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Important Risk Disclosures: 

 

Horizon Kinetics Asset Management LLC (“HKAM”) is pleased to announce that on January 9, 2024, Peter Doyle, Co-

Founder of HKAM and Senior Portfolio Manager for Kinetics Mutual Funds, Inc., hosted a conference call to financial 

advisors. The transcript set forth below is intended to provide a summary of Mr. Doyle’s remarks.  

 

You should consider the investment objectives, risks, charges and expenses of the Kinetics Mutual Funds, Inc. 

(the “Funds”) carefully before investing. For a free copy of the Funds’ 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.  For the most recent month-end performance data, please visit our website at 

www.kineticsfunds.com.   

 

The opinions contained in this transcript are not intended to be a forecast of future events, or a guarantee of future results, 

or investment advice. The statements made in this transcript are based on information available to the public, and no 

representation is made with regard to their accuracy or completeness. An investor’s investment return and principal value 

of an investment will fluctuate, so that an investor’s shares, when redeemed, may be worth more or less than their original 

cost. 

 

Current performance may be higher or lower than the performance data quoted. The views expressed herein may change 

at any time subsequent to the date of issue hereof. This is neither an offer nor a solicitation to buy or sell securities. 

 

All expressions or opinions reflect the opinions of the presenter at the time they were made and are subject to change. 

HKAM may have positions in the securities of companies mentioned. Reproduction is strictly prohibited. As always, past 

performance does not guarantee future results. You will be charged a redemption fee equal to 2.00% of the net amount 

of the redemption if you redeem or exchange your shares less than 30 days after you purchase them. As most are non-

diversified Funds, the value of the Funds' shares may fluctuate more than shares invested in a broader range of companies. 

Non-investment grade debt securities, i.e., junk bonds, are subject to greater credit risk, price volatility and risk of loss 

than investment grade securities. 
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Certain of the funds mentioned herein 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. 

 
Murray Stahl, the Chairman of HKAM, serves on the Board of Directors of Texas Pacific Land Corporation (“TPL”), a 

top holding in many of the funds and strategies managed by HKAM.  HKAM has adopted policies and procedures to 

address serving on the board of a public company and Mr. Stahl does not exercise investment discretion over any trades 

in TPL.   

 

Options contain special risks, including the imperfect correlation between the value of the option and the value of the 

underlying asset. In addition, investing in foreign securities involves more risk than does investing in U.S. investments, 

including the risk of currency fluctuations, political and economic instability, and differences in financial reporting 

standards. There may also be heightened risks investing in non-investment grade debt securities and the use of options. 

Also, there are risks associated with investing in small and medium size companies. 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 Portfolio Trust. 

 

Index Descriptions & Definitions: 

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® 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.  The 

iShares MSCI ACWI Index seeks to measure the performance of both the MSCI World Index and MSCI Emerging 

Markets Index.  The iShares EAFE Index measures international equity performance across large and mid-cap equities 

across developed markets in Europe, Australasia and the Far East, excluding the U.S. and Canada.  The Bloomberg U.S. 

Aggregate Bond Index is a broad base, market capitalization-weighted bond market index representing intermediate term 

investment grade bonds traded in the United States.  composed of the Bloomberg U.S. Corporate High Yield Bond Index 

measures the USD-denominated, high yield-rate corporate bond market.  An investor cannot invest directly in an index.   
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Chris Bell:  Good morning, everyone.  Welcome to the 2023 Year End Mutual Fund Call.  Today we’re 

joined, as always, by Peter Doyle, Co-founder of Horizon Kinetics, and James Davolos, Portfolio 

Manager.  Peter will offer an update on Horizon Kinetics and some recent news, as well as an update on 

some of our market views.  James will then discuss commodities, their lackluster performance in 2023 

despite the lack of capital expenditures, and the physical markets.  Please note that we’re recording this 

call, and a replay will be available.  Please reach out to one of us if you’d like to receive the link for the 

replay, or go to www.kineticsfunds.com for the replay information.  Also, please go to 

www.horizonkinetics.com for what’s new, research updates on our themes and strategies.  And also follow 

us on X or LinkedIn for our frequent observations.   

 

Performance last year was significantly behind the S&P 500 Index.  The main reason was that our largest 

position, Texas Pacific Land Corp. (TPL), had a significant decline in price after the huge outperformance 

the previous year, resulting in a (16.89)% return for the year for the Paradigm Fund, and a (14.69)% return 

for the Small Cap Opportunities Fund.  The Internet Fund was actually up 29.76%, despite a small position 

in TPL, because the largest holding there is the Grayscale Bitcoin Trust, which was up over 150% for the 

year 2023.  Peter will have more on that later. 

 

 

Peter Doyle:  Thank you, Chris.   

 

Good morning, everyone, and Happy New Year.  As always, we appreciate you listening in.  So, I’m 

going to discuss news that we had announced on December 26th about a merger with Scott’s Liquid Gold.  

Then I’m going to discuss in broad terms the debt issue that I consider to be a ticking time bomb, then 

very briefly talk about valuation, and then hand it over to James to run through his slides that he, Brandon, 

and Frannie put together, and I think it just tells our story.  Anyone who’s been listening to these calls 

regularly realizes that we don’t really change our stories too frequently.    

 

So, I will commence.  On Tuesday, December 26th, it was announced that we entered into a merger 

agreement with Scott’s Liquid Gold.  It’s a reverse merger, where the Horizon Kinetics (HK), shareholders 

will own approximately 98% of the combined company.  The purpose of the merger was to provide some 

liquidity to non-employee owners, to provide flexibility for obtaining further permanent capital, and to 

have a security that we could possibly use to merge with our other controlled entities, and then further, 



 

4 
 

and probably most important, to have a vehicle that would allow us to give non-owner employees the 

ability to participate in the growth and development of HK going forward.  

