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Gold’s 2019 Resolution: Challenge the Resistance

By Joe Foster, Portfolio Manager and Strategist

Gold rides positive trend in December supported by
trade conflict pause and rate hike

After spending several months consolidating around the
$1,200 per ounce level, we believe gold has embarked on
a new positive trend supported by strong inflows to bullion
exchangetraded products. Early in December the gold
price gained with other commodities when President Donald
Trump and China’s President Xi Jinping communicated a
pause in their trade conflict. Gold then rose to six-month
highs following the Federal Reserve’s decision to raise rates
on December 19. The stock market, crude oil, bonds, and
President Trump all signaled that Fed Chairman Jerome Powell
had made a grave mistake by indicating more rate increases
to come in 2019. We also believe that the Fed made a serious
mistake, but we think the blame should be placed on Mr.
Powell’s predecessors, who waited far too long to normalize
monetary policy. Now the Fed is tasked with normalizing

rates late in the cycle, and it is rapidly running out of time.

Since the stock market peaked on September 21, gold has
outperformed West Texas Intermediate (WTI) crude oil by
42% and the NYSE Arca Gold Miners Index (GDMNTR)' has
outperformed the S&P 500® Index? by 27%. Markets are
beginning to price in an end to the postcrises expansion in
2019, while gold, the U.S. dollar, and U.S. Treasuries are
all signaling a rise in global financial risks. For the month of
December, gold gained $59.95 (4.9%) to $1,282.45 per
ounce. Gold stocks trended higher with gold, as the GDMNTR
advanced 10.8% and the MVIS Global Junior Gold Miners
Index (MVGDXJTR)® gained 13.1%.

U.S. dollar strength was main headwind for gold’s
disappointing 2018

Excluding December, it was a difficult year for gold and gold
stocks. The U.S. dollar was stronger than expected in 2018,
which created a major headwind for gold. The U.S. economy
received a boost from the Trump tax cuts and deficit spending,

resulting in strong growth, low unemployment, and an annual

gain of 4% for the US Dollar Index (DXY).# Investors showed
little interest in gold investments amid the booming economy
and stock market highs. Rising rates coupled with the strong
U.S. dollar created problems for emerging markets debt, which
culminated in a currency crisis in Turkey. The U.S. dollar saw
additional gains against many emerging markets currencies
that are not included in the DXY. Weak fundamentals caused
the gold price to fall through technical support to its yearly
low of $1,160 in August. However, gold cut its losses late in
the year, as market sentiment seemed to change to favor gold.

Gold ended 2018 with an annual loss of just $20 (-1.6%).

Gold stocks suffered this year despite strong financials
and attractive valuations

The lack of interest in gold for most of the year was magnified
for gold stocks. The GDMNTR fell 8.5% in 2018, while the
MVGDXITR declined 11.3%. It was a particularly difficult
year for junior companies, which we define as developers
and those companies producing less than 300,000 ounces
per year. Most juniors failed to outperform the GDMNTR
benchmark. Tax loss selling and liquidation of a large gold
fund weighed on juniors in the fourth quarter. The weak
stock performance belies the fact that companies are doing
well both operationally and financially. This has resulted in
valuations that are well below the longterm average. Strong
company fundamentals suggest that this value gap could close

once investors take a more positive outlook for the gold price.

Operational issues and geopolitical concern in Mexico
impacted performance this year

Our active gold strategy performance did not meet our
expectations in 2018, even though we had some strong
winners. Mid-tier producer Kirkland Lake (9.8% of net
assets*) was able to expand high-grade reserves and
production, resulting in strong gains for our top position.
Several of our Australian mid-tier stocks also outperformed
thanks to strong operating results. Our top junior developer

Corvus Gold (2.3% of net assets*) advanced as the company
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published a robust preliminary economic assessment for its project
in Nevada. However, we had a number of junior and mid-ier
companies in the portfolio that reported unanticipated operating
or social problems that impacted performance. When we invest,
we are convinced through our due diligence that management can
mitigate operating and social risks. Thus, when companies fail to
operate as planned, we must determine whether it is a temporary
issue or a lasting problem for management. In 2018, we had seven
companies that failed to properly manage risks, which is more
than double the norm. Four of these are no longer in the portfolio,
while we expect three to regain their lost performance in 2019.
A second area of underperformance was due to geopolitical risks
associated with incoming President Andrés Manuel Lépez Obrador
of Mexico. It was anticipated that the new president would be
unfriendly to business and could empower unions and anti-mining
groups. Because of this, we trimmed our exposure to companies
with Mexican operations ahead of the June election. However, after
the election and before he took office in December, a controversial
airport referendum and proposed anti-mining legislation from his
party caused stocks to decline. In hindsight we should have been
more aggressively cutting Mexico. Our Mexican exposure will

remain below normal until we see more favorable leadership.

