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Gold Consolidates Amid
Late Summer Doldrums

By Joe Foster, Gold Strategist

Market Review

The late summer period of August into September is
shaping up to be a period of consolidation for gold
markets. This follows the strong 28.5% year-to-date gain
in the gold price as of July 6, which represented a two-
year high. Gold equities reached a new three-year high
on August 12 having climbed 127.6%, as measured by
the NYSE Gold Miners Index' (GDMNTR). In late August,
however, the gold sector cooled off, and gold prices
declined $42.03 per ounce (3.1%) for the month, while the
GDMNTR fell 16.2% and the MVIS™ Global Junior Gold
Miners Index? (MVGDXJTR) declined 15.9%.

The summer doldrums came late this year for gold and
gold stocks. Now that the U.K. Brexit decision is old news,
the markets are again obsessed with the Federal Reserve's
(the “Fed") shifting stance on rate decisions. Although the
Fed'’s tone had been dovish on rate increases following the
August 18 release of the Federal Open Market Committee
(FOMC) minutes from its July 27 meeting, sentiment
changed markedly just a week later following the Federal
Reserve Bank of Kansas City’s annual symposium in
Jackson Hole on August 26. The selling pressure actually
started on August 24 ahead of the Jackson Hole meeting,
when unusually heavy selling occurred in the gold futures
market. We continue to be amazed (in a negative way)
at the inconsistent shifts in the Fed’s guidance, its lack

of leadership, and the damage this uncertainty must be

causing to the economy. A speech by Federal Reserve

Chairwoman Janet Yellen, followed by comments in the
press by Vice Chairman Stanley Fischer, convinced the
markets that a rate increase is now possible at the next
Fed meeting on September 21. As a result, the U.S. dollar
strengthened while gold, and especially gold shares, took

a tumble.

Market Outlook

The Fed is now indicating that it might tighten monetary
conditions with a rate increase either in September or

in December affer the upcoming presidential election.

This is a questionable policy stance when GDP growth in
the most recent quarter was just 1.1%, industry capacity
utilization is low at just under 76%, worker productivity is in
decline, and the last time the yield curve (2-to 10-year U.S.
Treasuries) was this flat was in 2007. The jobless rate at
4.9% indicates near full employment, yet inflation remains
subdued. The Fed has probably never tightened rates in
past cycles with indicators so weak. In fact, at this point in
the business cycle, a more normal stance would be to hold
steady, looking ahead to a time when it might cut rates.
Because of this, we believe any decision to raise rates in
2016 will ultimately be viewed as a misstep that increases
financial and economic risks, and this will be to gold’s
benefit.

In the meantime, however, the anticipation of a rate

increase and any attendant U.S. dollar strength could cause
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gold to struggle. David Rosenberg of Gluskin Sheff® characterizes
this anticipated rate increase as the fourth scare of the cycle.

The first was the “taper tantrum” in 2013, next came the end of
quantitative easing (QE) in 2014, and then lastly, the actual interest
rafe increase in December 2015. Each of these episodes lasted no
more than a few months with volatility and downward pressure on

stocks, bonds, commodities, and emerging markets.

Another aspect of Janet Yellen’s Jackson Hole speech furthered our
conviction for strong gold prices in the long term. She describes
all of the unconventional monetary policies implemented since the
financial crisis (e.g., zero rates, QE, efc.) as components of the
Fed's “toolkit”. Perhaps she is a fan of the 1974 Doobie Brothers
classic song “What Were Once Vices are Now Habits”. These
once radical monetary tools are now considered conventional,
and she plans to use them in the future if deemed necessary. She
also suggested the Fed may follow the examples set forth by the
European Central Bank, Swiss National Bank, Bank of England,
and Bank of Japan by purchasing corporate debt and/or equities
as part of stimulus measures. Ms. Yellen virtually guarantees that
the policies that we believe are creating asset bubbles, wealth
disparities, and other market dislocations will persist indefinitely.

If these fail to generate the desired growth, “helicopter money”
(printing money to give directly to the Treasury) might be the next
experiment. The risks and currency debasement that generally
accompany these policies stands to be supportive of the gold price

for the foreseeable future.

In the near term, India could lend support to the gold market. Indian
gold demand has been very weak this year due mainly to the higher
gold price. This suggests there is pent-up demand. A good monsoon
season in India leads to a bountiful fall harvest that typically spurs

demand ahead of the Diwali Festival in October.