 

So, none of this is inconsistent.  None of this is about the owners backing away from the business.  In fact, 

I recently heard—I don’t know if it was on a podcast or book that I listened to recently—it was a story 

about a gentleman who went through his just reward, and when he got to the location, the administrator 

met him, and it was an impeccable place, and he said “You’re able to have anything that you desire.  

You’re allowed to have food.  Any physical desire that you want satisfied is going to be taken care of, et 

cetera.”  So, the person goes in.  This is amazing.  So, he’s there for about two weeks, and he realizes it’s 

become a little bit boring, and he goes back to the administrator and says, “I’d like to be able to work.” 

And they said “Well, that’s one thing that you’re not allowed to do here.” And he goes “In that case,” he 

goes, “I think I’m going to check out what Hell’s all about.” And the administrator said “Where do you 

think you are?” 

 

So, I think that really kind of explains who we are as people.  I think not being able to work would be a 

living hell for us, so Murray, Steve, myself, anyone here seems to want to work until they basically carry 

us out.   

 

So, moving on to the debt issue, many of you are probably aware that we’ve recently exceeded $34 trillion 

in national debt.  And that’s up from $33 trillion just reached on September 18th of 2023, so a little over 

100 days.  It’s kind of a staggering sum.  So, really, what’s happening is that the United States was 

downgraded in August by Fitch.  It was downgraded in November by Moody’s.  And we’re in a debt 

spiral.  And it really is hard to see how we’re going to be able to get out of this without continuing to 

debase our money, and it has real implications for standard of living across the board for people.  And the 

United States Congress is not going to do anything about it in 2024.  In fact, they lifted the debt ceiling 

through the full year 2024, and it’s not going to be enacted until 2025.   

 

They recently came out with a discretionary budget that was available.  The amount of money that they 

can spend was about $1.6 trillion.  And over half of that is going to defense, so that leaves just a little bit 

less than half of that going to health, education, transportation, administration.  The debt burden of the 

interest payments is consuming now, probably on an annual basis, going to be close to a trillion dollars, 
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and likely moving higher.  So, it’s a real problem, and I don’t think people are paying enough attention to 

it, and I think that ties into what we’ll speak about later regarding Bitcoin and the opportunity there.   

Next thing I want to speak about is valuation.  And just in very broad terms, I think the top seven names 

everyone’s familiar with, Apple, Microsoft, Google, Amazon, NVIDIA, Meta, and Tesla, those names, I 

believe, the last I looked — I didn’t check it before I came into the room — they counted for over 85% of 

the S&P’s return last year.  Combined, they total a $12 billion market capitalization.   

 

Now, keep in mind, Apple, the top company in the S&P 500, is close to a $3 trillion market cap, so $2.9 

trillion.  That company did not grow its revenues year over year, and the revenue of the company is only 

up modestly since 2021, trading at 30x earnings.  It just is not justified.  So what do you get for $12 

trillion?  Well, what’s the alternative?  Well, you could buy out the entire exchanges of Japan, England 

(London Stock Exchange), and Toronto Exchange, and that comes to about $12 trillion.  So, if you had an 

option between owning those seven names or all the companies listed on the Japan Exchange, the London 

Exchange, or the Toronto Exchange, I think it’s quite clear to me, anyway, which option I would take.  

And if you look at some of the companies, Honda, Toyota, SONY, Nippon Telegraph, British Petroleum, 

Unilever, Royal Bank of Canada, Canadian Pacific Rail, that’s basically what they’re saying those seven 

companies are worth.  It’s just insane, and it’s not going to endure.   

 

And, if you believe this is a bubble, which I do, there is a pin out there that’s going to prick that, and I 

believe that prick is going to be Bitcoin.  And really, if you paid attention to what Vladimir Lenin said 

way back in the day about capitalists being willing to sell you the rope which you’re going to hang them 

with, that’s similar to what we believe Bitcoin is going to be for a lot of financial assets around the world.  

Wall Street is going to try to embrace it, but they’re not familiar with a scarce resource asset, and that 

asset is likely to be the new benchmark for pricing all other financial assets around the world, and it’s 

going to have implications that are going to really run through the entire global financial system in a way 

that I think is going to be very unpleasant for a lot of people.   

 

So, the last thing I’ll just touch on is TPL, and everyone knows that we’ve been in a little bit of an issue 

with them regarding the issuance of shares.  And I think it’s clear that we have a lot of common interest, 

and it’s never really turned acrimonious, despite the fact that we’re actually in a lawsuit with them.  But 

we continue to believe that company really has incredible characteristics, and James, I think, will probably 

touch on that a little bit, in relation to his discussion about capital-light business models.   
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The optionality there is, in our opinion, just incredible.  People don’t really pay attention to that, but that 

has a kind of tailwind effect that really people don’t appreciate, where that company has benefitted 

throughout its history through the development of technology and a lot of innovation, including most 

notably, fracking.   And that continues to improve almost on a daily basis, and we believe the cash flow 

and the revenues and earnings from that company are likely to continue to grow well into the future, and 

we think it’s an incredible opportunity still.  Despite the fact that we’ve held it for 40 years and we’ve 

done very well , we’re going to have periods like 2023 where it’s going to underperform.  We don’t 

promise you outperformance in every discrete time period, but it’s hard to envision a world where that 

company doesn’t receive higher royalty payments from the water business, from the oil and gas business, 

et cetera.  And we believe the price will ultimately reflect that tremendous tailwind behind it.  

