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Manager Commentary: On the Gold Market

Gold’s Breakout Continues in February  

By: Joe Foster, Portfolio Manager

*All company weightings as of February 29, 2016 unless otherwise noted. 

Please note that the information herein represents the opinion of the portfolio 
manager and these opinions may change at any time and from time to time. 
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Fund Review 
The International Investors Gold Fund’s Class A shares returned 
30.2% for the one-month period ending February 29, 2016 
(excluding sales charge), while the NYSE Arca Gold Miners Net 
Total Return Index (GDMNTR)1 returned 36.1% for the same period. 
The Fund is actively managed and invests mainly in gold-mining 
equities. Geologist Joe Foster has been part of Van Eck’s gold 
investment team since 1996. The Fund is managed by a specialized 
investment team that conducts continuous on- and under-the-
ground research to assess mining efficiencies and opportunities.

Market Review
Since the Federal Reserve (the “Fed”) raised the targeted federal 
funds rate on December 16, a number of changes have occurred in the 
markets that lead us to believe that one of the longest and deepest 
bear markets in the history of gold and gold equities may be over. 

These changes include:

n  Waning conviction in the market regarding further Fed rate 
increases.

n The U.S. dollar’s rise appears to have stalled.
n Volatility and weakness in U.S. stock markets.
n Strong gold prices despite seasonal weakness in Chinese demand.
n Strong gold prices as oil and commodities have sunk to new lows.
n  Tremendous inflows to gold bullion exchange traded products 

(ETPs) and gold futures.
n Technical breakout from an established downtrend.

Gold advanced $120.57 (10.8%) to $1,238.74 per ounce in February 
and is up $177.32 (16.7%) for the year. Economic headwinds have 
escalated, from local occurrences in Asia and Europe to global 
concerns that now include the United States. The Institute for Supply 
Management’s (“ISM”) Non-Manufacturing Index fell more than 
expected in January and was weak in February as well. The U.S. 
has been in a manufacturing recession and the ISM reports suggest 
that the services sector, which makes up the bulk of the economy, is 
beginning to weaken.

Worries about systemic financial risk have also escalated due to many 
European countries and the Bank of Japan employing negative interest 
rates on certain reserves. There are now trillions of dollars’ worth of 
sovereign bonds that trade at negative yields. Fed Chair Janet Yellen 
said recently that the Fed is evaluating whether negative rates are 
an option for monetary policy in the U.S. Meanwhile the president 
of the European Central Bank (“ECB”) has said the ECB is looking at 
expanding its stimulus. The Governor of the Bank of Japan (“BOJ”) 
stated last summer, “If we judge that existing measures in the tool kit 
are not enough to achieve the goal, what we have to do is to devise 
new tools, rather than give up the goal.” If negative rates work their 
way into commercial deposits, it might undermine money market 
funds, pension funds, and the insurance and banking industries. 

Negative rates may also increase gold’s appeal, as gold effectively 
has a better yield at 0% than negative rate accounts. The Wall Street 
Journal reports that in the month after the BOJ’s negative rate 
announcement, sales of personal safes rose as much as 250% in 
some stores. What we believe markets are telling central bankers 
in 2016 is that radical monetary policies have not produced positive 
results and that further financial engineering risks bringing down the 
financial system. So far this year, because of these concerns, gold has 
supplanted the U.S. dollar as the preferred safe haven investment.

^Monthly returns are not annualized.

Expenses: Class A: Gross 1.47%; Net 1.45%. Expenses are capped 
contractually until 05/01/16 at 1.45% for Class A. Caps exclude 
certain expenses, such as interest.

Please note that precious metals prices may swing sharply in 
response to cyclical economic conditions, political events or the 
monetary policies of various countries. Investors should be aware that 
recent market conditions resulting in high performance for the gold 
sector may not continue. The tables present past performance which 
is no guarantee of future results and which may be lower or higher 
than current performance. Returns reflect applicable fee waivers 
and/or expense reimbursements. Had the Fund incurred all expenses 
and fees, investment returns would have been reduced. Investment 
returns and Fund share values will fluctuate so that investor’s shares, 
when redeemed, may be worth more or less than their original cost. 
Fund returns assume that dividends and capital gains distributions 
have been reinvested in the Fund at NAV. Index returns assume that 
dividends of the Index constituents in the Index have been reinvested. 
Investing involves risk, including loss of principal; please see dis-
claimers on next page. Please call 800.826.2333 or visit vaneck.com 
for performance current to the most recent month ended.

