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Continued low interest rates, unusually high option market activity, and expectations for a COVID-19 
vaccine provided support for the markets across all sectors in August.  The business for most 
technology and biotech holdings remain favorable, but we keep a sharp eye on stretched valuations 
in some holdings and a looming correction in the market.  We expect the months ahead to be 
bumpy, but remain bullish for the second half of the year.  The fund has material exposure to the 
economy reopening as well as nascent opportunities in electric vehicles and more traditional service 
companies transitioning from private to public companies, which gives us upside outside of the 
broader market direction.      

 

  



 
 

Market Moves 
During the current global pandemic, we continue to see the biggest investment opportunities in 
Healthcare, Biotech and Technology companies.  As the world struggles to cope medically and 
quickly begins to adjust to a new normal where daily work, shopping, and entertainment happens 
at home, these activities require a new level of internet access, security and collaborative 
applications.   Despite many of the uncertainties in the economy right now, the general direction of 
the market is positive.  However, our cash position remains strong as we anticipate lots of volatility 
in the second and third quarter and will continue to add positions where we see the most long-
term value.  
 
Fund exposure to China  
Crystal Waters Partners held no long positions in Chinese companies during the month of August.  
We find the market less transparent and the geopolitical climate far too risky for our limited 
partners money despite some good companies.   

  



 
 

Notable Holdings and Developments 
 

 

NVIDIA pioneered graphic processing 
unit (GPUs) and Accelerated 
Computing and is fast becoming one 
of the most important semiconductor 
companies in the world.   As 
processing power needs increase at 
data centers, in super computers, 
personal devices, cars, and gaming 
consoles, the need for accelerated 
computing chips and platforms has 
never been greater.  Nvidia is a fabless 
semiconductor maker, which means 
that they design semiconductors but outsource manufacturing to partners. This approach reduces 
the company’s capital expenses, facility footprint and employee head count that would be required 
to house and operate all the manufacturing equipment required to make their chips. 

Our shares have rallied in August on the back of several price target increases from significant 
analysts.  Bank of America came in with a street high of $650, just shy of our own price target of 
$663.  BofA noted the strong sales of GeForce and a special event, in which the company 
introduced three new, Ampere-based GeForce RTX 30 Series GPUs, noting that the new chips "offer 
up to 2x the performance and 1.9x the power efficiency over the previous Turing-based generation.” 
CEO Jensen Huang spoke from his home in Silicon Valley and stated confidently, “If the last 20 years 
was amazing, the next 20 years will seem like nothing short of science fiction”.  JPMorgan analysts 
were also optimistic, saying that they "believe the company is well-positioned to grow its installed 
base of gamers (200M+) within a total market of 1.5 billion PC gamers." 

We like that Nvidia operates in four key market segments, Gaming, Data Center, Professional 
Visualization and Automotive.  Each category is set to grow significantly over the next decade and 
Nvidia is the leader in each.   

• Gaming 
Nvidia’s GeForce product is the world’s largest gaming platform with over 200 million gamers 
using GeForce products.  GeForce is #1 in PC gaming with more than 3 times the revenue of the 
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other major competitors.  Nvidia currently powers the Nintendo Switch Console and is expanding 
the market size with gaming laptops and cloud gaming.  For the past four years gaming revenues 
have grown at an 18% CAGR. 

• Data Center 
Nvidia boasts every major cloud computing provider as 
a customer.  In 2005 Nvidia had almost no presence in 
the data center developer market, today the company 
has over 2 million developers utilizing Nvidia products.  
We bought our position in Nvidia because of the 
potential for growth in their data center business and 
we have not been disappointed.  Over the past 4 years 
Nvidia’s data center business has grown at a 72% 
CAGR.  Nvidia’s semiconductor also power 
supercomputers and are found in 8 of the top 10 
supercomputers.  Some of the most important break throughs in vaccine development for 
COVID-19 have come from supercomputers that are running Nvidia semiconductors. 

• Professional Visualization 
Nvidia’s Quadro graphics cards power this category which is mainly workstation graphics like 
those used by architects, engineers, scientists, and product development.  Over 40 million 
designers and creative professionals rely on Nvidia products for accelerated rendering, 
simulations, scientific visualizations, virtual reality and data science applications.  Over the past 4 
years this segment has produced a 13% CAGR.   

