
Gazing into their crystal balls last week, Wall 
Street firms interpreted differing futures for  
gold next year. Morgan Stanley awarded gold  
the “best commodity for 2013” while Goldman 
Sachs called the end of the metal’s hot streak.  
After seeing 11 consecutive years of positive  
performance from gold, one needs to be wary  
of research analysts’ price forecasts, as they  
have consistently underestimated the shifting  
dynamics driving the precious metal higher.

Take a look at analysts’ annual predictions of  
gold prices, which is “a telling picture,” CEO  
Nick Holland of Gold Fields told the crowd at 
a mining conference last summer. From 2006 
through 2011, Bloomberg’s contributing analysts 
have forecasted that future gold prices would be 
lower. “The analysts who keep telling us the gold 
price is going down have been wrong seven years 
out of seven. That’s a remarkable track record!” 
says Holland.
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It is worth keeping gold’s DNA of volatility in mind 
as the day-to-day price of gold naturally fluctuates, 
of course. Based on 10 years of data as of September  
30, 2012, over any 20 days, there is a 7 percent chance  
of a 10 percent change in the gold price. Swings have  
historically been more frequent for gold equities, 
moving 10 percent up or down about 30 percent of 
the time over the same time frame.

The upside to gold stocks is that investors historically  
have received a 2-to-1 leverage by owning gold equities  
instead of the commodity. U.S. Global’s Portfolio 
Manager Brian Hicks reminded The Gold Report 
readers of this fact during an extensive conversation  
that he and Portfolio Manager Ralph Aldis had with  
Brian Sylvester.

Read the interview now.

We believe that effective management can help 
miners gain more leverage over the metal for their 
shareholders. Picture the gold price as a pulley with  
gold company executives applying force on one 
side of a rope. The more disciplined and successful 
the management, the bigger the potential boost in 
gold equity returns.

The muscle that gold miners can use to increase their  
“multiplier effect” for shareholders is three-fold: grow  
production volume, expand margins or optimize 
capital, explained Holland. “You want to keep showing  
that you can increase the return on the mine and 
that you can increase the cash flow available for 
shareholders at a particular gold price.”

In recent years, gold mining companies have been 
facing the dilemma of trying to grow their production  
profile while also depleting their current resource 
base. As I explained to Mineweb in a recent pod-
cast, no miner wants to show investors that their 
production profile is in decline, so there has been  
a huge push to grow gold production.

However, this “growth for growth’s sake” mind 
frame has resulted in a congested intersection of 
projects in the pipeline. Take a look at the chart 
that National Bank Financial (NBF) put together 
showing an “unprecedented wave” of projects  
that mining companies are planning over the  
next decade. Each dot represents either a gold 
and precious metals project or a base metals and 
iron ore project. The bigger the dot, the larger  
the estimated cost of the project.

The 2006 through 2010 construction history 
benchmarks the engineering and construction 
industry’s capacity to build new mines. Relative  
to the size and number of new projects in the  
pipeline, the current pool of expertise to build 
these projects is quite limited.
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Gold Kept Rising Despite Analysts’ Forecasts
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Note: Consensus forecast is median forecast of all contributing analysts to Bloomberg. Forecast as of May 10 in each year, except 2006 which is 
from June 30. Futures price curve based on contracts prices on July 20, 2012 for settlement year end in 2012, 2013, 2014 and 2015.
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NBF’s mining analysts indicate that about 30 projects  
can be completed in a two-year time frame.

The critical shortage of technically skilled people has  
been driving up the cost of projects and resources. 

“Mines that used to cost $2 billion only a few years 
ago, now cost $5 billion,” and the beneficiaries of 
these projects have not been shareholders, but 
contractors, employees, consultants, governments 
and equipment suppliers, says Stifel Nicolaus’ 
George Topping, a well-respected analyst with 
years of experience in capital markets.

In his research, “Don’t Build It And They Will Come,”  
he analyzed the projects that four senior miners, 
Barrick, Goldcorp, Kinross and Newmont, have in 
the pipeline, looking at the capital expenditures, 
cash costs and internal rates of return to determine  
whether he thought the projects should be continued 
or deferred.

Of the 14 he looked at, only five projects were worth  
pursuing, in his view. Instead of spending the money  
on these projects, “senior producers would be able 
to pay higher dividends, say yielding 5 percent at 
current prices,” according to Stifel. A monthly or 

quarterly dividend program shows that gold miners  
have a pulse and are taking disciplined action in 
paying back some of their capital.

The Fairytale Land of Cash Costs

The other factor that has been hurting gold miners 
is the outdated use of a cash costs measure which 
doesn’t reflect the true costs of mining. In the 
Mineweb podcast, Ralph and I discussed these “cash  
cost fairytales,” with Ralph pointing out that only 
governments believe gold miners have seen a 
windfall profit from the rising price of gold. He says,

“You’ve got to thank your cash cost marketing for 
basically taxing 50 percent of your gains away in 
the form of taxes when the government has risked 
no capital on the project and not borne any of the 
risks during the construction of the project.”