 

So, with that, I will turn it over to James to run through the slides. 

 

James Davolos:  Thanks, Peter and Chris. 

 

So, just quickly, I’m going to go through what we view as some of the drivers in 2023.  Obviously, you 

can see the big obvious glaring trends there, how we view that setting up for 2024, some other 

considerations that go into the top down view, and then kind of sprinkle in some of our names as I review 

these slides.   

 

So, obviously, we’ll start with what everybody perceives to be the largest variable in the room.  I will 

make some arguments later that I think will refute the importance of monetary policy, but according to 

everybody, all of the pundits in the world, this is what drives financial markets and asset prices.  So, you 

can see kind of on the lefthand side of the chart, starting in March of 2020, at the time of the pandemic 

lockdowns.  You take rates.  This is the SOFR1 overnight rate, which is basically a proxy for what banks 

 
1 The Secured Overnight Financing Rate (SOFR) is a broad measure of the cost of borrowing cash overnight collateralized by 
Treasury securities. 
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borrow at, and it moves from 150 bps2 to 0.  Keep it there for basically two years, and the market proceeds 

to basically just go straight up.   

 

Now, you can see kind of towards the 

middle of the screen around the end of 

2021, early 2022, you have a peak in the 

S&P 500, and then it draws down 25%.  

What does that coincide with?  Well, look 

at the SOFR ladder function up with the 

Federal Reserve overnight rate.  Now, 

where things get very unusual is probably 

around March to May of ’23.  So, you 

continue to see upward movement in rates, 

but then, the S&P basically continues to ride higher.  But then, it really culminated in that last rally, which 

was really basically December 12th through the end of the year, when the Fed changed its forward 

guidance, where you can see a flatline in rates.  The market shoots straight up.  So, the market is clearly 

pricing in not only a soft landing, which means fairly robust earnings growth, or a very mild recession for 

the broader economy, but also lower rates.  We’ll touch on this a bit more later. 

 

Another huge driver for 2023 is the dollar.  

So, historically, and in normal cycles, the 

dollar is inversely correlated with 

commodity prices.  Why is that?  Well, 

commodities are priced in dollars.  So, all 

else equal, if the US is getting softer with 

policy relative to other places in the world, 

the dollar weakens.  Commodities are 

cheaper for everybody else, and those 

markets rally.  So, you can see the dollar 

initially kind of surged in value as a store of 

 
2 Basis points (bps) are a common unit of measure for percentages in finance. One basis point is equal to 1/100th of 1%. 
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value in 2020.  Commodities kind of fall out of bed, mostly related to the economic shutdowns.  Dollar 

weakens, weakens, weakens.  Commodities recover.  Pretty unusual here, where for most of 2021 and into 

early 2022, you saw commodities rally with a strong dollar.  I think there were some extraneous events 

there, not the least of which being Ukraine, but also a lot of inventory de-stocking.   

 

So, what happens here?  You see the dollar peak, but then basically, commodities flatline, where normally 

you’d expect commodities to inflect higher.  So, what might have broken this historical relationship where 

the weaker dollar or the weakening dollar should have helped, particularly in the fourth quarter here, where 

even as the dollar kind of fell off after that last Fed meeting, commodities sold off, too?  One of which 

obviously was the Strategic Petroleum Reserve (SPR), where we liquidated several hundred million 

barrels.  We also did not enforce or could not enforce sanctions on Russian oil.  We also did not explicitly 

enforce Iranian sanctions.  And we also did not enforce selectively Venezuelan sanctions.   

 

So, you had all of these regime states, for a lack of better word, not only producing well above where we 

assumed capacity was going to be, but liquidating inventories.  So, you had, again, the SPR, Iran, Russia, 

Venezuela liquidating all of their floating and known inventories to break down this relationship.  So, the 

question that I have for you and for investment implications is, can this happen again?  Obviously, the 

answer is no, so as we go into the next year, I think a lot of the levers have been pulled to basically suppress 

prices, and I would argue that all of these increases in interest rates have done nothing but suppress 

commodity prices without actually dampen the underlying economy or underlying inflation drivers.   
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So, this shows the actual effective overnight 

lending rate, which is Fed Funds, which is 

extremely similar to that SOFR chart I 

showed you earlier.  This shows you, 

obviously, the huge step function upwards, 

that ladder function higher.  Janet Yellen 

just declared mission accomplished, so you 

can see that green line, which is basically 

what the market is telling you through Fed 

Fund futures.  So, the market’s telling you, 

you know, this wasn’t updated for the latest 

data, but basically call it six cuts, so we would be going to be down to about 4% by the end of 2024.  The 

problem is, if you look at the Fed’s dot plot, which is their forward guidance, you’re closer to 5%.  So, 

somebody’s wrong here.  I would say the market’s pricing in the green line, while the Fed governors are 

telling you we’re going to be closer to that blue dot.  Obviously, there’s a lot of room in the middle, but 

politics will be very charged in this coming year, and it's going to be probably a tug of war between 

resurging inflation and employment, and I think that everyone knows that the Fed is probably going to 

choose employment, because we can’t afford to basically do anything greater fiscally in a true recession 

scenario.   

 

Here’s another one which shows you the 

major economies in the world today, which 

look at Euro Zone, US, and then in terms of 

emerging markets, you have China.  You 

have India.  And you saw prior to this box 

robust, fairly static growth well in excess of 

the developed world in China and India.  In 

the US and Euro Zone, we’re kind of 

muddling along.  A lot of volatility in these 

data series, as you kind of go through the 

pandemic and the pandemic responses.  