• Automotive 
Nvidia DRIVE is a complete autonomous computing platform about the size of a license plate.  
Nvidia is now partnered with Toyota, Mercedes-Benz, Volvo, Continental, Didi, ZF, Xpeng and 
TuSimple, the San Diego and Arizona based autonomous freight network that’s developing a way 
to bring self-driving semi-trucks to market.  Over the past 4 years the automotive segment has 
delivered 22% CAGR. 

 
Nvidia will remain a long term holding for Crystal Waters Partners and we’ve raised our price target 
to $663.00. 
 
 

 



 
 

   

Simon Property Group is a contrarian 
investment that looks forward several 
months, or even quarters, to the re-
opening of a post COVID-19 world.  
Simon Property Group is a real estate 
invest trust (REIT) and a global leader in 
premier shopping malls, dining, 
entertainment and mix-use 
destinations that span North America, 
Europe and Asia.  Simon has the largest 
footprint of retail space in the world 
with more than 230 properties and 190 million square feet of retail space and focuses on top-tier 
locations.  Of the top 10 revenue generating malls in America, Simon owns 5 of them. 
 
The global pandemic forced the closure of nearly every property in the SPG portfolio and the stock was 
down over 54% when we began acquiring shares.  However, the stock is up 52%+ from the March lows, 
but is still only selling at 11.92 times earnings, or roughly 2.5 times cheaper than the S&P 500 market 
multiple of 30.78 times.    Retailers are obviously hurting and many might not make it, but top-tier 
landlords will continue to attract the best retailers, whomever they are.  In-store retail is also becoming 
more focused on the consumer experience, which makes having high-quality and unique locations that 
much more important.   Simon Property Group has been hit hard, but its situation can’t get much 
worse and is now presenting a great value at a time when many other stocks are significantly 
overpriced.    We also like being paid the 7.70% ($5.20) dividend to wait, which we will be automatically 
reinvesting into additional shares of SPG. 
 
Concerns for SPG have focused on large failing tenants such as JC Penney, Sears, and J Crew, and 
others.  SPG needs to negotiate retail assets away from these retailers, but these challenges were 
known and underway prior to COVID-19.  There was always going to be a rotation of SPG’s tenants, and 
from our view, the pandemic will just accelerate this process.   Simon has been quiet about 
negotiations with J.C Penny, but JCP management has stated they haven’t been able to find a buyer or 
negotiate themselves out of their obligations, suggesting that Simon isn’t going to take a big loss and 
expects the leases to be paid by creditors.  SPG is also in negotiations with Amazon to convert a 
number of Sears stores into local fulfillment centers.  Due to zoning regulations we would expect those 
to be a combination of retail and warehousing fulfillment and could be a significant source of new jobs 
in local communities.  Given the size of Sears stores, there may be room for Amazon’s small footprint 
grocery stores which we think would further support local communities and diversify revenue streams 
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for Simon Property group.  While tenants going out of business is never good, we’re less concerned 
about the failed retail stores since the impact is likely minimal, and the successful stores are doing 
better and continue to expand and seek real-estate with premium landlords like Simon Malls. 
 
Customers of premium malls are less effected by economic down turns and have shown a willingness 
to get back to shopping.  Simon malls feature high end stores, the mall mix is frequently updated, and 
tend to be more experiential and cater to more affluent shoppers than traditional malls.   
 
Stanford Mall in Palo Alto, CA, 
Northern California’s premier open-
air shopping and dining destination, is 
a prime example.   
 
The Center, like most of SPG’s 
properties, is situated in an affluent 
community with high discretionary 
spending and is home to large 
thriving department stores like 
Bloomingdale’s, Tiffany, Nordstrom, 
Neiman Marcus, Tesla and more than 140 world-class specialty stores, ranging from luxury brands to 
local favorites as well as a high-quality mix of restaurants and cafes from Fleming’s Prime Steakhouse & 
Wine Bar, P.F. Chang’s China Bistro, True Food Kitchen and The Melt.  The mall has breathtaking 
gardens, sculptures and fountains which accent the garden environment that people come from all 
over the world to see, and like most SPG properties, the experience is as important to shoppers as are 
the stores themselves.  
 
Our short-term thesis is that the company has a strong balance sheet to weather the pandemic and 
customers of premium malls are less effected by economic down turns and have shown a willingness to 
get back to shopping, even using curb side pickup to get products from Ulta, Nordstrom and others.  
Long term, we think SPG malls’ high-end stores, mall mix that’s frequently updated, and experiential 
nature will enable the REIT to thrive on the other side of the COVIS-19 pandemic.    
 

