Gold - a turnaround
story in the making?

A look at the fundamental and technical
factors affecting gold prices with opinions from
several UK-based exploration and production companies.

Recent Activity
Despite ongoing emerging market turmoil and
simmering tensions between the US and China,
gold – historically a safe-haven asset - has
struggled so far this year following a strong 2017.
Indeed, prices fell by 9pc between January and
September, and demand hit its lowest level since
2009 in the first half of the year. A major factor in
gold’s decline has been the strength of the dollar,
which, after a weak 2017, has wrong-footed
investors by rising more than 5pc against a basket
of major currencies so far this year (as at the time
of writing). As gold prices are measured in dollars,
any increase in the currency makes the metal more
expensive for foreign investors.

A major factor in gold’s decline has
been the strength of the dollar.
Interest rate hikes can hit gold in two ways. Firstly,
they tend to cut inflation, which increases the
value of the dollar. Secondly, as gold is not an
interest-bearing asset – something that served it
well when rates were at record lows – higher rates
can push investors into assets that offer a better
yield, indicating that more hikes are on the cards
this year.

The dollar’s strength has been driven by two major
factors. The first of these is President Trump’s
loose approach to fiscal policy, which has included
tax cuts, spending increases and deregulation.
This has resulted in a considerable jump in US
economic growth, which hit an annualised rate of
more than 4pc in Q2.

The Commitment of Traders report is a good
gauge of sentiment and the numbers reveal large
speculators (i.e. hedge funds) have record short
positions in gold, while the commercials (i.e. the
banks) are currently net long. The chart below
shows that hedge funds and banks often hold
opposing positions and that when their respective
net positions converge on each other there is
usually a lift and subsequent rally in the gold price.

At the same time, economic strength and a
resultant rise in inflation has seen the Federal
Reserve aggressively tighten monetary policy,
hiking rates three times so far this year alone.
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Global Pullback
Beyond the US, gold has also been hit by economic
weakness in China, its biggest global consumer.
China’s yuan has been hit by fears that tariffs from
the US – the world’s biggest economy – will prompt
a trade war and hurt its economic growth, in turn
making the metal more expensive for buyers in the
country.
Gold’s woes hit a head in August when prices fell
to their lowest level since January 2017 and below
the psychologically important level of $1,200/oz.
This time, the decline was prompted by a collapse
in the value of the Turkish lira, which hit record
lows after President Trump imposed sanctions
and double tariffs on Turkey’s steel and aluminium
imports. The move led many currencies around the

world to dive on fears the situation could cross
borders due to the Turkey’s high levels of foreign
debt. However, rather than buying gold, investors
piled into US Treasuries, further strengthening the
dollar and questioning the metal’s ‘safe haven’
status.
Following its worst week in nearly a year, gold
prices immediately rebounded to within touching
distance of $1,200. Some have put this rise down
to positive macro updates including planned USChina trade talks and a steadying of Turkey’s
lira. However, others believe that investors are
increasingly taking the view that the metal having
reached a tentative bottom after months of being
oversold and could now be a serious recovery play.

On The Ground: Oriole Resources (LSE:ORR)
Q&A with Tim Livesey, CEO
Q: Is gold still a safe-haven asset?

Oriole owns a gold exploration project in Senegal
where it has signed an option earn-in agreement with
major local player IAMGOLD and currently holds a
large portfolio of early-stage exploration interests.
In June, it entered a major option agreement with
BEIG3 for its two early-stage gold exploration
projects in Cameroon.

TL: For us, gold is still a standard protection
against economic uncertainty. Despite the
continued, though purportedly slowing, growth of
the Asian subcontinent, we feel that there are still
many reasons for individuals and governments to
resort to holding physical gold. We believe this
trend will not stop or be replaced by alternatives
anytime soon. It is a critical commodity which
has always underpinned global currency and
has always played a role as part of individuals
conservative portfolios.

Q: Are you nervous with gold’s recent weakness?

Q: How do you manage exposure to gold prices?

TL: The industry has been through a sustained
time of fiscal constraint, and has adapted to
developing and operating gold mines at much
lower capex and all-in-sustaining-costs than
previously. Long-term forecasts are based on
the same low-confidence data as short-term
estimates use, so it’s difficult to measure their
accuracy. The best thing we can do is to focus
on getting results on the ground and then worry
about the rest later.

TL: The recent drops have not been a significant
concern or led us to alter our focus on gold and
copper. Oriole was founded on both metals,
and we continue to look for opportunities. We
are financially secure, with funding to cover our
costs well into 2019. Our projects are mainly
early-stage, and gold’s short-term fluctuations
may impact our share price by association but
we continue to consider other metals as a natural
value-add in times of economic growth.
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Good Times Ahead?

“

Despite gold’s underperformance so far this year,
many analysts have refused to reverse their bullish
long-term price forecasts. For example, Capital
Economics believes gold is in store for ‘short-term
pain, long-term gain’ while Bank of America Merrill
Lynch expects the metal to pass $1,300 by end
2018 before hitting $1,380 by 2020. Meanwhile, a
recent fund manager survey by Morningstar found
that a record net 17pc of professional investors
think gold is under-valued. So, what has gold got
going for it?

