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A Gold Star for the Other Junior Class

by Joe Foster, Portfolio Manager and Strategist

Gold Hits 7-Year High in May

The gold market continued to garner support from the
uncertainties and risks associated with the pandemic. The metal
trended to a new seven-year high of $1,765 per ounce on May
18, as U.S Federal Reserve Chairman Jerome Powell warned
of further risks that the coronavirus might pose to the economy
and asset prices. Gold retreated to $1,694 per ounce as the
stock market rallied to nearterm highs amid the loosening of
lock-down restrictions and news of progress in developing a
COVID-19 vaccine. However, gold quickly snapped back on
renewed protests in Hong Kong over China’s new national
security law, which prompted the Trump administration to begin
a process to revoke Hong Kong's preferential trade status.
The dollar trended lower at month-end and gold finished at
$1,730.27 for a $43.77 (2.6%) gain.

Strong Inflows and a Comeback for Silver

Silver performance has lagged gold for a number of years,
driving the gold/silver ratio to an alltime high of 123 in March.
Silver mounted a comeback in May, gaining 18.3%, amid some
of the strongest inflows into silver bullion exchange-traded funds
since their inception. Silver might see further gains as it is still
underperforming gold by 14% this year and the gold/silver ratio

remains at 97, far above the five-year average of 80.

Adapted Operations Supports Positive Long-Term Outlook

for Miners

Gold companies logged another strong month, as the NYSE
Arca Gold Miners Index (GDMNTR)" advanced 5.6% and the
MVIS Global Junior Gold Miners Index (MVGDXJTR)2 gained
12.6%. First quarter results were generally as expected, while
the full impact of the COVID-related shutdowns will be felt in
the second quarter reporting. We estimate a maximum of about
12% of global production was idled in April, however and
nearly all has been restarted. Companies have quickly adjusted

operating behavior to minimize COVID's impact, including:

* More vehicles and planes are being used to transport workers

Work shifts have been staggered and rotations lengthened
e COVID testing and mitigation protocols are now universal
e Inventories and ore stockpiles have increased

e Redundancies have been built into supply chains

e Doré transport and refining has been diversified

These efforts do lead to increased costs. However, in the current
environment, higher costs due to COVID have been more than

offset by lower fuel prices and weak local currencies.

Many companies suspended yearly guidance in March and
April. Guidance is now being reinstated and early reports
suggest 2020 production guidance for individual companies
will decline between 0% and 5%, while cost guidance will
increase between 0% and 5%. The pandemic has not affected

the long-term outlook for the industry.

Merger of Equals Leading to Increase in Value and

Shareholder Returns

Merger and acquisition (M&A) activity continues at a measured
pace. In May, mid-tier producers SSR Mining (1.8% of net
assets*) and Alacer Gold (0% of net assets*) announced
a merger of equals to create a company that we believe
will be much stronger than its predecessors. Alacer has a
large, technically complex mine in eastern Turkey, while SSR
has several smaller-scale mines in the Americas. We expect
the combined company will have better access to capital,
global diversification, technical depth and generate stronger
shareholder returns. Most significantly, the new SSR will retain
the best people from both companies. There was no entrenched
management or boards looking to undermine a deal that we

believe is in the best interests of company owners.

Historically, acquisitions at a premium have dominated M&A
activity. This led to too many companies overpaying for assets

that failed to deliver the expected performance, in our view.
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However, in the current bull market, mergers of equals have
become more common as companies find ways to increase
value and shareholder returns, rather than overspending to
grow ounce production to simply get bigger. As the gold price
has trended higher, we found this shift in strategy and greater
discipline to be firmly in place at the recent BofA Global Metals,

Mining and Steel conference. Several observations include:

e A focus on stable production and margin improvement

through reducing costs

e Generating free cash flow to return to shareholders and
reduce debt

e Fund lower cost, higher return organic and brownfield

expansions

e Continue using $1,200 - $1,250 gold prices to run reserve

calculations, and not chasing marginal low-grade ounces

The benefits of these efforts are shown clearly in the chart
where, unlike the 2001 - 2011 bull cycle, costs remain in check
as the gold price rises, creating growing profits and cash flow

for the gold companies.

Unlike 2001 - 2011 Bull Market, Costs Remain in
Check With Rising Gold Price
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Source: BMO Capital Markets. Data as of May 2020.
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Gold Bull Expected to Continue with Gold Stocks Benefitting
We continue to believe gold may test $2,000 per ounce in the
next 12 months as the global recession plays out, the pandemic
runs its course and while many businesses and households
struggle to return to normal. Our view is social unrest in Hong
Kong and the U.S. are new developments that place the
recovery at risk with more government stimulus and spending
likely. If all of this liquidity brings a cycle of inflation, gold may

trend much higher in the coming years.

