The Fund that Ate the Mutual Fund Company
By Hank Fellerman
The Tocqueville Gold fund is known to most Café members if for no other reason than that its manager is John Hathaway. Hathaway’s essays explaining the gold market have appeared in the Café and been distributed by GATA. He has done more than just about anyone to make the case for investing in gold.
I bought into the Tocqueville Gold Fund in the early days and so have followed it closely and hoped for its success. I’ve added to my holding over the years and never sold a share.
The fund has an October 31 fiscal year. It pays a dividend in December. 
Tocqueville Gold Fund opened its doors in 1998 by issuing shares for $10 and finished the year with only $8 million in assets. It’s clear that the founders at Tocqueville just knew that gold was at or near the bottom of its long and painful bear market. An early mailer that went out under the title “WE HAVE NOTHING AGAINST CONVENTIONAL WISDOM…AS LONG AS YOU THINK FOR YOURSELF!”, showed the following information:

Most precious metals funds are just lucky survivors from the 1970’s. These people were either very lucky or actually knew what they were doing (in the stock market they are the same thing). This was an unequivocal call to invest in gold stocks near the bottom of the market. 
Hathaway also told the truth about the gold market. In an essay dated January 8, 1999, he wrote, “World central banks are suppressing the gold price, not through outright sales, but via gold leasing activities.” (source: http://www.gold-eagle.com/editorials_99/hathaway010899.html
Early investors in the fund have done well. The fund closed 1998 at $10.76 a share; it dragged along and finished 2000 at $10.03. The fund rose from the bottom with the rise in gold and closed on October 31, 2006 at $51.41. Through December 2006 the fund had paid dividends of $10.42, including a December 2006 distribution of $5.27. Thus, someone who invested in the first few years might have gotten all their initial money back in the form of dividends and still have a stock worth $50. I can’t think of another mutual fund that has matched that record.
The high dividend is not an accident. A couple of years ago Hathaway told shareholders a wave of consolidation was coming to the gold mining industry and he was positioning the fund with shares that might one day be taken out by bigger firms. This has coming to pass. As the bull market continues, it is not hard to imagine that the dividend will increase to $10 a share. Early investors will then get an annual dividend equal to their original investment.
A lot of people are proud to call themselves traders. They study charts, come up with ratios and lines and such and move their money around accordingly. I’m skeptical of these efforts. But what I find really bizarre are those who pay money to get some guru’s opinion about charts, lines on charts, contrived ratios, timing strategies and other esoteric knowledge. I suspect few people engaging in such frenetic and irrational behavior would have matched the return on the Tocqueville Gold Fund since its inception. If you had an IRA and rolled $10,000 into that fund in the first three years, you would today have about $60,000.
In the latest report Hathaway writes, “In our view, we are still in the very early stages of a bull market in gold. When it has completed its course, we believe the duration and magnitude will exceed any historical precedent.” When that time comes, I predict a steady investment in the Tocqueville Gold Fund will beat the return made by 98% of those who trade the gold market. 
Being right in the stock market has its rewards. In 1998 the gold fund had assets of a paltry $8 million while all other Tocqueville funds totaled $151 million. At October 31, 2006, the gold fund was $833 million while the remainder had grown to only $607 million. The chart below shows illustrates this.
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In a gold bull market a winning strategy is to hold a diversified portfolio of precious metals stocks. Either the Tocqueville Gold Fund or another gold fund is probably a good way to accomplish that.
