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Rockets on the Rise 
 

 
The market is not yet euphoric, but there are certainly pockets where a bit of euphoria has set in. 
In this environment picking individual equities has never been more critical.  The most significant 
difference now versus previous market bubbles is that many of the companies in question have 
more mature business models with real earnings, and we expect to see those earnings grow in 
2021.  JP Morgan's top strategist is looking for S&P 500 earnings to grow 27% in 2021 and 13% in 
2022.  Crystal Waters has a slightly more tempered projection of 20% in 2021 but 17% in 2022.    
 
Georgia's Senatorial election run-off results appear to be the most significant uncertainty facing the 
stock market at the moment.  While the equity market would prefer the Republicans to remain in 
control of the Senate which will maintain the status quo, we see Democratic control as an advantage 
longer term.  Should Democrats win the senate, stocks would likely initially sell-off on sentiment, 
providing a buying opportunity, but longer-term, the impacts will be less severe than most people 
think, giving companies in the clean energy space, digital infrastructure, and healthcare a big boost.        



	
	

Market Moves 

 
We continue to see the best investment opportunities in Healthcare, Biotech, and Technology 
companies during the current global pandemic.  Healthcare, in particular, has been a lagging sector 
amidst the dramatic growth in technology companies.  Careful selection of long-term winners will 
prove critical in the healthcare/biotech sector, as will cautious weighting, as these are highly 
volatile stocks.   
 
As the world struggles to cope medically and quickly adjusts 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 favorable.  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.  
 
 
 

  



	
	

Notable Holdings and Developments 
 

 
 

• First mover in space travel 
• Initial revenues in space tourism, government contracts 
• Opportunities in long haul flights 
• The bigger opportunity 

 

First Mover 
The company was founded in 2017 by Sir Richard Branson and mostly funded by Social Capital’s 
Chamath Palihapitiya.  After coming public in 2019, Virgin Galactic (SPCE) remains the only pure 
play, publicly traded space travel company, giving it a first mover advantage.  Being the first 
mover isn’t always an advantage; but in space travel, where testing and safety are crucial to 
success, being the first to successfully carry passengers could be a massive opportunity.  Where 
Elon Musk’s SpaceX is focused on space exploration and satellite deployments, Virgin Galactic is 
focused on human space flight and hypersonic travel.  Within this growing market, competitors 
include The United Launch Alliance comprised of Boeing and Lockheed Martin, Sierra Nevada 
Corporation, Orbital ATK, Aerojet Rocketdyne, Jeff Bezos’ Blue Origin; but Virgin Galactic remains 
the only publicly traded company. 
 
Space Tourism & Government Contracts 
We view the current space tourism goals as a short-term revenue objective, capitalizing on the 
novelty of space flight amongst a small group of wealthy customers willing to pay up to be one of 
the first to take a flight.  Government contracts for research and space crew training is another 
revenue source that can bring much needed cash flow and general brand awareness, but 
realistically doesn’t turn Virgin Galactic into a high growth company.  When NASA cancelled the 
Space Shuttle program, they opened the door to private corporations who can build reusable 
spacecraft and highly trained crews at lower cost.  While NASA and other government agencies 
will continue space exploration, more of the required equipment will be provided by 
corporations, not as sub-contractors but as SaaS (Space-as-a-Service) providers.  If you want to 
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catch fish your line needs to be in the water; planes don’t make money sitting on the ground, so 
we think eventually space tourism and government contracts will become a way to generate 
revenue for idle aircraft.   
 
Long Haul Flights 
Some analysts are looking to Virgin Galactic to provide long-haul, hypersonic flights.  The 
suggestion is that a portion of the private jet customers will choose to fly internationally by 
hypersonic aircraft because of the time savings.  We disagree with this view and see no 
opportunity for Virgin Galactic to offer hypersonic flights.  However, if the goal is to offer point-
to-point flights via their current and planned aircraft, we see an opportunity that is within our 
investment horizon.  The concord was able to travel at twice the speed of sound, but only over 
water away from populated areas.  Using Virgin Galactic’s sub-orbital aircraft, which can travel at 
several times the speed of sound under rocket power, a trip from San Francisco to Tokyo could be 
made in about 90 minutes.  The challenge is safety, ability to launch from major airports, and 
whether regulators will allow space travel over major populated areas.  The challenges are 
immense and the risks are very high, although not impossible.  For these reasons we don’t include 
Long Haul Flights in our share price projections.  
  
