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December was a conciliatory month for precious metal stocks, which had a
strong year-end rally. We like the relative strength of this sector compared
to the global equity markets (MSCI World Index), which corrected sharply in
December. In late summer, investors were too tempted to sell the gold mining
sector due to a lack of upside potential and to run after the high-flyers in the
technology sector. In particular, we like the fact that the price of gold rightly
moved up with rising stock market volatility, and that precious metal stocks
uncoupled themselves from global stock market turbulence.
The gold price rose by 4.9% in December and closed the year with a modest
minus of 1.6%. At first glance, the performance of the gold mining sector
looks meager against the gold price again this year. The fact is, however,
that over three years the mines have performed around three times better
than physical gold. We explain this in detail in our annual report.
The December performance brings the average gold selling price for the
mining industry for the fourth quarter (Q4) to USD 1,228, only marginally
higher than in Q3 (USD 1,217). This is an important price for the quarterly
results of the sector, which will be published from the end of January 2019
onwards. We are a little cautious about the earnings relative to the positive
stock price movements for the Q4 period. At first glance earnings might
disappoint once again on several occasions. At the same time, however, we
are optimistic that the companies will provide a positive outlook with their
results. A $50 higher gold price has currently an enormous leverage effect
on the profitability of gold mines.
On the news front, there was not much new in December. Kirkland Lake
Gold (KL) has announced its production outlook for the next few years. The
company has greatly increased its drilling program at its producing mines
over the past 12 months and has now reported further positive results.
Production will continue to increase through higher grades. For 2019 the
range is 740-800k ounces (compared to 665k for 2018) and further
production growth with existing mines is expected for 2020 and 2021. You
have to admit to the management of this company, that they are doing
everything the right way. Accordingly, we have further increased our portfolio
position in the stock. Wheaton Precious Metals (WPM) was able to settle
its tax dispute with the Canadian tax authorities without any subsequent
payments. This is extremely positive for the company as they have put a lot
of money aside for it. After the news announcement, the share price has risen
sharply. We did not expect an outcome before 2019 and hence, did not have
the stock in our portfolio, as it lagged behind the sector in relative comparison
before the announcement. The stock is still trading with a large discount to
its competitors in the royalty business and so we will consider a possible
positioning in the event of share price setbacks.
The gold price has a high negative correlation to the USD. We have long
been of the opinion that the cycle of interest rate hikes by the US central bank
(FED) will sooner rather than later come to an end in 2019 and that this will
have an effect to the USD. For this reason, we are quite optimistic for the
precious metals sector in 2019.
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Please find the detailed performance overview under www.amg.ch

Risk Ratios (rolling over the last 3 Years)
Volatility (p.a.):
Sharpe Ratio (-0.74% Risk Free Rate)
Beta (vs. XAU)
Breakdown by Sectors
Seniors
Intermediates
Juniors
Silver Stocks
Explorers
Royalties
Gold Bullion
Silver metal account
Palladium/Platin
Cash

50.8%
21.3%
3.3%
9.3%
7.7%
1.9%
5.2%
0.0%
0.0%
0.5%

32.7%
0.21
0.90

Engagement
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Disclaimer: While AMG Fondsverwaltung AG has made every effort to ensure that the information on this document is correct at the time of publication, AMG can make no representation or warranty
(including liability to third parties) either expressly or by implication as to the accuracy, reliability or completeness of the said information. The future performance of an investment cannot be deduced from
previous market value, i.e. the value of an investment may fall as well as rise. Performance was calculated without commissions and fees for subscription or redemption.
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