Obviously, China has had some issues, whether deleveraging and decelerating their economy at the same 
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time, and those tend to not really go well in tandem.  The Euro Zone and the US are correlated as ever.  

India continues to be fairly volatile, albeit robust growth.   

 

But again, if you really believe that monetary policy was driving inflation, and all of the experts at the Fed 

have accomplished their mission, you would not see this harmonization of economic activity and inflation 

data worldwide.  So, again, I think that the biggest variable here has not necessarily been monetarily policy 

and interest rates.  You’ve actually seen idiosyncratic factors that have had an outsized effect on 

suppressing commodity prices, artificially, in our opinion, which has kind of given the illusion of a 

mission-accomplished scenario.  Now, to be clear, we’re not calling for 8%, 9%, 10%, 12% inflation, 

certainly not in the near term.  You are seeing some moderation in used cars and other types of cyclical 

drivers, but obviously, I think that the biggest driver to underlying economic activity has been fiscal 

spending, but also corporations’ balance sheets are in great shape.  This was the most widely telegraphed 

rate-hiking cycle and slowdown in history.   

 

So, nobody got caught offside.  In 2007, everybody was levered up 20x thinking that the world was going 

to go on wonderfully forever.  Everybody in the world prepared for this, except for the US federal 

government, which didn’t term out their debt and lock in 2% long-term rates like every other person with 

common sense in the corporate world.  So, no surprise that the economy is actually fairly strong today.   

 

Okay, factors:  So, all those things I talked 

about earlier, what did that drive in market 

performance?  So, dark blue line on the top, 

you have your discretionary minus staples, 

so that’s basically your magnificent 7 and 

your ultra-high growth, minus your slower 

growth staples, 40% spread in performance 

year to date.  Lighter blue line, growth 

versus value.  This has been a recurring 

theme, where Peter mentioned, we have our 

story, we’re sticking to it, but 3,000 bp.  

Right when you thought you were actually kind of finally getting a little bit of value last year, boom, 30%, 

3,000 bps.  Red line, US continues to trounce emerging markets.  The Dollar is not a small factor there – 
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it’s almost impossible for emerging markets to outperform with the dollar strength, and then this is a little 

misleading, large minus small, because there was a huge low-quality rally in the Russell for the last few 

weeks of the year, but that’s the gray line, 1,000 bp for large minus small.   

 

So, we have outlined what we saw in 2023.  

We saw interest rates.  They were rising 

and tightening.  2024, almost definitely 

going to be lower.  The question is, how 

much lower?  Dollar strengthening, very 

hard to see it continuing to strengthen, or 

even maintain its value, particularly with 

utterly absurd Treasury issuance on tap, 

which we’ll touch on in a moment.  The 

global economy—it was a US story.  This 

year, hard to say, but a weaker dollar, could 

you see India, could you see the ASEAN3 bloc?  I mean, obviously, China needs to get its affairs in order.  

Allocations, you wanted to own growth.  You wanted to own US, tech, mega cap, some defensives.  Tough 

for us, tough for basically anyone not in the index, but looking forward, it looks like value, global, hard 

asset, small to mid cap, cyclical companies are attractive.  What’s the story for us?  Headwinds to our 

returns, tailwinds to our returns.  We’re not planning out the first week of the year, but it is hard to argue 

with, I think, these longer-term secular trends.   

 

Moving on quickly into the deficit story that Peter mentioned earlier, so the blue line (see chart on next 

page) shows you the annual budget deficits every year on the left axis that the US federal government has 

run.  So, you can obviously see that we had, call it reasonable, under $500 billion a year for most of that 

first 20 years up until the global financial crisis (GFC), when boom, we go to $1.5 trillion for basically 

three years, get us out of the GFC.  Never really got below half a trillion dollars, though, and we were still 

running, believe it or not, between 2014 and 2020, between half a trillion and a trillion a year.  So, that’s 

3%-4% of GDP, again, in an economic expansion.  Obviously, that blows out of the water to $3 trillion, 

 
3 Association of Southeast Asian Nations 
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to $2.5 trillion, even to this most recent year, 

close to $2 trillion, and unfortunately, for 

the next decade, the Congressional Budget 

Office telling us that we’re basically going 

to be running between $1.5 trillion to $3 

trillion of annual deficits every single year.   

 

Those gray bars show you the accumulated 

deficit, which basically goes directly onto 

the federal balance sheet by Treasury 

issuance, unless it’s sterilized by the Fed.  

So, again, go back to 2008, not horrible, you know, maybe $2 trillion.  Today, we’re at $20 trillion, so 

that’s 10x over that period.  And according to fairly sanguine estimates by the Congressional Budget 

Office, that $20 trillion is going to $40 trillion.  And guess what:  You are going to buy it, and you are 

going to pay a reasonable interest rate according to the Congressional Budget Office.  So, let me know if 

you are planning on doing so.   

 

This is money supply and CPI4.  So, again, 

M2 does run ahead of CPI over the longer 

term, but this is the money in circulation in 

the system.  A lot of people make different 

arguments about what the appropriate 

measure of money is.  People make 

arguments about the velocity of money, but 

basically, look at anything.  So, you look at 

M0.  Look at M2.  Look at M4.  That’s 

money in the system.  Obviously, it’s grown 

tremendously.  This goes back a decade.  So, 

 
4 The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a 
market basket of consumer goods and services. M2 is a measure of the U.S. money stock that includes M1 (currency and 
coins held by the non-bank public, checkable deposits, and travelers' checks) plus savings deposits (including money market 
deposit accounts), small time deposits under $100,000, and shares in retail money market mutual funds. 
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in the last decade, we’ve effectively doubled the money supply in the system, and yet, people are surprised 

that prices are up 30%.  Now, most of that rise was basically between 2020 and 2023, where 2,000 of 

those 3,000 bps came in.  So, a lot of people are calling an end to inflation by virtue of that blue line kind 

of flatlining.  So, again, this is rate of change versus aggregate change.  So, yes, you have seen a flatlining 

in M2.  I don’t think that’s going to last much longer.  But you’ve also seen a 60% to 70% increase in the 

money supply over this time period, a 20% increase in prices, and people are kind of calling victory.   

