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Gold and gold mining shares recovered during the first quarter with the metal rising 6.5% and 
precious metals shares (basis XAU) 8.7% through March 31st. It appears to us that the precious metals 
complex has bottomed and is attempting to gain footing following the grueling two-plus year correction 
that started in August of 2011. It is impossible to say whether prices will continue to chop indecisively as 
part of this process of bottoming, or whether they will spike suddenly higher should some exogenous event 
spark the pile of tinder representing unresolved systemic risk that has been steadily accumulating since the 
financial crisis of 2008.  

We observe that many investors who understand, and may well have been deeply committed to 
the investment rationale for gaining exposure to potential currency debasement, have been scarred by two 
extremely difficult years of negative performance and are therefore on the sidelines looking for a 
comfortable point to reenter the sector. In the meantime, we have witnessed the entry of contrarian value 
investors whose rationale can be summed up as viewing gold mining shares as an inexpensive way to 
protect capital in the event of a broad correction in equity and capital markets. It seems highly certain to us 
that the positive returns generated by equity markets over the past two years have represented a 
substantial barrier for capital to reenter precious metals. We therefore believe that a bear market in 
equities would constitute a catalyst to drive gold and precious metals equities sharply higher. 

In terms of supply and demand flows, the stage is set in our opinion for higher gold prices. No 
mining company management in its right mind would commit to a program of mine construction at current 
prices. Therefore, we believe that mine supply will shrink in the years ahead, especially after 2015. Given 
the lead times involved in new mine construction and even with a moderately rising trend in gold prices, 
supply could be constrained through the end of the current decade. The demand picture, especially from 
Asian consumers and possible central banks, looks robust. The flow of gold into China continues to set 
records and the all-important consumption by the Indian subcontinent remains solid. The Chinese 
government, acutely aware to the downside risks of its $4 trillion exposure to the US currency, has almost 
certainly been surreptitiously accumulating physical gold as a hedge. There has been no update from 
official sources on central bank holdings since 2009, and if China is still in an accumulation mode, one can 
be certain that they have taken full advantage of the two year price decline and that their future intentions 
remain a well-guarded secret. 

Should Western investor demand return following its two year withdrawal, the impact could be 
explosive in the context of an already tight situation for supply. Since the rationale for a turnabout cannot 
be articulated and is almost inconceivable in terms of consensus investment views, it seems all the more 
inevitable. The situation seems to have strong parallels to the 1999 bottom in the gold market. 

We believe that the architecture of the gold market is set to undergo significant change in the 
current year and that these changes, which have little to do with macroeconomic considerations, will result 
in attracting capital flows. These changes begin with inquiries by regulatory authorities in Germany and the 
UK into possible price manipulation by bullion banks in connection with the London Fix mechanism for 
gold. These inquiries have been followed by lawsuits seeking damages for plaintiffs possibly injured by price 
manipulation. We believe many other lawsuits could follow. These in turn would lead to a process of 
discovery, daylighting the practices of bullion banking. Suspicion of market manipulation and collusive 
practices has been widespread for many years, and the enlistment of regulatory and legal resources to 
uncover these possibilities is, in our opinion, constructive. 

Gold mining companies, in response to the difficult conditions of the past two years, have cut costs 
and committed to returning capital to shareholders. There has been wide scale replacement of senior 
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managements in response to shareholder dissatisfaction with poor performance, disrespect for financial 
discipline, and disregard for shareholder interests. Many of the new class of CEO’s have taken an oath to 
refrain from high risk capital programs that in the past have led to serious dilution of shareholder interests. 
Even a modest rise in gold prices would result in free cash generation that will in our opinion surprise 
investors favorably. 

Our criteria for selecting equities for our portfolio include a thorough review of the credibility of 
management’s commitment to wealth generation for shareholders on a non-dilutive basis. In addition, we 
pay close attention to asset quality handicapped for risks faced by those assets in their geographic and 
political setting. The recent and still ongoing (as of this writing) takeover contest for Osisko Mining is, in our 
opinion, a validation of our extensive due diligence and highly selective approach to portfolio construction. 

As always, we appreciate your support as investors and clients and look forward to responding to 
any questions or comments that you may have.  
 
With all best wishes, 
John Hathaway 
Portfolio Manager and Senior Managing Director 
© Tocqueville Asset Management L.P. 
April 10, 2014 
 

This article reflects the views of the author as of the date or dates cited and may change at any time. The information should not be 
construed as investment advice. No representation is made concerning the accuracy of cited data, nor is there any guarantee that 
any projection, forecast or opinion will be realized. 
 
References to stocks, securities or investments should not be considered recommendations to buy or sell. Past performance is not a 
guide to future performance. Securities that are referenced may be held in portfolios managed by Tocqueville or by principals, 
employees and associates of Tocqueville, and such references should not be deemed as an understanding of any future position, 
buying or selling, that may be taken by Tocqueville. We will periodically reprint charts or quote extensively from articles published 
by other sources. When we do, we will provide appropriate source information. The quotes and material that we reproduce are 
selected because, in our view, they provide an interesting, provocative or enlightening perspective on current events. Their 
reproduction in no way implies that we endorse any part of the material or investment recommendations published on those sites. 
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Section I. Macro
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Fig.15. Inflation

US Euro Area China

Headline CPI 1.1 0.5 2.0

Core CPI 1.6 1.0 n/a

Shadowstats 8.9 n/a n/a
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Fig.24. Gold Supply and Demand (tonnes)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Supply 

Mine production 2,591 2,592 2,478 2,550 2,481 2,476 2,409 2,584 2,739 2,827 2,848 3,019 

