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Introduction
“Financial markets are at crossroads”. Our client presentation from May 2019 made reference to important
asset classes and Central Bank policies that were fast approaching key inflection points. By September, the Fed
had abandoned its Quantitative Tightening Policy, started to ease interest rates and commenced aggressively
expanding its balance sheet again. A looming recession has been avoided for now but the jury is still out on
2020. The monetary U-turn by the US Reserve Bank “bought” US equity indices some time. The US dollar
confirmed its status as “the last currency standing”. Worldwide, the trend to negative yields continued. The
gold price broke decisively out of its 6-year bottoming-out range (resistance of $1’366 broken in mid-June). Gold
miners start to show strong signs that a historically unprofitable sector has turned the corner and is
transitioning itself into a “fit for purpose” industry – generating high and sustainable cash flows.
At the dawn of a new decade, asset allocators will face a massive challenge: from where will they get the
returns ? Investors are confronted with a very mature equity bull market. Fixed income yields are negative as
far as the eye can see. Private Equity became a massively crowed segment and returns have been trending
lower for years now. Hedge Funds do not provide the much needed “silver bullet” any longer – many high
profile funds threw in the towel in recent months. Global economic growth is destined to flat line for many
years to come. Investors will have to brace themselves for a bumpy ride ahead.
After strongly “gapping up” in the summer months, precious metals and miners entered a healthy correction
and consolidation period. Many indicators in our models point strongly to the conclusion that this market phase
is coming to an end. A strong set-up for a next significant advance is developing.
With that, the “Curtain Raiser” since gold’s (and the miner’s) cyclical bottom in 2015/2016 is coming to an end.
The bottoming-out process appears to be completed and the metals and equities are destined to enter into the
first leg of a sustainable up-cycle. Many signs point to the commencement of the Main Act.
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Part 1:
Integrating Physical Gold and
Gold Mining Equities
into a Diversified Portfolio
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Foundations Revisited:
Key attributes of gold

Gold is money – it meets 4 key criteria
✓ Store of value (long term capital protection and wealth preservation)
✓ Unit of account
✓ Medium of exchange – accepted world-wide
✓ Source of liquidity

These attributes have stood the test of time for the past 4’000 years
No other asset class, no other “currency” is able to match

the track record of gold.
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Foundations Revisited:
Key attributes of gold (precious metals) mining equities
Gold and gold mining equities are NOT the same –
the investment case should be separated, because:
• Gold miners are NOT a monetary asset, they are equities
• Gold miners give investors exposure to
• companies that explore for, develop and produce gold and other
precious metals as a PRODUCT

• with the aim to maximise the profits and cash flows and therefore
• create share holder value!
• They are attractive to buy, if they are
✓ cheaply priced against their intrinsic economic value
✓ attractively valued against the gold/silver price
✓ cheaply priced vs general equities, and if
✓ the price outlook for precious metals is stable or even constructive.

Currently, these 4 conditions are matched in full
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Role of Gold in a Diversified Portfolio
Historically gold has a low or even negative correlation with most other
asset classes.
• Adding gold to a multi-asset market portfolio helps to

✓ increase investment returns
✓ improve the Sharpe ratio
✓ reduce the maximum drawdown
Hypothetical Blended Portfolio Results – Various Weightings in Gold

Gold Allocation
(% of Portfolio)

Annualised Return
(%)

Sharpe Ratio

Maximum
Drawdown (%)

0

5.69

0.46

-33.29

2

5.75

0.47

-32.54

5

5.88

0.49

-31.39

10

6.07

0.52

-29.43

Source: State Street 30 October 2019. Research based on a “Market Portfolio” consisting of market-value weighted of global investable capital
assets, with added components of commodities and various levels gold allocation.

Gold may improve the risk-adjusted returns of a multi-asset portfolio
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Role of Gold Equities in a Diversified Portfolio
Gold equities should be classified as a part of the overall equity exposure
in a diversified portfolio
Investors will note that:
✓ Although being equities, miners tend to correlate closer to physical gold
than to other equities.
✓ The correlation of gold miners to overall equities (0.28 *) is amongst the
lowest of all sub-sectors in the equity universe.

