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Key takeaways

* Geopolitical risks, economic instability and equity market volatility are pushing some
investors to seek out what they believe are more secure assets, such as gold.

* Sanctions and deglobalization of trade are creating opportunities to reestablish gold as
a currency alternative for international transactions.

*  New demand drivers have pushed gold prices higher, but we believe room remains for
historical catalysts—such as US dollar weakness, falling yields or increased investor
interest—to raise prices further.

* Despite strong earnings, gold-mining equities materially lagged bullion returns in 2024,
potentially setting the stage for mining stocks’ outperformance if margins remain robust.

What'’s driving gold’s sustained price strength?

Gold has long been perceived as an investment “safe haven” in times of political and
economic uncertainty. However, under-the-radar structural forces shaping the gold market
may better explain the metal’'s recent upward trajectory in the face of factors that have
proven to be headwinds in the past, including its historical inverse correlations to the trade-
weighted US dollar and higher real bond yields. Gold prices have risen with the emergence of
new demand sources over the past few years, with central banks and international trading
partners increasing their use of gold as a currency. However, we think traditional factors like
US dollar weakness, falling yields and investor demand could drive prices even higher.

We also believe the underperformance of mining equites in 2024 creates a compelling
investment opportunity in 2025. Mining equities materially lagged gold bullion returns last
year, despite delivering solid earnings and cash flow gains due to higher spot gold prices.! We
think this leaves mining stocks poised to potentially outperform physical gold—assuming gold
either remains in its current trading range or moves higher.?
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A dynamic gold market in an increasingly multi-polar world

Part of gold’s enduring appeal is that it’s an easily transported, tangible asset with recog-
nized value almost everywhere in the world. In an increasingly complex and uncertain
global economy, many investors and governments are diversifying into gold, signaling their
need to mitigate perceived risks with a reliable store of value not tied to any single coun-
try’s economic or political situation.

Politics around the world have become more divided, resulting in large policy swings as
elected officials change. Active armed conflicts continue while governments ramp up
military and defense spending. Fiscal deficits are soaring while tariffs and sanctions stoke
further economic uncertainty. Many investors and central bankers have reached a point
where they can'’t afford to ignore the risk of potential long-term issues, such as fiat
currency debasement® and the reversal of the multi-decade trend toward economic
globalization. Gold is far from a perfect hedge to all of these challenges, but it has
survived—and at times thrived—as a store of value in even more challenging eras over the
past several hundred years. Investors may take some comfort that gold appears
well-positioned to maintain this role.

So little volume, so much value

If all the gold ever mined was melted down and poured into one volume, it would
form a cube with sides that measure roughly 22 meters each—which would fit into
three typical Olympic-sized swimming pools.* This highlights the rarity of gold
despite its historical significance and widespread use.

*Source: World Gold Council data as of year-end 2024.

New retail gold distributors like Costco are making it easier for consumers to buy gold at
low premiums, expanding on the access established gold markets in India, China and the
Middle East have provided. The estimate of all the gold ever mined (approximately 6.95
billion troy ounces)* divided by the world population (8.2 billion as of mid-March 2025)°
works out to be about 0.85 troy ounces per person. So, anyone walking out of Costco with
a one-ounce gold bar is holding more than their fair share of the world’s gold, which helps
highlight just how rare it actually is. While the global gold market represents US$20 trillion
in assets, less than 1.5% is held by physical gold exchange-traded funds (ETFs) and 21% is
held as bars or coins by individual investors. Thus, gold is still a very small part of most
investment portfolios.

World Gold Holdings

Exhibit 1: Distribution of
Above-Ground Gold
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Sources: “Above Ground Stock.” Metals Focus, Refinitiv GFMS, and World Gold Council. February 11,2025. Data as of December 31, 2024.
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Sanctions, deglobalization and the reemerging role of gold in interna-
tional trade settlements

Sanctions and trade pressures have also led to an increase in non-US dollar trading, some
of which involve gold. The renewed use of gold as a global currency alternative has grown
its utility and created a new source of demand to increase liquidity in exchanges. Central
banks are also finding value in the fact that gold is a hard asset that’s not controlled by any
single government or financial system, a characteristic that has attracted net buying from
central bankers every year since the 2008 global financial crisis (GFC). Purchases have
accelerated for the past three years as global trade relationships have deteriorated.”
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Source: World Gold Council. Analysis by Franklin Templeton. February 28, 2025.
Sanctions on Russia and other countries (i.e., Iran, North Korea, Venezuela, Cuba and
Belarus) showed how quickly an entity can lose access to assets that are either held in
other countries or tied to global trading platforms. Targeted states facing restrictions and
economic isolation may seek to hold some gold beyond the reach of such penalties. In
China’s case, gold-buying power is coming not only from the government, but also from
Chinese retail investors who want an alternative to the beleaguered domestic property
market as a place to store their wealth.
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Source: Bloomberg, LP. As of March 13, 2025. These figures refer to the amount of gold that is registered and available for delivery

against futures contracts on the SHFE. This information is crucial for traders and investors as it helps them understand the supply/
demand dynamics in the gold futures market. There is no assurance that any estimate, forecast or projection will be realized.
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In our view, if parts of the world are shifting back to using gold for international trade, as
they did before the 1970s, a significant amount of gold would need to be mobilized into
more accessible venues. This could explain some of the large inflows of bullion into places
like the Shanghai Gold Exchange.®