Contrary to last year, 2019 is beginning with global
contraction theme

What a difference a year makes. 2018 began with the synchronized
global growth theme and 2019 looks like it is beginning with a
synchronized global contraction theme. Manufacturing results in
China, as measured by the Purchasing Managers’ Index (PMI)5
from both the official Chinese National Bureau of Statistics and
Caixin/Markit, a private survey, slipped into contraction territory
in December. Japan and Germany logged negative GDP growth in
the third quarter. According to a Duke University survey, as reported
by Gluskin Sheff,¢ 49% of U.S. chief financial officers believe the
economy will begin a recession in 2019 and 82% are expecting
a recession in the next two years. Parts of the U.S. Treasury yield
curve have slightly inverted, which has not happened since 2008.
During the postcrisis bull market, the S&P 500 has endured
four corrections of 15% to 20%, with the first three occurring in
2010, 2011, and 2015/16. The current correction is the fourth
in this cycle and appears to be the most ominous forecast for
the economy because it coincides with steep selloffs in crude
oil and other commodities, along with a rally in U.S. Treasuries
and widening corporate spreads. After a tax cutinduced surge,
corporate profits are set to decline, which may foreshadow a fall

in the largest single source of demand for U.S. stocks. Goldman

Sachs reported in October that U.S. corporations were on track

to repurchase over $770 billion of their own stock in 2018.

Upcoming Fed action could go two ways and both appear

favorable for gold

It is widely believed that there is a 12-month lag for central bank

policies to take effect. That means that the economy will feel the

full impact of the Fed’s 2018 rate hikes and $30 billion of monthly
quantitative tightening (QT) in 2019. In addition, the Fed is set to
raise rates further and has increased QT to $50 billion per month.

We expect to see one of two scenarios in 2019:

e The Fed stays on course, possibly driving the economy into
recession. This may bring increased financial risks from highly-
indebted governments and corporates.

e The Fed pauses or reverses its tightening cycle. This would
likely bring U.S. dollar weakness.

Both scenarios would be favorable for gold. Gold and gold stocks

enter the New Year with positive trends that were lacking for most

of 2018. In our opinion, it looks increasingly likely that gold may
again test the $1,365 level of resistance that has been in place
now for five years. If the markets are seeing enough systemic risks
to move gold through this level, we believe it should be a very

good year for investors in gold and gold stocks.

Bear market not crash more likely and gold investments
could be less volatile

Finally, if we are correct in calling for a recession to start in the
coming 12 months, would markets crash as they did in 2000 and
2008, or would it be a more orderly bear market? Barring a black
swan event and aside from cryptocurrencies, there are not any
obvious manias in this cycle. However, there has been asset price
inflation in stocks, bonds, real estate, and other asset classes. In
totality, this has possibly created the largest asset bubble in history,
but without mania psychology, a crash is less likely in our view.
An added risk in this cycle is an explosion of sovereign debt. This
may bring a policy response from central banks in a downturn that
distorts and drives markets, but we believe it is unlikely to precipitate
a crash, especially with a more stable post-crisis banking system.

Gold investments may see less volatility in a crash-less downturn.
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IMPORTANT DISCLOSURE

'NYSE Arca Gold Miners Index (GDMNTR) is a modified
market capitalization-weighted index comprised of publicly
traded companies involved primarily in the mining for gold.

2S&P 500® Index (S&P 500) consists of 500 widely held
common stocks covering industrial, utility, financial, and
transportation sectors.Nothing in this confent should be
considered a solicitation to buy or an offer to sell shares
of any investment in any jurisdiction where the offer or so-
licitation would be unlawful under the securities laws of
such jurisdiction, nor is it intended as investment, tax, fi-
nancial, or legal advice. Investors should seek such profes-
sional advice for their particular situation and jurisdiction.

3MVIS Global Junior Gold Miners Index (MVGDXJTR) is a
rules-based, modified market capitalization-weighted, float-
adjusted index comprised of a global universe of publicly
traded small- and medium-apitalization companies that gen-
erate at least 50% of their revenues from gold and/or silver
mining, hold real property that has the potential to produce
at least 50% of the company’s revenue from gold or silver
mining when developed, or primarily invest in gold or silver.

“U.S. Dollar Index (DXY) indicates the general interna-
tional value of the U.S. dollar. The DXY does this by aver-
aging the exchange rates between the U.S. dollar and six
major world currencies: Euro, Japanese yen, Pound ster-
ling, Canadian dollar, Swedish kroner, and Swiss franc.

5The Purchasing Managers’ Index (PMI) is an indicator of
the economic health of the manufacturing sector. The PMI is
based on five major indicators: new orders, inventory levels,
production, supplier deliveries and the employment environ-
ment.