 

The other thing about CPI is, you don’t see that going down.  So, yes, the CPI growth rate is decelerating, 

but I think you’re seeing a mid-cycle pause, and again, is it going to go back to 10%?  Let’s hope not.  Is 

it going to get to 2%?  Probably not.  So, I think the Fed has already added language to some of their 

statements, where, are we going to be looking at more of a 3-4% as “the equilibrium going forward?”  

Probably.   

 

This is a chart going back to 1913.  This is 

calculated by the Federal Reserve, and 

again, this is the purchasing power of $1 for 

US urban consumers.  Basically, you’ve 

gone from 1,000 to under 20.  Obviously, 

that line has kind of flattened over time, but 

this is the system that we’ve basically seen, 

and we had a couple of wars in here on the 

lefthand side.  But this was also extremely 

robust, effective economic expansion with 

rising standards of living.  The problem, as 

you get to the right side, is that as you’re having declining purchasing power through your fiat currency, 

you’re not necessarily getting the tradeoffs in kind, which has kind of kept society together.   
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Now, back to Peter’s comments on 

valuation, this is the Shiller P/E5 ratio, so 

again, Richard Shiller at Yale University, 

he cyclically adjusts earnings.  Now, this is 

only run through September of 2003, so if 

you took this further back, that dotted gray 

line, which is the median value, would be 

far lower, but some people are arguing that 

we’re in a higher-valuation regime by 

virtue of lower, less-volatile growth, and 

lower, less-volatile rates.  So, even if we 

accept that, we have come down from kind of the obvious excess.  I mean, in hindsight, it was obvious at 

the end of 2022, where we were close to a 40 P/E, but today, we’re still sitting fairly elevated at about a 

32.   

 

Here, I think is really important.  And 

again, there’s a lot of ways to calculate the 

equity risk premium, but kind of a heuristic 

way to estimate it is to take the earnings 

yield on the S&P 500, so that blue line. So, 

that’s a trailing figure, and it’s GAAP 

(generally accepted accounting 

principles).  So, everyone who tells you the 

S&P’s trading at a 20 or 21 or 18x forward 

multiple, those are not GAAP-taxed 

numbers.  Those are Lala Land operating 

earnings for the S&P 500.  Go to the Standard and Poor’s website yourself.  You’ll see that those are not 

real earnings.  Those are bottom-up adjusted operating earnings, so if you take the real earnings, 1 divided 

by that gets you about a 4% yield.  So, trailing, call it 24 and change.   

 

 
5 The Price to Earnings Ratio (P/E Ratio) is the relationship between a company's stock price and earnings per share. 
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Ten-year yield on the US Treasury is the light blue line, 4%. The dotted gray line is our proxy for an 

equity-risk premium (ERP).  You can see going all the way back to ’03, so that’s the fall-out from the tech 

bubble, when earnings are obviously fairly depressed.  Since then, the only time that we’ve gone below 

parity with the 10-year Treasury was the global financial crisis, where again, you can see that blue line.  

Earnings just completely fell out of bed.  Today, you are in, again, fairly uncharted territory, where you 

can earn the same yield on a 10-year Treasury as you’re getting on the earnings yield on the S&P.  Now, 

yes, do you have to adjust the growth rate for the S&P?  Of course.  Do you have to factor in expected 

rate cuts?  But here’s the problem with the rate cut argument.  Right now, we still have a negative sloping 

yield curve, where long-term rates are below short-term.  So, imagine a world where we cut the overnight 

rate.  Let’s go crazy and say we cut it from 5% to 3%.  If we have an even remotely healthy yield curve, 

you’re still at a 4% on the 10-year Treasury yield in a positively sloping yield curve, so for all of the 

people that are playing duration names, whether it’s through real estate or other types of rate proxies, 

remember the shape of the curve if you’re going to go out there and try to take this rate risk.   

 

Also, valuation, very, very dangerous, 

unless you think that either that blue line is 

going to collapse or the light blue line is 

going to come flying down, or the dark 

blue line is also going to come down by 

virtue of earnings growth.  So, what does 

this mean?  And again, these are not our 

forecasts, but if you were to take that blue 

dot with the short green line, the higher 

one, if you were to go back to this 20-year 

median cyclically adjusted P/E ratio on the 

current earnings, you would have a 4,000, call it fair, value for the S&P 500, pretty considerably lower 

than where it currently stands.  Now, if we were to go to what has been a historic equity risk premium, 

and again, this Is a very generous equity risk premium calculation, because it’s run only over 20 years.  If 

you went back further, it’d be a bit higher.  This tells you, you should be getting 200 bps of yield on the 

S&P 500 earnings above the 10-year.  So, in other words, if the 10-year settles in at 3%, you should be 

getting a 5% yield on the S&P 500.  Inversion of a 5% is 20x.  So, again, in a crazy smoothing easing 

scenario, where the 10-year goes to 3%, a historic spread would mean that you’re at a 20x P/E, so you’re 
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already there, and you’re in a very robust growth environment.  That takes you to a 3220 S&P level.  Now, 

again, I would say these are very dire scenarios that kind of bake in fair — like they don’t bake in growth.  