Our June update highlighted a new bull trend in the gold

price. The base of that trend is currently around $1,290 per
ounce. If this price level holds through September, it would be

a further sign of resilience in the gold market. A lower gold
price, while disappointing, would indicate a new trendline with
a lower trajectory. In the longer term, we regard the recent Fed
machinations as just a bump in the road of a new bull market for

gold.

The table below looks at the previous six bull markets since the

U.S. terminated the direct link between the U.S. dollar and gold in
1971. The table shows the bull market of the 1970s as two phases,
separated by a mid-cycle correction in 1975. The bull market of
the 2000s is also shown as two phases, separated by the 2008
financial crash. The bull markets are further classified as either
secular (longterm) or cyclical (bull phases within an overall bear

market).

Gold Bull Markets: 1971 to 2016

From To Gold Price Duration Type BGMI
Change  (Months) Return
Oct. 71 Dec. 74 358.2% 38 Secular  297.8%
Aug. 76 Sep.'80 574.5% 49 Secular  535.2%
Feb. ‘85 Nov. ‘87  63.9% 33 Cyclical 20.3%
Feb. ‘93  Feb. 96  21.5% 36 Cyclical 52.8%
Mar. ‘01 Feb. 08  276.2% 83 Secular  464.4%
Oct. ‘08  Aug. ‘11 150.3% 34 Secular  145.7%
Dec. ‘15 Aug. 16 24.9% 8 2 95.1%

Source: Bloomberg, Barron'’s, VanEck.

Performance is clearly much higher in secular markets. Across these
secular markets, the performance of gold and the Barron’s Gold
Mining Index* (BGMI) are similar except for the 2001 to 2008
market when stocks substantially outperformed gold. We believe

the reason stocks performed so well through 2008 is that this was a
period of profit margin expansion when cost inflation was subdued
for gold miners. In contrast, the ‘70s was a period of double-digit
inflation across the entire economy, while 2008 to 2011 was a
period of double-digit inflation that was confined to the mining
industry. As a results of these periods of cost inflation, margins failed

to keep pace with the gold price and stocks failed to outperform gold.

We believe the current market is similar to the 2001 to 2008 period.
Mining costs have subsided and there are relatively no significant
inflationary pressures. Other mining sectors — coal, tar sands,
copper, iron ore — are depressed. We believe higher gold prices will
encourage increased mining activity, but the gold sector alone cannot
generate cost pressures without increasing activity in other mining
sectors. In fact, we would use copper as a barometer of inflationary
pressures in the mining business. With copper currently at $2.09 per
pound, we would not anticipate inflationary pressures until copper
trades above $3.00.
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'NYSE Arca Gold Miners Index (GDMNTR) is a modified market capitalization-weighted index comprised of publicly fraded companies involved

rimarily in the mining for gold. 2MVIS Global Junior Gold Miners Index (MVGDXJTR) is a rules-based, modified market capitalization-weighted,
ﬁoot—adiusied 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 iKo’r 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. 3Gluskin Sheff + Associates Inc., a Canadian independent wealth management
firm, manages investment portfolios for high net worfﬁ investors, including entrepreneurs, professionals, family trusts, private charitable foundations,
and estates. “Barron’s Gold Mining Index (BGMI) is a weekly data series that spans seven decades from 1939 and is the sole survivor of the Barron’s
Stock Averages which was published for 50 years (1939 to 1988) for over 20 industrial sectors.

Please note that the information herein represents the opinion of the author and these opinions may change at any time and from time fo time.

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

rovide individually tailored investment advice, and does not take into account the individual investor’s financial situation, existing holdings or
ﬁabiliﬁes, 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 securig. 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 }”Extern(ﬂ
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 political 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.
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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. Distribution restriction

This commentary is not intended for, and must not be distributed to private customers.

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

of VanEck. ©2016, VanEck. All rights reserved.

Index Descriptions:

All indices named in the commentary are unmanaged indices and 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 the Fund. An index’s performance is not illustrative of the
Fund’s performance. Indices are not securities in which investments can be made.

U.S. Dollar Index (DXY) indicates the general international value of the U.S. dollar. The DXY does this by averaging the exchange rates between
the U.S. dollar and six major world currencies: Euro, Japanese yen, Pound sterling, Canadian dollar, Swedish kroner, and Swiss franc.

Van Eck Securities Corporation, Distributor
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