The Bigger Opportunity 
In July 2020, Virgin Galactic brought in Michael Colglazier as the new CEO.  Colglazier was 
previously the President of Disney Parks International where he was responsible for the parks’ 
business and overall thematic tourism experience.   We took it as a message that Virgin Galactic 
has overcome the greatest risks in their technological development and are now transitioning 
monetizing their business through a variety of space tourism experiences.  As Colglazier told 
investors on a conference call,  
 

“I made one observation early on in this process,  
that was that Disney and Virgin share a common commitment to world-class service,  

incredible innovation, and delivering unique, unforgettable experiences.” 
 
That statement clearly describes what we feel is the biggest opportunity for Virgin Galactic, 
unforgettable experiences delivered through a resort like environment surrounding regional 
Spaceports.   

Colglazier is deeply steeped in customer experiences as he held executive roles within Disney’s 
largest segment - parks, experiences and consumer products.  Under his leadership, Disney 
generated roughly $20 billion in annual revenue from parks and resorts alone, and the Disneyland 
Resort in Anaheim, California experienced record growth, driven by his execution of the 60th 
Anniversary Diamond Celebration and his introduction of the Marvel franchise into the park.  
Colglazier was also responsible for leading the effort behind the $2 billion Star Wars: Galaxy’s Edge 
land that was opened to the public in 2019. 



	
	

The business will initially focus on bringing guests into space and carrying payloads for NASA, and at 
$250,000 per ticket and a long waiting list plus NASA increasingly relying on private companies to 
get to space, this looks to be an exciting and profitable business when they start later this year.   
However, in time the business will grow into a theme park experience where guests are immersed 
into all things ‘futuristic’.  Hiring Colglazier suggest to us that Virgin Galactic isn’t just selling short 
rides of weightless fun for the ultra-wealthy, but are focused on bringing a highly entertaining, safe 
and profitable “all things futuristic” experience for the whole family.   

While the vision is big and despite having been in business for several years, space travel is 
complicated and takes time.  The company is still in the very early stages and investors need to be 
patient, although there will be many catalysts for the stock along the way.   The company still needs 
to obtain FAA approval before beginning flights for any paying passengers, which requires three 
successful test flights.  With COVID-19 restrictions in New Mexico where Spaceport America is 
located; the available flight windows have been delayed several times already.  The company’s first 
test flight happened in mid-December, but the flight failed to reach space after the rocket motor 
ignition sequence was aborted.  The company said it would redo the test before moving on to its 
second powered test flight but didn't provide any timeline.  However, as long-term investors, we 
aren’t overly concerned since the aborted test helped to confirm the spacecraft's safety and we are 
more interested in a string of successful tests and less about the exact timing of the last test before 
commercial service.  Each successful test flight will drive the stock higher, culminating in the third 
flight which will carry its founder, Sir Richard Branson, and provide tremendous media exposure.   

Over the next year as the company receives FAA approval and begins commercial flight, we expect 
to see the company also begin to execute on its bigger longer-term vision and announce plans for 
more regional spaceports with hotels, restaurants, events, and of course intensely entertaining 
experiences that simply can’t be found anywhere else.   

 
 
SPCE Summary: 
Performance to date for CWP:  +30% 
12-month Target Price:  $28-30 
Potential 2025 Target Price: $75 (+215%) 



	
	

Economic Outlook    
Forecast 
Not much has changed in a month.  We are still in the early stages of a new bull market and period 
of economic expansion that will likely last for 3 to 4 years.  The expansion continues to be driven by 
low interest rates, low inflation, historic federal liquidity and all-time highs in money sitting on the 
sidelines; we see tremendous growth in the markets ahead.  The S&P 500 is currently around the 
3,700 level, 100 points higher than last month.  In our annual letter we discussed our view of the 
market in 2021 and set a $170 year-end earnings target for the S&P 500.  At $170 we think the S&P 
could reach 4,420 by year end.  
 