They don’t necessarily bake in, but it shows you, you’re pricing in a heck of a lot of good.   

 

So, where else can you look?  You don’t 

want to own, I think, the big tech-heavy, 

richly valued, arguably moderating or no-

growth index.  This shows you oil and gold 

going back again about 20 years, inflation 

indexed.  So, remember when people were 

having panic attacks about oil spiking on 

the righthand side to the equivalent of about 

$250 in 2004 dollars?  Well, that was $400 

in equivalent terms in 2008.  Today, you’re 

at $150, so that’s basically a 50% growth 

rate over the better part of 20 years in real oil prices.  Gold, you know, obviously, when you have that 

other peak right there above $350, the lefthand side of the gray line, that was when you had the sovereign 

European debt crisis.  It went all the way back down to $1,000, and now we’re back to around 2,000.  

However, inflation indexed, we’re well below where we were in 2020 as well as 2011.  So, again, if you 

look at these hard assets, which have been stores of value and should be stores of value going forward in 

real, inflation-adjusted terms, I think there’s an argument to be owning these at a bare minimum to 

diversify from this.   
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Lastly, there is no risk premium.  So, look at 

the subtitle, “risk premium.”  Typically, 

when bad things are happening in the world, 

there is a risk premium for that to continue 

to happen or to escalate.  So, obviously, we 

can’t get into all of these things.  It’s a non-

exhaustive list, but this is the Council of 

Foreign Relations highlighting global 

conflict.  Obviously, you can see the 

Ukraine there.  But you can also see a cluster 

of yellow dots by the Red Sea, a little bit 

lower by the Gulf of Aden.  You can also see what’s happening with Yemen.  Sorry, the cluster of dots is 

up by Lebanon and Israel, Syria, et cetera.  Further lower, as you see, Yemen, down kind of on the Horn 

of Africa, as well as the Red Sea and the Gulf of Aden.   

 

So, typically, when these things happen, you see a risk premium.  There’s bombings in Iran.  There’s 

vessels that have to reroute all the way around the bottom of Africa.  No risk premium in anything in the 

market today.  It seems as though a tiny bit of expected bad news, so the other day, Saudi lowered their 

official selling prices.  Traders knew that.  Market decides to sell oil off a couple dollars yesterday, even 

though you saw escalation of all of these conflicts a little bit north of that region.  So, again, no risk 

premium for things that I think could unfortunately escalate.  Certainly, no risk premium for the supply 

and demand dynamics that we see.   

 

So, how is this whole cycle working?  High 

debt to GDP, continuing to spend 6% of our 

annual deficit, which is unequivocally 

adding to inflation and economic activity.  

That’s growing money supply, even though 

it’s moderated more recently due to 

quantitative tightening.  That’s rising price 

levels.  Again, we’re taking a pause in the 

overall cycle.  Higher rates, higher cost of 



 

18 
 

debt; go back to the high debt to GDP.  That means that their hands are tied.  They can’t really do this, so 

this is a vicious cycle for the market.  It is a virtuous cycle for hard assets, so that’s what you want to own 

with this fly wheel.  And if you show me any reason to believe that this isn’t going to continue in 

Washington, then please let me know. 

 

Lastly, let’s go back to this chart on the US 

dollar and consumer purchasing power.  

So, today, it is January 9th.  Potentially, 

some big developments in terms of other 

types of stores of value coming up in 

potentially the next day or two.  With that, 

I’m going to turn it back to Peter before we 

wrap up our slides. 

 

Peter Doyle:  Thank you, James.   

 

Obviously, everyone’s pretty well aware that there’s potential for the SEC to approve a spot Bitcoin ETF 

as early as tomorrow, and I think the market 

is kind of counting on that.  This is a slide 

showing where the wealth is being 

managed, and the potential for just a very 

modest move into Bitcoin, so just a 10 bp 

allocation from US wealth management 

platforms could add nearly $50 billion in 

market capitalization to that.  And you can 

go down the list, obviously bigger as you go 

through the global third parties and the 

global wealth.  So, you’re confronted with a 

situation where there’s potential rise in demand, significant rise in demand.  You’re going to have a 

scarcity shock that shouldn’t be a shock.  It’s known it’s going to happen in April of 2024.  And the 

world’s just waking up to this.   
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So, when you look back, when we started speaking about Bitcoin at the end of 2015, I think people thought 

we were a little bit bonkers.  But if you went back to 2011, when Bitcoin first hit $1, and if you wanted to 

buy a $2 million home, you needed 2 million Bitcoin.  Today, that $2 million home costs you about 46 

Bitcoins.  That scarcity is not something that the world is familiar with, and the traditional financial 

industry wants to basically use the leverage and do it in a way that they’ve done with all other assets prior 

to that.  I don’t think they have a full appreciation for what that scarcity’s going to mean, and there’s going 

to be a natural lending rate on Bitcoin, and that lending rate is going to be a true lending rate in the world, 

and that’s going to be the, kind of, the risk-free rate.  And I think most financial assets are going to 

ultimately be priced off of that, and that’s going to have implications for every other financial asset that 

you can think of.   

 

So, when I look at companies like Tesla and Amazon and Apple, nothing wrong with the businesses.  The 

valuations are just insane.  And what’s going to prick that bubble?  You have money flowing into ETFs, 

and it flows right into those names, and why should that stop?  It’s going to stop, because Bitcoin and the 

Bitcoin ETFs are likely going to be a siphon away from that.  And if that’s true, you can see a real deflation 

in the valuations for those companies. 

