Metals and mining | January 2025

WHY IS GOLD

i< EDISON

BRILLIANT KNOWLEDGE

HITTING NEW HIGHS?

A FRAMEWORK FOR UNDERSTANDING THE PRIGE TRAJECTORY

EDISON THEMES

As one of the largest issuer-sponsored research firms, we are known

for our bottom-up work on individual stocks. However, our thinking

does not stop at the company level. Through our regular dialogue with
management teams and investors, we consider the broad themes related
to the companies we follow. Edison themes aims to identify the big issues
likely to shape company strategy and portfolios in the years ahead.

ANALYSTS

Lord Ashbourne
Andrew Keen
Neil Shah

mining@edisongroup.com
edisongroup.com
+44 (0) 20 3077 5700




EDISON

Why is gold hitting new highs?

A framework for understanding the price trajectory

Gold has recently surged above $2,700/0z, revisiting the previous record
high of $2,789 in October 2024. This note presents a structured framework
for understanding the current gold price trajectory, built on three core
pillars: fundamental monetary relationships, cyclical patterns in real
interest rates and structural shifts in central bank behaviour. Using this
framework, we see potential for the gold price to reach $3,300-4,500/0z,
with risks skewed to the upside.

A framework for analysis

Our analytical framework rests on three interconnected pillars explaining current
gold price movements. First, fundamental monetary relationships establish a base
value in the low US$2,000s/0z, derived from consistent correlations with monetary
metrics since the 1960s. Second, our analysis of the real interest rate cycle reveals
striking parallels with the 1970s, suggesting we are in the early stages of a major
rebasing as real interest rates transition from negative to positive territory. Third,
unprecedented central bank buying provides structural support, with net buying
positions maintained for 15 years and contributing 7-10% to gold’s price
performance.

Gold versus gold equities

The case for gold equities appears particularly compelling at this point in the cycle.
During bull markets, miners have the capacity to outperform physical gold by two to
five times, a pattern already evident with gold equities having rallied 40% over the
last 12 months versus gold’s 36% rise. With average all-in sustaining costs at
US$1,400/0z (as estimated by the World Gold Council) against a spot gold price of
¢ US$2,700/0z, margins are robust and cost inflation has slowed. The sector offers
attractive valuations with EV/EBITDA ratios below the broader market, dividend
yields surpassing the S&P 500, and true portfolio diversification with a low 0.24
correlation to the S&P 500 over 10 years.

Catalysts for continued strength

Several catalysts support continued strength in the gold price. Monetary policy is
supportive with both the US and China cutting rates, while the Fed'’s pivot towards
larger cuts potentially signals an evolving shift from inflation to unemployment
concerns. Geopolitical and economic factors remain supportive, including
heightened global tensions, continued net central bank buying, US debt servicing
costs exceeding US$1.2tn annually and active diversification away from US
Treasuries by BRIC nations. A bear case would require an unlikely combination of
sustained peace in the Middle East, peace in Ukraine, a US-China rapprochement
and real US interest rates sustainably above 4%. Given current conditions, we see
both significant upside potential and risks skewed to the upside.
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A framework for analysis

Traditional supply-demand analysis offers limited insight into gold price movements. With above-
ground stocks of approximately 200,000 tonnes dwarfing annual production of 5,000 tonnes, we
must look elsewhere for meaningful price signals. Our framework rests on three interconnected
pillars, which together provide a comprehensive analytical structure for understanding gold price
movements.

Pillar 1: Fundamental monetary relationships

Gold’s primary characteristic is its role as a quasi-monetary asset. Our analysis of long-term
correlations since the late 1960s demonstrates consistent relationships between gold prices and
several key monetary metrics:

the total US monetary base,

US currency in circulation, and

the absolute level of the US consumer price index (notably, not year-on-year changes).

The consistently strong relationships between these monetary measures and the gold price suggest
a base fundamental value per ounce in the low US$2,000s. This forms our floor rather than our
target, providing a foundation for understanding deviations from the fundamental value.

Pillar 2: Real interest rate cycles

Historical analysis reveals distinct patterns in the relationship between real interest rates and gold
prices. These patterns are particularly instructive during transition periods from negative to positive
real rates, with the 1970s providing a crucial template for understanding today’s market.

During the 1970s, negative real rates drove a steady general appreciation in the gold price from
1971 to 1979. However, the most significant moves came in late 1979 when rates first turned
positive after a decade in negative territory. Counterintuitively, gold surged during this transition,
ultimately rebasing approximately four times higher.

Exhibit 1: The correlation between the gold price and real interest rates
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Source: Edison Investment Research, Bloomberg

Today’s parallel is particularly compelling. We have emerged from an extended period of negative
or near-zero real rates (2008-23) and are witnessing the first sustained positive real rates in nearly
two decades. Based on historical patterns, this suggests we are in the early stages of a similar
rebasing rather than approaching a peak.
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Exhibit 2: Correlation between the gold price and US real interest rates
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Pillar 3: Structural changes in reserve management

Perhaps the most significant difference between today’s gold bull market and previous cycles lies in
central bank behaviour. While central banks, in general, were net sellers during the 1970s bull
market, today they are buying in record numbers. This fundamental shift provides structural support
that was absent in previous cycles.

Central banks have maintained net buying positions for almost 15 years since the second quarter of
2009, with current buying patterns contributing approximately 7-10% to gold’s price performance
based on our estimates. Our analysis suggests that central bank demand above 500 tonnes
annually (the approximate long-term trend) should continue to have a net positive effect on
performance.