¢Gluskin Sheff + Associates Inc., a Canadian independent
wealth management firm, manages investment portfolios for
high net worth investors, including entrepreneurs, profession-
als, family trusts, private charitable foundations, and estates.
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Important Disclosures

This commentary originates from VanEck Associates Corporation (”VanEck"% and does not constitute an offer to sell or solicitation to
buy any security. VanEck’s opinions stated in this commentary may deviate from opinions presented by other VanEck departments or
companies. Information and opinions in this commentary are based on VanEck’s analysis. Any forecasts and projections contained

in the commentary appear from the named sources. All opinions in this commentary are, regardless of source, given in good faith,
and may only be valid as of the stated date of this commentary and are subject to change without notice in subsequent versions of the
commentary. Any projections, market outlooks or estimates in this material are forward-looking statements and are based upon certain
assumptions that are solely the opinion of VanEck. Any projections, outlooks or assumptions sﬁould not be construed to be indicative of
the actual events which will occur.

No investment advice
The commentary is intended only to provide general and preliminary information to investors and shall not be construed as the basis
for any investment decision. This commentary has been prepared by VanEck as general information for private use of investors to
whom the commentary has been distributed, but it is not intended as a personal recommendation of particular financial instruments or
strategies and thus it does not provide individually tailored investment advice, and does not take into account the individual inves-
tor’s financial situation, existing holdings or liabilities, investment knowledge and experience, investment objective and horizon or risk
profile and preferences. The investor must particularly ensure the suitability of an investment as regards his/her financial and fiscal
situation and investment objectives. The investor bears the risk of losses in connection with an investment.
Before acting on any information in this publication or report, it is recommendable to consult one’s financial advisor.
Forecasts, estimates, and certain information contained herein are based upon proprietary research and the information contained in
this material is not intended to be, nor should it be construed or used as investment, tax or legal advice, any recommendation, or an
offer to sell, or a solicitation of any offer to buy, an interest in any security. References to specific securities and their issuers or sec-
tors are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such
.;ecurities or gain exposure to such sectors. Each investor shall make his/her own appraisal of the tax and other financial merits of his/
er investment.

Sources

This commentary may be based on or contain information, such as opinions, recommendations, estimates, price targets and valuations
which emanate from: VanEck portfolio managers, analysts or representatives, publicly available information, information from other
units or Companies of VanEck, or other named sources. To the extent this commentary is based on or contain information emerging
from other sources (“Other Sources”) than VanEck (“External Information”), VanEck has deemed the Other Sources to be reliable but
neither the VanEck companies, others associated or affiliated with said companies nor any other person, do guarantee the accuracy,
adequacy or completeness of the External Information.

Limitation of liability

VanEck and its associated and affiliated companies assume no liability as regards to any investment, divestment or retention decision
taken by the investor on the basis of this commentary. In no event will VanEck or other associated and affiliated companies be liable
for direct, indirect or incidental, special or consequential damages resulting from the information in this publication or report.

Risk information

The risk of investing in certain financial instruments, is generally high, as their market value is exposed to a lot of different factors such
as the operational and financial conditions of the relevant company, growth prospects, change in interest rates, the economic and
political environment, foreign exchange rates, shifts in market sentiments etc. Where an investment or security is denominated in a
different currency to the investor’s currency of reference, changes in rates of exchange may have an adverse effect on the value, price
or income of or ?/rom that investment to the investor. Past performance is not a guide to future performance. Estimates of future perfor-
mance are based on assumptions that may not be realized. When investing in individual shares, the investor may lose all or part of the
investments.

Conflicts of interest

VanEck, its affiliates or staff of VanEck companies, may perform services for, solicit business from, hold long or short positions in, or
otherwise be interested in the investments (including derivatives) of any company mentioned in this commentary.

To limit possible conflicts of interest and counter the abuse of inside knowledge, the representatives, portfolio managers and analysts of
VanEck are subject to internal rules on sound ethical conduct, the management of inside information, handling of unpublished research
material, contact with other units of VanEck and personal account dealing. The internal rules have been prepared in accordance with
applicable legislation and relevant industry standards. The object of the internal rules is for example to ensure that no analyst will
oEluse or cause others to abuse confidential information. This commentary has been prepared following the VanEck Conflict of Interest
Policy.

Distribution restriction
This commentary is not intended for, and must not be distributed to private customers.
No part of this material may be reproduced in full or in part in any form, or referred to in any other publication without express written

permission of VanEck. ©2019, VanEck.

Index Descriptions:

All indices named in the commentary are unmanaged indices and include the reinvestment of all dividends, but do not reflect the pay-
ment of fransaction costs, advisory fees or expenses that are associated with an investment in the Fund. An index’s performance is not
illustrative of the Fund’s performance. Indices are not securities in which investments can be made.
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