Markets 
All of our best metrics confirm that we are currently in an overvalued market but not necessarily at 
a euphoric top.  Earnings growth expectations for next year are strong which should make stocks 
less frothy overall when we see all parts of the economy fully participating in a global, synchronized 
recovery.  Current conditions make this is an excellent time to invest for the best risk-adjusted 
returns.  Given the success of individual traders over the automated high-speed trading systems we 
are continuing to recommend investing in single stocks and trend funds that still have tremendous 
growth ahead.  For the people sitting on the $5 trillion dollars of uninvested cash, we believe this 
will prove to be a costly decision as Crystal Waters Partners and several notable analysts see 
tremendous growth in specific areas through 2021 and 2022.   
 
Markets continued to grind higher in the first week of December despite poor economic data 
including a poor jobs report and surging COVID-19 cases.  Investors looked past the news and 
focused on positive commentary related to a stimulus bill.  Hopes that several vaccines will be 
widely distributed by mid-2021 will likely result in global synchronized growth.  Markets pulled back 
during the second week as stimulus talks stalled and coronavirus cases surged.  We had hoped for a 
pull-back as the market was in need of a rest.  In the third week of December markets reached all-
time highs on hopes of a rally to finish out 2020.  Macroeconomic data signaled another slowdown 
as coronavirus cases surged, and initial jobless claims were higher than expected.  However, 
investors were looking past the headwinds with the deployment of vaccines and hopes that a fresh 
stimulus package was imminent.   
 
Jerome Powell gave markets a boost saying there will be no change in the Federal Reserve's interest 
rate policy and a readiness to do whatever is necessary to help support the economy.  The Electoral 
College recognized President-Elect Joe Biden's victory, easing some concerns regarding a smooth 
transition of power.  Although markets were rocky due to a second strain of the coronavirus and 
the threat of additional restriction measures impacting global travel, investors largely looked past 
the headlines.  The macroeconomic data has continued to be mixed, but Congress finally passed a 



	
	

$900 billion relief package, which includes $600 in individual stimulus checks for those most in 
need. 
 
Elections 
With the Presidential election over and officially decided we have just one more political 
uncertainty on the horizon, the Georgia Senate races.  On Sunday January 3rd, Democrat Raphael 
Warnock had 50% of the vote over Republican Sen. Kelly Loeffler’s 48% in the special run-off 
election, while Democrat Jon Ossoff has 49% of the vote vs Republican Senator David Perdue’s 48%.  
During the regular election, 2% of votes went to the Libertarian candidate, Shane Hazel.  Who picks 
up that 2 percent will make a big difference in the final vote count of the special election. 
 
Second Disaster Relief Bill Passed 
The new pandemic recovery bill includes direct payments of up to $600 to eligible adults, plus $600 
per child dependent.  While the adult benefit is 50% smaller, the amount earmarked for 
dependents was raised by $100.  At the full benefit amount, a family of four could receive $2,400. 
To qualify for the maximum amount, you must not earn more than $75,000 in adjusted gross 
income, or $112,500 as head of household and $150,000 as a married couple filing jointly.  
Payments are reduced at the same rate as the CARES Act checks.  For every $100 an individual 
earned over the income thresholds, payments are docked $5.  This round of relief is more targeted 
as individuals with $87,000 in income and married couples who file jointly earning $174,000 will not 
receive any payment. 
 



	
	

Market Valuation       
December was a good month for equities across the board, as the S&P 500 gained 3.25%, the 
Russell 2000 gained 8% (+160 points), the DOW gained 2.6% (+771 points) and the technology 
heavy NASDAQ gained 5.5% (+671 points).   This confirms the market recovery as all indexes and 
types of companies are continuing to participate.  However, these gains also put the market at 
record valuations.  Even though the US GNP has seen a nice recovery and will likely continue to 
grow as a COVID-19 vaccine becomes more widely available, market gains continue to grow faster 
than the economy and still remain in overvalued territory; The Wilshire 5000 is now 95% higher 
than the US GNP.  This compares to an 81% divergence last month and confirms our view of an 
overvalued market.      

 

We continue to believe markets will remain elevated until we see higher inflation, higher interest 
rates, a reduction or complete halt in Federal Government stimulus, or disappointing corporate 
earnings growth.  In December, FOMC members reiterated they would hold rates near zero until 
the labor market reaches maximum employment, inflation surpasses 2%, and the economy shows it 
is on track to moderately exceed that goal for some time.  These events are likely 3-4-years away, 
and the low rates will help keep markets at somewhat elevated levels.  However, with a built-in 
valuation buffer, any economic hiccup is likely to cause more panic than otherwise, and we expect 
to see several corrections.   
 



