
 

 

 

UOB Asset Management – Gold Update    8 August 2011 
 
GOLD EQUITIES SET TO SHINE 
 
Summary 
The gold price has moved above US$1,700/oz and is close to our December 2011 target price of 
US$1,750/oz.  
 
We expect the gold price to stay elevated, as the World Gold Council is expected to report strong 
2Q11 Chinese & Indian retail investment demand figures next week. Thus far, gold equities have 
yet to re-rate with the gold price even though 2Q11 operating margins remain near record levels. 
In fact, operating margins are well above the levels seen in previous periods when gold equities 
had de-rated. We believe that the catalyst for the gold equities re-rating will be an upward revision 
in analysts’ gold price forecasts.  
 
Gold price at record levels 
Today, the physical gold price moved above US$1,700 per ounce, on heightened risk aversion. 
We expect prices to remain strong on negative interest rates, central bank buying and possible 
further stimulus measures. Additionally, gold should see increased exposure in institutional and 
retail investment portfolios. 
 
Although the gold price appears extended at current levels (it is currently trading about US$175/oz 
above its 200-day moving average), we believe there is further upside momentum, after the 
release of the World Gold Council market update in mid-August 2011. In particular, we expect the 
data to confirm our expectations of strong investment demand from China and India.  
 
Gold price at record levels  

  
Source : Bloomberg, 8 August 2011 
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Gold equities have de-rated relative to the gold price 
Since the start of the year, the physical gold price has risen by 21%, while gold equities (as 
measured by the HUI Gold Bugs Index - an aggregate of 16 gold companies) fell by 7%.  
 
Based on our analysis, we believe that the divergence in performance was driven by concerns that 
the operating margins of these gold companies would be compressed by escalating costs, to the 
extent that there could be insufficient cash flow for higher capital spending. Furthermore, gold 
equities have historically de-rated in previous periods of financial market stress. 
 
Gold equities have not matched the gold price 

 
Source : Bloomberg, 8 August 2011 

 
2Q11 operating margins remain robust 
We are currently halfway through the 2Q11 gold equities reporting season. To date, we estimate 
that operating margins are down only slightly from the record 1Q11 levels, and are still above 
levels seen in previous quarters. Moreover, aggregate earnings before interest, tax, depreciation 
and amortization (Ebitda) are at record levels.  
 
Looking forward, the recent gold price level makes it probable that 3Q11 operating margins will 
likely surpass even 1Q11 levels. Meanwhile, cash and net gearing levels remain low, with the 
2Q11 increase in net gearing largely explained by Newmont Mining’s US$2.1 billion all-cash 
buyout of Fronteer Gold. Nearly all expansion projects appeared well-funded, even before the 
recent surge in the gold price. 
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2Q11 gold equity operating margins remain robust 

 
Source : UOBAM, 8 August 2011 

 
 
Gold equity balance sheets are not stretched 

 
Source : UOBAM, 8 August 2011 

 
Can gold equities re-rate?  
In the current environment, investors are concerned that gold equities may continue to 
underperform relative to the gold price, similar to the October 2008 - March 2009 period 
immediately after the 2008 financial crisis.  
 
Year-to-date, the ratio of the gold price to gold equities has widened from 2.5x to 3.2x since March 
2011 (a rising ratio means that gold equities are underperforming). The concern is that the ratio 
could increase to the 4.0x levels seen during the financial crisis, and even during the 1990’s.  
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Historic ratio between gold price and gold equities 

 
Source : Bloomberg, 8 August 2011 

 
Our view is that gold equities will start to re-rate relative to the gold price, for two main reasons.  
 
The first is that the physical gold price will remain at elevated levels, and that investment analysts 
will probably revise their gold price assumptions and target prices upwards.   
 
 
Analysts need to raise their gold price assumptions 

 
Source : Bloomberg, 8 August 2011 
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Secondly, current operating margins are well above previous years, and may soon reach record 
levels.  
 
Gold equity operating margins at record levels 

 
Source : Bloomberg, 8 August 2011 
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Contact Details  

  Address 80 Raffles Place UOB Plaza 2 Level 3 Singapore 048624  
  24-hour Hotline 1800 222 2228 (Local) • (65) 6222 2228 (International)  
  Fax (65) 6532 3868  
  Email uobam@uobgroup.com  
  Website uobam.com.sg 
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Important Notice & Disclaimers  

All information in this publication is based upon certain assumptions and analysis of information available as at the 
date of the publication and reflects prevailing conditions and UOB Asset Management Ltd (“UOBAM”)’s views as of 
such date, all of which are subject to change at any time without notice. Although care has been taken to ensure the 
accuracy of information contained in this publication, UOBAM makes no representation or warranty of any kind, 
expressed, implied or statutory, and shall not be responsible or liable for the accuracy or completeness of the 
information.  

 
The prospectus of the fund mentioned above (the “Fund”) is available and may be obtained from UOBAM or any of its 
appointed distributors. Potential investors should read the prospectus of the Fund before deciding whether to 
subscribe for or purchase units in the Fund (“Units”). Returns on the Units are not guaranteed. The value of the Units 
and the income from them, if any, may fall as well as rise. An investment in the Fund is subject to investment risks and 
foreign exchange risks, including the possible loss of the principal amount invested. Investors should consider 
carefully the risks of investing in the Fund and may wish to seek advice from a financial adviser before making a 
commitment to invest in the Fund. Should you choose not to seek advice from a financial adviser, you should consider 
carefully whether the Fund is suitable for you. Investors should note that the past performance of the Fund or the 
managers is not necessarily indicative of the future or likely performance and any prediction, projection or forecast on 
the economy, stock market, bond market or the economic trends of the markets is not necessarily indicative of the 
future or likely performance of the Fund. Nothing in this publication shall constitute a continuing representation or give 
rise to any implication that there has not been or that there will not be any change affecting the Fund.  

 
All subscription for the Units must be made on the application forms accompanying the prospectus of the Fund. The 
above information is strictly for general information only and is not an offer, solicitation advice or recommendation to 
buy or sell any investment product or invest in any company. This publication should not be construed as accounting, 
legal, regulatory, tax, financial or other advice. Investments in unit trusts are not obligations of, deposits in, or 
guaranteed or insured by United Overseas Bank Limited (“UOB”), UOBAM, or any of their subsidiary, associate or of 
their affiliate (“UOB Group”) or distributors of the Fund. The UOB Group may have interests in the Units and may also 
perform or seek to perform brokering and other investment or securities-related services for the Fund.  

 
UOB Asset Management Ltd Co. Reg. No. 198600120Z 

 

 

 

 

 

 


