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Golds (OW): Debunking the Bearish Case for Gold(s) 
 Gold(s) perform poorly before/after the first Fed hike. This was true over the last three tightening 

cycles of 1994-95, 1999-2000 and 2004-2006 (Figure 1) where rate hikes were “mechanical” in 

nature, that is, the Fed raising rates by a 25bp increment at each meeting. But as Fed Chair Yellen 

repeated yesterday through the Q&A session, contrary to these episodes, the Fed does not intend 

to follow a pre-determined path to higher interest rates. Rather, a “gradual” or “wait-and-see” 

approach was reiterated. Therefore, the next few months may well look like the 1986-87 tightening 

cycle where golds outperformed before and after the first Fed hike (Figure 1, fourth panel). 

Interestingly, the 1986-87 experience teaches us that despite a Fed hike in December 1986, gold 

equities surged until the second Fed hike which occurred in April 1986. So, if the Fed were to pre-

emptively hike rates in September, the Fed could take a pass in December and the second hike 

could only happen next year if a “gradual” approach is implemented. This scenario could maintain 

or open the door to a cyclical rally in gold and gold equities.  

 Inflation is low and years away. Inflation went down to a multi-year low of 2.3% in 1993 and the 

gold sector rose 115%. Back to the 1986-87 episode, who would have said that in December 

1986, US headline CPI would bottom at 1.2% and boom to 3.7% four months later?  Interestingly, 

like today, the third panel of Figure 2 shows that wage inflation was running ~2%. The bulk of the 

inflation increase in 1987 came from the rebound in oil prices. We calculated that if oil prices reach 

$70/bbl next spring, US headline CPI would be near 2%. But like in early 1987, by moving 

progressively, the Fed runs the risk of allowing inflation expectations to build as headline CPI 

catches up to core CPI, hence the “inflation” trade on gold(s). The key points to remember here are 

the trend in inflation and expectations. Figure 3 shows that no matter the starting point in inflation, 

gold equities historically are strong outperformers (+18%>TSX over 12 months) from historical 

bottoms in US headline inflation. Yesterday’s headline CPI suggests the disinflation cycle is over.                

 The US$ is in a bull market. True but how about a pause? As we explained in our US$-related 

incubator published on June 3, current account flows (Figure 4) and the tightening in the US-

Eurozone GDP growth differential are positive for the euro currency. Investors seem willing to hug 

the US$ thinking that a US economic rebound and superior GDP growth will strengthen the US$. 

But as Figure 5 shows, the DXY is weakening anew and seems on its way to test its 200-day 

average of ~92. This is all happening while net spec positions on the DXY are still crowded on the 

long side (Figure 5, second panel). Could it be like in H2/10 when a recovery in US economic 

momentum was not enough to turn the US$ around (Figure 5, third panel)? Our point is not to say 

that the US$ is about to crash but a phase of liquidation upon a break of the DXY below its 200-day 

average would likely confirm a price-range pattern for the US$ over the next year.       

Bottom line: stay long on XGD and short on XIU. A “gradual” Fed-hike cycle, further US$ 

correction/consolidation and a catch-up in headline to core inflation is a positive backdrop for 

gold(s) which should allow for a cyclical rally. Below are the top picks by CG analysts.    

Large-caps:        AEM, YRI and SLW, FNV  

Mid-caps:           P, BTO and KDX 
Small-caps:        RMX, DNA, and TXG 
Explorers:           BSX and KAM 

Figure 1 
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Investment risks 

The research provided in this report is based upon our portfolio strategy analysis. Our portfolio strategies may require that we 

take positions within a given stock, or stocks, which may appear to differ at any given time from fundamental research provided 

by Canaccord Genuity. Adverse changes in stock-price trends or patterns could potentially impede the achievement of our 

portfolio objectives. Companies mentioned in portfolio strategy reports are not necessarily "followed", "covered" or "rated" by 

Canaccord Genuity, and there is no assurance or likelihood that additional research will follow previously issued reports. Portfolio 

strategies have an inherent element of risk, and investors should not use our portfolio strategy reports as the only resource in 

formulating an investment opinion. The analyses contained in this research report are based on numerous assumptions and 

predictions regarding future stock-price movements and overall market trends. There can be no assurance that such 

assumptions and predictions will ultimately prove accurate or correct. The disclosures in the Appendix relating to stock ratings 

are relevant for Canaccord Genuity's fundamental research only. Rating disclosure is not applicable to the portfolio strategies 

presented in this report. Other important disclosure information concerning Canaccord Genuity and/or the authoring analyst(s) is 

relevant to both our portfolio strategy reports and fundamental research. 
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Appendix: Important Disclosures

