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Come Together, Right Now (Over Gold)

By Joe Foster, Portfolio Manager and Strategist

Consolidation Continues as Gold Exhibits Resilience

Complacency in the stock market was on full display in
October as the S&P 500! reached a new alltime high
while releases for the Institute for Supply Management (ISM)
Manufacturing and Non-Manufacturing indices?, payrolls,
retail sales, durable goods orders, industrial production, and
Conference Board consumer confidence all fell and/or missed
expectations. The weak economic results caused the US dollar
index (DXY)? to fall from the top to the bottom of its 2019
range in October. While the weak dollar was supportive of
gold in October, the normally strong inverse correlation has
been absent this year. The gold price continued to consolidate
its 2019 gains in a narrow range between $1,480 and
$1,510 per ounce. Gold was contained in October due to
the negative correlation it has shown with the stock market
this year, along with a monthly rise in interest rates. Treasury
yields rose even though the Fed cut the Federal Funds Rate?,
as expected. For the month, gold gained $40.55 (2.75%) per
ounce closing at $1,512.94 on 31 October. Gold and gold
stocks ended the month at the top of their recent consolidation
range as the Chinese expressed doubts about the chances for

a long-term trade deal with the U.S.

The gold market appears resilient given the lack of strong
catalysts lately. While many measures of the economy have
deteriorated, third quarter GDP growth, while anemic, came
in above expectations and unemployment remains at historic
lows. Nonetheless, we believe the potential for systemic
financial stress is keeping the gold price elevated as a safe
haven asset. What gold investors see that the stock market
might be ignoring, in our view, are signs that the post-crisis
asset bubble is bursting. Unlike 2000 or 2008, there is no
discernable bubble focused on a single asset class. The chart
below shows that, instead, the totality of asset values amounts
to a historic bubble. Perhaps WeWork'’s valuation plunge from
$47 billion to less than $8 billion and other disappointments
in the private company space amount to the beginnings of a

bubble bursting that the public equities are ignoring?
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Time for Gold Singles to Mingle?

Of all the mining industries, gold is possibly the most
fragmented, and in our view, the gold industry and its investors
would realize considerable benefits from consolidation. Pollitt
& Co. estimates that, whereas 50% of global iron ore and
copper production comes from four and 10 companies,
respectively, 25 companies account for just 45% of total gold
production.® Technical talent seems to be spread thin, too.
An internal Resource Capital Fund study reported that 107
mining projects that went from feasibility study through to

construction were 38% over budget, on average.®

We believe the most potential for synergy and value creation
rests among the large number of single-asset companies.
Historically, such companies were merger and/or acquisition
(M&A) targets for larger producers. However, producers have

become reluctant to pursue M&A because:

e Investors have soured on M&A because many companies

have overpaid for acquisitions in the past.

e It is very difficult to know all of the risks contained in a

target company.

e The strategic focus of most producers has shifted from

growth through acquisitions o organic opportunities.

®  Many majors are looking to sell non-core assets.
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e Deals done at a premium bring arbitrageurs that drive the

share price of the acquirer down substantially.

®  Much of the share register winds up with arbitrageurs, which

churns in the market for months.
e Valuations are low across the sector.

The lack of M&A has resulted in an abundance of single-asset
companies. An investment manager may now have a gold portfolio
of, for example, approximately 20 single-asset developers and five
single-asset producers. These are the companies that are providing
many new mine developments across the sector. When investing in
a development company, shareholders expect to benefit when the
company either gets acquired at a premium or when it successfully
takes its project to production. In this M&A environment, developers
must plan on becoming mine builders and operators. Once a
developer becomes a producer, we expect it to have its next project

in view in order to grow info a mid-tier multi-mine company.

An efficient way of unlocking the latent value of one-property
companies is through a merger of equals. The benefits of creating

larger multi-property companies include:
e Deeper technical talent that is fungible across operations.
e Geopolitical risk that is spread across jurisdictions.

®  Procurement scale that enables better pricing for materials

and equipment.
*  Reduced general and administrative costs (G&A).
e Cheaper access fo capital.
e Ability to atftract larger institutional investors.
*  More opportunities to create value.

