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Does- gold’s- breakout signal recovery ahead for gold miners?
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There have been'ŽůĚĂŶĚŐŽůĚĞƋƵŝƚŝĞƐͲ
fundamental changes within
the gold mining
ϮϬϬϴͲϮϬϭϬ
sector since the end of the last bull market. A selection of gold
companies ϯϯϬ
have undertaken significant reforms to improve
ĐƚŝǀĞŐŽůĚĞƋƵŝƚŝĞƐ
their businesses, repair balance sheets,
improve capital discipline and toϮϴϬ
improve returns to shareholders. Yet these positive
reforms have not been enacted across the board and substantial
disparities exist
ϮϯϬ between producers in terms of management
effectiveness, capital discipline and alignment of interest with
WĂƐƐŝǀĞŐŽůĚ
shareholders.
ϭϴϬ For those gold producers which have successĞƋƵŝƚŝĞƐ
fully implemented improvements to operations, management
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ϮϴϬ

What impact will higher gold price
have on gold producers?
Gold stocks fell out of favour with investors following the sector’s downturn in the early part of this decade, however since
late-2015 the gold sector’s recovery has been building. Gold’s
current breakout will undoubtedly have a beneficial impact on
gold producers’ bottom lines and a sustained recovery of gold
prices will likely prove a strong driver for gold stocks in the coming months.



Gold and'ŽůĚĂŶĚŐŽůĚĞƋƵŝƚŝĞƐͲ
gold equities -2008-2010 ϮϬϬϴͲϮϬϭϬ
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A range of other factors have also contributed towards gold’s
resurgence in recent weeks. Notably geopolitical tension between Iran and the US, driven by an escalation of hostility in
the Gulf and belligerent rhetoric from both sides, continues to
boost demand for safe haven investments such as gold. Meanwhile investors’ broader concerns over slowing global economic growth forecasts and high levels of public and private debt
continue to boost demand for portfolio diversification.
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Gold and gold
equities -2015-2016
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US dollar rallies or geopolitical tension subsides, the sign
producers, yet it will be those which practice fiscal discipline
ϴϬ
ϴϬ
that stand to reap disproportionately large rewards as costs are
signalling
the beginning of the next phase of the gold sector’s
kept under control. It is these companies which offer investors
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A common
rationale for investing in gold equities is that these
Source: Bloomberg, Baker Steel Capital Managers LLP. Data at
EŽƚĞ͕
ĐƚŝǀĞprovide
ŐŽůĚ ĞƋƵŝƚŝĞƐ
ĂƌĞ ƌĞƉƌĞƐĞŶƚĞĚ
<Z^d> WƌĞĐŝŽƵƐ
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companies
typically
operational
leverage to ďǇ
a rising
 25 June 2019. All data in US dollar terms.
ƌĞƉƌĞƐĞŶƚĞĚďǇƚŚĞyh/ŶĚĞǆ͘
gold price,
historically outperforming physical gold by multi,ŝƐƚŽƌǇŚĂƐƐŚŽǁŶƚŚĂƚǁŚĞŶƚŚĞŐŽůĚƉƌŝĐĞŵĂŬĞƐƐŝŐŶŝĨŝĐĂŶƚŐ
 a gold sector rally. As positive investor sentiment
ples during
Note, Active gold equities are represented by BAKERSTEEL PreƚŚĞŵĞƚĂů͘ƚĂƚŝŵĞǁŚĞŶǀĂůƵĞŝŶǀĞƐƚŵĞŶƚƐĂƌĞďĞĐŽŵŝŶŐŝŶĐƌĞ
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we believe
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ties is imminent, following a period of depressed valuations for
ed by the
XAU Index.
ŐůŽďĂů
ĞƋƵŝƚǇ
ŵĂƌŬĞƚƐ ŶĞĂƌ ĂůůͲƚŝŵĞ ŚŝŐŚƐ ĂĨƚĞƌ Ă ƚĞŶ ǇĞĂƌ ĞƋƵ
ŵĂŶĂŐĞŵĞŶƚ ŝƐ ƌĞƋƵŝƌĞĚ ƚŽ ŐĞŶĞƌĂƚĞ ƐƵƉĞƌŝŽƌ ƌŝƐŬͲĂĚũƵƐƚĞĚ ƌĞƚƵƌŶƐ͘ Ɛ ƚŚĞ ƌĞĐŽǀĞƌǇ ĚĞǀĞůŽƉƐ ƚŚĞ
gold companies. Previous gold equity bull markets highlight the
ŵŝŶŝŶŐƐĞĐƚŽƌŵĂǇďĞŽŶĞŽĨƚŚĞĨĞǁĂƌĞĂƐǁŚĞƌĞŝŶǀĞƐƚŽƌƐĐĂŶ
sizeableĐŚĂůůĞŶŐĞĨŽƌŝŶǀĞƐƚŽƌƐǁŝůůďĞƚŽĨŽĐƵƐŽŶƚŚŽƐĞĐŽŵƉĂŶŝĞƐǁŚŝĐŚĐĂŶƉƌŽƚĞĐƚƚŚĞŝƌŵĂƌŐŝŶƐĂŶĚĂǀŽŝĚ
upside potential under a rising gold price environment.
Given the disparities which exist within the sector it is our firm
ĞŶƚĞƌƐĂƌĞĐŽǀĞƌǇƉŚĂƐĞ͘
view that active investment management is required to genƚŚŽƐĞǁŚŝĐŚůĂĐŬĚŝƐĐŝƉůŝŶĞĂŶĚĞĨĨĞĐƚŝǀĞĐŽƐƚĐŽŶƚƌŽůƐ͘
erate superior risk-adjusted returns. As the recovery develops