Adding gold miners to the equity exposure can improve the riskadjusted returns of a well diversified portfolio

* Source: Bloomberg, Craton Capital calculations, using weekly returns since 1995 of MSCI World Index (and sub-indices) and Philadelphia SE Gold & Silver Index (XAU)
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Role of Gold Equities in a Diversified Portfolio
Gold equities usually closer to gold metal than to other equity sectors
Weekly Returns Correlations vs Global Equities (MSCI World Index)
Equity Markets Fall by > 2x Standard Deviations #

Correlation vs MSCI World Index

All Equity Market Periods

Source: Bloomberg. Craton Capital calculation for weekly returns in USD since January 1995.
Note: * MSCI World - Sector Index. Global Bonds = Bloomberg Barclays Global Aggregate Total Return Index. Gold Equities = Philadelphia SE Gold & Silver (XAU) Index.
# All weeks when MSCI World Index (MXWO) return worse than – 2 standard deviations ( < -4.44%).

8

Part 2: Metals and Miners
Anatomy of a Cycle
- Previous Gold Cycle
- Where are We Now?
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Anatomy of a Cycle
Previous Gold Cycle
The gold price history shows distinct cyclical behaviour (like any other major
asset class), which is ignored or not recognised by investors (and by the
industry)
The following characteristics are noteworthy:
• The duration of a gold cycle is underestimated
• the last cycle (2000 – 2015) lasted 16 years
• The return potential in an up-cycle can be significant:
• the bottom-to-peak return in the last up-cycle was +644% for
gold and +1093% for silver
• The return potential of mining equities in an up-cycle is also
underestimated
• the broad-based gold equities index HUI returned +1664%
from its low in 2000 to its peak in 2011
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Anatomy of a Cycle
Where Are We Now ?
Where are we in the current cycle?
• The gold price bottomed from its previous cycle in December 2015
at $1051 / ounce
• Gold mining equities bottomed in January 2016 from the peak in
September 2011
• The bottoming out process in gold started in April 2013 and likely
completed in June 2019 (with gold breaking through resistance
levels of the 6 year trading pattern)
• The current focus is the “Bull Market Resistance” at $1620 - $1630
per ounce. A crucial turning point for gold mining stocks is
approaching.
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Anatomy of a Cycle
Where Are We Now ?
Gold price

Bull Market Resistance $1620 – 1630 / oz

Bottoming out process

Gold moves since
2012 strongly
resembles
previous cycle
(1995 – 2011)

Gold Price (US $ / oz) 1995 - 2005

Gold Price (US $ / oz) 2012 - 2020

Gold price doubled
in first 5 years

Source: Bloomberg.
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Anatomy of a Cycle
Where Are We Now ?

NYSE Arca Gold BUGS (HUI) Index 2011 -

HUI Index gained
+1330% by 2008

NYSE Arca Gold BUGS (HUI) Index 1996 - 2008

Gold Equities (HUI Index)

Source: Bloomberg.
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Anatomy of a Cycle – Gold equities
Just Getting Started
Gold Equities Bull Markets since 1942
800%
10/1942-02/1946
12/1971-08/1974
11/2000-03/2008
—
01/2016-08/2016

700%

07/1960-03/1968
08/1976-10/1980
10/2008-04/2011

600%

Still
early in
bull
market

500%

400%

300%

The 2000-2008 bull
market had 3 rallies of
over +100%

200%

100%
1

41

81

121

161

201

241

281

321

361

Weeks
Source: Sharelynx, Nowandfurtures, Barrons, Incrementum AG, Craton Capital
Note: Previous Bull markets represented by Barrons Gold Miners Index returns, published by Incrementum AG. XAU Index used for 2016 -2019

Gold equities’ rally since 2016 still tame compared with historical bull markets
Implies huge potential upside still to come
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Part 3:
- Why Mining Equities ?
- Why the Craton Capital
Precious Metal Fund ?
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Mid- to Long Term Outlook
Overall financial conditions, and a muted return outlook, dictate the
need for capital preservation.
Many challenges lie ahead for asset allocators :
•

Late stage of bull market in general equity markets with limited expected
return potential

•

Fixed income markets offering limited long term upside potential

•

Negative Yields

•

“Conventional” Central Bank policies unlikely to stimulate economic growth

•

The Global Debt Cycle entering its “classic winter phase”, adding further
constraint on economic and profit growth

•

Hedge Fund returns and yields from Private Equity investment constrained
The bottom line, and ultimate challenge ahead to every investor, is that the
expected return potential from most traditional asset classes appears to be
limited. A need to further diversify investments into lower correlated asset
classes becomes unavoidable.
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Why Gold Mining Equities ?
Gold mining equities offer an interesting building block in your portfolio
construction in the current environment :
✓ Their correlation to general equities is low
✓ They are attractively valued compared to
• general equities
• the current gold and silver price

