no recession is imminent.  Green 

bars show earnings decline in recessions. The economy is slowing rapidly and will almost surely enter a 

recession given the record inversion in the yield curve as seen in the 2year/10year bond spread.  With 

softening demand and increased labor costs, earnings will suffer. The Wall Street analysts who are 

projecting further earnings growth are on drugs in our opinion. Additionally, with higher interest rates, 

price multiples to earnings will compress. 
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Source: JP Morgan Asset Management “Guide to the Markets” January 2023 

 

 

As you can see in Warren Buffett’s key market indicator in the chart below, compared to GDP stocks are 

still valued at 2000 levels.  Recall that from that level the stock market declined 50% when the Dotcom 

bubble burst. Stocks are not cheap. 
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Additional rivets include the US Housing and Used Car Markets both of which show significant evidence 

of an economic slowdown as described in charts we have already covered above. 

 

Some more recent rivets are as follows: 

 

• Japan was forced by the market to abandon yield curve control designed to hold their 10 year 

note yield at 25 bps.  They moved the target to 50 bps.  What is shocking is that even after moving 

the target they have still had to conduct record amounts of bond purchases and now the market 

yield is OVER 50 bps.  The new target is not holding.  As Robin Brooks says:  

 

 
 

• The next rivet to pop this year was in early December when the Blackstone Real Estate Income 

Trust (BREIT) put up withdrawal gates for investors. BREIT is a $70 Billion private trust, largest 

in the US, that owns 5,000 properties and offered high yields to attract investors. It financed these 

properties using shorter term borrowing. The increase in rates has harmed the returns and 

investors want out.  The problem is that real estate is not immediately liquid.  Investors are going 

to learn a hard lesson here about using leverage and illiquid assets.  It is also notable that 

commercial office space in Manhattan is still showing a 50% vacancy rate.  The assets here will 

have to be marked down and the debt will become impaired.   Only days after BREIT took the 

step of halting withdrawals, the Starwood Real Estate Trust ($17B in size) took the same step. 
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• The next rivet has to do with US Government interest expense.  Have a look at the slope on this 

curve.  

 
 

 

• The rapidly growing US Federal interest cost rivet contributes to the US Fiscal Budget rivet: 

 

 
 

In terms of the federal budget, we can see from the Tweet above that as we had expected tax receipts are 

falling by 10% y/y and expenses are increasing by 6% y/y.  In earlier reports, we have chronicled how 

the fiscal (September) 2022 US Federal deficit was $1.38T2, down substantially from the $2.77T and 

$3.13T deficits of 2021 and 2020, respectively. We believe this 2022 level was an anomaly that will not 

be repeated since it included a one time boost of $600B in capital gains taxes collected due to the huge 

stock market rally in 2021.  In addition, Congress passed several spending bills and cost of living 

adjustments boosted Social Security and Medicare costs by 8.7%.   Also factor in that interest costs on 

the debt are up substantially, and we think the US is easily looking at a 2023 budget deficit of between 

$2.0 and $3.0T. 

 
2 Source: FiscalData.treasury.gov    https://fiscaldata.treasury.gov/americas-finance-guide/national-deficit/ 
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This estimate is supported by Luke Gromen’s forensic analysis of the TBAC (Treasury Borrowing 

Advisory Committee) estimates of the amount of debt issuance that will be necessary to finance the 

Federal Government in Q4 2022 and Q1 2023.   TBAC suggests that the US Federal Deficit is running at 

a $2.4T annualized rate.   If taxes fall further and additional spending is enacted this could swell from 

that level.  A deficit of between $2.0 and $3.0T will just add to the burden of treasury debt that needs to 

be sold and will also be added to the total US Federal debt outstanding which is presently $31.5T. 

 

At a big picture macro level, the economic downturn that is about to ensue due to the Feds aggressive 

tightening actions is completely misunderstood and under rated in our opinion.   Real estate is in the 

process of rolling over and ultimately employment will follow.   People behave and spend based upon 

their level of wealth and when the biggest asset they own, their home, begins to decrease in value they 

are going to pull back.     Most of the country looking at their stock portfolios down 20% this year think 

to themselves - it will be OK.  We should buy the dip.  It has worked since 2009.  This is where they are 

going to get surprised.  When the stock market is down another 20 to 30% in 2023 as we believe it will 

be, then the real pain begins.  At that point you have a real economic downward spiral and the Fed will 

be forced to pivot or else watch the Great Depression II unfold.  Suddenly inflation will no longer be the 

Fed’s top concern.  A collapsing economy will lead to monetary easing. 

