Manager Commentary September 2020

Gold Miners’ Re-Rating Calls For
Mass Appeal, Not Mass Production
By Joe Foster, Portfolio Manager

VanEck - Global Gold UCITS
Fund Review

been consolidating above $1,900 per ounce since its $2,075

VanEck - Global Gold UCITS Class R1 shares returned -5.49%

high on August 7.

for the one month period ending 30 September 2020,
while the NYSE Arca Gold Miners Net Total Return Index
(GDMNTR)1 and MVIS Junior Gold Miners Index (MVGDXJTR)2
returned -7.28% and -7.45%, respectively, over the same

per ounce. The bottom of the current gold bull market trend
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to a near-term low of $1,848 on September 28. For the month,
the gold price declined $81.98 (4.2%), ending at $1,885.82
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The consolidation now looks more like a correction as gold fell
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†Monthly returns are not annualized. Please note that precious metals prices
may swing sharply in response to cyclical economic conditions, political
events or the monetary policies of various countries.
Past performance of the sub-fund is no guarantee of future performance.
Any performance presented herein is for illustrative purposes only. Historical
information is not indicative of future results; current data may differ
from data quoted. Performance information does not take into account
the commissions and costs incurred on the issue and redemption of units.
Performance information is presented net of fees, but gross of tax liabilities.
Each index listed is unmanaged and the returns include the reinvestment of
all dividends, but do not reflect the payment of transaction costs, fees or
expenses that are associated with an investment in any fund. An index’s
performance is not illustrative of a Fund’s performance. You cannot invest
in an index.

is around $1,800. We expect this correction to remain above
this level.
Gold miners retreated with gold, as the NYSE Arca Gold
Miners Index (GDMNTR)3 fell -7.28% and the MVIS Global
Junior Gold Miners Index (MVGDXJTR)4 declined -7.45%.

Miners Remain On Point, Operationally
We attended the virtual versions of the Precious Metals Summit
and Gold Forum Americas (a/k/a The Denver Gold Forum).
The Precious Metals Summit features Junior companies5, most
of which are cashed up from recent equity raises. As a result
there was an abundance of drilling results, project updates
and plans for more drilling.
In our view, with new money comes new discoveries. Several
of our companies have recently announced discoveries that
we believe will help advance their projects toward production.
For example, De Grey Mining (1.3% of net assets) looks to

Gold Correction

have a multi-million ounce discovery in the Pilbara region of

U.S. dollar strength kept pressure on gold throughout

Western Australia. Corvus Gold (2.0% of net assets) has made

September. The dollar, as measured by the U.S. Dollar Index

additional discoveries at its Southern Nevada project that may

(DXY) , trended higher as the stock market trended lower from

turn it into a district-scale play. Galway Metals’ (0.7% of net

its all-time highs. The pandemic stimulus-driven bull market

assets) drilling has turned some isolated gold occurrences into

looks to be in jeopardy as the S&P 500 fell sharply at the

a trend that may host over a million ounces in New Brunswick,

beginning of the month and the dollar responded to the risk-

Canada.

off sentiment. Gold may have seen additional pressure as a

The Gold Forum Americas conference reiterated and

source of cash from equity-related margin selling. Gold had

enhanced the industry trends that we have been talking
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about for several years. Large gold producers tripped over
each other to inform investors of their cash-generating ability
and commitment to return money to shareholders through
increasing dividends and/or share buybacks. Balance sheets
are pristine, as those who aren’t already in a net-cash position
should get there by early 2021.

The chart shows that gold miners have suffered three deratings8 since 2007, with their beta to gold declining as well.
The first two de-ratings occurred in late 2007/early 2008 and
late 2011/early 2012 (trends A-B-C). These were caused by
poor operating and financial performance on many fronts.