Consolidation of single-asset companies to form larger multi-mine
companies can unlock these benefits, and the shift in valuation has
great potential. For example, let's create a hypothetical “Mergco”
with three companies that are currently single-asset: Detour Gold,
Pretium Resources and Sabina Gold & Silver. According their
respective September 2019 corporate presentations, Detour and
Pretium combined produce roughly 1.1 million ounces per year
from their two mines, while Sabina has a shovelready project
that could produce over 200,000 ounces per year. All are large
projects in Canada with long mine lives. Mergco would have a
combined market cap of $5.2 billion and, using RBC Capital
Markets valuations, trade at a weighted average Price/Net
Asset Value (P/NAV) of 0.83X.” Contrast this with Kirkland Lake,

which, according to its September 2019 company reports, also
has roughly one million ounces of production, mainly from two
mines in safe jurisdictions of Canada and Australia. Kirkland has
several exploration and development projects that may bring future
growth. It has a market cap of $9.4 billion and trades at a P/
NAV of 1.92X. We argue that with good management and the
advantages of larger scale, Mergco could achieve a valuation that
should be closer to Kirkland’s. In a merger of equals, Mergco's
share price would have to increase by 131% to match the P/NAV
valuation of Kirkland. Achieving a re-rating of just half of this would
still be a windfall to Mergco’s shareholders. In addition, a merger
without premiums would reduce arbitrageur positioning, potentially

freeing the stock to trade higher.

There are many combinations of single-asset companies around the
world that we believe would benefit from such consolidation, so

why have we not seen such combinations

*  Management adherence to the old M&A model, hoping to sell

the company at a premium.

*  Lackof vision amongst managements, boards and shareholders

to achieve such an M&A outcome.
*  Entrenched management protecting their jobs.
e Boards with no desire to maximize value for shareholders.

We believe it is time for single-asset gold companies and their
shareholders to reconsider the M&A landscape and adapt new

strategies that will build the mid-iers and majors of the future.
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IMPORTANT DISCLOSURE

All company, sector, and sub-industry weightings as of
31 October 2019 unless otherwise noted.

1S&P 500 Index measures the stock performance of 500 large com-
panies listed on stock exchanges in the United States and covers
approximately 80% of available market capitalization.

Znstitute for Supply Management (ISM) Manufacturing and Non-
Manufacturing indices are widely-tracked indicators of recent U.S.
economic activity based on surveys of purchasing managers and
supply executives across a broad range of U.S. manufacturing and
non-manufacturing sectors and industries.

3U.S. Dollar Index (DXY) indicates the general international value of
the U.S. dollar by averaging the exchange rates between the U.S.
dollar and six major world currencies.

“Fed Funds Rate is the interest rate at which banks and other deposi-
tory institutions lend money to each other, usually on an overnight
basis.

5Pollitt, Douglas. “Gold companies = gold bullion2 What everyone
seems to want...” Pollitt & Co. October 2018.

Harris, Paul. “Want investors? Do a better job!” Mining Journal
May 2019.

’RBC Capital Markets (8 October 2019). Precious Metals & Miner-
als Weekly Valuation Tables.
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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 should not be construed to be indicative of the actual
events which will occur.

Important Disclosures

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 investor’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.

Be}ore 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 ﬁ;gcﬂ 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 sectors are for
illustrative purposes only cng’ore not intended and should not be interpreted as recommendations to purchase or sell such securities or
gain exposure to such sectors. Each investor shall make his/her own appraisal of the tax and other financial merits of his/her investment.

Sources

This commentary may be based on or contain information, such as opinions, recommendations, estimates, price targets and valuations
which emanate zrom: VanEck portfolio managers, analysts or representatives, publicly available information, information from other units
or Companies of VanEck, or other named sources. To fKe 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 reliqble%ur 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 politi-
cal 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 from that investment to the investor. Past performance is not a guide to future performance. Estimates of future performance 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 abuse
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 infended 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.

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 transaction 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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