Old gold scrap 835 944 829 886 1,107 956 1,217 1,672 1,723 1,669 1,626 1,371

Traditional supply 3,426 3,536 3,307 3,436 3,588 3,432 3,626 4,257 4,463 4,495 4,473 4,390

Net producer hedging (412) (279) (445) (86) (373) (444) (349) (252) (108) 10 (20) (50)

Official sector sales 545 617 497 662 367 484 236 30 - - - -

Total supply 3,559 3,874 3,359 4,012 3,582 3,472 3,513 4,034 4,355 4,505 4,453 4,340

Demand 

Jewellery 2,680 2,522 2,673 2,707 2,283 2,405 2,187 1,760 2,017 1,972 1,908 2,198

Other 360 385 416 431 458 462 436 373 466 453 428 409

Total fabrication 3,040 2,907 3,089 3,138 2,741 2,867 2,623 2,134 2,483 2,425 2,336 2,603

Bar & coin retail investment 373 314 396 412 421 446 649 743 1,205 1,519 1,256 1,654

Official sector purchases - - - - - - - - 77 457 535 369

ETFs & similar 3 39 133 208 260 253 321 617 382 185 279 (881)

Implied net investment 143 614 (259) 254 160 (94) (80) 541 207 (81) 47 595

Total demand  3,559 3,874 3,359 4,012 3,582 3,472 3,513 4,034 4,355 4,505 4,453 4,340 
Source: World Gold Council
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Fig.28. Notable Transaction in 2014

Country Tonnes Transaction

Russia 6.8 Purchase 

Kazakhstan 3.5 Purchase 

Turkey 21.9 Decrease 
Source: World Gold Council

8%

9%

10%

11%

12%

13%

14%

3/00 3/02 3/04 3/06 3/08 3/10 3/12

Fig.31. Gold as % of Total Reserves

Source: World Gold Council

 29,500

 30,000

 30,500

 31,000

 31,500

 32,000

 32,500

 33,000

 33,500

 34,000

2000 2002 2004 2006 2008 2010 2012

Fig.30 Central banks Holdings of Gold 
(tonnes)

Source: World Gold Council



7

Section II. Gold

0

20

40

60

80

100

2006 2007 2008 2009 2010 2011 2012 2013 2014

Fig.32. Web searches for "Gold Bubble"

Source: GoogleTrends

0

20

40

60

80

100

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Fig.33. Web searches for "Gold Investment"

Source: GoogleTrends

$0
$200
$400
$600
$800
$1,000
$1,200
$1,400
$1,600
$1,800
$2,000

 -

 20.00

 40.00

 60.00

 80.00

 100.00

2006 2007 2008 2009 2010 2011 2012 2013 2014

Fig.34. Bernstein's Daily Sentiment Index

DSI

Gold

Source Bloomberg, Bernstein's DSI

$400

$600

$800

$1,000

$1,200

$1,400

$1,600

$1,800

$2,000

0

20

40

60

80

100

2006 2007 2008 2009 2010 2011 2012 2013 2014

Fig.35. Market Vane Bullish Consensus

Market Vane

Gold

Source Bloomberg, Market Vane



8

Section II. Gold

$0

$200

$400

$600

$800

$1,000

$1,200

$1,400

$1,600

$1,800

$2,000

800

1000

1200

1400

1600

1800

2000

2006 2008 2010 2012 2014

Fig.36. Comex Gold Futures Open Interest 
(tonnes)

Open Interest

Gold

Source: Bloomberg
-20%

80%

180%

280%

380%

480%

2000 2002 2004 2006 2008 2010 2012 2014

Fig.37. Gold vs Continuous 
Commodity Index

CCI Index

Gold

Source: Bloomberg 

$500

$700

$900

$1,100

$1,300

$1,500

$1,700

$1,900

0%

20%

40%

60%

80%

100%

7/10 7/11 7/12 7/13

Fig.39. Commercial Net Shorts as % of Total 
Open Interest

Net Short/Open Interest

Gold

Source: Bloomberg; The McClellan Market Report

More Net Short

Less Net Short

$0

$500

$1,000

$1,500

$2,000

-1,000

-800

-600

-400

-200

0

200

400

600

800

1,000

2006 2007 2008 2009 2010 2011 2012 2013 2014

Fig.38. Comex Gold Futures Activity (tonnes)

Net Large Speculators

Net Hedgers/Commercials

Gold

Source: CFTC

0

20

40

60

80

100

120

0

1

2

3

4

5

6

2003 2005 2007 2009 2011 2013

M
ill

io
n

s 
o

f 
O

u
n

ce
s

Fig. 40. Registered COMEX Gold Stocks vs. 
Owners per Ounce

Registered Stocks

Owners per Ounce

Source: Bloomberg



9

Section III. Gold Mining Equities
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Fig.46. Average Cost of Acquisitions in the Gold 
Sector ($/Oz)

Acquisition Cost As Ratio of Gold Price

Source: RBC Capital Markets, Bloomberg.
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Cash Margin

Cash Costs

Source: Bloomberg

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
2013

E
2014

E

After Tax Cash Cost ($/oz) 209 210 253 311 363 413 552 738 661 814 987 1,100 1,270 1,137

Margin (%) 23% 32% 31% 24% 18% 32% 21% 15% 32% 34% 37% 34% 19% 27%
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Source: BMO Capital Markets

Fig.49. Gold Price Discounted by Market ($/Oz)

Fig.50. NAV Premiums – Senior & Intermediate Producers (N.A.)

Source: ScotiabankSource: Scotiabank

Fig.51. P/CF – Universe of Coverage Average
Fig.52. Adjusted Market Cap per Oz of Resource 

Divided by Gold Price

Source: BMO Capital Markets