 

We believe that when either enough rivets pop, or the downturn occurs and becomes fully obvious, the 

Fed will be forced to pivot and will have to print until their eyes bleed.  This will completely destroy their 

last remaining shred of credibility and our portfolio will perform well again. 

 

 

DEBT DOOM LOOP FULLY ENGAGED 

 

So as we have described above, the Fed has slammed on the monetary brakes, the “Everything Bubble” 

has popped. All that remains is for the Fed’s actions to trigger enough pain that something will break and 

suddenly the Fed will no longer view its primary job as fighting inflation but will instead be concerned 

about “financial stability” as it was in March 2020. Without monetary expansion and growth in M2, the 

debts of the world become unserviceable and will collapse.  Full stop 

 

As we’ve discussed in previous letters, the US Treasury and the Fed are trapped in what we call a debt 

doom loop.   The chart below lays out this circular process. 
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Stated simply, excess government debt and deficits, financed via money printing and M2 growth drive 

inflation higher and then become problematic when interest rates rise and thereby make interest costs 

higher.  Higher interest costs lead to larger deficits which lead to the need to finance more debt which in 

turn leads to higher interest rates -exacerbating the problem.  These have occurred in third world and 

developing countries for years and the end result is always massive inflation and/or currency collapse.  

We have not seen a debt doom loop take place in a large developed country since the early part of the 

20th century and the most famous is the Weimar hyperinflation which culminated in the collapse of the 

Reichsmark in 1923. 

 

 

ZOLTAN POZSAR’S THESIS: DE-DOLLARIZATION IS PLAYING OUT 

 

Because of 2022’s combination of wars, commodity nationalism, mis-trust following assets seizures and 

de-globalization generally, gold matters again.  Like Credit Suisse analyst Zoltan Pozsar, we see a world 

where the idea of “what” is a suitable neutral reserve currency is changing. 

 

Mr. Pozsar recently published several reports outlining important developments in the currency and asset 

markets.  In short, his thesis is that the seizure of Russian assets in Spring 2022 has accelerated the trend 

toward what he labels as Bretton Woods III, a monetary system built upon a more multi-polar set of 

neutral reserve assets including gold, oil, natural gas and other commodities.  He points to China President 

Xi’s recent visit to Saudi Arabia (leader of the Gulf Co-operation Council (GCC) states3) to push for 

settlement of China/GCC oil transactions in Yuan, by-passing the dollar.  Behold the birth of the 

Petroyuan.  This is a very big deal leading to the decline of the US Dollar as the world’s reserve currency.   

 

Zoltan’s argument is lengthy and detailed and when we read his December 27, 2022 piece we were 

shocked at how developed the efforts were by many foreign countries (including China, Russia and India) 

to replace the dollar.  In the mirror image of US Treasury Secretary John Connolly who in 1971 said “our 

currency, your problem” the new emerging bloc of countries (arguably BRICs plus GCC) are saying “our 

commodities, your problem”.  These countries are increasingly less willing to transact in or store value 

in Western currencies like the Euro or the Dollar.   

 

This may appear to be innocuous, but it has enormous inflationary implications for the West. With the 

new Petroyuan, the Chinese can print currency to pay for oil in the same way that the Petrodollar allowed 

us to do the same.  Zoltan concludes that western investors and policy makers are severely mispricing 

future inflation rates in dollar terms.  He foresees a decades long period of high inflation ahead. We agree. 

 

GOLD AND GOLD MINER SECTOR OUTLOOK 

 

With all of the monetary chaos describe above it is not surprising to us that the performance of gold and 

silver were substantially better in the fourth quarter.   In our opinion, gold and silver have started to sniff 

out the monetary debasement, which is likely to be coming, and we believe that the lows are in for this 

2-year cycle. We could envision one more correction in the precious metals if the US Stock market 

collapses or we have a liquidity event like March 2020.   In such an event, we believe the correction 

would be sharp but brief like it was in 2020. 

 

 
3 The GCC states include the following oil producing nations:  Saudi Arabia, Bahrain, Kuwait, Oman, Qatar and the UAE. 
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Notice in the chart above how well silver and gold performed in the fourth quarter.  Also, notice that 

silver led gold which has traditionally happened at the beginning of new bull runs in the precious metals. 

