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Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD 

2019   0.1% 0.3% 4.3% -4.2% 0.1% -0.1% 0.9% -4.1% 7.5% 6.0% 10.5% 

2020 -6.2% -2.0% 2.5% 12.4% 3.6% -6.6% 19.6% 12.1% -3.0% -7.1% 2.8% 14.5% 46.0% 

2021 1.1% 3.5% -0.5% 6.3% 19.5% -3.2% 4.0%      33.1% 

 

• The Cypress Fund returned -3.2% in June and 4.0% in July. Year-to-date returns are 33.1% net 

of fees. 

• We think markets could be choppy in the coming months because of macro and technical 

risks. As a result, we have raised cash levels and increased hedges. 

• At the recent Fed press conference, Jerome Powell shares his definition of “transitory” 

inflation. In Powell’s opinion, high prices are here to stay. 

• 29 new investors joined us in August via a security token offering (STO). We discuss our 

second security token offering on ADDX.  

 

Dear fellow investor, 

 

The Cypress Fund returned -3.2% in June and 4.0%1 in July. Year-to-date, the fund generated net returns 

of 33.1%. Financial markets made modest gains in both months, however there were periods of 

weakness that increased portfolio volatility. While we weathered the past two months safely, we are 

concerned that there may still be more volatility ahead of us.  

 

In the first section of this note we explain why we are concerned. On a macro level, there are a number 

of headwinds facing investors, including a resurgence in COVID infections, China’s crackdown on various 

sectors and even potential military conflict in the Middle East. On a more technical front, we also see 

signs of trouble. The second section touches upon inflation and how the Fed’s definition of “transitory” 

may not be what you had in mind. In the last section, we discuss our recent ADDX token offering and our 

hope to serve an even more diverse group of investors in time to come.   

 

I) Investing in the Time of COVID 

 

In our 2020 Year End Investor Letter published in January, we shared our bullish outlook for 2021, which 

was largely driven by investor optimism, strong and improving corporate profits and accommodative 

Central Banks at that time. However, we concluded this bullish stance with a few words of caution: 

 

Honeymoon Period for Markets until Vaccine Rollouts? 

 

We also see the possibility of a honeymoon period over the next six to twelve months when 

markets can bask in the warm glow of announced vaccines without having to face the reality of 

what life could be like after we achieve herd immunity. In Singapore, the government has 

secured enough doses for citizens and long-term residents and the first vaccinations took place in 

December. Still, it will take at least until the third quarter of this year before the entire 

population can be vaccinated. Elsewhere, it will take more time. Ironically, we think that the 

longer it takes to roll out vaccinations in the developed world, the better it is for risk assets. 

Recall that the enthusiasm that greeted the Pfizer/Moderna vaccine announcements was in part 

https://e9ab8f62-f904-4437-aa39-c609b40b9307.filesusr.com/ugd/203a8c_8200ab43497446329c40d5d671bc36ce.pdf
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due to the hope that we can finally return to life before Covid. As long as vaccinations are still 

being rolled out, it remains plausible that the economy can pick up where it left off and this hope 

can keep markets buoyed. However, once a large percentage of the population is inoculated, 

reality will put this belief to the test. How markets will react is anybody’s guess. 

 

Most developed nations have successfully inoculated a large percentage of their population; here in 

Singapore, 70% of the population is fully vaccinated, increasing to 80% by early September. Despite high 

vaccination rates, reality is now challenging our earlier optimism about life returning to normal. Are 

vaccines as effective as promised; will we achieve “herd immunity” soon; can we finally put Covid 

behind us? The answer is all these questions is a resounding No. Israel may enter lockdown again in 

September as they are experiencing a resurgence of the Delta variant. China will be testing all 12 million 

residents of Wuhan after new infections were detected. While this does not mean that we will see a 

replay of March 2020 for financial markets, we are more worried now than at the start of the year. As if 

this were not enough, we see additional macro headwinds: 

 

• China’s recent crackdown on Technology and Edtech Hang Seng Tech Index is -15% in the past 

month, and -40% from the highs.  