While there isn’t much growth amongst the large companies,

Cost inflation eroded the operating leverage that investors

many emphasized sustainable production bases for ten years.

expected. Rising costs also caused capital projects to fall

Newmont (6.8% of net assets) even went beyond, indicating it

short of expected returns. Companies made a habit of missing

can sustain current annual production levels of around

their production and cost guidance. When rates fell after

6 million ounces into the 2040s. In the past we were lucky to

the financial crisis, the Seniors loaded up on debt and many

get five years of guidance. Most companies continue to use

companies overpaid for acquisitions that didn’t perform as

conservative pricing in the $1,200 to $1,300 per ounce range

promised. As a result, top managements of all the large gold

to calculate reserves and project economics.

producers lost their jobs. New managements have learned the

Companies also expressed a commitment to increasing
Environmental, Social and Governance (ESG) initiatives. All of
this bodes well for gold equity investors and demonstrates the
sustainable financial and operating strength of the industry.

hard lessons of the past and the industry has completely turned
itself around by instilling the right incentive structure from the
board to the mines. This is shown by recent financial and
operating results and the strategies we have highlighted from
the Gold Forum Americas.

Still, Room For Improvement

Unfortunately, despite all of the improvements, the sector still

In August, gold reached its all-time high of $2,075 per ounce.

suffered another de-rating in 2019 (trends C-D). We believe

At the same time the GDMNTR topped out at 1,271, far

there are two reasons for this:

below its all-time high of 1,855 in September 2011 when

•

Many generalist investors abandoned gold equities in

gold reached its former high of $1,921. Since the current bull

the last cycle due to poor management. We have yet to

market began in December 2015, gold advanced 98% to its

see many of these investors return. So far in this cycle,

August 2020 high, while GDMNTR gained 266% over the

most investors are using bullion ETFs for exposure to the

same period. If the GDMNTR had returned to its old 2011

gold market. Bullion ETF inflows have shattered records in

high of 1,855 in August of this year, it would have advanced

2020. Meanwhile net inflows to both active and passive

435% since the current bull market began. Here we explore

equity funds have been anemic.

the reasons that gold miners have not reclaimed their all-time
highs with gold.

•

There is a lack of growth amongst the large gold
companies. Historically, a rising gold price brought

Figure 1 on the next page plots gold versus gold miners (as

exploration excitement, high quality discoveries and

measured by GDMNTR). Notice that gold and gold miners

expanding production. While this excitement is still

trade along four discreet trends that have shifted to the right

driving Junior gold miners, it is missing amongst the

over time. Within each trend, the extent to which gold miners’

large companies. Multi-million ounce gold deposits have

price movements can be explained by gold price movements

become very difficult to find and global production is

(as measured here by the coefficient of determination, or

probably past its peak. The large companies are now

“R-squared”6) is very high—near 1.0, or nearly 100% of the

focused on maintaining current production levels in the

time in some cases. Alternatively, trend shifts to the right

long term.

indicate that a given gold price movement corresponds to a
lower gold miner price movement than in a preceding trend. In
other words, gold miners have been de-rated relative to gold.
Also, flatter trend lines indicate lower gold miners’ price beta7
to gold (beta being the performance leverage gold miners
naturally carry to gold).
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So far in 2020 gold has advanced 24%, while the GDMNTR
is up 34%. If Trend D remains in place through the current
cycle, the GDMNTR may reach its historic 2011 high if/when
gold reaches $2,755 per ounce. Generally speaking, from
current levels, this would translate to a 46% increase for gold
and a 70% increase for gold miners. We believe gold miners
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Mass Appeal Over Mass Production?
We believe, the key to achieving a positive re-rating, better

GDMNTR and MVGDXJTR are dominated by Senior and Mid-

performance and higher valuations is attracting generalists

Tier gold companies respectively, many of which we hold in

back to the sector. Scotia Capital Markets estimates that the

our active gold funds. While the large companies are doing a

average dividend yield of the large gold producers will rise

great job, the fact remains that the best way to create value is

to the average of the S&P 500 sometime in 2021 at 1.5%.

to make a discovery and turn a barren piece of real estate into

Scotia also reckons that if gold prices become sustainable

a gold mine. This is the type of value creation we find in the

around the $2,000 per ounce level, cash flows should enable

Juniors and some of the Mid-Tiers in our active portfolio. This

yields in the 3% to 4% range. Managements are focused on

is also how we expect to deliver the leverage to gold seen in

the task and doing everything in their power to make the gold

past cycles.

