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CAN MARKET VOLATILITY PUSH GOLD
MINERS HIGHER?

Jeremy Schwartz — Global Chief Investment officer
03/01/2022

As geopolitics rattles markets, has gold regained its haven status? Gold miners, well
known as a leveraged play on gold, have benefited after a Tackluster performance last
year. The WisdomTree Efficient Gold Plus Gold Miners Strategy Fund (GDMN) has gained

almost 10% year-to-date on a NAV basis (through February 23)1 as broader equity markets
tumble—and we think conditions are prime for more gains ahead.

The three key factors that may drive gold miners’ performance in 2022 are (1) leverage
to the price of gold, (2) rising dividend yields and (3) attractive valuations within
equity markets.

Gold Miners’ Performance Fails to Catch Up with Rising Profitability

The golden era from 2001 to 2011 rewarded gold miners for aggressive growth over cash
flow generation, eroding their value over the Tong run as they were funded by record
amounts of debt.

Since the peak attained in the middle of 2012, the gold mining industry conducted a big
cost-cutting exercise by slashing capital expenditure (“capex”), selling off non-core
assets to raise US$33 billion and shedding nearly 200,000 jobs to boost productivity

growth.?

This trend began to reverse in 2018 as exploration activity rose, thereby supporting
margins and providing gold miners with some flexibility to further increase exploration
spending.

Yet the higher profitability witnessed among gold miners failed to lend a tailwind to
gold miners’ performance. We believe this can be partly explained by the upward cost
pressures faced by the industry, which contributed to negative price sentiment.

Figure 1: Higher Capex Moves in Lockstep with Profit Margins
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Upward Costs Pressure Pales against Higher Gold Prices

over the course of 2021, total cash costs were impacted by rising inflation across
several 1inputs. Labor shortages, turnover and changing shift patterns due to COVID-19
restrictions and infections led to rising wages for workers.

The world Gold cCouncil (WGC) established a new cost disclosure framework in 2013 by
introducing “all-in sustaining cost” (AISC) as an extension to cash costs. AISC focuses
on all costs incurred in sustaining production for the complete mining 1ifecycle, from
exploration to closure.

In 2020, gold miners’ AISC rose to its highest level since 2013. Pandemic disruptions
put upward pressure on unit costs, mainly during the ramp-down and ramp-up phases around
the closure periods when mines were unable to operate at full capacity.

As AISC rose at a faster pace than gold prices in 2021, gold miners’ price performance
was negatively impacted. Gold miners’ performance does not appear to reflect just how
strong AISC margins are currently.

Figure 2: All-in Sustaining Cost (AISC) Rose to Its Highest Level since 2013
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cannct invest directly in an index.

Attractive valuations Favor Gold Miners

Key valuation metrics such as price-to-book (P/B) at 1.23 for gold miners reveal they
are trading at a 21% discount to the long-term average.

Gold miners’ profit margins remain healthy, and companies are generating significant
free cash flow. The current free cash flow yield on the NYSE ARCA Gold Miners Index is
4.3%. In the current rising rate environment, dividend yields for gold miners have risen
to 2.17% 1in January 2022 from 0.96% during the pandemic in 2020.

Evidently, despite rising costs, miners’ profit margins have expanded, thereby
increasing cash flow. Mining companies are clearly using the recent strength in earnings
growth to compensate investors in a higher inflationary environment.

Figure 3: Gold Miners oOffer an Attractive Dividend Yield amid a Rising Rate
Environment
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conclusion

The market has been too fixated on rising costs for the gold mining sector, causing it
to 1ignore the more -{important attributes such as higher capex expenditure, stable
profitability, rising free cash flows and attractive dividends.

As markets are caught in the crosshairs of rising geopolitical tensions, gold’s haven
status is 1likely to be reignited, which could benefit gold miners.

1 Actual YTD NAV Return = 9.63% (as of 2/23)

2 source: Metals Focus

Important Risks Related to this Article

Performance 1is historical and does not guarantee future results. CcCurrent
performance may be Tower or higher than quoted. Investment returns and the
principal value of an investment will fluctuate so that an investor’s shares,
when redeemed, may be worth more or less than their original cost. For the most
recent standardized performance, click here.

There are risks associated with investing, including possible Tloss of principal. The
Fund is actively managed and invests 1in U.S.-listed gold futures and global equity
securities issued by companies that derive at least 50% of their revenue from the gold
mining business (“gold miners”). The Fund’s use of U.S.-Tisted gold futures contracts
will give rise to leverage, magnifying gains and losses and causing the Fund to be more
volatile than if it had not been leveraged. Moreover, the price movements in gold and
gold futures contracts may fluctuate quickly and dramatically and have a historically
Tow correlation with the returns of the stock and bond markets. By 1investing in the
equity securities of gold miners, the Fund may be susceptible to financial, economic,
political or market events that impact the gold mining sub-industry, including commodity
prices and the success of exploration projects. The Fund may invest a significant
portion of 1its assets in the securities of companies of a single country or region,
including emerging markets, and thus, the Fund is more 1ikely to be impacted by events
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and political, economic, or regulatory conditions affecting that country or region, or
emerging markets generally. The Fund’s 1investment strategy will also require it to
redeem shares for cash or to otherwise include cash as part of its redemption proceeds,
which may cause the Fund to recognize capital gains. Please read the Fund’s prospectus
for specific details regarding the Fund’s risk profile.

wisdomTree shares are bought and sold at market price (not NAV) and are not individually
redeemed from the Fund. Total returns are calculated using the daily 4:00 p.m. EST net
asset value (NAV). Market price returns reflect the midpoint of the bid/ask spread as of
the close of trading on the exchange where Fund shares are 1listed. Market price returns
do not represent the returns you would receive if you traded shares at other times.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

Related Funds
+ WisdomTree Efficient Gold Plus Gold Miners Strategy Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your qinternal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of idinvestment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Leverage : Total assets divided by equity. Higher numbers indicate greater borrowing to

finance asset purchases; Tleverage can tend to make positive performance more positive
and negative performance more negative.

Dividend yields : Refers to the trailing 12-month dividend yield. Dividends over the
prior 12 months are added together and divided by the current share price. Higher values
indicate more dividends are being generated per unit of share price.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Capital expenditures : Spending by a company typically made to enhance Tonger-term
productive capacity.

Inflation : cCharacterized by rising price levels.

Price-to-book ratio : share price divided by book value per share. Lower numbers
indicate an ability to access greater amounts of earnings per dollar invested.

Free Cash Flow : A measure of how much cash is left in the company after taking into
account all the necessary expenses, including net capital expenditures.
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