• Risk of military escalation in the Middle East Recent comments from Israel, US and UK all finger 

Iran as the culprit for drone attack on a tanker, paving the way for coordinated strikes. 

• US fiscal stimulus likely to disappoint The American Jobs Plan had earmarked upwards of US$ 2 

trillion in infrastructure spending; the current bipartisan framework proposed has reduced this 

to US$ 600 million. Democrat-sponsored reconciliation bill also likely to disappoint. 

• Seasonal Weakness August and September are historically the weakest months of the year. 
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Away from fundamentals, market technicals are also flashing yellow (if not yet bright red). The chart 

below compares the stocks in the NYSE Composite Index to an indicator that often bodes short-term 

weakness in the index when it rises over a threshold. The indicator is currently at an elevated level. 

Other tactical indicators that we track are also telling the same message, urging caution.   

 

 
 

In a way, financial markets resemble human beings. When we are young and healthy, we can endure a 

barrage of physical, bacterial and viral assaults with nary a scratch. As we get older and especially if our 

immunity is compromised, even the mildest bug can floor us. At this juncture, while we do not know if 

financial markets are long in the tooth, we do think that its “immunity” (technicals) is weaker than 

before, and the likelihood of “assaults” (fundamental headwinds) has gone up. As such, we are 

maintaining higher cash balances (>20%) as well as hedging a larger portion of the portfolio (~50%). We 

still like the prospects of the companies we own, but tactically speaking, we will be advancing more 

cautiously until the obvious headwinds subside.  

 

II) Is Inflation Transitory and Does it Matter? 
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In recent months, inflation has been much higher in the United States than previously experienced. Not 

since the early 90s has core inflation (measured using the CPI or Consumer Price Index) exceeded 3% 

and now we have had three consecutive months above that (Apr: 3.0%, May: 3.8%, June: 4.5%).  

 

The Federal Reserve and its staff have communicated numerous times that they believe this inflation is 

“transitory”, implying that there is no need to adjust monetary policy despite the high numbers. Not 

surprisingly, much ink has been spilled trying to decipher what exactly “transitory” means. Fortunately, 

we have the definitive answer from Chairman Jerome Powell in his recent press briefing (i. Video - 

question starts at 35:40 mark ii. Transcript):   

 

CHAIR POWELL: The concept of transitory is really this: It is that the increases will happen. 

We're not saying they will reverse. That's not what transitory means. It means that the 

increases in prices will happen, so there will be inflation but that the process of inflation will 

stop… When we think of inflation, we really think of inflation going up year upon year upon year 

upon year. When you have inflation for 12 months or whatever it might be… then you have a 

price increase, but you don't have an inflation process. If it doesn't affect longer-term inflation 

expectations, then it's very likely not to affect the process of inflation going forward. So what I 

mean by transitory is just something that doesn't leave a permanent mark on the inflation 

process. Again, we don't mean, I don't mean that, you know, producers are going to take those 

price increases back. That's not the idea. It's just that they won't go on indefinitely. 

 

One online commentator summarized Powell’s comments with the following doodle: 

 

 
 

Arguably, this is too simplistic a view. I believe Powell is saying that inflation psychology is more 

important than one-time, non-persistent spikes. So long as inflation expectations (psychology) remain 

contained, and for the time being they are, there is no cause for concern and hence no need to tighten 

policy. However, should price spikes start affecting expectations (psychology), they will react.  

 

 

 

 

https://www.youtube.com/watch?v=NJu1c83oK_o
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20210728.pdf
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What the doodle’s artist got right, and where it affects us as investors and consumers, is that price hikes 

(already or soon-to-be announced) are probably here to stay. There are numerous examples: 

 

Chipotle – Chipotle Mexican Grill is raising its menu prices by as much as 4% in order to offset 

the cost of increased employee wages 

ConAgra – CEO Sean Connolly said fiscal 2022 costs are now seen as being materially higher 

than originally anticipated 

General Mills – Expects total input cost inflation of about 7% during the current fiscal year. The 

company also sees higher costs associated with securing incremental capacity and logistics.  