Research indicates that an “all-in cost” is much more  
indicative of the true cost of mining, as it takes into 
consideration operating costs, sustaining capital, 
construction capital discovery costs, and overhead 
tax along with acceptable profit. For example, CIBC’s  
research calculates that a sustainable number 
for mining an ounce of gold would be $1,700.

Overabundance of Mining Projects Planned Over Next Decade
Greenfield Projects with Capital Expenditures of more than $400 million
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Please consider carefully a fund’s investment objectives, risks, charges and expenses. For this and other  
important information, obtain a fund prospectus by visiting www.usfunds.com or by calling 1-800-US-FUNDS  
(1-800-873-8637). Read it carefully before investing. Distributed by U.S. Global Brokerage, Inc.

Gold, precious metals, and precious minerals funds may be susceptible to adverse economic, political or regulatory developments due to concentrating in a single theme. The prices 
of gold, precious metals, and precious minerals are subject to substantial price fluctuations over short periods of time and may be affected by unpredicted international monetary and 
political policies. We suggest investing no more than 5% to 10% of your portfolio in these sectors.

Morningstar Ratings are based on risk-adjusted return. The Overall Morningstar Rating for a fund is derived from a weighted-average of the performance figures associated with its 
three-, five- and ten-year (if applicable) Morningstar Rating metrics. Past performance does not guarantee future results. For each fund with at least a three-year history, Morningstar 
calculates a Morningstar Rating based on a Morningstar Risk-Adjusted Return measure that accounts for variation in a fund’s monthly performance (including the effects of sales charges,  
loads, and redemption fees), placing more emphasis on downward variations and rewarding consistent performance. The top 10% of funds in each category receive 5 stars, the next 
22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars and the bottom 10% receive 1 star. (Each share class is counted as a fraction of one fund within this scale 
and rated separately, which may cause slight variations in the distribution percentages.)

Holdings in the Gold and Precious Metals Fund as a percentage of net assets as of 9/30/12: Barrick Gold 4.33%; Goldcorp 2.68%; Kinross Gold 2.48%; Newmont Mining 5.92% 12-728

U.S. Global Investors, Inc. is an investment management firm specializing in gold, natural resources, 
emerging markets and global infrastructure opportunities around the world. The company, 
headquartered in San Antonio, Texas, manages 13 no-load mutual funds in the U.S. Global Investors 
fund family, as well as funds for international clients.

www.usfunds.com  •  1.800.US.FUNDS

Read more of Frank’s insights 
on his blog, “Frank Talk.” Visit 

usfunds.com/franktalk.

Are you a subscriber to  
the Advisor Alert, our  

award-winning advisor 
e-newsletter? Take a look at 
usfunds.com/advisoralert.

Listen to the Mineweb podcast.

These factors highlight the importance of active 
management, as gold companies that are successful  
at executing what they’ve articulated to the public 
should be more effective at leveraging the price  
of gold.

In addition, as Brian explains to The Gold Report, “The  
precious metals market is surprisingly inefficient,” 
meaning that active managers such as U.S. Global 
can take advantage of dislocations in the market. 
We believe this is how the 4-star* rated Gold and 
Precious Metals Fund (USERX) has been able to 
outperform its benchmark, the FTSE Gold Mines 
Index, over the 1-, 5- and 10-year timeframe as of 
September 30, 2012.

•	  Listen to the podcast with Mineweb to hear 
Ralph and me discuss how mining management  
is becoming more disciplined.

•	  See companies we are bullish on by reading 
The Gold Report interview.

•	  See U.S. Global’s Special Gold Report on 
more factors driving miners.

* Morningstar Overall Rating™ among 70 equity 
precious metals funds as of 9/30/12.

Total Annualized Returns as of 9/30/2012

1-year 5-year 10-year

Gross 
Expense 

Ratio

Gold and Precious  
Metals Fund

0.26% 4.31% 16.97% 1.58%

FTSE Gold Mines Index -5.50% 3.23% 10.89% n/a

Expense ratios as stated in the most recent prospectus. The expense ratio after  
waivers is a voluntary limit on total fund operating expenses (exclusive of any  
acquired fund fees and expenses, performance fees, taxes, brokerage commissions  
and interest) that U.S. Global Investors, Inc. can modify or terminate at any time.  
Performance data quoted above is historical. Past performance is no guarantee 
of future results. Results reflect the reinvestment of dividends and other earnings.  
Current performance may be higher or lower than the performance data quoted. 
The principal value and investment return of an investment will fluctuate so that 
your shares, when redeemed, may be worth more or less than their original cost. 
Performance does not include the effect of any direct fees described in the fund’s 
prospectus (e.g., short-term trading fees of 0.50%) which, if applicable, would 
lower your total returns. Performance quoted for periods of one year or less is 
cumulative and not annualized. Obtain performance data current to the most 
recent month-end at www.usfunds.com or 1-800-US-FUNDS.
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