the challenge for investors will be to focus on those companies
ĂŬĞƌ^ƚĞĞůĂƉŝƚĂůDĂŶĂŐĞƌƐ>>W(“BSCM”)
ŝƐĂƐƉĞĐŝĂůŝƐƚŝŶǀĞƐƚŵ
Gold’s uptrend appeaƌƐǁĞůůͲĞƐƚĂďůŝƐŚĞĚ͘tŚŝůĞĂƉƵůůďĂĐŬŵĂǇŽĐĐƵƌŝŶƚŚĞƐŚŽƌƚͲƚĞƌŵ͕ƉĂƌƚŝĐƵůĂƌůǇŝĨ
which can protect their margins and avoid those which lack disƌĞƐŽƵƌĐĞƐƐĞĐƚŽƌ͘^DŵĂŶĂŐĞƌƐƚŚĞ<Z^d>WƌĞĐŝŽƵƐDĞƚ
the US dollar rallies or geopolitical tension subsides,
of gold’s breakout is clear,
ciplinethe
andsignificance
effective cost controls.
ŐŽůĚĞƋƵŝƚŝĞƐͿĂŶĚƚŚĞ<Z^d>ůĞĐƚƌƵŵ&ƵŶĚ;h/d^ƐƉĞĐŝĂ
signalling the beginning of the next phase of the gold sector’s recoverǇ͘tŝƚŚƚŚĞ ŽƵƚůŽŽŬ ĨŽƌŐŽůĚ
ǁĞůůĂƐƚŚĞĂŬĞƌ^ƚĞĞůZĞƐŽƵƌĐĞƐdƌƵƐƚ;>^͗^ZdͿ͕ĂŶ>^ͲůŝƐƚĞ
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Gold’s uptrend appears well-established. While a pullback may
occur in the short-term, particularly if the US dollar rallies or
geopolitical tension subsides, the significance of gold’s breakout is clear, signalling the beginning of the next phase of the
gold sector’s recovery. With the outlook for gold backed by a
supportive macroeconomic background, most notably due to
low real interest rates and high debt levels, and with a multitude of near-term catalysts, such as concerns over slowing
economic growth and a range of geopolitical flashpoints, rising
demand for gold appears likely to continue.
History has shown that when the gold price makes significant
gains, gold stocks tend to outperform the metal. At a time when
value investments are becoming increasingly hard for investors
to find, with global equity markets near all-time highs after a
ten year equity bull market, we believe the gold mining sector
may be one of the few areas where investors can access and
undervalues sector as it enters a recovery phase.
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