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Key points

 ■ Despite the correction of the past weeks, we continue to 
believe gold remains in a long-cycle bull market that should 
resume as stimulus accelerates again in early-2021.  

 ■ The pause provides an opportunity for investors not only to 
continue building positions in the physical metal following 
the sharp rally from the March, 2020 lows, but also to refocus 
on the gold mining sector which should see multiple drivers 
beyond rising gold prices as a performance catalyst. 

 ■ Historically, low energy prices and falling local currency 
production costs mean that gold miners will see their costs fall 
by as much as 13% to USD 900/ounce or more than 50% below 
current spot gold prices.

 ■ Beyond this, mine reopenings in late-July and August following 
their COVID-19 related closures in the first half of the year 
should see volumes return to match the cyclically high 

margins in the sector and drive the next stage of earnings 
growth as companies report 3rd quarter earnings in the weeks 
ahead.

 ■ Strong cost management combined with the bull market in the 
underlying metal suggest that high quality producers may see 
rising dividends as well as value accretive acquisitions looking 
ahead.

 ■ Consequently, gold miners position investors to benefit not 
only from the resumption of the long-cycle bull market we 
expect in early-2021 but also a near-term earnings catalyst 
as volumes rebound in the coming quarters and a long-term 
driver via rising dividends and earnings accretive M&A. 
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Gold bull market set to resume going into 2021

The inability of US fiscal authorities to agree on additional 
relief measures ahead of the November US elections and the 
hesitance on the part of the Federal Reserve to fill the policy 
gap that has emerged to support the recovery has resulted in a 
correction in the gold bull market that began with the end of the 
Fed’s last rate hiking cycle in late-2018.

Fed policy holds the key to the next leg of the gold 
bull market in 2021

Sources: Bloomberg Finance L.P. and UBP

However, once the election season passes, we expect that 
US fiscal resolve combined with the resumption of Fed 
support via bond buying should provide the next tailwind to 
the gold bull market.

While in the near term volatility may persist especially entering 
the uncertain US election season, we continue to expect to 
see gold reaching USD 2,200/oz. by December, 2021 as the 
US strategy of deeply negative inflation adjusted interest rates 
more formally takes hold in the new year (please see UBP 
Spotlight: Investing in a New Fed Policy Regime, September 
2020 for more details). 

Fundamentals add near- and medium-term drivers to 
gold miners…

During this transition, investors looking to build positions in the 
sector should search beyond simply the physical metal and 
also consider gold miners where fundamental catalysts put in 
place during the previous bear market have already begun to 
serve as a tailwind to earnings as an additional driver in the 
months and years ahead.

In particular, the gold bear market from 2012-18 has forced 
the industry not only to consolidate but also to undertake a 
transformation that has driven sustained falls in the costs of 
production from as high as USD 1,200 per ounce in 2013-14 
to closer to USD 900 per ounce currently, more than 50% 
below the current spot price of gold.

This has been supported by the secular decline in energy 
costs since Saudi Arabia began the first of two price wars 
in 2014 to contain the output of high cost crude producers. 
With Saudi Arabia continuing in this effort, combined with the 
prospect of a ‘green’ movement bearing down on demand, 
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energy cost containment should continue to be a feature  
for the segment looking ahead in marked contrast to the 
2000-2008 gold bull market which coincided with an oil bull 
market where crude prices rose from USD 20/barrel to  
USD 140/barrel at their peak.

With the combination of rising gold prices and falling energy 
costs, margins for the sector have already reached the levels 
seen at their previous peaks. This margin expansion alone has 
driven earnings growth in the sector to a pace beyond that 
seen at the height of the 2000-2011 bull market.

Despite this, the coming quarters should see an additional 
earnings catalyst as companies report their results. The 
lockdowns in early 2020 hit mining companies particularly 
hard as mine closures due to spreading COVID-19 infections 
stalled production growth, limited sales and constrained 
earnings growth in the period.

With mines having begun to reopen in late-July and August, the 
upcoming earnings seasons should allow volume growth to join 
wide margins and high prices as a driver to the next round of 
earnings expansion for the sector in the quarters ahead.

Mine closures in 1H2020 have meant a bull market in gold 
prices but not yet a bull market in gold sales for miners 

Sources: NYSE Arca, Bloomberg Finance L.P. and UBP

Beyond resuming production at previously shuttered mines 
to drive near-term earnings surprises, investors could see 
more medium-term benefits as well. This emerging cost and 
margin dynamic means the potential for a new free cash flow 
regime for the sector, historically known in previous cycles as 
a consumer rather than a generator of cash. 

This cash generation should provide flexibility amongst some 
of the sector’s largest producers to continue raising dividends, 
increasing total returns to shareholders in the process. 

Moreover, as gold mine supply is set to peak and go into 
secular decline in the decade ahead, free cash flow may force 
producers to turn increasingly to mergers and/or acquisitions 
of stakes in individual projects to consolidate and enhance 
output amongst junior miners in the sector.

Unlike acquisitions in previous cycles which were focused on 
scale and growth, we expect these acquisitions to instead be 
smaller and concentrated on being incrementally accretive to 
earnings.
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Positioning in the gold mining segment

Admittedly, the gold mining sector as a whole has historically 
been a destroyer of value for shareholders due to imprudent 
deployment of capital usually near the peak of the long 
mining cycle, resulting in a high degree of volatility in mining 
shares.