We believe gold stocks will stand out as the ultimate beneficiaries
of a rising gold market. Despite strong performance in 2019
and 2020, gold stocks have yet to claw back the value that
was lost in 2017 and 2018 when gold was stuck in a range
and investor sentiment turned negative. RBC Capital Markets
estimates the average Price/Cash Flow (P/CF) of the majors and
mid-tier producers was 8.7X as of May 8, up from a low of 5.3X
on March 13. This is below the 14-year average P/CF of 10.7X
and far below peak P/CF of 22.1X in January 2008.

Performance of Small Caps May Be Kicking In

In a bull market, large-cap companies typically move first,
followed by stronger performance by mid-tiers and juniors as
the market advances. The lag in performance between the
large and smaller companies is normally measured in weeks.
However, after a year we are still waiting for the smaller
companies to outperform. Since gold broke out on 20 June
2019, the GDMNTR, which is heavily weighted majors (66%
as of the end of May), has gained 45.6%. The MVGDXJ, with
an 87% combined weight in mid-tiers and juniors, has failed
to outperform, gaining 44.4% over the same period. Investor
senfiment has remained low so far in this cycle. We believe
this is finally beginning to change, as shown by the 7.0%
outperformance of MVGDX]J in May.
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Junior Developers Come to Life in May

There is another class of junior that you will not find in
GDMNTR and find very little of in MVGDXJ. These are the junior
developers, companies that are taking risks to find and develop
the gold mines of the future. Most will fail to meet their goal,
but some will succeed and generate spectacular returns, long

before they are eligible for the passive index funds.

As active portfolio managers, we aim to identify junior
developers with projects that will become profitable mines
capable of producing over 100,000 ounces per year. At the
end of May, we had 22 junior developers that total 23% in our
active gold strategy. We invest and support them as we believe
they add value advancing their properties, which commonly
takes five years or more to develop. It seems our patience is
paying off as many junior developers came to life in May. Pure
Gold Mining (2.4% of net assets*) is building an underground
mine in Ontario, Canada. lts stock jumped 59.4% in May.
Bellevue Gold (2.1% of net assets*) is drilling high-grade veins
in Western Australia. lts stock gained 51.8% in May. At market
caps of $360 million and $411 million respectively, we still see

them as undervalued, even after such heady May gains.

When a junior developer has the skills and financing to build
a successful mine, its stock can see a significant rerating. Last
year Gold Road Resources (2.4% of net assets*), one of our
top junior positions, started production at is Gruyere Mine joint
venture with Goldfields Ltd. in Australia. The start-up went well
and the stock gained 105% in 2019 and another 28% this year.
The stock was added to MVGDX]J in September 2019 and to
GDMNTR earlier this year. Its current market cap is $1.1 billion.

West African Resources (2.9% of net assets*) is another
Australian company and also one of our top juniors. They
recently started production at their high-grade Sanbrado Mine
in Burkina Faso. After accounting for COVID-related delays, the

project is still on time and on budget and the company recently
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acquired a second development property from B2Gold (8.3%
of net assets*). The stock is in the midst of a rerating as they
ramp up production, rising 85% so far this year. At a market
cap of $537 million, BMO Capital Markets forecasts West
African is likely to be added to MVGDX]J in June.

All company, sector, and sub-industry weightings as of
31 May 2020, unless otherwise noted. Source: VanEck,

Bloomberg.
'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.
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Important Disclosure
For informational and advertising purposes only.

This commentary originates from VanEck Investments Ltd, a UCITS Management Company under Irish law regulated by the Central
Bank of Ireland and VanEck Asset Management B.V., a UCITS Management Company under Dutch law regulated by the Netherlands
Authority for the Financial Markets. It is intended only to provide general and preliminary information to investors and shall not

be construed as investment, legal or tax advice. VanEck Investments Ltd, VanEck Asset Management B.V. and its associated and
affiliated companies (together “VanEck”) assume no liability with regards to any investment, divestment or retention decision taken

by the investor on the basis of this commentary. The views and opinions expressed are those of the author(s) but not necessarily

those of VanEck. Opinions are current as of the commentary’s publication date and are subject to change with market conditions.
Certain statements contained herein may constitute projections, forecasts and other forward looking statements, which do not reflect
actual results. Information provided by third party sources are believed to be reliable and have not been independently verified

for accuracy or completeness and cannot be guaranteed. All indices mentioned are measures of common market sectors and

performance. It is not possible to invest directly in an index.

All performance information is historical and is no guarantee of future results. Investing is subject to risk, including the possible loss of

principal. You must read the Prospectus and KIID before investing in a fund.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of
VanEck.
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