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July 15, 2022 

Dear Partner,  

Updated results for the Hirschmann Partnership (the “Fund”) are shown below.  

 

As explained below, the Fund declined in H1 after the market severely overreacted to two short-

term issues:  and industry cost increases. The Fund’s substantial 2017-18 

decline was followed by its two best years and I would not be surprised if the current decline is 

followed by a similar rally. The Fund’s large discount to intrinsic value1 makes me confident that 

it will easily beat all its benchmarks over the long-term. As I’ve said before, periods of 

underperformance will always be necessary for long-term outperformance. Even Berkshire 

Hathaway stock has declined 50% several times. 

Most importantly, the Fund’s long-term risk remains low. The Fund has never had a realized 

loss2 and our gold mining equities (GMEs) are protected from continued gold and cost 

fluctuations due to their substantial cash, minimal debt and low production costs. A rise in future 

revenues should easily offset any increase in mining costs and interest rates. 

  

Class A 

Return

Class B 

Return

S&P 500 

Index

MSCI World 

Index

Gold Miner 

Index GDXJ Index Gold (US$)

Q4 2014 -2.2% -2.2% 4.9% 1.0% -13.3% -28.3% -2.2%

2015 27.0% 24.8% 1.4% -0.5% -24.8% -19.1% -10.4%

2016 47.1% 44.7% 12.0% 7.9% 54.3% 72.9% 9.1%

2017 -12.6% -12.6% 21.8% 22.8% 12.2% 8.2% 12.6%

2018 -23.0% -23.0% -4.4% -8.4% -8.5% -11.0% -1.5%

2019 63.3% 63.3% 31.5% 28.1% 40.4% 40.5% 18.3%

2020 52.1% 64.4% 18.4% 16.3% 23.7% 30.4% 25.1%

2021 -23.7% -23.7% 28.7% 22.2% -9.4% -21.2% -3.6%

H1 2022 -30.4% -30.4% -20.0% -20.4% -13.9% -23.7% -1.2%

Q3 2022 1.7% 1.7% 0.2% -0.9% -6.5% -6.2% -5.3%

Cumulative 65.0% 72.5% 122.9% 75.2% 30.9% -0.3% 41.3%

Annualized 6.6% 7.2% 10.8% 7.5% 3.5% 0.0% 4.5%
MSCI Index is Developed Market Standard (Net w . USA Gross). Gold Miner Index is NYSE Arca. GDXJ is GDXJ Total Return Index. As of July 14
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Portfolio Detail 
The Fund’s portfolio is summarized below: 

 

GME S 

 

 

 

 

 S plunged 

 after  was announced even though  reduced S’ intrinsic value by only a 

few percentage points.  

 

 

 Were S to return to its trading price in  before , S’ 

stock price would quadruple. (Gold prices are now ~40% higher, so S should appreciate even 

more.) 

S’ price may have also declined somewhat in H1 due to investor concern about temporarily 

higher mining and construction costs (see Mining Costs below). Even if costs stay high for 

several years, however, S’ intrinsic value would only be slightly reduced.  

Other GMEs 

GME C2 (“C2”) fell after  

 

 

 

 

 

 While I still expect C2 to be a profitable 

Portfolio Weight H1 '22 Return Price / 

Security Jun-22 Dec-21 Contribution Intrinsic Value  

GME S 27.0% 29.5% -20.1% 8.7%

GME C1 20.8% 12.0% -3.4% 17.5%

GME A 15.4% 12.5% -1.1% 48.4%

GME R 13.4% 6.1% 2.7% 17.3%

GME N 9.2% 8.6% -4.3% 15.2%

GME C2 7.1% 7.4% -5.0% 54.0%

GME G2 3.2% 14.8% 1.5% 11.1%

GME D2 0.8% 8.1% -0.8% N/A

Total GME 96.8% 98.9% -30.4%

Cash 3.2% 1.1% N/A 100.0% N/A N/A

Total 100.0% 100.0% -30.4%
Prices are as of June 30. Returns exclude performance allocation. GME D2 intrinsic value is not meaningful after 
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investment at current gold prices, the investment has performed worse than expected due to 

 

GME N (“N”) announced favorable  and remains very undervalued.  

 Investors seem 

concerned that  

However, I expect N’s share price to soar as   

GLS C1 (“C1”) likely declined due to . However, C1 

announced  that should improve  

Like N, C1 remains very undervalued. 

