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More Surprises in Store for Gold?
By Joe Foster, Portfolio Manager and Strategist 

Consolidation Looms but Risks Loom Larger 

Since June, the gold price has enjoyed a relentless advance 

of over $250 per ounce, to a six-year high of $1,557 on 

4 September, then spent the rest of September consolidating 

around the $1,500 level. The gold price found support on 12 

September when the European Central Bank (ECB) joined the 

U.S. Federal Reserve Bank (Fed) in a monetary about-face by 

easing policy nine months after signaling it was done with 

ever-looser policies. The ECB cut deposit rates to minus 0.5% 

and will start buying $20 billion worth of debt beginning in 

November to try to avoid a Euro-zone recession. Also, gold 

was supported by a missile and drone attack on a large Saudi 

oil facility that knocked out 5% of global oil supply.

Systemic risk surfaced when the overnight repo market lacked 

the liquidity to handle the confluence of a corporate tax 

payment with the settlement of a U.S. Treasury debt auction 

on 17 September. Banks refused to lend as repo rates trended 

as high as 10% and the Fed was forced to inject billions of 

dollars into the financial system to address the squeeze. Post-

crisis banking rules, the Treasury’s voracious appetite for cash 

and the Fed’s management of its trillions of dollars of balance 

sheet securities created unintended consequences that have 

been resolved for now. However, it begs the question as to 

how financial markets will behave under a less benign variety 

of systemic stress.

The gold price was kept in check as trade tensions with 

China eased somewhat when the two sides agreed to talks 

in October. Gold faced further headwinds as the S&P 500[1] 

came within a hair of its all-time high on 19 September and 

the U.S. Dollar Index (DXY)[2] trended to a new 28-month high 

on 30 September. We wonder who is investing in U.S. assets 

amid all of the impeachment chaos, systemic stress and fiscal 

irresponsibility. Perhaps the machines really have taken over.

The gold market showed resilience until 30 September, when 

dollar strength seemed to overwhelm the metal. We have 

been wondering whether an interim correction in the gold 

price would come at $1,500 or at higher levels. We now 

have the answer as gold fell $47.91 (3.2%) in September to 

$1,472.39, and it looks like October is shaping up to be a 

month of correction. Gold stocks also gave back some gains 

as the NYSE Arca Gold Miners Index (GDM)[3] fell 10.0% 

and the MVIS Global Junior Gold Miners Index (MVGDXJ)[4] 

declined 11.2%.

 

Gold Continues to Beat Expectations

The upward move in gold prices so far this year has caught 

most investors by surprise. There have been strong inflows to 

the bullion exchange traded products (ETPs), yet anecdotally, 

we have seen little flows into gold equity funds. For many, this 

move harkens back to the first half of 2016 when the gold 

price advanced $260 and the GDM doubled. However, the 

2016 move wasn’t sustained, and gold and gold stocks pulled 

back and went nowhere for three years. Equity investors are 

now understandably cautious and reluctant to step in. With 

the correction now in motion, it looks like we will soon find out 

whether 2019 was another flash-in-the-pan or the beginning 

of a new bull market. The macro backdrop today is much 

more supportive than it was in 2016. Both the expansion and 

the general equity bull market are now the longest on record. 

Global growth is slowing materially. Real rates have been 

falling and are expected to continue falling for the foreseeable 

future. Negative-yielding debt has reached an astronomical 

$15 trillion globally and is growing. Global leadership seems 

to keep getting worse.

Prior to 2019, $1,365 was the established upside 

resistance level for gold. Once upside resistance is broken, 

it often becomes downside support. Therefore, in the current 

correction, gold could pull back to $1,365 and still maintain a 

strong bull market trend. It is equally possible that gold might 

consolidate at higher levels, say in the $1,400 to $1,450 

range. The duration of this correction might take as little as a 

month or continue to year-end. While we will only know the 

details in hindsight, the strong macro drivers in place suggest 

this correction will only be a bump in the road, not the end 
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of the line. Also, given gold’s 2019 performance, we will not be 

surprised if it continues to beat our expectations.