Constellation Brands – CFO Garth Hankinson said they expect significant inflation headwinds to 

ramp up during the second half of our fiscal year. 

Harley Davidson – Indicated prices will continue to rise with inflation and that materials such as 

aluminum and lumber costs saw the biggest inflationary increases. 

Hasbro – CEO Brian Goldner says that rising input and freight costs in the business is forcing 

Hasbro to raise its prices globally to offset the rising costs. 

Proctor & Gamble – Cited rising costs for raw materials, such as resin and pulp, and higher 

expenses to transport goods.  

USPS – General mail products will see average price increases of about 6.8%. Costs for 

magazines, newspapers and catalogs will rise by 8.8%.  

Whirlpool – Set a 12% price hike to offset inflationary costs. 

 

And this is happening across the board. Breaking down the CPI into its four principal components, we 

notice that all of them show higher year-on-year prices. 

 

 
 

And if you think that housing (as measured by ‘Rent of Shelter’), which is a large component of CPI, will 

put a lid on CPI, think again. As you can see, rentals prices are going up across the entire United States 

and will probably add to, rather than subtract from, CPI in the months to come.  
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Before we conclude this section, I wanted to share a piece of trivia about the CPI. You can draw your 

own conclusions.  

 

The Consumer Price Index is constructed using the prices of an average basket of goods and services 

consumed by a typical household. There are many inputs to the index but financial market participants 

generally pay attention to two aggregate numbers, namely “headline” and “core” inflation. Headline 

inflation measures the change in the entire CPI, while core inflation, which the Fed says is more 

important, excludes food and energy prices. It always struck me as odd that the more relevant CPI 
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number excludes food and energy, so this recent article by Stephen Roach, who worked at the Fed in the 

1970s under chairman Arthur Burns, shed some light. Quoting: 

 

When US oil prices quadrupled following the OPEC oil embargo in the aftermath of the 1973 Yom 

Kippur War, Burns argued that, since this had nothing to do with monetary policy, the Fed should 

exclude oil and energy-related products (such as home heating oil and electricity) from the 

consumer price index. The staff protested, arguing that it made no sense to ignore such 

important items, especially because they had a weight of over 11% in the CPI. Burns was 

adamant… 

 

Then came surging food prices, which Burns surmised in 1973 were traceable to unusual weather 

– specifically, an El Niño event that had decimated Peruvian anchovies in 1972. He insisted that 

this was the source of rising fertilizer and feedstock prices, in turn driving up beef, poultry, and 

pork prices. We gulped and followed his order to take food – which had a weight of 25% – out of 

the CPI. 

 

Whatever the Fed, the media or pundits may be saying about inflation, it behooves us to think about 

how inflation has already affected us (especially in our daily lives), and how it will affect us going 

forward (our savings). All signs point towards “stuff” getting more expensive and staying more 

expensive. In our opinion, the case for investing in real assets is clear.  

 

Welcoming 29 New Investors via ADDX 

 

In July, we also worked with ADDX to raise funds in the form of a security token offering (roadshow 

replay). Thanks to ADDX, we are welcoming 29 new investors to the Cypress Fund this month. To our 

new investors, greetings! We hope these notes will shed some light on our investment process and also 

be helpful in your investing journey.  

 

Some of you may know that this is already our second token offering with ADDX and we are grateful to 

be able to work with them to raise funds from investors who may not otherwise be able to access the 

fund. As background, ADDX is a platform that offers accredited investors access to private investments 

that may be hard to come by or be too costly to due diligence. To date, they have dozens of offerings 

ranging from fixed income products to private equity funds and of course hedge funds like ours. In 

addition, the platform also serves as an exchange facilitating the secondary trading of investors’ tokens, 

giving investors better liquidity than they otherwise might have.  