Average Annual Total Returns (%) as of December 31, 2015

1 Mo^ 1 Yr 5 Yr 10 Yr

Class A: NAV (Inception 2/10/56) 1.17 -24.63 -23.82 -1.81

Class A: Maximum 5.75% load -4.59 -28.98 -24.72 -2.39

GDMNTR Index 0.90 -24.79 -24.99 -7.27

Average Annual Total Returns (%) as of February 29, 2016

1 Mo^ 1 Yr 5 Yr 10 Yr

Class A: NAV (Inception 2/10/56) 30.20 -12.20 -19.66 -0.73

Class A: Maximum 5.75% load 22.67 -17.25 -20.60 -1.32

GDMNTR Index 36.10 -8.23 -19.29 -4.85

http://www.vaneck.com/mutual-funds/international-investors-gold-fund/class-a/inivx/Investment-Team/
www.vaneck.com
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Gold stocks are showing the leverage we expect in a positive gold 
market. The NYSE Gold Miners Index (GDMNTR) gained 36.1% 
in February while the Market Vectors Junior Gold Miners Index 
(MVGDXJTR) advanced 35.0%. While nearly all gold stocks have 
seen handsome returns this year, the South Africans have seen 
additional gains as a currency play, with some more than doubling 
this year in the wake of the collapse of the rand. We continue to 
see the geopolitical, operating, and other risks in South Africa as 
impediments to prudent investing. In addition, many of the highly 
levered (high cost and/or high debt) but lower quality companies 
have outperformed. It is not uncommon for short covering and 
momentum investing to propel low quality stocks in the early phase 
of a strong market.

The junior gold stocks have lagged the larger producers, as 
evidenced by the 6.6% year-to-date underperformance of the 
MVGDXJTR relative to the GDMNTR. The performances of some of 
the mid-tier stocks have lagged as well. This lag is typical in the 
early phase of a newly rising market as investment flows start 
with the large companies. We expect the mid-tiers and smaller 
companies to outperform if gold continues higher.

By analyzing companies’ fourth quarter reporting, 2016 guidance, 
and our meetings at the Bank of Montreal (BMO) Global Metals 
and Mining Conference, we have a better idea of what to expect in 
2016 from gold mining companies. We have commented frequently 
about efforts to help reduce costs across the industry. It looks like 
the cost cycle is nearing its low point, as some companies are 
expecting further declines in 2016 and others are guiding to slightly 
increase. It is now common for companies to carry all-in mining 
costs of less than $1,000 per ounce. Large companies that were the 
perennial leaders 20 years ago are reasserting their roles. Newmont 
(3.9% of Fund net assets*), Barrick (2.4% of Fund net assets*), 
AngloGold (0% of Fund net assets*), and Newcrest (4.5% of Fund 
net assets*) are the super majors that fell out of favor as they 
became bloated bureaucratic behemoths in the bull market. After 
several years under new managements, they are in the process of 
downsizing to become leaner, more efficient and  more profitable 
companies. Barrick is targeting all-in mining costs below $700 
per ounce by 2020. At the same time, company reports indicate 
that Barrick expects production to decline from 6.1 million ounces 
(before asset sales) in 2015 to 4.5 million ounces in 2020. Barrick 
also intends to reduce its net debt to zero. We think these are lofty 
goals, but if successful, they would solidify Barrick’s leadership and 
potentially reset the bar for the industry.

Portfolio Review and Positioning 
Historically our investment strategy has tended to underperform 
during downturns in the gold price and outperform in positive 
gold markets, generating strong performance over the long term. 
However, based on our years of experience following the gold 
industry, we find our performance, and that of most actively 
managed funds in general, to be surprising so far this year given 
the rising gold price environment.

