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Dear Fellow Shareholders, 
 
As we have written consistently for several years now, we view sustained, structural inflation as the 
largest threat to returns. To be sure, inflation expectations have fallen considerably compared to a 
year ago. This was to be expected, but we note that current year over year inflation is off of a higher 
and higher base, such that the customer experience is hardly improving. Rather than opine further 
on the slowing CPI growth, we believe that it is important to recognize that it is irrelevant to our 
positioning because: 

• The structural inflation drivers to which the Fund is primarily exposed are large components 
of overall inflation measures (i.e., CPI, PCE), which can also de-couple from broader benchmarks 
under certain conditions. We believe that this is occurring as cyclical inflation drivers are moderating 
for a variety of reasons; yet, structural inflation drivers remain in low supply, and are capacity 
constrained.  

• Consensus investment positioning appears to reflect the belief that a severe recession is 
imminent and will be sufficiently severe to curtail aggregate demand despite tailwinds related to the 
reopening of the Chinese economy. Economic data appears to contradict this thesis, but the implied 
expectations (Eurodollar futures) of easing monetary policy later this year would likely catalyze a 
second, more severe wave of (structural) inflation.  

These are more short-term oriented factors, but they are nonetheless relevant to our positioning. 
We invest with a long-term mindset and are far more focused on secular factors influencing the 
companies in our portfolio. In short, we believe that the prior thirty years of declining interest rates, 
declining or low inflation, and rising profit margins have ceded to a new environment of higher 
interest rates, higher (volatile) inflation and pressure on profit margins. This view can be summarized 
through the following points: 

• Globalization is inherently disinflationary (i.e., a slower rise in prices) due to various trade 
and supply chain efficiencies. After years of increasing globalization, the marginal benefit of these 
factors is declining. At the same time, there are also various current global onshoring initiatives to 
increase the resilience of businesses/governments, perhaps at the expense of efficiency. This will 
add to cost pressures over time.  

• A secondary benefit that globalization bestowed upon the developed world was abundant and 
inexpensive labor and raw materials. As many of the non-OECD nations have grown GDP per capita 
and exhausted the lowest cost resources, they are now competing with the OECD world for labor and 
materials. Higher labor and materials costs are likely to be amongst the most enduring cost pressures 
in the years ahead.  

• One of the economic “miracles” of the past era was the productivity gains achieved by the 
mature western economies. This coincided with the wide scale adoption and implementation of the 
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internet (i.e., 1999-2010), a period during which productivity gains added over 320 basis points per 
year to nominal GDP growth. Absent a similar technological breakthrough, productivity gains will be 
muted – particularly as “inefficient” government spending grows as a portion of GDP.  

These rapidly reversing disinflationary forces must also be considered within the context that they 
facilitated consistent federal government deficits, resulting in 2.4x growth in the debt to GDP ratio 
in the United States, without inflation. What the result of such policies would be without these 
mitigating circumstances bears consideration – as does the likelihood of politicians reducing 
spending.  

Domestic (North American) small capitalization companies are likely to be positioned better for an 
era of higher structural inflation, particularly companies with hard asset business models. These 
companies are less susceptible to currency fluctuations and offshore supply chains, while also being 
less exposed to broader economic growth. Smaller companies are also generally more nimble and 
can adapt to shifting markets as necessary. This is not to say that the outlook for corporate profits 
is particularly sanguine; however, corporate operating results should drive shareholder returns in 
such an environment, as opposed to the previous era of “beta” dominance. This could result in a 
renaissance of both small cap and value investing that we have been awaiting for over a decade.   

 
 

Small Cap Opportunities Fund 
Top 10 Holdings (%) as of December 31, 2022 

Texas Pacific Land Corp. 51.0% 
Civeo Corp. 4.4% 
CACI International, Inc. - Class A 3.6% 
DREAM Unlimited Corp. 3.4% 
Associated Capital Group, Inc. - Class A 1.7% 
Icahn Enterprises LP 1.5% 
Inter Parfums, Inc. 1.2% 
The Wendy's Company 1.1% 
Live Nation Entertainment, Inc. 1.0% 
Sandstorm Gold Ltd. 0.9% 

Important Risk Disclosures 

You should consider the investment objectives, risks, charges and expenses of the Small Cap Opportunities Fund 
carefully before investing. For a free copy of the most recent Prospectus, which contains this and other 
information, visit our website at www.kineticsfunds.com or call 1-800-930-3828. You should read the Prospectus 
carefully before you invest. Performance data quoted represents past performance, which does not guarantee 
future results. Investment return and principal value of an investment may fluctuate so that an investor's shares, 
when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher 
than the performance data quoted.  Please visit http://kineticsfunds.com/ for the most recent month-end 
performance data.  
 