Indeed, in the most recent bear phase from 2011 to 2018 
when gold prices fell nearly 45%, gold mining stocks lost 
84% on aggregate from peak to trough. In the current 
bull market, a passive investor in gold mining stocks has 
outpaced the 45% rise in gold prices since early-2019, more 
than doubling the initial investment outlay. As a result, we 
recommend an active, quality-biased stock selection focused 
approach when investing in the gold mining segment. 

Royalty and streaming companies may provide a 
comparatively lower risk entry point into the sector for 
investors. Such companies are those which provide gold 
producers with upfront financing in exchange for a share 
of gold production or revenue generated from a particular 
project. 

Typically, these companies are less exposed to the operational 
risks of a project as their share comes from the revenue 
line rather than via a share of profits. In this way, royalty and 
streaming companies provide leverage to changes in the gold 
price without the operating leverage and the associated capital 
and operating costs, and exploration risks of producers. 

When financing is tight, as during the 2011-18 bear market 
in gold, royalty and streaming companies are better able to 
secure attractive projects to finance. 

However, with free cash flow currently strong across many 
miners, attractive projects in need of capital are more 
challenging to identify and more competitive to secure for 
royalty companies making them increasingly reliant on a 
combination of their existing project portfolio built up over 
recent years and rising metal prices to drive earnings. 

Large, diversified, well run producers offer another option for 
investors into the mining space. Benefitting from exposure 
to rising gold prices, large, diversified producers mitigate the 
risks of poor capital allocation decisions due to their size and 
longevity in the industry.
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION on 
financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA and/or 
any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is not and does 
not purport to be considered an offer or a solicitation to enter into any transaction with 
UBP, buy, subscribe to, or sell any currency, product, or financial instrument, make any 
investment, or participate in any particular trading strategy in any jurisdiction where such 
an offer or solicitation would not be authorised, or to any person to whom it would be 
unlawful to make such an offer or solicitation. This document is meant only to provide a 
broad overview for discussion purposes, in order to determine clients’ interest. It does 
not replace a prospectus, KID, KIID or any other legal document relating to any specific 
financial instrument, which may be obtained upon request free of charge from UBP or 
from the registered office of the issuer of the instrument concerned, where applicable. 
The opinions herein do not take into account individual clients’ circumstances, objectives, 
or needs. 

UBP performs analysis on the financial instruments on offer in the market and may 
maintain and/or seek to develop business affiliations with third parties for that purpose; 
furthermore, UBP may create its own financial instruments. This generic information is 
therefore not independent from the proprietary interests of UBP or connected parties, 
which may conflict with the client’s interests. UBP has policies governing conflicts of 
interest and takes appropriate organisational measures to prevent such cases. 

The information contained in this document is the result neither of financial analysis within 
the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation 
on MiFID provisions. EU regulation does not govern relationships entered into with UBP 
entities located outside the EU.

Reasonable efforts have been made to ensure that the content of this document is based 
on objective information and data obtained from reliable sources. However, UBP cannot 
guarantee that the information contained herein and gathered by the Bank in good faith 
is accurate and complete, nor does it accept any liability for any loss or damage resulting 
from its use. Circumstances may change and affect the data collected and the opinions 
expressed at the time of publication. Therefore, information contained herein is subject 
to change at any time without prior notice. UBP makes no representations, provides no 
warranty and gives no undertaking, express or implied, regarding any of the information, 
projections or opinions contained herein nor does it accept any liability whatsoever for 
any errors, omissions or misstatements in the document. UBP does not undertake to 
update this document or to correct any inaccuracies which may have become apparent 
after its publication.

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements do not 
guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any tax 
advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties 
in this respect. This document is not intended for distribution in the US and/or to US 
Persons or in jurisdictions where its distribution by UBP would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority 
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited 
regulation by the PRA.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and no 
other person should act upon it. The financial products or services to which this material 
relates will only be made available to a client who meets the professional client and/or 
market counterparty requirements. This information is provided for information purposes 
only. It is not to be construed as an offer to buy or sell, or a solicitation for an offer to 
buy or sell any financial instruments, or to participate in any particular trading strategy 
in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of 
the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are defined 
as “prospectuses” within the meaning of the Companies Ordinance (Chapter 32 of the 
Laws of Hong Kong) (the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong Kong, no person may 
issue or have in his/her possession for the purpose of issuing, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities, directed 
at, or likely to be accessed or read by, the public in Hong Kong, except where the 
securities are intended to be disposed of only to persons outside Hong Kong, or only to 
“professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is 
an exempt financial adviser under the Financial Advisers Act (Cap. 110 of Singapore) 
to provide certain financial advisory services and is exempt under section 99(1) of 
the Securities and Futures Act (Cap. 289 of Singapore) to conduct certain regulated 
activities. This document has not been registered as a prospectus with the MAS. 
Accordingly, this document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, whether directly or 
indirectly, to persons in Singapore other than (i) to institutional investors under Section 
274 of the Securities and Futures Act (Cap. 289) of Singapore (“SFA”), (ii) to relevant 
persons pursuant to Section 275(1), or any person pursuant to Section 275(1A) of the 
SFA, and in accordance with the conditions specified in Section 275 of the SFA, or (iii) 
otherwise pursuant to, and in accordance with the conditions of, any other applicable 
provision of the SFA. This advertisement has not been reviewed by the Monetary 
Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the 
Commission de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in 
accordance with the European passport – held by its parent company, Union Bancaire 
Privée (Europe) S.A. – which is valid across the entire European Union. The branch 
is therefore authorised to provide services and conduct business for which its parent 
company, Union Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, 
where it is regulated by the Luxembourg financial supervisory authority, the Commission 
de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.
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