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lan Williams, chief executive officer and fund manager at Charteris Treasury Portfolio Ma nagers, says
now is the time for investors to profit from ‘bombed out’silver and metal assets

Gold and silver assels are a1 acute levels of
comparative cheapness, sitting as they are
ar 50-year extre

ive o othier sectors
ol the global equity marker.

The large-cap base metal miners are
also trading at extreme levels of relativ
cheapness, but even they are not as
‘bombed out’ as the gold and silver
miners.

Rio Tinto

Rio Tinto is a case in paint. tisa good
example of just how cheap the large-cap
miners are currently. At @ price of £32 4
share, the company's stock is less than
hall'the £70 a share it reached in May
2008, just prior to the crash,

allother sectors of the UK equing
market have now recovered, or
the previous highs, while the mine
languish ar their current levels.

Rio Tinto now yields more than 4%
against @ 10-year gilt vicld of 2.89%,
1eving just increased its dividend hy
to. The company is in rude health,
despite recent writedov which were
the result of averexuberant expansion
plans in the boom.

Itis also expecied to greatly benefi
fram the rally in base metal prices, which
looks 1o have setfair in recent dmes. This
is the cheapest sector of the UK ¢ Juity
market, and that is why these stacks
represent the largest overweight position
inour own fund.
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Gold or miners

Meanwhile, gold and silver assers are
trading at evern cheaper levels than the
base metal miners.

It could he argued they affer the greatest
upside potential ol all, albeit with higher
risk, as the individual companies invalved
tend w0 be much smaller than rmining
ciants like Rio Tinlo,

Gold shares are obwviously dependent on
the gold price, So, following the twa-year
bear market, during which tinie the price of
gold fell from $1900 an ounce in May 201 |
toalow ol 11801 June 201 3, what is the
outlook for gold and silver assers?

Firstly, the two-vear downward move
should be viewed in the context of a
nrevious nine-year continuous upwarid
move, which began in 2002 and 2003,

This previous law, Just atrer the turn
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“Gold and silver assets
are trading at even
cheaper levels than the
base metal miners,

It could be argued they
offer the greatest upside
potential of all, as the
individual companies
involved tend to be
much smaller than
mining giants”

al the century, lits in with 1hie 10-vear
cvelein gold and silver, which sees a
major low established in the second or
third vear of the decade, This deconmnial
cycle bottomed on 28 June 2013, and 4
sharp rally is expected to he seen over the
next few years, in line with the historical
precedent established ar EVETY previous
10-vear cyvele low.

If, for example, we took at the 10-vear
cycle in silver, we can sce the wealkest
bounce off the 10-vear cycle low was in
OB, and this produced 2 mere 3009
increase. Conrrast that with 1972, which
produced a mind-boggling 35 fold
increase - rom SL30 an ounce 1o 549

an ounce hefore the cycle peaked. The
average hounce of this cvele works out ay
around Y00% to 800%, which would take
rer from s curren: AN ouUnce ta
around 5130 an ounce.

Any move in bullion on this seale
would Ligger even greater poreentage
movements in the shares of the gold and
silver mining companics, due to thei
uperational gearing and the extres
relative cheapness of these m ning
campanies, Those Companics are ot

iust cheap relative to ather sectors of the

cquity market, but also cheap relative 1n
the bullion fiself.

Supply and demand
The supply and demand nicture lor
bullion also looks very positive. Glabal
gald mine output is arcund 2,200 ronnes
Aetsupply to the market, while demand
from just twe countries (China and
India) is expected to account for more
than 2,000 tonnes this vear and every
other year.

sian huyers, Thailand and

Oiher
WVietnam for example, also have a
veracious appetite for gold.

The 700 tonne selling by US FTF
halders, which kicked in [ast vear, has
now dried up, This finiie supply ol gold
anto the market looks 1o be at an end.
Price rises
ILis difficull o see how the excess
demantd over supply, which is inherent
inthe market ar the curreny price, can
be maintained withou a substaniial
up move in the price, As the elfective
replacement cost of gold is 81,500 an
ounce (the breakeven rare to huild a new
miney, no new mines will he built 1o mee|
this Asian demand until wold rises farin
excess of $1,500 an ounce.

Therefore this is a somewhar unigue
apportunity to profic frem a bambed
out asset class, which olfers substantial
upside on any bounce-hack.,
Of the precious metal family, silver is
certainly much more volarile than cold,
and it can be expected o rise higher and
fasterin a bull marker.

I that scenario, a fund weighted in
lavaur of silver shauld trigger signitficant
vutperlormance relative 1o one laden
heavily in aold,
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