	
	

Low inflation and low interest rates both warrant a premium on equity prices, and we have been 
maintaining that the current financial environment as well as rising earnings justify a lot of the rise 
in equities.   
 
The Shiller P/E Ratio adjusts earnings for inflation and interest rates which allows us to better 
compare earnings over periods of time with differing interest and inflation rates.  Since March last 
year, the ratio has been moving above the historical average of ~26x, and is now at 34, over 30% 
above the average.   

 

  
 
Either earnings need to grow faster than equity markets, or we will see a correction; we would be 
happy with a bit of both but expect earnings to significantly increase in 2021 as more of the 
economy opens up.   Until then, we remain cautious about the broader market and see the current 
environment as a stock pickers market where selection of specific equities becomes increasingly 
important for investors.  

Our broader view is that corporate earnings will increase in 2021 and 2022 and that at least $1 
trillion of the $5 trillion dollars currently on the sidelines in retail and commercial brokerage 
accounts will come back into equities.  As money flows into stocks and earnings improve we will see 
the market multiple compress.   

 
 

  



	
	

What Excites Us 
Economy Reopening 

News of Pfizer's and Moderna's vaccines being 
approved have us anticipating significant 
economic growth.  Many of the fund's positions 
stand to benefit greatly as the economy reopens 
and the demand for energy, traditional in-person 
shopping, and travel improves.  With 70% of the 
economy dependent on consumer spending, this 
is the most important catalyst for growth.   
 
Growth at Reasonable Prices 

Technology stocks in cloud software and semi-
conductor spaces have pushed those stocks to 
astronomical levels.  In addition, we see 
tremendous opportunity in several positions 
where our downside risk is minimal, and upside 
could be very large.  Our investment in these 
companies is equivalent to owning private equity 
that can be traded on the public exchanges.  Our 
hope is that we are able to deliver private-equity 
size returns from some of these holdings. 
 
Amount of Money Still on the Sidelines 

Many investors are still sitting out the current 
market.  Last month there was $4.6 to $4.8 Trillion 
sitting in cash accounts.  In November we're 
seeing about $5 trillion.  This is over 30% more 
than the 10-year historical average, and for many 
institutional investors, earning 1% or less on cash 
isn't a long-term option.  Investors are rightfully 
being careful, but with low interest rates and GDP 
on the mend, this cash will soon be invested, to 
the benefit of current investors who are already 
fully invested. 
 
 
 
 
  
 
 
 
 

 

What Keeps Us Up at Night 
Politics 
Joe Biden has begun his transition process.  We 
like the setup for markets with a Democratic 
House, Republican Senate and Democratic 
White House.  Everything now hinges on a single 
run-off race in Georgia.  On Tuesday, January 
5th we'll get the results.  While we feel the 
portfolio is well positioned for any outcome, we 
think the market is pricing in a Republican win in 
Georgia.  A Democratic win in Georgia would 
signal a Democratic sweep and possibly 
dramatic changes in stimulus, taxes, regulation 
and more.  The stock market would likely sell off 
on that news but will quickly recover as the 
policy impacts are rarely as significant as 
investors fear. 
 
Federal Stimulus 
In the midst of a GDP contraction, US disposable 
income has risen substantially, primarily due to 
Federal stimulus.  The extra money has 
supported the continued buying of products and 
services from businesses but also provided extra 
liquidity to the equities market.  Congress has 
finally passed a second relief bill and some 
portion of that will find its way into the stock 
market. 
 
COVID-19 Vaccines Hype 
Getting back to normal will require herd 
immunity to COVID-19, but to get to herd 
immunity we need a vaccine.  With two vaccines 
approved and distribution under way, our 
concern has migrated from worrying about 
getting a vaccine developed to worrying about 
how many people will actually take the vaccine.  
The Federal Government, individual states and 
the pharmaceutical industry have done, in our 
opinion, a poor job of communicating why we 
were able to develop a vaccine as quickly as we 
did, which breeds skepticism.  Outwardly it looks 
like we cut corners when in reality it’s due to 
new technology.   