industry appeal to a broader investor base with their ability to
generate returns and mitigate risks.
*****
Figure 1: Relative Value of NYSE Arca Gold Miners Index vs. Gold Price
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All company, sector, and sub-industry weightings as of 30 September 2020 unless otherwise noted. All economic data sourced from Bloomberg and Wall Street Journal.
Nothing in this content should be considered a solicitation to buy or an offer to sell shares of any investment in any jurisdiction where the offer or solicitation would be unlawful under the securities
laws of such jurisdiction, nor is it intended as investment, tax, financial, or legal advice. Investors should seek such professional advice for their particular situation and jurisdiction.
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. 2MVIS 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-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. 3S&P 500® is a capitalizationweighted index of 500 U.S. stocks from a broad range of industries. 4Purchasing Managers’ Index (PMI) are economic indicators derived from monthly surveys of private
sector companies. The Institute for Supply Management (ISM) PMI releases an index based on more than 400 purchasing and supply managers surveys both in the
manufacturing and non-manufacturing industries.
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This material is for informational/advertisement purposes only and does not constitute any legal or investment advice. It is mainly dedicated to professional investors and is not to be regarded as
an offer for the purchase and the sale of the fund’s shares. Investors should consult the prospectus and key investor information before subscribing. The prospectus, the key investor information
documents and the financial reports can be obtained free of charge from vaneck.com and upon request from VanEck ICAV’s registered office and the offices of all local information agents. The
documents, except for key investor information, are only available in English. Past performance of the Sub-Fund is no guarantee for future performance.
IMPORTANT INFORMATION - FOR AUTHORIZED USE ONLY
All documents on VanEck ICAV’s sub-funds are for informational/advertisement purposes only and do not constitute any legal or investment advice. It is mainly dedicated to professional investors
and is not to be regarded as an offer for the purchase and the sale of the fund’s shares. Investors should consult the prospectus and key investor information before subscribing. The prospectus,
the key investor information documents and the financial reports can be obtained free of charge from vaneck.com and upon request from VanEck ICAV’s registered office at 25/28 North
Wall Quay, Dublin 1, Ireland and the offices of all local information agents. The documents, except for key investor information, are only available in English. Please read these documents
before investing and take note of the risk factors. Note: No guarantee can be provided that the Sub-Funds presented will attain their objectives. The value of an investment may decline as well
as increase. All persons interested in investing in one of the Sub-Funds presented are recommended to seek advice from independent legal and tax advisors in order to ascertain whether the
investment is appropriate to their own objectives.
VanEck - Global Gold UCITS is the Feeder fund (hereinafter “Fund”, “Feeder”, “Feeder Fund” or “Sub-Fund”) of the Master fund, LO Funds - World Gold Expertise (hereinafter “Master”) within
the meaning of EU Directive 2009/65/EC, as amended (hereinafter the “Directive”). LO Funds - World Gold Expertise is a sub-fund of Lombard Odier Funds (hereinafter “LOF”) which is a
Luxembourg investment company with variable capital (SICAV). LOF is authorized and regulated by the Luxembourg Supervisory Authority of the Financial Sector (CSSF) as a UCITS within the
meaning of EU Directive 2009/65/EC, as amended. The management company of LOF is Lombard Odier Funds (Europe) S.A. (hereinafter the “Management Company”), a Luxembourg based
public limited company (SA), having its registered office at 5, Allée Scheffer, L-2520 Luxembourg, authorized and regulated by the CSSF as a Management Company within the meaning of EU
Directive 2009/65/EC, as amended. LOF is only registered for public offering in certain jurisdictions. This document is not a recommendation to subscribe to and does not constitute an offer
to sell or a solicitation or an offer to buy LOF’s shares nor shall there be any sale of LOF’s shares in any jurisdiction in which such offer, solicitation or sale would be unlawful. Consequently, the
offering of LOF’s shares may be restricted in certain jurisdictions. Prospective investors must inform themselves of, and observe, such restrictions, including legal, tax, foreign exchange or other
restrictions in their relevant jurisdictions. Neither this document nor any part of it shall form the basis of, or be relied on in connection with, any contract to purchase or subscription for the LOF’s
shares. Any such acquisition may only be made on the basis of the official documents of LOF each in their final form. The articles of association, the prospectus, the Key Investor Information