We think that the price of gold
will be a key beneficiary of
looser US monetary policy and
of a weaker dollar over the next
couple year. Indeed, we expect
gold to do even better than the
euro. Our end-2019 and end2020 forecasts for the gold price
are $1,350 and $1,400/oz.

“

Many think the metal will be a major beneficiary
of imminent dollar weakness as Trump’s criticisms
of the Fed raise fears of a reversal of monetary
policy and his protectionist stance risks souring
international relations. Furthermore, political
uncertainty, including speculation the President
will face impeachment, and the risk that other
emerging markets will follow Turkey in boycotting
US goods also threaten to destabilise the currency.
Furthermore, if the dollar does end up experiencing
a significant decline, then gold is also likely to enjoy
an additional boost from a jump in the relative
strength of China’s yuan.

A further indicator that gold could be overdue a
turnaround is the amount of short positions currently
being taken in the market, with speculators betting
against gold for nine straight weeks as at the time
of writing. According to the latest Commitments
of Traders report, gold shorts are now at a record
high and, according to CNBC, futures data shows
the first net short position in the metal since 2001 –
when prices were just $275/oz. This extreme level
of positioning can be a signal that the market is
overly pessimistic, which many use to take a long
position.

As Simona Gambarini, commodities economist at
Capital Economics, puts it:
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Fundamentally Strong
Thanks to its historical use as a hedge against
inflation, gold has historically been viewed as
a ‘safe-haven asset’, with more than 40pc of
global demand reportedly related to investment
purposes. However, its performance this year
against the dollar has raised concerns around how
safe it really is, with Bloomberg data suggesting
gold-backed ETFs have been shedding assets for
13 consecutive weeks. Some commentators have
even suggested that cryptocurrencies could take
over gold as the safe-haven asset of choice in the
not-too-distant future.
However, despite weakness in speculative trading
and day-to-day pricing, numerous indicators
suggest that the gold market’s underlying
fundamentals are in rude health. Perhaps
surprisingly, jewellery remains the single-largest
individual gold market, making up more than
50pc of demand, according to Morningstar equity
analyst Kristoffer Intron.
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Intron says that after a 21pc drop in demand in
2016 amid challenges in its two largest markets
(China and India), jewellery demand stabilised in
2017 and currently sits within touching distance of
its historic average. Indeed, at the time of writing
this report, physical gold traders in Asia are taking
advantage of the low prices as they stock up
for the Indian festival of Diwali and its wedding
season, which runs from October to March. It is
not just watches and necklaces either; gold is a
highly diverse metal used in industries ranging all
the way from electronics to dentistry.

Source: World Gold Council,
U.S. Global Investors
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Finally, the metal’s weakness has not dampened
sentiment among gold miners themselves, who
have increased their focus on M&A activity and are
buying up exploration assets to take advantage of
low prices. With gold also offering strong liquidity,
functionality, and supply & demand certainty, it
seems unlikely that investors will run for highlyspeculative cryptocurrencies like bitcoin at the first
sign of trouble any time soon.
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Gold also continues to be in high demand among
the world’s central banks, who typically hold
reserves of the precious metal to protect their
currencies’ purchasing power against inflation.
Many emerging countries in Asia are stocking
up to reduce their dependence on the dollar. For
example, the Philippines had 196.4ts of gold at
the end of June, up 20pc from 2010. Indonesia’s
overall gold holdings increased 10pc to 80.6ts
over the same period. Likewise, Russia added
more gold reserves in July than any other month
this year, adding 26.1ts as it continues to buy up
the metal in the face of US sanctions.

-2%
2012

2015 (Q2)

Annual growth rate
of central bank gold

Sources: gold.org; Bullion Management Group Inc.

On The Ground: Hummingbird Resources (LSE:HUM)
Q&A with Dan Betts, CEO

Q: Is gold still a safe-haven asset?

Hummingbird owns the Yanfolila gold mine
in Mali and the Dugbe gold project in Liberia.
Yanfolila produced its first gold pour in
December and is expected to generate
c.107,000oz gold/year over its life. Dugbe has
a total resource of 4.2Moz. Hummingbird also
has a 4,000km2 exploration footprint and a 34pc
stake in Cora Gold.
Q: How do you manage exposure to gold prices?

DB: We have a low level of debt relative to our
free cash flow compared to most other gold
producers, which is significant given we have
only been in commercial production for one full
quarter. As a lowest quartile producer, we are
in a strong position. In mining, there are always
ways to reduce costs, for instance, through
lowering non-essential spend. However, given
we operate a low-cost, high-margin gold mine,
we are well-protected on the downside.

