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8	�FACTORS THAT are driving 
GOLD EQUITIES

1	�  
Over the last 10 years, gold has performed well in absolute terms…

US Dollar Euro Yuan Rupee Yen Pound CAD AUD CHF Average

2002 24.80% 5.80% 24.80% 24.10% 12.60% 12.70% 23.50% 13.90% 3.90% 16.20%

2003 19.40% -0.20% 19.40% 13.50% 8.00% 7.80% -1.80% -11.20% 7.30% 6.90%

2004 5.50% -2.20% 5.50% 0.50% 0.70% -1.80% -2.20% 1.40% -3.10% 0.50%

2005 17.90% 35.10% 15.00% 22.20% 35.70% 31.40% 14.10% 25.80% 36.00% 25.90%

2006 23.20% 10.50% 19.10% 21.00% 24.30% 8.20% 23.50% 14.60% 14.20% 17.60%

2007 31.00% 18.50% 22.50% 16.60% 23.00% 29.30% 11.40% 17.80% 22.00% 21.30%

2008 5.80% 10.60% -1.10% 30.60% -14.10% 43.90% 29.90% 31.60% -4.90% 14.70%

2009 24.40% 21.10% 24.40% 18.90% 27.40% 12.30% 7.90% -2.40% 20.40% 17.10%

2010 29.50% 38.90% 25.00% 24.50% 12.80% 34.20% 22.00% 13.70% 16.90% 24.10%

2011 10.10% 13.50% 5.20% 30.70% 4.40% 10.70% 12.50% 9.80% 10.60% 11.90%

2012 7.10% 5.20% 6.00% 10.50% 20.80% 2.30% 4.90% 5.80% 4.40% 7.50%

2013 -28.00% -31.10% -30.20% -18.80% -12.40% -29.50% -23.10% -16.30% -30.10% -24.40%

2014 -1.70% 12.00% 0.80% 0.50% 11.80% 4.50% 7.40% 7.40% 9.90% 5.80%

2015 -10.00% -0.20% -6.20% -6.10% -2.90% -2.70% 8.40% 10.00% -6.80% 0.50%

2016 (YTD) 14.40% 11.60% 16.00% 15.90% 5.30% 16.10% 8.30% 15.30% 13.60% 12.94%

10-Year 
Return 89.20% 117.90% 55.30% 173.90% 86.40% 144.10% 124.80% 96.80% 54.50% 104.77%

Source: Bloomberg.
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2	�  
…and in relative terms
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Source: Oppenheimer &Co., Inc. Investment Strategy, Bloomberg’s total returns calculator, Standard and Poor’s, Credit Suisse, Barclays, MSCI, Bloomberg, and NAREIT.

3	�  
Adding gold to a portfolio improves risk adjusted returns
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Source: Bloomberg, World Gold Council, Time frame: 12/31/1974 – 12/31/2015. BAML = Bank Of America Merrill Lynch. For Illustrative purposes only.

8 FACTORS THAT are driving GOLD EQUITIES



3/6

4	� The opportunity cost of gold vs government bonds is now near zero,  
and likely to fall

Average G7 10-Year Yields in secular decline 
33% of global bonds now offer negative yield

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1993 
1994 

1995 
1996 

1997 
1998 

1999 
2000 

2001 
2002 

2003 
2004 

2005 
2006 

2007 
2008 

2009 
2010 

2011 
2012 

2013 
2014 

2015 
2016 

Global QE Program 
and ZIRP 
 

Credit 
Crisis 

Tech Wreck 
Recession 
 

Economic Recovery 
Fed Lifts Rates 

Productivity Driven 
Disinflationary Cycle 
Asian Crisis, LTCM 
Russian Default 

Yi
el

d 

0.779  

NIRP 

Source: Bloomberg.

5	�  
The recent rally has the hallmarks of a trend…
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Chart represents S&P/TSX Global Gold Index in $USD. Source: Bloomberg. As at May 29, 2016.

Current bear market has matched historical bear market precedents  
in both duration and magnitude and is bouncing off bottom of +35 year channel.
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6	�  
…supported by the historical recovery patterns of precious metal equities

Average returns following seven major bear markets
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7	�  
Senior producer valuations are very attractive…

Price to Cash Flow Multiples for Senior Producers
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Source: BMO Capital Markets, Bloomberg, as at April 8, 2016.

Producers have “right-sized” their businesses, but investor caution  
has resulted in Price-to-Cash Flow ratios that are at multi-year lows.
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8	� …and gold equities, which have historically outperformed gold bullion in gold bull 
markets, are at less than half their average, historical equity-to-bullion ratio

Long Term Gold Equity to Gold Bullion Ratio  
NYSE ARCA Gold Bugs Index (HUI) to Gold Ratio
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Gold equity valuations are low relative to the price of gold

Source: Bloomberg, as at May 29, 2016.

Summary

From where we sit, at this point in the rally, gold equities are worth considering because:

•	 Over the last 10 years gold bullion has performed well in absolute and relative terms.

•	 The opportunity cost of investing in a non-income producing asset class has fallen to below zero.

•	� The current gold bull market – driven by a global push to a negative interest rate policy, currency volatility, and a high level  
of cross-asset class correlation – has all the hallmarks of being in the early stages.

•	� Senior producer valuations are very attractive because gold companies have reduced their operating costs and capital 
expenditures, while gold equity valuations are low relative to the price of gold – not typical in a gold bull market.

•	 Gold remains a strong, non-correlated diversifier for traditional asset classes.
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements which reflect the current expectations of management regarding future growth, results of operations, 
performance and business prospects and opportunities. Wherever possible, words such as “may”, “would”, “could”, “will”, “anticipate”, “believe”, “plan”, 
“expect”, “intend”, “estimate”, and similar expressions have been used to identify these forward-looking statements. These statements reflect management’s 
current beliefs with respect to future events and are based on information currently available to management. Forward-looking statements involve significant 
known and unknown risks, uncertainties and assumptions. Many factors could cause actual results, performance or achievements to be materially different 
from any future results, performance or achievements that may be expressed or implied by such forward-looking statements. Should one or more of these risks 
or uncertainties materialize, or should assumptions underlying the forward-looking statements prove incorrect, actual results, performance or achievements 
could vary materially from those expressed or implied by the forward-looking statements contained in this document. These factors should be considered 
carefully and undue reliance should not be placed on these forward-looking statements. Although the forward-looking statements contained in this document 
are based upon what management currently believes to be reasonable assumptions, there is no assurance that actual results, performance or achievements 
will be consistent with these forward-looking statements. These forward-looking statements are made as of the date of this presentation and Sprott does not 
assume any obligation to update or revise. 

The opinions, estimates and projections (“information”) contained within this report are solely those of Sprott Asset Management LP (“SAM”) and are subject 
to change without notice. SAM makes every effort to ensure that the information has been derived from sources believed to be reliable and accurate. However, 
SAM assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this information. SAM is not under any 
obligation to update or keep current the information contained herein. The information should not be regarded by recipients as a substitute for the exercise 
of their own judgment. Please contact your own personal advisor on your particular circumstances.

Views expressed regarding a particular company, security, industry or market sector should not be considered an indication of trading intent of any investment 
funds managed by Sprott Asset Management LP. Any reference to a particular company is for illustrative purposes only and should not to be considered as 
investment advice or a recommendation to buy or sell nor should it be considered as an indication of how the portfolio of any investment fund managed by 
Sprott Asset Management LP is or will be invested.
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