GME R (“R”) appreciated after  

 the Fund has earned a ~100% return on its R 

investment.  

Mining Costs  
In H1, the GDXJ gold mining ETF declined 24% as gold mining costs ( ) increased 

more than gold prices.  

 

  

Even if  the market is overreacting. For example, 

conservatively assuming that  

 N’s intrinsic value has declined by only ~9%.4 That is much 

less than the ~50% decline in N’s stock price over the last 18 months.  
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Gold, Inflation and Debt 
Concern about inflation is (along with concern about defaults) the most important long-term 

driver of gold prices. Gold has no inflation risk since its value doesn’t depend on far-off 

payments. Hence investors tend to increase their gold portfolio allocations when concern about 

inflation increases. As discussed in my January 2022 interview, that explains why gold did well 

in the 1970s and 2003-07 and why gold did poorly in the 1980s and 1990s. 

The past year has been unusual because the inflation surge has not increased long-term 

inflation expectations. In fact, since the gold standard ended in 1971, there has never been a 

bigger difference between current inflation (~9% y/y in June) and investors’ inflation 

expectations (~2% per year for the next decade). Markets are supremely confident that central 

banks’ interest-rate hikes will mitigate inflation by slowing the economy.  

However, as I wrote in my mid-year 2021 letter, markets’ inflation projections have often been 

completely wrong. Further, economist John Cochrane’s recent point is worth quoting:  

Slowing the economy isn’t guaranteed to reduce inflation durably anyway. Even in the 

2008 recession, with unemployment above 8%, core inflation fell only from 2.4% in 

December 2007 to 0.6% in October 2010, and then bounced back to 2.3% in December 

2011. At this rate, even temporarily curing 6% May 2022 core inflation would take a 

dismal recession. In 1970 and 1974, the Fed raised interest rates more promptly and 

more sharply than now, from 4% to 9% in 1970 and from 3.5% to 13% in 1974. Each rise 

produced a bruising recession. Each reduced inflation. Each time, inflation roared back.13 

Those large rate hikes were only possible due to modest US government (USG) debt (~35% of 

GDP in 1970), which limited the budget deficit impact of higher USG interest expense. Indeed, 

when government debt is excessive, large hikes are too costly and the debt becomes 

inflationary because the government must debase the currency to pay its debt.14 As I wrote in 

my mid-year 2020 and year-end 2021 letters, USG debt is already at a level (~130% of GDP) 

that virtually guarantees sustained inflation. Continued rate hikes should cause USG debt to 

skyrocket due to higher borrowing costs, lower GDP growth and lower asset prices. As I first 

warned in my year-end 2015 letter, the Fed seems trapped: If it hikes rates, rising debt to GDP 

should exacerbate inflation and if it keeps rates low expected inflation should rise as the Fed’s 

inflation-fighting credibility collapses.  

 thus gold prices)15 likely remain low because investors 

believe inflation will be short-lived.  

  

 

 

 gold should appreciate ~300%. 

Therefore there is minimal long-term risk that our GMEs  

 

  

  

https://youtu.be/EBa3Z7tE8bE?t=246
https://www.hcapital.llc/_files/ugd/dc7287_0bc82f8eecac48ac8d43d534af86705e.pdf
https://www.hcapital.llc/_files/ugd/dc7287_15b99549af024013a0a0d377065bf39f.pdf
https://www.hcapital.llc/_files/ugd/dc7287_34969db3b9ad428085405d2ad642fa8a.pdf
https://www.hcapital.llc/_files/ugd/dc7287_61f26134ac4d43f29824f0899737942c.pdf
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Other 
I continue to be the Fund’s second-largest investor and continue to have most of my net worth 

invested in the Fund. 

In January, I was interviewed by Palisades Radio regarding gold, inflation and the bond bubble. 

The Fund’s next letter is scheduled for mid-January. However, I may provide performance 

updates before then. Partners’ account statements will be uploaded to the administrator’s portal 

this week. 

The Fund continues to strive for tax efficiency and has yet to incur any significant short-term 

capital gains. Tax estimates should be distributed in October and December.  

I also occasionally post articles relevant to the Fund on Twitter and less frequently on LinkedIn.  

We remain open to new investors, so feel free to distribute the redacted version of this letter.  

The Fund’s most important competitive advantage will always be its patient clients, so I greatly 

appreciate your continued support. Please contact me with any questions or comments. 