Capital Discipline a Welcome Surprise

We attended the Denver Gold Forum in September and met with 

a range of companies. Despite the high gold prices, there was 

no sense of euphoria, and the overall message was one of sound 

business fundamentals. We asked every producer we met with 

how they would deal with the generous cash flows they would 

enjoy this year and possibly beyond. Some plan on reducing debt 

further, while others are deciding on proper dividend policies. We 

expect exploration budgets to increase and some reinvestment into 

sustaining the business. Companies expect to hold the line on costs 

by maintaining cutoff grades and continue using a $1,200 price 

to plan their operations. We therefore believe profit margins may 

increase with gold prices.

A priority was placed on organic growth through brownfields 

expansion and/or increasing reserve lives. Companies were 

not talking about expansions through M&A or large greenfields 

development. These were the main sources of value destruction in 

the last bull cycle when companies overpaid for acquisitions and 

developed properties that required too much capital. Given the 

newness of $1,500 gold, the real test will come at the next Denver 

Gold Forum. If the gold price remains elevated and if companies 

are still exhibiting strong capital discipline while containing costs, 

we will be very happy investors.

       

       

       Source: Barrick

Gold’s Top Producers Showcase Impressive Developments

After a week of meetings at the Denver Gold Forum and the 

Precious Metals Summit, we traveled to northern Nevada to attend 

the first analyst tour of Nevada Gold Mines (NGM), the joint 

venture (JV) between Barrick (61.5%) and Newmont (38.5%) that 

was created in July. Barrick is the operator and led the three-day 

tour that covered most of NGM’s operations. The map shows NGM 

has three major mining centers – Carlin, Cortez, and Turquiose 

Ridge/Twin Creeks. The three centers are roughly a one- to two-

hour drive from each other. Each has open pit and underground 

mines and multiple processing facilities that are able to treat a 

variety of ore types.

Barrick announced a maiden five-year production guidance of 3.5 

– 3.8 million ounces per year, making NGM one of the largest 

gold producers in the world. It looks to us like the drilled footprint 

of several high-grade underground deposits should enable the 

operations to maintain this level of production for at least 10 years. 

The most impressive upside, in our view, is from the Goldrush and 

Fourmile deposits at Cortez. Goldrush has a high-grade resource 

of 14.3 million ounces and plans are being made to start mining in 

2022. Fourmile is a Barrick deposit adjacent to Goldrush that will 

probably eventually be vended into NGM. The Fourmile resource 

is only 700,000 ounces, but recent drill results suggest it may 

ultimately rival Goldrush in size.
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Barrick has implemented a huge change in corporate culture at 

NGM. Layers of management have been eliminated with a shift 

in focus to key leaders. Silos have been broken down and inter-

departmental communication, problem solving, idea generation 

and profitability are driving the company. Geoscience has 

been elevated in importance with the aim of building better, 

more efficient mines and processing alternatives. An aggressive 

exploration program should result in more discoveries. A motto 

of the company is “run hard, expose your weakness, fix your 

weakness”.

The changes in management and culture have created employee 

turnover and challenges for some to adapt. However, we found 

that Barrick is building a team that is technically superior, 

working together and enthusiastic—a workforce that will 

transform Nevada from a tired old mining jurisdiction to a vibrant 

model of efficiency. So far we believe the operational synergies 

they have found are impressive. This year NGM has realized 

$240 million in savings from integrated planning, supply chain, 

transport and general/administrative. As we toured the Carlin 

operations, where most of the processing capacity is located, 

we could see first-hand how moving equipment, managing 

stockpiles, transporting ore and processing options have all 

become more efficient in the JV. Ultimately the company aims to 

find another $240 million in savings.

IMPORTANT DISCLOSURE  
 
All company, sector, and sub-industry weightings as of 31 August 
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.

2U.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.

3NYSE Arca Gold Miners Index (GDMNTR) is a modified market 
capitalization-weighted index comprised of publicly traded compa-
nies involved primarily in the mining for gold.

4MVIS Global Junior Gold Miners Index (MVGDXJTR) is a rules-
based, modified market capitalization-weighted, float-adjusted in-
dex comprised of a global universe of publicly traded small- and 

medium-capitalization companies that generate 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.
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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 should 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 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. 
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 sectors are for 
illustrative purposes only and are 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 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 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. 

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.

©2019, VanEck.

 

33 Sir John Rogerson’s Quay

Dublin 2  |  Ireland

vaneck.com | international@vaneck.com | +35 31 485 4989


