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Over the last few weeks equity markets have sold off sharply, with safe-haven assets such as gold 
enjoying increased demand. To what extent has your portfolio benefited from the rally in gold 
stocks?  
  
Poor global growth prospects, the US credit downgrade and concerns about high levels of government debt 
in developed countries are contributing to the market turmoil. Over the last 18 months, we have been 
building a material position in gold shares. When gold shares weakened sharply during the second quarter 
of this year, we bought more shares in order to maintain our exposure in absolute terms.  Gold shares have 
rallied since July due to the surge in the dollar gold price and a weaker rand. As result, we have recouped 
the second quarter losses of our gold stocks and we believe that these shares will continue to strengthen.  
We have a high level of conviction, which is reflected in our significant weighting in gold shares. The 
portfolio also has a small holding in the gold exchange traded fund (ETF).   
 
Given your material exposure to gold, how do you see the outlook for the yellow metal?  
 
We believe that the dollar gold price is in a long-term bull market as result of the continued loose monetary 
policies of many central banks as well as significant global financial uncertainty flowing from the euro debt 
crises and rising US debt levels. Although the US debt deal has managed to avert a default, it does not 
adequately address the country’s debt problems as there are no meaningful spending cuts.  Debt will not 
only continue to increase in the US as a percentage of GDP, but will also rise in absolute terms over the 
next ten years. The government does not have the political will to slash spending to bring debt under 
control.   
 
Interest rates in the US look set to remain near zero for the next two years. The printing presses will keep 
on churning out more dollars because the government will have to increase the money supply to deflate 
away the debt. As a consequence, the value of the dollar will be further eroded and investors will continue 
to receive virtually no interest for holding US dollars. Europe and China are also printing money.  Against 
this backdrop, investors across the world want to hold gold. In a world where governments are eroding the 
value of paper currencies, gold is a very attractive alternative currency. Ultra-low US interest rates and 
concerns about the future viability of the dollar as the world’s reserve currency, support the dollar gold price. 
 
Why do you prefer gold shares to the ETF?  
 
We believe that gold shares have significant upside. These out-of-favour stocks remain very cheap and in 
our view, the problems in the mining industry are more than fully discounted in the share prices of mining 
companies. Gold stocks should continue to benefit from a stronger dollar gold price and a weaker rand.  
The shares trade at a 40-year low relative to the rand gold price. Although the rand has weakened, it is still 
materially overvalued against the US dollar and we expect the local currency to depreciate further. There 
have been massive foreign investment inflows into our bond and equity market. A sudden withdrawal of 
some of this capital would see the rand losing more value.  Furthermore, South Africa has a large current 
account deficit and our exports are no longer competitive at current exchange rates.   
 
 
 
 



 

We first started buying gold in March last year. Since then, the performance of our gold stocks has 
massively lagged the returns of the ETF. Over the last 18 months the ETF went up by more than 50%, while 
the gold shares in our portfolio rose 10%. A higher rand gold price should translate into better earnings and 
stronger cash flows for gold producers.  Our preferred stocks are Gold Fields and AngloGold.  The share 
price of Gold Fields is the same as it was seven years ago and at the current rand gold price,  the counter 
trades at around 10x earnings, against the long-term average of 27x earnings.   
 
You also have a material exposure to other resource shares. Why do you prefer these stocks to the 
domestic-oriented counters?  
 
It is a question of relative value. The resource stocks in our portfolio are much cheaper than SA retailers 
and other domestic stocks. Given our negative outlook on the rand and our cautious view of the world, 
outside of gold shares we like low price earnings (PE) rand hedge stocks that have lagged the market.  Our 
Anglo American (Anglo) and Sasol holdings fit into this category. Although we expect copper and iron ore 
prices to soften, we are comfortable to maintain our holding in Anglo as the counter is trading on a PE of 
only 6x.  
 
Domestic stocks African Bank, AVI and Vodacom have made a significant contribution to the portfolio’s 
performance. We sold these counters into strength and some of the proceeds were used to purchase a 
position in Anglo American Platinum (Amplats) at very attractive levels. The share price of Amplats has 
weakened, largely as a result of the strong rand and the slow rise in the price of platinum relative to other 
commodities such as iron ore and copper whose prices have surged. Although Amplats does not belong in 
the low PE category, it is an excellent rand hedge share. We are struck by the huge difference between 
prices and value in the current market and that is why we prefer gold and other resource stocks to 
domestic-oriented shares.     
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