DB: We are gold bulls and believe there will
always be an essential place for gold in an
investment portfolio. Political and economic
uncertainty is a driver, and there is plenty of that
currently. Commodity prices tend to be volatile
given the factors that influence them. This is
all part of the industry. The important thing
for us is focussing on delivering value, which
we are doing today. We operate the Yanfolila
mine efficiently and deliver strong margins that
translate into cash flow. We also produce 1oz
gold coins originating from Yanfolila. In line with
equator principles, each coin seeks to exemplify
Hummingbird’s commitment to quality and best
practice; for every ounce Hummingbird produces
from Yanfolila we invest in our community-based
projects across West Africa.
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Technical Analysis
It could be argued that the last five years have
been a period of consolidation between $1360 and
$1125.

The gold price went on a bull run after the 2008
financial crisis, more than doubling from $880
to $1900 in less than three years. A subsequent
retracement followed, stretching all the way to
the end of 2015 when gold hit $1050. Since then,
the precious metal has appeared to be marching
upward towards new highs, but strong resistance
has developed around $1360. A number of
attempts to break above that resistance zone
failed in the first quarter of this year.

A bona-fida move into a bull
market will only be confirmed
once $1370 has been reclaimed.
What will be interesting this time is
that the climb to those stubborn
levels will include an encounter
with the long-term diagonal
resistance (red) from all-time highs.
The level of this interjection is
continually falling, and at a guess
might happen around $1300. A
break above this could bolster
confidence to take on $1370.

The gold price has since thundered through a key
level of $1200, finally bouncing strongly off $1160.
The strength of recovery bodes well for gold bulls,
although there is still a risk the next station down
will be visited – that’s at $1125. The action is
currently taking place in a steep downward trend
channel with the price being firmly pinned down by
the 20 Day Moving Average (MA).
A recent attempt to take back the $1200 level
failed against a strengthening dollar and the price,
for now, remains in a downward trajectory. A solid
move back above $1200 is key to stopping the
rot, and could signal the first part of the journey
towards a new bull market for gold.
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Gold Seasonality
A look at the chart below, which uses data from
1973 to 2015, reveals a general dip in return from
gold starting in March and running through to
August, with September standing out as the best
month to be invested in the precious metal. When
the gold price dips in March, a ‘spring rally’ often
ensues before a summer lull.

Indian Wedding season is in the Autumn after which
the period before Christmas sees an increase in
demand in the West. Strong gold buying from
China occurs around the Chinese New Year which
takes us into February, after which a strong drop
in demand and price occurs in March. In 2018, the
late summer rally is yet to materialize and October
is traditionally a weak month for the gold price.

Gold production is steady through the year so its
cause must rest on the demand side. The theory
goes that cultural events are the driving factor.

Gold’s average monthly return since 1973
3.0%

2.3%

1.5%
Average across all months

0.8%

0.0%

-0.8%

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Source: www.HulbertRatings.com

7

How To Invest In Gold
Physical Gold

Nothing beats the real thing, but wide buy/sell spreads and ongoing storage
costs and will chip away at its value.

Spreadbetting/CFD

It’s possible to take a leveraged position in the spot price or gold futures via
spreadbetting and Contract-For-Difference platforms.

Options

You can purchase the option to buy a ‘Call’ or ‘Put’ position at a strike price
you believe will be exceeded by the end of a particular contract period.

ETFs linked to spot price

Exchange Traded Funds that track the gold spot price are available to trade.

ETFs linked to miners/producers

Buying ETFs linked to a basket of gold miners or producers can offer a
leveraged play on the gold sector.

Equity of miners/producers

Direct investment in mining or producing companies offers a potential
leveraged play on the gold price.

Online gold trading platform
(such as Bullion Vault)

Bullion Vault provides the opportunity to easily buy/sell gold online. The
company stores the physical gold, which is available for delivery on demand.

On The Ground: Avesoro Resources (LSE:ASO)
Q&A with Nick Smith, Head of IR

Q: How has the weakness impacted Avesoro?

Avesoro is a West Africa-focused gold firm that
operates two producing assets: the New Liberty
gold mine in Liberia and the Youga Gold Mine in
Burkina Faso. It is currently undertaking a $25m
exploration programme to carry out 171,000m
of drilling across its portfolio to convert 1Moz
of existing mineral resources into reserves.
Q: What happened to gold in August?

NS: We think it was a combination of things:
Trump is in the midst of a trade war with China,
uncertainty hit the Lira, and August is quite a
delicate time for gold trading. We did not expect
the price to fall as much as did but it has already
started to come back and analyst consensus still
suggests an average price this year of $1,300.

NS: Avesoro is more than comfortable at these
levels. What you have to remember is that our
all-in-sustaining cost now includes a lot of
exploration, so if the gold price was to drop
significantly for an extended period, we could
cut expenses quite quickly by just delaying some
of the exploration and pushing it into next year
when the price recovers. It is not something that
puts us in danger; we just reduce things that are
nice to have but non-essential.
When we do the year’s budget we look at the
gold price forecast for the year, which was
around $1,300/oz and over. We looked at what
we thought we would be operating at and built in
some flexibility intentionally. Avesoro spent time
and money bringing all the mining in-house, and
the long-term impact should be more efficient
mining. Everything is on the books now, we
control it all and are not relying on anyone.
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Contact Us
To find out more please contact Stuart:
Email: info@miningmaven.com
Telephone: +44 (0) 208 226 5175
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