Analyst Certification
Each authoring analyst of Canaccord Genuity whose name appears on the front page of this research hereby certifies that (i) the
recommendations and opinions expressed in this research accurately reflect the authoring analyst’s personal, independent and
objective views about any and all of the designated investments or relevant issuers discussed herein that are within such authoring
analyst’s coverage universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by the authoring analyst in the research.
Analysts employed outside the US are not registered as research analysts with FINRA. These analysts may not be associated persons of
Canaccord Genuity Inc. and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on communications
with a subject company, public appearances and trading securities held by a research analyst account.
Compendium Report
This report covers six or more subject companies and therefore is a compendium report and Canaccord Genuity and its
affiliated companies hereby direct the reader to the specific disclosures related to the subject companies discussed in this
report, which may be obtained at the following website (provided as a hyperlink if this report is being read electronically) http://
disclosures.canaccordgenuity.com/EN/Pages/default.aspx; or by sending a request to Canaccord Genuity Corp. Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2; or by sending a request
by email to disclosures@canaccordgenuity.com. The reader may also obtain a copy of Canaccord Genuity’s policies and procedures
regarding the dissemination of research by following the steps outlined above.

Distribution of Ratings:
Global Stock Ratings (as of 06/19/15)
Rating Coverage Universe IB Clients

# % %
Buy 590 59.12% 32.88%
Hold 321 32.16% 15.58%
Sell 39 3.91% 5.13%
Speculative Buy 48 4.81% 54.17%

998* 100.0%
*Total includes stocks that are Under Review
Canaccord Genuity Ratings System
BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.

HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.

NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.
“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the designated investment or the
relevant issuer.
Risk Qualifier
SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental criteria. Investments in the
stock may result in material loss.
General Disclosures
“Canaccord Genuity” is the business name used by certain wholly owned subsidiaries of Canaccord Genuity Group Inc., including
Canaccord Genuity Inc., Canaccord Genuity Limited, Canaccord Genuity Corp., and Canaccord Genuity (Australia) Limited, an affiliated
company that is 50%-owned by Canaccord Genuity Group Inc.
The authoring analysts who are responsible for the preparation of this research are employed by Canaccord Genuity Corp. a Canadian
broker-dealer with principal offices located in Vancouver, Calgary, Toronto, Montreal, or Canaccord Genuity Inc., a US broker-dealer
with principal offices located in New York, Boston, San Francisco and Houston, or Canaccord Genuity Limited., a UK broker-dealer with
principal offices located in London (UK) and Dublin (Ireland), or Canaccord Genuity (Australia) Limited, an Australian broker-dealer with
principal offices located in Sydney and Melbourne.
The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation based upon
(among other factors) the Corporate Finance/Investment Banking revenues and general profits of Canaccord Genuity. However, such
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authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or more specific
Corporate Finance/Investment Banking activities, or to recommendations contained in the research.
Canaccord Genuity and its affiliated companies may have a Corporate Finance/Investment Banking or other relationship with the issuer
that is the subject of this research and may trade in any of the designated investments mentioned herein either for their own account
or the accounts of their customers, in good faith or in the normal course of market making. Accordingly, Canaccord Genuity or their
affiliated companies, principals or employees (other than the authoring analyst(s) who prepared this research) may at any time have
a long or short position in any such designated investments, related designated investments or in options, futures or other derivative
instruments based thereon.
Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as
a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy on
managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy is
available upon request.
The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with the
exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord Genuity,
its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity has not
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained
in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.
Canaccord Genuity’s salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies
to our clients and our proprietary trading desk that reflect opinions that are contrary to the opinions expressed in this research.
Canaccord Genuity’s affiliates, principal trading desk, and investing businesses may make investment decisions that are inconsistent
with the recommendations or views expressed in this research.
This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is prepared for
general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any
particular person. Investors should obtain advice based on their own individual circumstances before making an investment decision.
To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person accepts any liability
whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.
For Canadian Residents:
This research has been approved by Canaccord Genuity Corp., which accepts sole responsibility for this research and its dissemination
in Canada. Canadian clients wishing to effect transactions in any designated investment discussed should do so through a qualified
salesperson of Canaccord Genuity Corp. in their particular province or territory.
For United States Residents:
Canaccord Genuity Inc., a US registered broker-dealer, accepts responsibility for this research and its dissemination in the United States.
This research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to effect
transactions in any designated investment discussed should do so through a qualified salesperson of Canaccord Genuity Inc. Analysts
employed outside the US, as specifically indicated elsewhere in this report, are not registered as research analysts with FINRA. These
analysts may not be associated persons of Canaccord Genuity Inc. and therefore may not be subject to the NASD Rule 2711 and NYSE
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account.
For United Kingdom and European Residents:
This research is distributed in the United Kingdom and elsewhere Europe, as third party research by Canaccord Genuity Limited,
which is authorized and regulated by the Financial Conduct Authority. This research is for distribution only to persons who are Eligible
Counterparties or Professional Clients only and is exempt from the general restrictions in section 21 of the Financial Services and
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being
distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net
Worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is not for
distribution in the United Kingdom or elsewhere in Europe to retail clients, as defined under the rules of the Financial Conduct Authority.
For Jersey, Guernsey and Isle of Man Residents:
This research is sent to you by Canaccord Genuity Wealth (International) Limited (CGWI) for information purposes and is not to be
construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This research has been produced
by an affiliate of CGWI for circulation to its institutional clients and also CGWI. Its contents have been approved by CGWI and we are
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providing it to you on the basis that we believe it to be of interest to you. This statement should be read in conjunction with your client
agreement, CGWI's current terms of business and the other disclosures and disclaimers contained within this research. If you are in any
doubt, you should consult your financial adviser.
CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the Isle
of Man Financial Supervision Commission. CGWI is registered in Guernsey and is a wholly owned subsidiary of Canaccord Genuity Group
Inc.
For Australian Residents:
This research is distributed in Australia by Canaccord Genuity (Australia) Limited ABN 19 075 071 466 holder of AFS Licence No
234666. To the extent that this research contains any advice, this is limited to general advice only. Recipients should take into account
their own personal circumstances before making an investment decision. Clients wishing to effect any transactions in any financial
products discussed in the research should do so through a qualified representative of Canaccord Genuity (Australia) Limited. Canaccord
Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited.
For Singapore Residents:
This research is distributed pursuant to 32C of the Financial Advisers under an arrangement between each of the Canaccord Genuity
entities that publish research and Canaccord Genuity Singapore Pte. Ltd who are an exempt financial adviser under section 23(1)(d) of
the Financial Advisers Act. This research is only intended for persons who fall within the definition of accredited investor, expert investor
or institutional investor as defined under section 4A of the Securities and Futures Act It is not intended to be distributed or passed on,
directly or indirectly, to any other class of persons. Recipients of this report can contact Canaccord Genuity Singapore Pte. Ltd. (Contact
Person: Tom Gunnersen’s tel # is +852 3919 2561) in respect of any matters arising from, or in connection with, the [analyses or
report].
For Hong Kong Residents:
This research is distributed in Hong Kong by Canaccord Genuity (Hong Kong) Limited who is licensed by the Securities and Futures
Commission. This research is only intended for persons who fall within the definition of professional investor as defined in the Securities
and Futures Ordinance. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. Recipients of
this report can contact Canaccord Genuity (Hong Kong). Ltd. (Contact Person: Tom Gunnersen’s tel # is +852 3919 2561) in respect of
any matters arising from, or in connection with, the research.
Additional information is available on request.
Copyright © Canaccord Genuity Corp. 2015 . – Member IIROC/Canadian Investor Protection Fund

Copyright © Canaccord Genuity Limited 2015 . – Member LSE, authorized and regulated by the Financial Conduct Authority.

Copyright © Canaccord Genuity Inc. 2015 . – Member FINRA/SIPC

Copyright © Canaccord Genuity (Australia) Limited 2015 . – Participant of ASX Group, Chi-x Australia and of the NSX. Authorized and
regulated by ASIC.

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Canaccord
Genuity Corp., Canaccord Genuity Limited, Canaccord Genuity Inc or Canaccord Genuity Group Inc. None of the material, nor its content,
nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express written
permission of the entities listed above.
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