 

Besides the money raised, we are glad to be able to serve a wider audience than we would be able to do 

by ourselves. I like to believe that success and satisfaction is not merely financial, but also a function of 

the number of people we can positively touch. One day, I hope to be able to offer our fund to retail 

investors as well and this is a start. As for how scalable this strategy might be, I remind myself every now 

and then to re-read Paul Graham’s article, Do Things That Don’t Scale. I trust this will be an eye-opening 

read for you as well.    

 

 

https://www.project-syndicate.org/commentary/fed-sanguine-inflation-view-recalls-arthur-burns-by-stephen-s-roach-2021-05
https://addx.co/en/
https://vimeo.com/577500795/375b945e70
https://vimeo.com/577500795/375b945e70
http://paulgraham.com/ds.html
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Conclusion 

 

After a strong start to the year, our portfolio gave back some gains in June, before recovering them in 

July. Alas, we do not think we are out of the woods quite just yet. We are headed into the weakest 

months of the year amidst a backdrop of fundamental headwinds and we would not be surprised to see 

volatility pick up in the coming weeks and months. In light of this, we have raised cash levels as well as 

the proportion of index hedges; we hope it won’t be too long before we are able to bring news of 

calmer weather.  

 

To end on a more positive note, I have been following the developments around the Novavax vaccine 

and there is cause for cheer. The latest North American trials for Novavax produced efficacy rates of 

90% against a broader set of variants (while Pfizer and Moderna efficacies were measured against the 

original strain) with purportedly fewer side effects. Its lower expected price-per-dose and use of more 

traditional methods could also mean greater take-up rates, especially in developing countries. Much is 

still in the air, but I am optimistic that human ingenuity will help us overcome this invisible foe. There is 

yet much to be hopeful for! 

 

 

 

 

 

 

Sincerely, 

 

 
 

Yongchuan Pan 

10 August 2021 
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Theme Thesis Upside Risks 

Nuclear/Uranium  Growing acceptance of nuclear as source of carbon-free 
energy 
 Growing demand and falling supply for uranium  
 Priced below marginal cost of production 

100-500%  Larger amounts of secondary 
inventory than expected 
 Another Fukushima 

Shipping  Extremely favourable supply dynamics for tankers and LPG 
vessels (old fleet, few new build orders) 
 Stocks trade at discounts to depressed NAVs with large 
dividends (>10%) 

100-200%  OPEC+ production cuts 
 Recession 

Basic Materials  Adriatic Metals trading at substantial discount to NPV 
 Heavy insider ownership with likely takeout by current 
shareholder 
 Leverage to silver price without paying for it  

50-300%  Country risk 
 Construction risk 
 Lassonde curve 

Computing Power  Surging chip and tin consumption due to increasing 
demand for compute – automobiles, IoT, defence  
 Demand not priced in at all at current multiples; huge 
exploration upside for free 

50-200%  Recession 
 Idiosyncratic company risks 

Precious Metals  Protection against inflation and fiat debasement 
 Under-owned by official sector/central banks 
 Potential alternative to bonds – producers trade at high 
and growing free cashflow yields 

100-300%  Strong economy with low inflation 
 Regulatory risk 
 Challenge from crypto 

Clean Energy Transition  Climate change is driving energy transition; this shift to 
cleaner energy will rely heavily on electrification 
 Own highest quality copper producers levered to higher 
prices with exploration upside 

100-500%  Recession 
 Idiosyncratic company risks 

Oil & Gas  Energy transition will take longer than expected; fossil fuel 
use will remain for decades to come 
 Own producers and mineral rights owners pricing in much 
lower crude oil and natural gas prices than in the market 

50-200%  Recession 
 Regulatory risk 

Farmland  Growing demand for food and improving productivity 
driving higher yield for farmland and hence valuations 
 Overlooked asset class, 20-30% discounts to fair value, 
dividend-paying  

50-150%  Recession 
 Poor harvests / climate anomalies 

Financing  Own equity in structured financing vehicles 
 Substantial upside with very limited risk 
 

50-100%  Opaque and hard to analyze 
 Narrative too complicated for most 
investors  

    

 


