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Over the past year, a prevailing question in the gold market has centered on why gold 
equities are lagging gold bullion.  This is a highly unusual occurrence, given that gold 
equities have historically displayed two to three times leverage in price movements to gold 
bullion. The FTSE Gold Mines Index is up 2.72% year to date as of August 22, 2011, while 
gold bullion is up 33.56% over the same period.  At First Eagle, we perceive this disparity to 
be the result of fear and a misunderstanding by the overall market as to what is driving the 
price of bullion.   
 
Many generalist investors, new to the gold space, assume that gold trades like a typical 
commodity, where stock prices lead the commodity price.  As the price of gold has moved 
higher while many mining stocks have lagged, investors may interpret this as a sign that 
the price of gold is going to correct downward, rather than anticipating a rise in mining 
stocks.  At First Eagle, we take a different view.  We believe that gold bullion’s move above 
$1,800 has been driven by certain fundamental factors.  Growing monetary and fiscal 
issues across the globe have driven fear into the market, pushing demand for gold up as 
widespread currency concerns come to the forefront.   
 
Traditionally, the biggest driver of gold prices is central bank buying and selling.  Exposure 
to gold is one way central banks have sought to protect themselves from other nations’ 
currencies, and they cannot typically make direct equity purchases or gain exposure to gold 
aside from accumulating gold bars. Many feel that gold has become a substitute currency 
in today’s environment, and we believe we will continue to see central bank buying, 
particularly as newly rich regions like Asia and Latin America look to diversify their holdings.  
 
Gold is viewed as a scarce asset, and if demand from both institutional investors and 
central banks continues to rise, a source of new supply is gold mining companies.  The 
miners have a limited product in strong demand due to global currency issues.  According 
to our estimates, many are currently generating $750-$1,200 of cash flow per ounce of 
extracted gold. While gold mining stocks currently trade at relatively low price-to-cash flow 
multiples, we believe prices may correct upwards as the market recognizes their cash 
generating capabilities.   
 
Despite the recent price increase gold bullion has experienced, our view on gold remains 
unchanged.  At First Eagle, we view gold not as an absolute return investment, but as a 
potential hedge against uncertain economic conditions.  
   

 

 



 

 

 

 