The overriding theme of our investment criteria, which has not 
changed, is value creation. Companies create value by taking an 
essentially worthless piece of property and turning it into a gold 
mine. This is what motivated me as a geologist in the ‘80s and ‘90s 
and it drives me now as a fund manager. So why is this investment 
style performing differently in 2016? To answer that question we 
have undertaken a portfolio review and here are our conclusions:

n  As we mentioned earlier, South African mining stocks are 
on fire despite the risk mentioned earlier, with some gaining 
more than 100% this year. In the past, we have avoided South 
African stocks due to geopolitical risk, union strife, difficult 
deep mining conditions, and an unreliable power grid.

n  Highly indebted supermajors have outperformed. The market 
no longer seems concerned with excessive debt. We have been 
avoiding these stocks.

n  Beaten down companies with high costs and/or no growth 
have outperformed. We have avoided these fundamentally 
flawed names.

n  Mid-tiers and juniors that are creating value through growth 
have underperformed due to market concerns over project 
financing or acquisitions. These concerns began early in 2015 
and gained momentum at the beginning of 2016. Some of 
these companies may need additional capital if gold prices 
average around $1,100 or less. We have been overweight in 
these stocks.

We believe most of the companies that fall into the first three 
categories are unable to create value outside of their ongoing 
operations. However, until we see the market again rewarding 
companies that fit our investment style, we must adapt. We are not 
abandoning our quest for companies that create value, just toning 
it down. Here are the key portfolio developments that have been 
made as of the end of February:

n  We continue to avoid South Africa due to risks. The 
outperformance is largely a function of a collapse in the rand, 
which we now believe is priced into the stocks.

n  We have said that the supermajors have done a good job of 
paring down debt. We initiated a position in Newmont last 
year and we continue to view the large caps in a more positive 
light. With the operating improvements and financial discipline 
evident throughout the bear market, these large caps are again 
able to attract the big funds.

n  We will consider more operationally levered companies 
if the relative valuation is compelling.  However, some of 
these companies are in need of an acquisition to maintain 
production. We will continue to underweight or avoid potential 
acquirers until they make a transformative acquisition.

n  We have adjusted our exposure to mid-tier growth names 
until we see the market take a more positive view. We are 
not avoiding these companies, as we believe they are now 
acquisition targets for the majors. We have increased exposure 
to Australian mid-tiers and juniors. There is a reemerging gold 
sector in Australia that doesn’t carry the same financing stigma 
of its global peers.

The overall top-down allocation of the portfolio hasn’t changed 
much. However, the portfolio has more names, fewer overweights, 
and a few new names in the top 10. As we had indicated at 
yearend, we have reduced royalty companies to rotate into 
producing companies. The portfolio will remain more diversified 
until we gain the conviction to make larger bets. Also, our 
investment universe will expand if gold stays above the $1,200 per 
ounce threshold.

Finally, despite these challenges, we find all this market action very 
compelling. Seeing the movement in South African and other stocks 
reminds me of the early phase of the bull market that started in 
2001.
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Market Outlook 
To appreciate what is going on in the markets this year, we believe 
investors must use a perspective that takes into account the post-
credit crisis economy. We believe that the post-crisis monetary 
tightening cycle did not begin with the first rate increase, as it did 
in past cycles. Tightening began when the Fed began “tapering” its 
purchase of government bonds in late 2013. Once the Fed stopped 
buying bonds, it talked about raising rates. Then on December 16, 
2015 it finally increased rates by 25 basis points. We see this as the 
modern tightening cycle and it has been going on for two years. The 
Atlanta Fed’s Wu-Xia Shadow Federal Funds Rate model measures 
an overall tightening in financial conditions that occurred while 
rates were artificially held around the zero-bound by central banks. 
The Wu-Xia calculation estimates there has been a tightening 
that is equivalent to a 3.19% rate rise over the last two years. An 
economy that, in our opinion, is overburdened with regulations, 
taxes, uncertainties, and misallocations of capital is unable to grow 
without monetary stimulus. The December 16 rate increase was the 
straw that is seemingly breaking the camel’s back.

Three areas that we believe have underpinned the stock market 
have diminished as this tightening cycle has progressed:

n  Companies that took on debt when corporate rates were lower 
to buy back stock.

n  Risk averse investors who moved out of treasuries and CDs 
into higher risk stocks and junk bonds to generate yield.

n  The sovereign wealth funds of energy producing countries who 
must sell stock to help support their economies.