Portfolio holdings information, if any, is subject to change at any time and is as of the date shown.    
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The opinions expressed are not intended to be a forecast of future events, or a guarantee of future results, or 
investment advice. Additionally, the views expressed herein may change at any time subsequent to the date of issue 
hereof.  

The Small Cap Opportunities Fund is classified as a non-diversified fund.  Therefore, the value of its shares may 
fluctuate more than shares invested in a broader range of industries. In a non-diversified fund, more of the Fund’s 
assets may be concentrated in the common stock of any single issuer, which may make the value of the Fund’s 
shares more susceptible to certain risks than shares of a diversified mutual fund.   You should consult the Fund’s 
prospectus for a complete list of risks associated with your investment. 

International investing presents special risks including currency exchange fluctuation, government regulations, and 
the potential for political and economic instability. Because smaller companies often have narrower markets and 
limited financial resources, they present more risk than larger, more well-established companies. Further, options 
contain special risks including the imperfect correlation between the value of the option and the value of the 
underlying asset.  

The Fund holds investments that provide exposure to bitcoin.  The value of bitcoins is determined by the supply of 
and demand for bitcoins in the global market for the trading of bitcoins, which consists of transactions on electronic 
bitcoin exchanges (“Bitcoin Exchanges”).  Pricing on Bitcoin Exchanges and other venues can be volatile and can 
adversely affect the value of the bitcoin.  Currently, there is relatively small use of bitcoins in the retail and 
commercial marketplace in comparison to the relatively large use of bitcoins by speculators, thus contributing to 
price volatility that could adversely affect a portfolio’s direct or indirect investments in bitcoin.  Bitcoin transactions 
are irrevocable, and stolen or incorrectly transferred bitcoins may be irretrievable.  As a result, any incorrectly 
executed bitcoin transactions could adversely affect the value of a portfolio’s direct or indirect investment in bitcoin.  
Only investors who can appreciate the risks associated with an investment should invest in cryptocurrencies or 
products that offer cryptocurrency exposure.  As with all investments, investors should consult with their 
investment, legal and tax professionals before investing, as you may lose money. 
The CBOE Volatility Index is a calculation designed to produce a measure of constant, 30-day expected volatility 
of the U.S. stock market, derived from real-time, mid-quote prices of S&P 500® Index call and put options. The 
S&P 500® Index represents an unmanaged, broad-based basket of stocks.  It is typically used as a proxy for overall 
market performance.  The S&P SmallCap 600® Index measures the small-cap segment of the U.S. equity market. 
The index is designed to track companies that meet specific inclusion criteria to ensure that they are liquid and 
financially viable. Index returns assume that dividends are reinvested and do not include the effect of management 
fees or expenses.   

Unlike other investment companies that directly acquire and manage their own portfolios of securities, the Funds 
pursue their investment objectives by investing all of their investable assets in a corresponding portfolio series of 
Kinetics Portfolios Trust.  

The S&P 500® Index represents an unmanaged, broad-based basket of stocks.  It is typically used as a proxy for 
overall market performance. The S&P SmallCap 600® seeks to measure the small-cap segment of the U.S. equity 
market. Index returns assume that dividends are reinvested and do not include the effect of management fees or 
expenses.  You cannot invest directly in an index. 

The iShares Core S&P 500 ETF seeks to track the investment results of an index composed of large-capitalization 
U.S. equities. The iShares S&P 500 Growth ETF seeks to track the investment results of an index composed of 
large-capitalization U.S. equities that exhibit growth characteristics. The iShares S&P 500 Value ETF seeks to track 
the investment results of an index composed of large-capitalization U.S. equities that exhibit value characteristics. 
The iShares Russell 2000 Growth ETF seeks to track the investment results of an index composed of small-
capitalization U.S. equities that exhibit growth characteristics. The iShares Russell 2000 Value ETF seeks to track 
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the investment results of an index composed of small-capitalization U.S. equities that exhibit value characteristics.  
iShares is a product of Blackrock. 

You will be charged a redemption fee of 2.0% of the net amount of the redemption if you redeem or exchange your 
shares 30 days or less after you purchase them.  

Distributor: Kinetics Funds Distributor LLC is an affiliate of Horizon Kinetics Asset Management LLC, and is not 
an affiliate of Kinetics Mutual Funds, Inc.  