  



 
 

Economic Outlook    
Markets grinded to new all-time highs as a few cloud software companies reported earnings and 
once again demonstrated the dominance and resiliency of tech-based earnings in the COVID-19 
pandemic and their importance in supporting productivity of a remote work environment.  Near the 
end of August Abbott Laboratories (ABT) announced the FDA has approved for emergency use the 
company's BinaxNOW Covid-19 rapid test.  This $5, 15-minute response rapid test will go a long way 
in helping industries return to “normal”. 
 
Possibly the most important news event was when the Federal Reserve announced changes to the 
way it views inflation, with Chairman Jerome Powell saying: "our new statement indicates that we will 
seek to achieve inflation that averages 2 percent over time. Therefore, following periods when 
inflation has been running below 2 percent, appropriate monetary policy will likely aim to achieve 
inflation moderately above 2 percent for some time."  
 
The change is being made simply because as Powell noted, "if inflation runs below 2 percent following 
economic downturns but never moves above 2 percent even when the economy is strong, then, over 
time, inflation will average less than 2 percent."  The takeaway here, and what drove the markets 
following Powell's speech, is that even if the economy starts to show signs of improvement, the Fed is 
prepared to let the economy run hot for a period of time before pumping the brakes by raising 
interest rates.  The impact of executing on this new approach to managing inflation could be dramatic 
and should benefit traditional savers as much as stock market investors. 
 
With a lot of the economy still in first or second gear, and a second wave of the virus hitting many 
U.S. states and foreign countries, there is a lot of risk to both the U.S. and global economy right now.  
Amidst all the bad news there are some green shoots to help us be optimistic.  
  

• Durable Goods Manufacturing:  The Commerce Department reported that the preliminary 
reading for new orders for manufactured durable goods increased 11.2% in July to $230.7 
billion. This follows a 7.7% increase in June (revised up from +7.6% previously reported) and 
was better than expectations for a 4.65% advance. 

 
• New home sales increase: The U.S. Census Bureau reported that new home sales in July 

jumped 13.9% month over month (+36.3% YoY) to a seasonally adjusted annual rate of 
901,000. The reading greatly exceeded expectations for an increase to a 790,000 seasonally 
adjusted unit rate. 
 

• Jobs:  The Department of Labor reported that the economy gained 1.4 million jobs in August, 
versus expectations for a gain of 1.32 million.  The unemployment rate declined 1.8% to 
8.4%, much better than the 9.8% expected.  The labor force participation rate, which 
accounts for the number of Americans looking for work or currently working, came in at 
61.7%, up 0.3 percentage points from July. This is a sign that more people are coming back 
into the workforce and finding jobs.  U-6 which accounts for part-time workers fell to a 
seasonally adjusted 14.2%, down from 16.5% in June. 



 
 

 
The dollar index has continued to weaken, now sitting below the 92.81, and gold prices advanced to 
$1,940.  Our gold position has helped reduce volatility but is also a meaningful contributor to 
portfolio returns with a gain of nearly 29%. 
 
Economic indicators still signal an overall negative environment for the real economy.  Retail sales, 
unemployment, the Purchasing Managers Index, and even new housing starts, and housing permits 
are showing signs of improvement, and high-yield bond rates, which is a strong sign of business 
optimism is within a normal range.  These signs are early glimpses of a broader recovery and 
optimism that a COVID-19 vaccine is close at hand and the nation is re-opening; albeit in a sloppy 
fashion.  In light of this information investors continue to buy stocks. 

 
* Reported Quarterly 

** Normal economic cycle is considered between 75-100 

*** <300K is indicates expansion, >300K indicates contraction 

**** 3-month average of 0.50 percentage points above the trailing 12-month low is considered recessionary 

Economic Positive                    Economic Neutral                  Economic Negative 

  



 
 

Market Valuation       
By most historical measures, the broader market is overvalued, and it may remain so until we see a 
sustainable change in inflation, higher interest rates, and reduced Federal Reserve stimulus.  
In a move that Federal Reserve Chairman Jerome Powell called a “robust updating” of Fed policy, 
the central bank formally agreed to a policy of “average inflation targeting.” That means it will 
allow inflation to run “moderately” above the Fed’s 2% goal “for some time” following periods 
when it has run below that objective.  We view this change at the Fed as a ‘tectonic shift’ in 
managing inflation that will have positive effects.  The most immediate impact will be to boost 
savings.  As inflation rises so will interest rates and that benefits savers.  Traditionally the Fed would 
lower rates when the economy runs hot and that reduces savers ability to save.  Powell has made it 
clear that the new Fed policy will be to allow the economy to run more freely, without algorithmic 
interventions by the Fed. 
 
