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Gold update

Why have gold equities underperformed?

Recent developments

The bout of gold equity underperformance relative to the gold price has been underway for some time now. Year to 
date, the gold price has climbed 28%, while the HSBC Global Gold mines Index has just raised 1%*. The reasons for
this are Barrick Gold's copper acquisition, cost inflation on the back of higher oil prices eroding margins, higher
capex on new gold mines and North African riskcontagion. More recently, however, the relative underperformance 
of gold equities has been compounded by global economic news flow and reactions to the latest round of quarterly 

A general equity sell-off. •	   Despite the fact that gold has been registering all-time highs, general risk aversion has 
increased and equities have been sold down –   we believe, indiscriminately. We witnessed a very similar pattern 
emerging during the global financial crisis of 2008, which presented an excellent buying opportunity for gold 
equities. Although poor, the underperformance this time around has not been as severe as 2008 where there was 
forced selling of equities, as can be seen from the chart below.

Source: HSBC Gold Equity Index relative to USD Gold, Bloomberg, Investec Asset Management, 10.08.11

Second quarter gold company results•	 currently being released have been weak from a cost and capital 
expenditure perspective. Most companies have shown significant increases in capital expenditure plans given 
rising input costs and a shortage of capital equipment. The resultant impact is a decline in the value of these 
businesses of approximately 5%. Dividend yields have also been reduced as cash flows from operations have not 
materialised to the extent that the market had expected given higher energy costs which are 40-50% of mine cash 

The use of gold exchange traded funds•	 (ETFs) as a substitute for equities. Approximately 7 million ounces 
have been added over the last fortnight as investors flock to what is perceived to be a liquid, easily accessible 
vehicle with no operational risk issues.

It has come to the market's attention that •	 John Paulson’s flagship hedge fund has started receiving 
redemptions given its poor performance over the year. Given his large gold allocation we suspect there has been 
some selling pressure on the gold equities.
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With the gold price trending higher and the oil price moving lower from $125/b to $106/b, gold company margins 
should expand in the third quarter relative to the previous year and relative to the second quarter. In this scenario, 
cash flows will be strong and it is likely that dividends will be increased into year end. 

* Source: Bloomberg, all index returns in USD terms, as at 31/08/11.

The Fed's announcement supports higher gold prices

Gold company margins are likely to expand

Again, we would reiterate our positive stance on both the gold price and gold equities. The announcement by the
US Federal Reserve –   extending " exceptionally low"  interest rates until mid 2013 and Chairman Bernanke's pledge 
to start a third round of quantitative easing (QE3) should the US economy fail to regain momentum –   provides, we
believe, further support for the gold price to move higher. Recent central bank gold purchases by Thailand, South 
Korea and Mexico highlight Emerging Market economies’ desire to diversify their US dollar reserve holdings. 

 

Notes to Editors  
Investec Asset Management is a specialist investment manager, providing a premier range of products to 
institutional and individual investors. 

Established in 1991, the firm has been built from start-up into an international business managing approximately 
US $94bn* on behalf of third party clients. We have grown from domestic roots in the UK and Southern Africa to a
position where we proudly serve a growing international client base from the Americas, Europe, Asia, Australia, the
Middle East and Africa. We employ over 125 investment professionals. 

The firm seeks to create a profitable partnership between clients, shareholders and employees, and to exceed 
expectations for both client service and performance. 

Investec Asset Management is an independently managed subsidiary of Investec Group. 

*As at end March 2011 

 

For further information, please contact: 
Investec Asset Management Asia Limited 
Telephone: +852 2861 6888 
Email: investec.asia@investecmail.com 
Website: www.investecassetmanagement.com 
 

The information contained in this press release is intended solely for journalists and should not be relied upon by
private investors or any other persons to make financial decisions.  

All of the views expressed about the markets, securities or companies in this press comment accurately reflect the 
views of the Commodities and Resources team of Investec Asset Management. While opinions stated are honestly 
held, they are not guarantees and should not be relied on. Investec Asset Management in the normal course of its 
activities as an international investment manager may already hold or intend to purchase or sell the stocks 
mentioned on behalf of its clients. 

The information or opinions provided should not be taken as specific advice on the merits of any investment 
decision. 
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