As markets seem to have passed a potentially historic inflection 
point, it looks like the money that flowed out of gold and into 

stocks and corporate debt over the last five years is beginning 
to reverse course. When a little of this money flows into gold 
stocks, it can have a big impact. The market cap of the global gold 
industry is only $205 billion, which is roughly one third (36%) of the 
value of Apple. While gold stocks have performed well this year, 
when factoring in the higher gold price, Scotiabank figures stock 
valuations of the senior producers are lower now than they were a 
month ago. We find that the valuations of many mid-tier and junior 
stocks are even more compelling.

Gold has broken a technical downtrend that was well established. 
Following gold’s crash in 2013, it traded in a declining $150 range 
that in December stood at $1,050 to $1,200 (see chart below). 
Gold has clearly broken out of this range and until we see a new 
technical pattern emerge, it will be difficult to discern a trend. The 
next major technical resistance is at $1,600, which was the support 
level before the crash in 2013. However, we believe reaching this 
level is unrealistic in 2016, barring some sort of black swan event. 
At some point during the first half of 2016, we expect gold to pull 
back and consolidate. At that point, the depth and duration of the 
correction will help determine whether this is a new positive trend.  
We believe gold will be driven by a heightened undercurrent of 
financial risk as a result of growing distrust of central bank policies, 
global economic malaise, and overall market turbulence. Layered 
onto this is additional uncertainty brought on by Middle Eastern 
turmoil and widespread discontent with political leadership as 
evidenced by the U.S. presidential race and the British referendum 
on EU membership. 

We are willing to declare the gold bear market over. Is this the 
beginning of a new bull? Time will tell.

Breaking the Technical Downtrend - Gold Price Per Ounce (USD)
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Any indices listed are unmanaged indices and include the reinvestment of all dividends, but do not reflect the payment of transaction costs, 
advisory fees or expenses that are associated with an investment in the Fund. An index’s performance is not illustrative of the Fund’s 
performance. Indices are not securities in which investments can be made.

1NYSE Arca Gold Miners Index (GDMNTR) is a modified market capitalization-weighted index comprised of publicly traded companies involved primarily in the 
mining for gold.  2Market Vectors Junior Gold Miners Index (MVGDXJTR) is a rules-based, modified market capitalization-weighted, float-adjusted index comprised 
of a global universe of publicly traded small- and medium-capitalization companies that generate at least 50% of their revenues from gold and/or silver mining, 
hold real property that has the potential to produce at least 50% of the company’s revenue from gold or silver mining when developed, or primarily invest in gold 
or silver.  

Please note that the information herein represents the opinion of the portfolio manager and these opinions may change at any time 
and from time to time. Not intended to be a forecast of future events, a guarantee of future results or investment advice. Historical 
performance is not indicative of future results; current data may differ from data quoted. Current market conditions may not continue. 
Non-Van Eck Global proprietary information contained herein has been obtained from sources believed to be reliable, but not guaranteed. 
No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of 
VanEck. ©2016 VanEck.

You can lose money by investing in the Fund. Any investment in the Fund should be part of an overall investment program, not a complete 
program. The Fund is subject to the risks associated with concentrating its assets in the gold industry, which can be significantly affected by 
international economic, monetary and political developments. The Fund’s overall portfolio may decline in value due to developments specific to 
the gold industry. The Fund’s investments in foreign securities involve risks related to adverse political and economic developments unique to 
a country or a region, currency fluctuations or controls, and the possibility of arbitrary action by foreign governments, including the takeover of 
property without adequate compensation or imposition of prohibitive taxation. The Fund is subject to risks associated with investments in debt 
securities, derivatives, commodity-linked instruments, illiquid securities, asset-backed securities, and small- or mid-cap companies. The Fund is 
also subject to inflation risk, short-sales risk, market risk, non-diversification risk, leverage risk, credit risk and counterparty risk. Please see the 
prospectus and summary prospectus for information on these as well as other risk considerations.

Please call 800.826.2333 or visit vaneck.com for performance information current to the most recent month end and for a free prospectus and 
summary prospectus. An investor should consider the Fund’s investment objective, risks, and charges and expenses carefully before investing. 
The prospectus and summary prospectus contain this as well as other information. Please read them carefully before investing.

Van Eck Securities Corporation, Distributor
666 Third Avenue | New York, NY 10017
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