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Zurich, 10 January 2011

Wall Street Journal Europe Fund Ranking and our short-term Outlook for 
Precious Metals Equities

Wall Street Journal Europe Fund Ranking

The Precious Capital Global Mining and Metals Fund ranked among the 10 leading Sector 
Equity Precious Metals Funds for the year 2010 according to the Wall Street Journal
Europe, weekend issue 31 December 2010:
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Short-term Outlook for Precious Metals Equities

Technical observations

As we noted earlier in our December report the rally in silver which started in September has been 
outstanding. Technically, the metal became overbought in November. A useful indicator to measure 
the exuberance in price is the relative strength index (RSI) of the silver/gold ratio which had a 
reading of 86 as of November. Considering past price excesses which resulted in similar patterns a 
20-25% setback in the silver price is possible. Consequently, we keep our exposure to silver miners 
tight but will add new positions once the correction phase has been completed.

Similar strong price movements have been registered in virtually all commodity markets. In 
November the CRB reached the highest RSI since 2008 before the crash. Of course, the recent 
action in the CRB was possible only on the back of the collapsing Dollar-Index (DX). The DX stood at 
83.2 on 30 August 2010 and bottomed out on 4 November 2010 at a level of 75.8. As of 7 
January the index made it back to 81.0. Our view is that the DX will continue to move up which 
could end the move in the CRB. 

With the action in the silver market the silver community became excited and some forecasts 
assumed price targets of the gold/silver ratio of 15-17. Currently the ratio is at 47.6. In our 
opinion, this scenario is unlikely in the near term as we expect the DX to move higher. On the 
contrary, a further strengthening of the DX coupled with widening TED spreads which bottomed in 
October (13.8) could send the gold/silver ratio to higher levels. 

The correction in the senior gold shares (XAU) and the junior gold shares (GDXJ) started in 
November with the GDXJ having underperformed the XAU. Silver blew out in December and since 
then it is underperforming gold; consequently silver miners continue to underperform gold miners.

Conclusion

Since August the action in precious metals markets has been outstanding. The rising DX put 
precious metals equities into a temporary consolidation mode which may last for some more 
weeks. We will use our cash position to build up positions on weakness.

The key consideration for gold miners is the development of the real gold price or the purchasing 
power of gold versus other commodities. Only an increase in the real gold price enhances the 
profitability of gold miners’ margins.

The real gold price remains in a secular bull market which started in May 2007 with the failure of 
Bear Stearns. This caused the unwinding in credit markets and the blow out in commodities. We 
use the historical cycles of rising real gold prices which have typically lasted for 15-20 years.

Over the long term we remain bullish on the whole precious metals sector and expect that it will 
record outstanding gains but short-term volatility should be expected.
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