 

So, I know, James, we got a lot into kind of the macro stuff, and everyone who knows us really knows 

that we do it mostly bottom-up micro fundamental analysis on individual companies, and I want to stress 

that again.  We’re not making any big bets one way or the other about oil, interest rates, or anything like 

that.  We own great businesses that basically have great cash flow characteristics, and ultimately, that’s 

going to determine our results.   
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But here’s a schedule of the rewards for 

Bitcoin, going back from the time of its 

inception, which is just slightly over 15 

years.  In 2009, you were getting 50 

Bitcoins for every block that was validated.  

In 2024, in April of 2024, that’s going to 

drop down to 3.12, so you have roughly 

19.6 million Bitcoins outstanding.  And 

over the next 100-plus years, to 2140, 

you’re going to only have about 1.4 million 

coins that are ever going to be released.  

And that scarcity is going to have 

implications, and people are going to desire that, so it’s not inconceivable to us that that $2 million home 

is going to be able to be purchased with a fraction of a Bitcoin some time in the future.  And again, there’s 

no such thing as a sure thing, but this is something that we said, let’s quantify our risk or let’s take a very 

modest amount of risk, at the time.  Let it play out.  If this comes to pass, which it seems to be coming to 

pass, and again, I usually say that the financial industry is going to usher it in, despite the fact that they, 

not too many years ago, they were saying how it was hated and a fraud and a Ponzi scheme, et cetera.  

Now they’re basically tripping over each other to get involved with it and have their customers be 

involved.  So, it’s going to be an interesting time over the next several months. 

 

Chris Bell:  Thank you very much, Peter.  Thank you, James.  Great job.  I’m sure the slides are going to 

be of interest to people, so if you’d like to get a copy of the slides that were produced by James and Frannie 

and Brandon, please reach out to your HRC rep or to one of us.  We’d be glad to send them to you.   

 

Peter, I’ve got a few questions, and James, I’ve got a few questions that are from the field.  And while I’m 

asking those questions, if you have a question, if you’re in the audience and you have a question, please 

send it through the webinar.   

 

First and foremost, I just got this from somebody.  How are you going to invest in Bitcoin when there are 

13 ETFs and you also have the ability to buy Bitcoin and hold your keys and do all of that?  Do you have 
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any preference?  I mean, the question specifically is, are you going to see a mass exodus from GBTC 

because of the 1.5% fee? 

 

Peter Doyle:  So, we discussed this yesterday on our investment committee meeting, and you know, 

GBTC or Grayscale has made the calculation that at that price, 1.5%, which is well in excess of the 

competitors, people are not going to take the gains that are already embedded in their holdings.  I think 

it’s a poor calculation.  I think they need the money and the cash flow that that fund is going to provide 

them to get themselves out of sort of trouble that the current company has.  You know, when other ETFs 

start trading, if there’s another viable option that’s at a much lower price that’s providing a similar product, 

then new money would go into those other products.   

 

Chris Bell:  Right, right, that’s kind of what I thought.   

 

James, got a couple of questions for you from the field.  How is the strategy going to perform if there is a 

recession vis-à-vis the royalty companies versus like, producers or something like that, given the capex.  

What do you think? 

 

James Davolos:  Yeah, and I think this touches on why business models and fundamental work matter 

from a bottom-up level, even though I was addressing a lot of top-down variables that were influencing 

our performance. but it matters what the nature is of the recession, and so one thing that has been really 

interesting is that if you look back, there’s a heuristic that in a recession all commodities just get obliterated 

because consumption goes down.  That is completely at odds with the data.  So, if you go back through 

the last 20 recessions in the United States, oil consumption actually was flat or rising in all except for 

inflation-driven recessions.  So, obviously, you had one with the OPEC oil embargo and another with the 

Iran-Contra crisis or 2008 and 2020.  So, unless it’s an inflation-driven but wildly spiked recession, a 

global financial crisis or a global pandemic, consumption has actually grown.  In fact, in most of those 

scenarios, growth in non-OECD countries grew regardless, obviously not during the pandemic, but my 

point is, is that it all depends on the nature of the recession.  I think that we’ve already destocked.  I think 

we’ve already liquidated inventories.  And so, absent an absolutely catastrophic globally coordinated 

recession, where consumption declines worldwide, then I think that we can see a scenario where this looks 

a bit more like the ‘70s, so there’s a stag-flationary recession.   
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You also have a lot of bids out through government funding, with the CHIPS act, as one example.  

Europe’s got a lot of the same policies that are net-positive demand for industrial metals, and then again, 

things go bad, people tend to want to own gold and precious metals, and lastly, is you’re seeing more and 

more weather events.  I mean, obviously, it’s an El Niño year this year, which I’m not sure many people 

fully appreciate, but more food disruption.  So, add all of those variables.  I think that we’re fairly confident 

in the underlying drivers.  But then again, look at the businesses themselves that are earning 60% to 70% 

operating margins at what now is probably more of a trough in the cycle.   

 

So, if you go back to those factors I showed you earlier, where you had cyclicals, you had small, you had 

value all getting pummeled last year.  Imagine a scenario where the fundamentals shine through, and then 

you start getting a benefit of small, benefit of value, benefit of cyclical.  We think that a bare minimum 

should show a very nice diversification impact and hold up very well, if not profit, in that type of a 

recessionary scenario, which lastly, without being too long-winded, what are they going to do if we do 

have a recession?   

 

Chris Bell:  They’ll lower rates, right. 

 

James Davolos:  Yeah, we’re spending $2 trillion right now during an expansion.   

 

Chris Bell:  Thanks, James.  You touched on it a little bit.  Can you talk a little bit more about the risk 

premium in commodities?  Because it seems to me that they’re, like you’ve said, there are so many 

hotspots in the world.  It doesn’t seem like there’s much risk premium, if any, in commodity prices.  And 

it seems like, you know, you talked a lot about physical supply in the past.  Is physical supply still just as 

tight? 