Document, the subscription form and the most recent annual and semi-annual reports are the only official offering documents of LOF’s shares (the “Offering Documents”). These are available on
http://funds.lombardodier.com or can be requested free of charge at the registered office of LOF or of the Management Company.
In compliance with the relevant provisions of the Directive, the Feeder will at all times invest at least 85% of its assets in shares of the Master. The performance of both the Feeder and Master
will not be equal, due in particular to costs and expenses incurred by the Feeder, hedging instruments (as applicable) and the Reference Currency of the Share Classes of the Feeder differing
from that of the Master.
THIS MATERIAL MAY ONLY BE PROVIDED TO YOU BY VANECK AND IS FOR YOUR PERSONAL USE ONLY AND MUST NOT BE PASSED ON TO THIRD PARTIES WITHOUT THE PRIOR EXPRESS
WRITTEN CONSENT OF VANECK. IF YOU HAVE NOT RECEIVED THIS MATERIAL FROM VANECK, YOU ARE HEREBY NOTIFIED THAT YOU HAVE RECEIVED IT FROM A NON-AUTHORIZED
SOURCE THAT DID NOT ACT ON BEHALF OF VANECK AND THAT ANY REVIEW, USE, DISSEMINATION, DISCLOSURES OR COPYING OF THIS MATERIAL IS STRICTLY PROHIBITED. BEFORE
MAKING AN INVESTMENT DECISION, PLEASE CONSULT A QUALIFIED INVESTMENT AND TAX ADVISOR.
You can lose money by investing in a fund. Any fund investment should be part of an overall investment program, not a complete program. All funds discussed hereinafter are subject to the risks
inherent with investing in hard asset securities and commodities/gold securities, bullion and coins/emerging markets.
Please see the relevant prospectus or key investor information document for more information on these and other risk considerations.
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. Further, any information regarding portfolio composition, portfolio composition
methodology, investment process or limits, or valuation methods of evaluating companies and markets are intended as guidelines which may be modified or changed by VanEck at any time in
its sole discretion without notice.
Any performance presented herein is for illustrative purposes only. Past performance of sub-funds are no guarantee for future performance. Historical information is not indicative of future results;
current data may differ from data quoted. Performance information does not take into account the commissions and costs incurred on the issue and redemption of units. Performance information
is presented net of fees, but gross of tax liabilities. Each index listed is unmanaged and the returns include the reinvestment of all dividends, but do not reflect the payment of transaction costs,
advisory fees or expenses that are associated with an investment in any fund. An index’s performance is not illustrative of a sub-fund’s performance. You cannot invest in an index.
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.
Sub-fund(s) may or may not own the securities or be exposed to the sectors referenced and, if such securities are owned or exposure maintained, no representation is being made that such
securities will continue to be held or exposure maintained.
Non-VanEck proprietary information contained herein has been obtained from sources believed to be reliable, but not guaranteed.
Please note that VanEck only serves professional clients in countries where the sub-funds are registered or where the sub-funds can be sold in accordance with local private placement rules. As
such, the sub-funds are available for sale in certain jurisdictions only, and are not available for sale in the U.S. or to U.S. person.
UK: Facilities Agent -- Computershare Investor Services PLC - Germany: Information Agent -- VanEck (Europe) GmbH - Sweden: Paying Agent -- SEB Merchant Banking - Austria: Erste Bank der
oesterreichischen Sparkassen AG
FOR INVESTORS IN SWITZERLAND: The distribution of Shares of the Fund in Switzerland will be exclusively made to, and directed at, qualified investors (the “Qualified Investors”), as defined
in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing ordinance. A copy of the latest prospectus, the Key Investor Information Document,
the annual report and semi-annual report, if published thereafter can be found on our website www.vaneck.com or can be obtained free of charge from the representative in Switzerland: First
Independent Fund Services Ltd, Klausstrasse 33, CH-8008 Zurich, Switzerland. Swiss paying agent: Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zürich; Place of performance and
jurisdiction is at the registered office of the Representative. This document is for the purpose of advertising.
FOR AUSTRALIAN WHOLESALE CLIENTS: Van Eck US investment advisers offer investment management services that are regulated by US laws which are different to Australian laws. Such
products and services are only available to wholesale clients in Australia as defined in the Corporations Act 2001 (Cth).
Non-VanEck proprietary information contained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of this material may be
reproduced in any form, or referred to in any other publication, without express written permission of VanEck.
©2020, VanEck.
33 Sir John Rogerson’s Quay
Dublin 2 | Ireland
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