• their historical valuations (i.e. P/NAV, P/FCF)
✓ An exposure to a sector that is transitioning into a highly profitable and
cash flow driven asset class

✓ An increased possibility of a sustainable gold up-cycle has to be
considered
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How to Approach Gold Miners as an Asset Class
Drawbacks of Passive Investment Vehicles (e.g. GDX, GDXJ ETFs)
• Stock selection based on index tracking, market capitalisation as main
investment criteria
• Size can become a constraint: over 60% of GDX is invested in top ten
holdings
• In precious metals sector: better suited for a down-market
• Due to lower Beta, less suited in an up-market, tends to underperform
active management
• Agnostic to ESG investment criteria

Passive funds are predisposed to underperform during bull markets.
The Craton Capital Precious Metal Fund has demonstrated
historically strong outperformance during bull markets
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Arguments for Active Management
Why the Craton Capital Precious Metal Fund?
• Investment approach with strong bottom-up emphasis
• Concentrated portfolio, little benchmark consideration
• Flexibility to invest across the market cap spectrum wherever
undervalued opportunities can be identified
• Very active approach, predisposed to outperform passive investments
strongly in bull markets
• The active approach allows ESG criteria to be integrated in the final
investment decisions
• Few overlaps with peer products
• Long-standing investment and industry experience
Active Management,
and particularly
Craton Capital
Precious Metal
Fund, has
outperformed vs
Passive in Bull
Markets

Bear Markets

Bull Markets

Sep 2011 Jan 2016

Aug 2016 Sep 2018

Oct 2008 Dec 2010

Jan 2016 Aug 2016

Craton Capital PMF

- 85%

- 44%

+ 460%

+ 174%

FTSE Gold Index

- 80%

- 46%

+ 243%

+ 149%

Competitor Funds Median

- 79%

- 45%

+ 321%

+ 145%

MV Gold Miners ETF (GDX)

- 81%

- 44%

+ 276%

+ 151%
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Craton Capital Precious Metal Fund
Typical Portfolio
Craton Capital is agnostic in terms of company size but the investment
process, and search for best returns, results in most fund holdings usually
matching the profile...
•
•
•
•
•
•
•
•
•

Mid-sized producer
1 to 5 mines
200 – 700 thousand ounces per year
$0.5 - $2 bn market capitalisation
Below average All-in Sustaining Costs
Management with proven track record
Low political risk domicile, sound balance sheet
Attractive growth in production/resources/mine life
Free Cash Flow generation
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Environmental, Social, Governance
•

Mining companies under higher level of scrutiny of environmental and social
factors
• Tight environmental requirements for exploration & mines permitting
• Social & local communities usually place significant demands on mines,
and have strong ability to disrupt operations

→ Mines generally have good social compliance
•

Trend of improving ESG disclosure by mining companies, and availability of data

Craton Capital ESG process
•

Signatory to UN Principals of Responsible Investment

•

Broad based ESG factors included in investment
process

•

ESG useful to highlight potential risks in investment
thesis of companies

•

Invested companies under scrutiny to exceed ESG
criteria

Gold Mining & ESG Considerations.
What’s the CO2 footprint of Gold?
“Gold has amongst the lowest
greenhouse gas emissions intensity
of all metals and mined products, (on
a ‘per US$ value’ basis) “ *
In addition, most of the gold ever
mined is still available today, so the
useful life of an ounce of gold is
centuries. The CO2 impact, spread
out over the useful life of the
product, is therefore very small.
* Source: World Gold Council‘s “Gold and Climate Change” report
23 October 2019.

21

Bottom Line
• Finally, gold broke out of its 6 year bottoming out process!
• The decisive break-out, through the US $ 1366 / oz level (June 2019),
followed by what we regard as a healthy correction, establishing the
foundation for the first leg of a new and sustainable bull market.
• Gold as an asset class has a very low correlation with other asset classes.
Its role and contribution to investment returns, an improved Sharpe
Ratio and reduced maximum drawdown, is remarkable.

• Gold miners are equities (risk assets), but tend to correlate closer to gold
than to other equities (correlation of 0.28 with general equities),
therefore help to improve the risk-adjusted returns of a diversified
portfolio.
• The Craton Capital Precious Metal Fund is an actively managed fund with
concentrated and high conviction investments.
• Due to the managers’ long-standing investment and industry experience
the fund is predisposed to strongly outperform passive investments in
bull markets.
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Appendices
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Appendix 1
The debt cycle and gold
Classic Debt Cycle

Global Debt (nominal)

Global Debt ( % of GDP)

Source: Hardman & Co Research

Source: Hardman & Co Research, Bloomberg

Global debt levels are becoming unsustainable, even dangerous.
Winter is coming!
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Appendix 2
Gold producer free cash flow

Source: Royal Bank of Canada. Chart refers to 15 large capitalisation gold producers.