Comparing the Wilshire 5000 vs. the U.S. GNP is useful to measure of where valuations stand at any 
given moment in time.  The Wilshire 5000 has been growing faster than GNP since 2014, but with 
the recent sharp uptick since March while the GNP is drastically down, the Wilshire 5000 is now 
more than double the US GNP.   This divergence is indeed large, and definitely unprecedented.  We 
expect GNP to grow rapidly in 2H 2020 and partially close the gap, but we would also expect equity 
prices to also begin to regress towards the mean, i.e. we will see a downward correction in prices  

 

Low inflation and low interest rates both warrant a premium on equity prices, and using the Shiller 
P/E Ratio to gauge valuations is also helpful since it adjusts earnings for both inflation and interest 



 
 

rates.  The ratio at the end of August was 31.47, or ~20% above its historical average, confirming 
that market values are stretched, although not as much as the Wilshire/GNP comparison indicates.    
Many companies have found ways to operate leaner during the pandemic and many are still 
managing to produce good earnings.   
 

 
 
With solid earnings and low interest rates still in place, this would indicate that we are likely not 
due for a major crash again, but rather a calibration for the rest if the year where earnings begin to 
grow faster again and prices for the broader market pause or come down some.      
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 
 

What Excites Us 

2H 2020 catalysts for CWP holdings 

The broader market is still fragile and CWP is not 
immune when the market sneezes.  However, we 
have the luxury of investing in companies that are 
less reliant on the broader economy and where 
growth is dependent on specific secular tailwinds 
and activities within the company’s control.   
 
1H 2020 was tumultuous.  Yet, with the fund up 
over 20% through August, some of the bigger 
themes in the fund have yet to play out, and we 
believe we are positioned to still do better.    
 
The growth in the electric vehicle market is an 
exciting long-term trend for CWP where our 
holdings have yet to mature.  Tesla may be the 
company most people think of when it comes to 
EVs, but there are so many other players that 
stand to benefit, and the shift away from internal 
combustion engines to electric and hydrogen-
powered vehicles is a big focus for the fund with 
key events expected from now until the end of the 
year. 
 
The focus on a vaccine for COVID-19 receives a lot 
of attention, and the fund does have exposure to 
this.  In fact, one of CWP’s biotech holdings which 
has taken a longer-term approach to finding a 
vaccine is several months behind others as a result, 
but has seen the best results of anyone and may 
yet emerge as a key player.  However, several 
other companies are either expecting phase 3 trial 
results or FDA approval with material upside, if 
favorable.  
 
Finally, bipartisan support to engage with China to 
address tariffs, resolve policies on semiconductors 
and other important technology, and enforce more 
stringent reporting for Chinese US-listed 
companies all have big implications for CWP.   
 

-  

What Keeps Us Up at Night 

Macro forces - Market Valuations  

Broader equity market prices have continued to 
rise without a major development in vaccines or 
material events paving the way for reopening 
the full economy.   Much of the rise has been 
fueled by large option trading and positive 
sentiment from tech and biotech.  
 
The Wilshire 5000 is now 100%+ of the US GNP, 
signaling a disconnect between asset values and 
the actual economy. Even the Schiller P/E ratio, 
which takes into account the benefit of the low 
interest rates and low inflation, is 30% above its 
historical average.   
 
The economy is expected to grow significantly 
on 2H 2020, but is still handicapped by COVID-
19, and likely won’t support current valuations 
forever, and we expect a material correction in 
prices this fall.   We are hopeful any large selloff 
will be limited to companies whose valuations 
have come too far too fast, but are aware that 
the March crash is a recent painful memory and 
investors may sell off the broader market when 
selling, especially in technology.  
 
School Closure – Lower economic productivity 
Many schools are still closed, which is taking a 
toll on the economy. Schools staying closed 
longer will require one or both parents to cut 
back on work hours or leave their job 
entirely.  In addition, there will be expenses to 
conduct in home education.  Some parents will 
be able to get childcare, but the cost is 
prohibitive for many.  This is also not a time 
when parents will want a new person to be 
entering their home daily.  Even if we have a 
vaccine by the end of the year, getting adoption 
in a large enough portion of the population will 
take a year at least.  The longer schools remain 
closed, productivity will be down and GDP will 
recover slower than expected 

  

 