 

James Davolos:  So, there’s a few ways to look at it.  I think you need to look at what daily production 

and consumption is.  You see that in inventory numbers worldwide, whether they build or draw.  So, 

there’s two deltas.  There’s, what are the absolute inventory levels, and then, what is the rate of change?  

Today, we are seeing extremely low inventories, but that’s mostly because the SPR has been drained.  If 

you remove the US SPR, inventory levels are probably somewhere around mid-cycle.  So, a lot of people 

debate, is the SPR, should it be included in global commercial inventories?  Probably not.  You know, 

right now, the Biden administration is refilling 3 million barrels here and there after draining 3 million 
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barrels, so it doesn’t look like that’s going to be a variable, but I would say also the less visible inventories.  

So, in countries where it’s not as well reported or floating storage or companies that are under terrorists, 

I think a lot of that’s been liquidated.  So, if you were to adjust global inventories, I’d say they’re definitely 

on the low side.  Right now, we’re in a seasonal situation where inventories tend to build.  So, I think the 

market needs to get a sense of where we’re at in terms of inventory growth trajectory on a seasonally 

adjusted basis.   

 

One other thing that you can look at, though, is refining margins and prompt spreads.  So, going back to 

the risk premium comment, in a world like today, you should see a fairly high premium for delivery of 

barrels today, also because you have very high financing costs, which is part of the liquidating narrative.  

So, you would think, okay, we should have a higher price to get a barrel delivered, because there’s a risk 

premium involved in securing supply, notwithstanding very high funding costs, which typically result in 

contango, where barrels further out for delivery trade higher.  By our math, there is currently almost a 

non-existent risk premium across almost the entire commodity complex.  And again, that’s based on 

relative inventories, where supply and demand is, and what outlooks look like.  Something like copper, it 

seems like the whole world is scrambling to get copper.  A mine that produces 1.5% of global supply has 

come offline due to strikes, yet, these prices don’t move.  So, I think it’s not a function of if.  It’s a function 

of when.  And I think you can get a lot of underlying tailwinds to a lot of the underlying assets that we 

own. 

 

Chris Bell:  You just touched on it, exactly one of my next questions, which is the Franco-Nevada mine 

in Panama.  Did you have any sort of an update on that or, I mean, I know you’ve talked to me about it 

and just said that you thought that it was going to reopen at some point, that it made no sense, because 

there’s so many jobs tied to it.  Did you have any other thoughts on that? 

 

James Davolos:  Right now, the politicians are claiming it’s indefinitely closed, so this is a mine in 

Panama that employs 60,000 to 100,000 people indirectly.  I think it’s 5% to 6% of GDP.  It’s almost all 

of their net exports.  So, for some reason, people protested what was a very generous royalty agreement 

with the mining operator, First Quantum.  I think you’re going to see counterprotests, as people realize 

they don’t have jobs, and the country is basically collapsing under its own weight.  Again, these things 

sound great when somebody’s probably rallying people to demand a mine closure because of a foreign 

mining entity and potential environmental issues, but then, when you see the actual real-world 
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repercussions, I think that the populace — and right now, the government is completely yielding to 

populists.  It was a valid contract that was vetted through the entire Congress of Panama.  There were riots 

in the streets.  There’s an election coming up, and so they basically caved and basically went back on their 

word.  There could be as much as a $60 billion settlement in favor of First Quantum, so again, you would 

think that there’s going to be pragmatism, but I think during an election cycle there will be none, so maybe 

after that’s clarified, and maybe people start protesting in the other direction, you’ll see something there.   

But again, go back to that global conflict chart I showed.  There’s a lot of disruptions in the world, and 

the world is pricing in almost absurd Goldilocks assumptions for valuations and growth and lack of risk 

premium and rates. 

 

Chris Bell:  And given where Franco’s trading now, it’s 25-plus percent off its high, so that’s probably 

in the price of it at this point, right, wouldn’t you assume? 

 

James Davolos:  By most people’s estimate, Cobre Panama was anywhere from, call it, 20% of Franco’s 

NAV, and so they’ve traded down more than 25% relative to gold and their peers.  So, that would say that 

this mine has priced effectively at zero in their portfolio today. 

 

Chris Bell:  Okay, thanks, James.   

 

We’re getting close to the hour, so Peter, do you have any final thoughts? 

 

Peter Doyle:  No, again, James did a great job.  I would say that the biggest change for us as an 

organization, and we have it frequently on our Monday investment calls, is that when we first entered this 

business, you used to think about micro and macro issues and other things like that.  It’s become much 

more, you need to pay attention to budgetary issues.  You need to know about the money system.  You 

need to know about the intelligence community to make informed decisions.  And I think Murray has 

really led the way in that regard, and I think you’re starting to see it play out in investments in a way that 

I don’t think most people appreciate, but I think we’re in good standing with that. 

 

Chris Bell:  Okay, thank you.  Once again, I’d like to remind everybody that this call has been recorded, 

so if you had to miss it or had to miss a portion of it, the replay will be available soon.  Fact sheets should 

be available in a couple of weeks for year end. Since 1996, and even since 1999, when the Paradigm and 
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the Small Cap were first started, only a handful of years have we underperformed the market.  And in 

those years, it was almost always a good time to purchase, given performance in the ensuing years.   So, 

we hope you’ll take a close look at our mutual funds.  Also, take a look at our ETFs.  Go to our website 

under “products,” and look at the various ETFs as well as mutual funds.  And thank you very much for 

your time today.  And with that, we’ll sign off. 

 