Gold miners are entering a period of very strong free cash flow
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Appendix 3
Gold Equities – Cheap vs general equities
Consensus EV / EBITDA valuations

Gold
equities
cheaper
than
general
equities

Source: Bloomberg consensus EV/ Current Year EBITDA estimates. Line plots 12 week rolling average.

General equities valuations are expensive.
Gold equities valuations well below previous bull market levels.
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Appendix 4
S&P 500 Index vs Bloomberg Commodities Index

Source: Bloomberg. Data to 31 January 2020.

US equities at record high ratio against commodities
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Factsheet: Precious Metal Fund
Name:

Craton Capital Precious Metal Fund

Fund Structure:

UCITS V

Registrations:

Regulators:

FMA (Austria); UCITS V (Europe); BAFIN (Germany);
FMA (Liechtenstein); Switzerland (qualified and non-qualified investors)
Singapore (qualified investors only); FCA (United Kingdom)
FMA (Liechtenstein), FSCA (South Africa)

Domicile:

Liechtenstein

Management fee: 1.2% Rebate-free unit class (R, D); 0.85% Rebate-free Institutional (I) *
1.5% p.a. retail unit classes (A,B); 1.0% p.a. institutional unit class (E)*
* Minimum initial investment of USD1m for E-units ; USD3m for I-units

Performance fee: 10% above benchmark, with high water mark
Benchmark:

FTSE Gold Mines (All Mines)

Subscriptions:

Daily before 3pm CET (therefore daily pricing)

ISIN:

LI0214430949 (D), LI0214430881 (R) and LI0214430972 (I)
LI0016742681 (A); LI0021279844 (B); LI0116308888 (E)

Bloomberg:

CRMETAL LE Equity
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For further questions and information
Craton Capital
Email :
info@cratoncapital.com
Web:
www.cratoncapital.com

Marketing Consultant
Germany/Austria/Luxembourg:
Funck Financial Consulting
Jutta Funck

Markus Bachmann
Tel:
+27 11 771 6261
Email:
markus.bachmann@cratoncapital.com

funck@ffconsult.de
Tel: +49 6103 72514
Mob: +49 172 6265 446

Douglas Orsmond
Tel:
+27 11 771 6267
Email:
douglas.orsmond@cratoncapital.com

Fund Distribution – Switzerland
Lenzin Capital Advisors
Rainer Lenzin
rainer.lenzin@lenzincapitaladvisors.com
www.lenzincapitaladvisors.com
+41 79 231 84 20
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Disclaimer

This document has been prepared by Craton Capital and is provided to you for information purposes only. It should not be
considered as an offer/solicitation to sell/buy the securities mentioned. The information has been prepared from sources
believed to be reliable but it may not be accurate or complete. Performance data set out in accompanying tables/graphs is net
of fees, commissions and other charges and not necessarily based on audited data. Total return fluctuates with market
conditions and changes in interest and exchange rates. Past performance is not a guide to future performance. The value of the
investment and income from it may go down as well as up. The information is not oriented towards your individual situation
and should not be considered as providing financial, investment, tax or other advice in any way. You should obtain personal
advice from a qualified expert before making any investment decision. Any investment decision should be based on the terms
contained in the prospectus and annual/interim reports. This document is not directed at residents of countries where the
Funds referred to are not registered/approved for marketing and/or sale, or in which the dissemination of this information is
not permitted. Units of the Craton Capital Funds may not be offered, sold or delivered to investors domiciled in the United
States or having US nationality. In Singapore the Funds may only be distributed to accredited investors. The state of origin of
the Craton Capital Funds is Liechtenstein. The prospectus with integrated investment regulations and risk disclosures as well as
annual and interim reports, can be obtained free of charge from the Liechtensteinische Landesbank, Staedtle 44, 9490 Vaduz,
Liechtenstein, from the persons specified in the Contacts section, from www.cratoncapital.com or from the following country
specific contacts: Austria: Information and Paying Agent, Vorarlberger Landes- und Hypothekenbank AG, Hypo-Passage 1, A6900 Bregenz. Germany: Information and Paying Agent, Marcard, Stein & Co. AG, Ballindamm 36, D-20095 Hamburg.
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