 

Zooming out, precious metals and other commodities remain incredibly cheap relative to global financial 

assets as the following graph shows.  Commodity prices would need to rally 3x JUST to get back to the 

52 year Median price level for commodities!  Further, you can see that during major deficit / inflation 

spending eras, commodities tend to overshoot.  As discussed earlier, we are beginning that cycle again. 

 

 
 

We believe that we have seen a secular change in the deflation/inflation conditions and that things are 

beginning to turn – and not just in terms of monetary debasement and inflation; gold demand is jumping 

as physical demand for gold has notably increased since the 2020 Print-A-Thon. 
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Central banks have also increased their interest in gold.  The World Gold Council’s third quarter report 

shows Central Bank purchases of gold at the highest level in 47 years. 
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As you can see below, gold was once a much more important part of Central Bank reserves: 

 

 
Gold supply and demand is setting up to be very tight given the industry has underinvested in new 

capacity and finding reserves.  In fact, more recently, production, reserves and grades have been 

shrinking.  Any increase in demand is not going to be easily met by an industry that has been shrinking.  

Furthermore, the major miners, many of whom are de-leveraged with no debt and large cash balances are 

going to need to look for the junior companies that we own to sustain their levels of production. 
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Furthermore, the gold and silver mining stocks are very cheap and are disconnected from the underlying 

metals prices as shown in the next chart.  The miners reflect future gold price expectations.  When the 

market realizes that gold is going to $2,500 and not $1,500, the miners will explode to the upside. 

 

 
 

 

In our view we have a large and diversified portfolio of the best gold and silver miners and these 

companies are all worth multiples of their present value if gold and silver continue to trend higher. 
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SILVER OUTLOOK IS VERY BULLISH 
 

As much as we are bullish on gold, Silver is even more asymmetric in terms of upside performance.  First, 

silver is very cheap compared to monetary aggregates as the next chart on Silver demonstrates 

 

 

Beyond the monetary metal tailwinds for silver, the industrial demand for silver will far outstrip silver 

supply over the next few years as we outline below: 

Silver Demand Drivers Silver Supply 
• World wants to ramp as much Solar as much as can given 

world is short energy.   

• The Front of a Solar Panel is made up of:  

o 20 grams of Silver per Kw 

o Solar Panels have Silver "tic tac toe grid" etchings 

on top of the Dark Silicon Wafers.   

o Silver is more stable than copper as copper would 

diffuse into the silicon wafers as silicon has an 

electric current going through it and copper would 

become electrified and would decay the silicon.   

• In 2022, 12% of world's Silver is used in Solar Panels. 

• USA’s recent “Inflation Reduction Act” and European 

policymakers are providing massive subsidies to solar 

producer as they look to QUINTUPLE solar panel growth 

globally. Thus, Silver demand will ramp! 

• Electric Vehicle demand too will be a big driver of silver 

demand both from battery demand as well as the 

propensity for more and more electronics put on new 

autos. 

• Not alot of investment in Silver Mining globally 

in the past 11 years given the bear market in 

Gold/Silver. 

• 18% of silver supply comes from recycling vs. 

82% from mining.  However, there are very few 

pure silver mines in the world.  Rather, 73% of 

all Silver Supply comes as a byproduct of things 

like Zinc and Copper and Gold mining. 

• So it's likely that Silver Supply will remain very 

tight and won't ramp fast enough to meet this 

growing Silver Demand. 

• Quite possible that Silver prices can 3x to 

$60+/oz, which would surpass their 2011 high 

of $48/oz 
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Finally, as Katusa Research points out, silver miner’s market cap are a blip compared to the market caps 

of other market segments.   Thus, any marginal tightening of the silver market tends to amplify the upside 

in the silver mining stocks rapidly. 

 

BITCOIN IS NOT CRYPTO 

 

The blow up of the massive FTX crypto fraud has cast a dark shadow on all crypto/digital currencies and 

caused some to question our investments in Bitcoin.  We believe the following:  

 

Bitcoin is a completely different animal than all other (20,000+) crypto currencies.  Bitcoin has been 

declared a commodity by the SEC and it has no CEO or management team that can harm it.  It is 

fundamentally different from Celsius, Luna, FTX, Ethereum and all the other tokens that we believe are 

illegal, unregistered securities. 