The change in central bank behaviour reflects broader shifts in the international monetary system,
including:

active de-dollarisation initiatives,

BRIC currency discussions, and

strategic reserve diversification

These factors point to a reassessment of gold’s role in the global financial architecture. Central
bank buying provides price support and validation of gold’s monetary role, reinforcing the patterns
identified in our first two pillars.

Exhibit 3: Randy Smallwood, president and CEO of Wheaton Precious Metals, on the gold
price
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Gold versus gold equities: The investment choice

While gold has performed strongly, reaching US$2,700/0z and positioning itself as one of the top-
performing assets in 2024, the case for gold miners appears particularly compelling at this point in
the cycle. Historical analysis demonstrates that miners can outperform physical gold by two to five
times during bull markets. The iShares Gold Producers ETF is up 40% over the last year, compared
to the 36% increase in gold price over the same period.

Margin expansion is driving profitability

With the average all-in sustaining cost of producing an ounce of gold at just over US$1,400
according to World Gold Council estimates, and the gold price at ¢ US$2,700/0z, the sector’s
profitability for relatively competitive miners is robust. Cost inflation has slowed significantly over the
past two years, suggesting these margins could be sustainable. This improvement in profitability is
taking place against the backdrop of a recovery in investor sentiment towards precious metals
miners.

Valuation metrics support the case for miners

Gold miners are currently offering compelling value, with their EV/EBITDA ratios significantly below
the broader market. Additionally, the sector offers dividend yields that now surpass the S&P 500,
reflecting miners’ strong margins and commitment to shareholder returns. This combination of value
and yield is particularly attractive in the current market environment. The table below shows the
multiples of leading gold producers, which can be compared to the S&P 500, which is on a trailing
12-month P/E of 29.7x and a forward P/E of 23.5x.

Exhibit 4: Valuation metrics for the gold majors (priced 17 January 2025)

PIE (x) PICF (x) EVIEBITDA (x) Yield (%)

Ticker Year1 Year2 Year3 Year1 Year2 Year3 Year1 Year2 Year3 Year1 Year2 Year3
Agnico Eagle Mines AEM 20.3 17.3 17.7 10.8 9.7 10.6 9.1 7.9 8.2 1.8 1.8 1.8
Barrick Gold ABX 12.7 9.6 9.5 5.9 5.0 4.8 6.1 4.6 45 25 2.6 2.8
AngloGold Ashanti ANGJ 104 6.9 6.5 6.0 43 42 5.3 3.6 34 2.1 2.7 35
Gold Fields GFI 12.3 7.5 6.9 7.5 6.0 4.8 5.6 3.9 3.8 29 46 5.7
Kinross Gold K 14.7 115 12.3 6.4 6.1 6.1 5.6 5.2 55 1.1 1.1 1.1
Newmont NEM 13.1 104 9.6 74 6.9 6.4 6.5 5.6 5.3 24 2.6 2.8
Harmony Gold Mining HARJ 7.3 7.3 6.6 5.3 5.2 N/A 44 4.0 4.2 2.0 2.6 25
Endeavour Group EDV 16.6 149 13.8 7.0 6.7 6.5 8.3 7.8 7.5 46 5.0 54
Average 12.4 9.7 9.3 6.5 5.7 5.5 6.0 5.0 49 2.5 3.0 34

Source: LSEG Data & Analytics

ETF flows signal changing sentiment

After three years of net outflows, both physical gold and gold equity ETFs are seeing renewed
buying interest. We believe this trend will continue as monetary conditions continue to ease,
potentially accelerating a rotation away from growth stocks towards value sectors like precious
metals mining. Flows into both physical gold and gold equity ETFs are picking up, which historically
has been a positive indicator for the sector.

Portfolio diversification benefits

Gold miners offer true diversification, with a very low correlation to the S&P 500 (0.24 over 10
years). This compares favourably to other supposed portfolio diversifiers like real estate and
cryptocurrencies, which show much higher correlations to broader equities. In an environment of
heightened market uncertainty, this diversification benefit becomes increasingly valuable.
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Catalysts for continued strength

Several factors support our constructive outlook for both gold and gold equities.

Monetary policy environment

The US rate cutting cycle has commenced, with both the US and China now cutting rates.
The Fed’s September pivot towards potentially larger cuts highlights a shift in priorities from
inflation to unemployment.

Historically, periods of falling US interest rates have been highly positive for gold and precious
metals miners.

Geopolitical and economic factors

Heightened global political tensions.

Continued central bank buying, particularly from emerging markets.
US debt servicing costs exceeding US$1.2tn annually.

Active diversification away from US Treasuries by BRIC nations.

Investment conclusion

Our framework indicates significant upside potential from current levels. The only scenario in which
we could envision a bear market in gold would require a combination of:

sustained peace in the Middle East,

peace in Ukraine,

a rapprochement between the US and China, and

real US interest rates sustainably above 4%

Given the current global environment, we view this combination as highly unlikely. With a strong
fundamental floor at US$2,000/0z, historical precedent for rebasing during rate transitions and

unprecedented central bank support, the risk-reward profile remains asymmetric to the upside in
our view.

For investors seeking exposure to the sector, we believe gold equities offer the most compelling
opportunity at this point in the cycle. The combination of operational leverage, attractive valuations

and improving sentiment suggests potential for significant outperformance versus physical gold in
the months ahead.

Exhibit 5: Gold returns over time
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This report has been prepared and issued by Edison. Edison Investment Research standard fees are £60,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically
quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any
investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison’s policies on personal dealing and conflicts of interest.

Copyright: Copyright 2025 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers’ exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

20 Red Lion Street
London, WC1R 4PS
United Kingdom
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