Trump 2.0: A new tariff-driven world balance

US President Donald Trump’s use of broad-based tariffs has forced banks to adjust their
risk-management practices from a global view to a regional one. They are realizing that
gold held in London may not be a good hedge for financial exposure in the United States
if there is a tariff barrier between the two markets. As a result, significant amounts of gold
have moved from London—home to some of the largest and most secure gold vaults in
the world—to New York as risk managers try to balance risk ahead of Trump 2.0 tariffs,
which themselves are part of on an ongoing effort to address trade imbalances and
national security concerns. So much gold moved into the United States in January that it
skewed US economic data, forcing economists to publish “gold adjusted” gross domestic
product forecasts.

A Pandemic-Level
Spike in COMEX
Gold Inventories
Exhibit 4: COMEX Gold
Inventory (Troy Ounces)
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Source: Bloomberg, LP. As of March 12, 2025.

Recent geopolitical tensions and reduced cooperation among major economies have
prompted many countries to hoard or repatriate physical gold stockpiles to diversify
reserves and reduce reliance on the US dollar.

Gold producers’ stronger fundamentals

Although gold-mining equities have performed well in the past year, in general their share
prices have not kept up with the increase in cash generation from elevated gold prices. As
a result, valuations at spot prices have contracted for many companies despite significant
improvements in their balance sheets and much stronger business fundamentals.

Gold equites are inherently volatile, so we believe it's important that investors right-size
their allocations accordingly. That said, our research suggests the industry has never been
stronger, with many gold producers showing net-positive cash positions on their balance
sheets. This environment stands in sharp contrast to previous cycles, when gold compa-
nies were spending money on new mine construction by taking on debt, while soaring
costs offset much of the benefit of higher gold prices.
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Today’s mining companies are much more conservatively run, with an eye on profit margin
expansion and cash generation, which we think provides some potential protection from
any downside in gold prices. While their newfound financial discipline is admirable, we also
think these management teams have underinvested in future supply and anticipate that
many companies will likely struggle to maintain gold production solely from internal
projects over the next decade. Given this backdrop, we anticipate producers will turn to
mergers and acquisitions to boost production and rebuild a pipeline of gold exploration
and development options.

Conclusion

Many gold producers have seen earnings and cash flow rise faster than their share prices,
resulting in contracting valuation multiples despite improving business fundamentals and a
positive outlook on future earnings growth. With equity valuations running significantly
below market averages, investors appear skeptical about the sustainability of current gold
prices. We believe this creates an opportunity for gold mining equities to appreciate even
in a relatively flat gold-price environment, while still being well positioned to benefit if
prices continue their upward trajectory.

Endnotes

1.

@

Source: Bloomberg, L.P. Data compares gold’s spot price versus the FTSE Gold Mines Index. The FTSE Gold Mines Index is designed to reflect the performance of companies that primarily
derive their revenue from the mining of gold. To be included in the index, a company must consistently produce a minimum of 300,000 ounces of gold per year and derive at least 51% of its
revenue from mined gold. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an indicator or a
guarantee of future results.

Source: Bloomberg, L.P. From the beginning of February to mid-March 2025, the trading range for spot gold was approximately US$2,850 to US$2,950 per ounce.

Fiat currency debasement refers to the reduction in the value of a country's currency, typically caused by excessive money printing or inflation. When a government increases the money
supply without a corresponding increase in economic output, it can lead to higher prices and a decrease in the currency's purchasing power.

Source: World Gold Council.

Source: “Current World Population.” Worldometer. March 14, 2025.

Source: “Demand and Supply.” World Gold Council. February 5, 2025.

Source: World Gold Council.

The Shanghai Gold Exchange (SGE) is the world's largest physical gold trading center and a key global benchmark for gold price discovery. The SGE offers a variety of gold-related products,
including spot, deferred and futures contracts. It also provides services for trading, delivery, storage and settlement of gold. The exchange plays a crucial role in the global gold market by
providing a transparent and regulated platform for gold trading.

WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss of principal.

Commodity-related investments are subject to additional risks such as commodity index volatility, investor speculation, interest rates, weather,
tax and regulatory developments.

To the extent the portfolio invests in a concentration of certain securities, regions or industries, it is subject to increased volatility. International
investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase
volatility. These risks are magnified in emerging markets.

Derivative instruments can be illiquid, may disproportionately increase losses, and have a potentially large impact on performance.
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IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and

may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee
of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities

(if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,2001. Canada:
Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas:

In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free),
and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured;
may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a rl. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg -

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,

Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal
investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the
Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UAE. Tel: +9714-4284100, Fax:
+9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized
and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited. Korea:
Issued by Franklin Templeton Investment Trust Management Co., Ltd., 3rd fl, CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 150-968. Malaysia: Issued by Franklin Templeton
Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission Malaysia. Singapore: Issued by
Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent
any broker/dealer policies, procedures, rules, and guidelines.
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