 

Bitcoin is a technological invention that provides immutable digital scarcity.  If Bitcoin adoption 

continues at its present pace, we expect that it may grow to become a form of digital gold.  Having said 

this, we are in the early development stage, and its price is extremely volatile. This year it has been made 

more volatile by the failure of other tokens pretending to be Bitcoin.  We believe Bitcoin has more upside 

optionality than gold.  As Paul Tudor Jones said "it is the fastest horse in the monetary debasement 

race".  In 2020-2021 Bitcoin appreciated by 500%.  Gold has never done this.  Now, it also corrected 

70% off that peak; nevertheless, it is still trading at a higher low ($17,000 versus the 2019 low of $3,500). 

 

As Managers of a "protect against monetary debasement fund" we believe that to not have ourselves 

exposed to Bitcoin would be big mistake.  The upside optionality is too large.  However, because of the 

volatility we have kept the weight modest. 

 

In terms of the Fund’s investments in the Bitcoin space:  We have kept the Bitcoin weighting modest 

relative to the gold and silver miners.  Presently about 12% of the Fund’s assets are in Bitcoins or private 

companies that are attractive venture capital opportunities. When Bitcoin was at $68,000 this weighting 

was higher but only based upon price appreciation.  Our current valuation and cost basis are roughly the 

same. 
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EXAMPLES OF CHEAP STOCKS IN THE PORTFOLIO 

 
We hold a diversified portfolio of gold and silver mining stocks in 3 different buckets. One strong 

example from each bucket is summarized below. 

 
Large Growing Producer 

 Argonaut Gold.  Ticker:  AR cn (Market Cap:  $414 million) 

• New CEO, Richard Young is world class and successfully built Teranga Gold and sold it to 

Endeavour Mining (EDV-TC). Personally purchased 2.17 million shares for ~ US$700K of since 

joining in December 2022. 

• Argonaut has 4 operating mines, 3 in Mexico and 1 in Nevada generating $125 million of annual 

mine operating profit on 200,000 ounces of production. 

• Flagship new Magino mine in Canada is 70% complete, fully financed and will begin production 

in Q4 2023. 

• Magino will add at least 150,000 oz / year of gold production and that figure will grow. 

• With over 350,000 oz/year production, Argonaut will conservatively be worth $2.0 Billion or 

over 5x today’s value. 

• The Company is in a safe jurisdiction, with top tier management and has huge reserves of over 

20 million ounces. 
 

 

Small Emerging Producer 

Guanajuato Silver.  Ticker:  GSVR cn (Market Cap: US$99 million) 

 

• Mexican based emerging silver producer. 2.5 year old producer currently running at 3 million 

AgEq Oz/year. Will exit 2023 at 6mm ozpa. Plan is to grow to 10+ million ounces of AgEq 

production within 4 years. 

• Cash cost of ~$14.60 per ounce. Yields mine profit rate of $32 million at $20 silver. $30 silver 

(which we expect) yields mine profit run rate of $92 million late 2023. 

• Management: James Anderson and Ramon Davila. Ramon was COO of First Majestic throughout 

their entire growth period. First Majestic market cap is $2 billion. (down from $4 billion before 

this pull back)  

• GSVR operates 3 mills and 4 mines and has 24.8MM AgEq oz of resource. Purchased the 

Guanajuato assets of Great Panther for $16 million when they were valued at $80 million. 

Doubling size of Company production and deposits. 

• GSVR’s market cap is at $99 million and we anticipate that it could easily trade at 5x mine profits 

at $30 silver.  This would represent a 400% return from the present valuation (and this does not 

take into account our warrants which will enhance this return materially). 
 

 

Drill Story  

Lavras Gold. Ticker: LGC-VC. (Mkt. Cap. $12m USD)  

• Brazilian drill story spun out from Amarillo Gold. ~ 1 million ounces in 43-101 all category. 

• 10km wide Caldera/Alkaline gold deposit with 1.5gpt intercepts all over surface and high grade 

intercepts (15m @ 5.78gpt, 3m @28.24 gpt, 1m@ 61gpt ) just being drilled.  

• We believe this is a 2-5 million ounce deposit which at the low end of resource valuations ($40 

per ounce) would be worth $80 to $200 million. (10x to 24x upside)  

• Lepard on Board of Directors Lavras  
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CONCLUDING REMARKS 

The past few years have been difficult in the sound money space.  However, we remain confident in the 

outlook for sound money assets and how we are positioned. We remain open for new and existing capital. 

Please let us know if you would like to discuss this opportunity further. Thank you for confidence in us.   

 

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 
 
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. 

 

 
 