Kind regards, 

 
Brian Hirschmann 
Managing Partner 
  

https://www.hcapital.llc/media
https://www.navconsulting.net/NavPortal/default.aspx
https://twitter.com/HCapitalLLC
https://www.linkedin.com/in/brianhirschmann
https://www.hcapital.llc/public-letters
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Endnotes 
 
1 I define the intrinsic value of the Fund’s GMEs as the estimated present value of the mines’ future gold revenue, at 
current gold prices, less all costs, discounted at 14%. 
2 The Fund will inevitably have realized losses. Even Warren Buffett has had many realized losses. 
3  

 
 

  
4 Nor can a  justify N’s decline. Assuming  

 N’s intrinsic 
value would decline by only ~18%. 
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 Unlike in the US, most Australian mortgages are floating-rate and thus the 
Australian housing bubble seems very vulnerable to rising interest rates.  

 
12  
13 Appeared in the June 28, 2022, Wall Street Journal print edition as “The Fed Can’t Cure Inflation by Itself” 

 

https://www.wsj.com/articles/the-federal-reserve-cant-cure-inflation-alone-recession-interest-rates-unemployment-credit-spending-costs-11656344123
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14 Examples of high government debt causing inflation include 1920s Germany, World War II Japan and present-day 
developing countries, such as Argentina, Turkey and Venezuela 
15  

 
16  
17  
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Disclaimer 
The Hirschmann Partnership LP (the “Fund”) began operating on October 1, 2014. The Fund’s principal 

objective is to achieve positive market returns primarily through fundamental analysis of small- and micro-

cap equities in U.S. and foreign markets. Hirschmann Capital LLC (the “General Partner”) seeks to 

achieve the Fund’s investment objective by identifying equities that are trading at large discounts to actual 

value. The Fund invests primarily in small- and micro-cap equities in U.S. and foreign markets but also 

invests in other securities. An investment in the Fund should be considered a long-term investment. 

The information contained herein reflects the opinions and projections of the General Partner on the 

publication date. The opinions and projections are subject to change without notice at any time. The 

General Partner does not represent that any opinion or projection will be realized. All information provided 

is for information only and is not investment advice or a recommendation to purchase or sell any specific 

security. The General Partner has an economic interest in the securities discussed in this document, but 

the General Partner’s economic interest is subject to change without notice. While the information 

presented herein is believed to be reliable, no representation or warranty is made concerning the 

accuracy of any data presented.  

Securities discussed in this document may not remain in the Fund’s portfolio when you receive the 

document and securities sold may have been repurchased. The securities discussed may not represent 

the Fund’s entire portfolio. Do not assume any of the securities discussed were or will be profitable. Do 

not assume that future investment decisions will be profitable or will equal the investment performance of 

the securities discussed. Past results are no guarantee of future results. No representation is made that 

an investor is likely to achieve results similar to those shown. All investments involve risk including the 

loss of principal. 

Performance results shown are for the Hirschmann Partnership LP and are presented net of all fees, 

including performance allocation, brokerage commissions and other operating expenses of the Fund. Net 

performance includes the reinvestment of all dividends, interest, and capital gains. The General Partner 

does not receive any asset-based management fees. For each Class A Limited Partner, the General 

Partner is allocated a performance allocation equal to 25% of the amount by which the increase in net 

asset value exceeds a 6% annualized hurdle rate. For each Class B Limited Partner, the General Partner 

is allocated a performance allocation equal to 33% of the amount by which the increase in net asset value 

exceeds the S&P 500 Index.  

In practice, the performance allocation is earned annually or upon a withdrawal from the Fund. Because 

some investors may have different fee arrangements and depending on the timing of a specific 

investment, net performance for an individual investor may vary from the net performance as stated 

herein.  

This document refers to indices such as the S&P 500. This does not imply that the Fund will have returns, 

volatility or other characteristics similar to the indices. The Fund’s holdings may differ significantly from 

the indices’ underlying securities. The indices have not been selected to be comparative measures of 

investment performance, but rather are disclosed since they are well-known indices. You may not be able 

to invest directly in the indices. 

This document is confidential and may not be distributed without the consent of the General Partner. This 

document does not constitute an offer or solicitation to purchase or sell any security or investment 

product. Any such offer or solicitation may only be made by means of an approved Confidential Offering 

Memorandum. 


	Portfolio Detail
	GME S
	Other GMEs

	Mining Costs
	Gold, Inflation and Debt
	Other
	Endnotes
	Disclaimer



