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Energy Resilient, Gold Shines in 2Q      
By Shawn Reynolds, Portfolio Manager

VanEck Global Hard Assets Fund
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Performance Review 

Building on the momentum achieved over the first quarter 

of 2016, in the second quarter, Global Hard Assets Fund 

(the “Fund”) Class A shares provided a total return of 

15.68% (excluding sales charge). The Fund outperformed its 

commodity equities-based benchmark index, the Standard 

& Poor’s® (S&P) North American Natural Resources Sector 

Index (SPGINRTR), which returned 12.51% over the same 

period.

The Fund’s positions in Gold and Energy were, in particular, 

significant contributors to positive performance. Gold, the 

strongest performing sector, accounted for approximately 

19% of Fund assets on average during the second quarter. 

Energy, as “runner-up” sector in terms of performance, 

accounted for approximately 59% of Fund assets on 

average during the second quarter. Within the Energy 

sector, positive performance stemmed mainly from the 

Oil & Gas Exploration & Production (E&P) sub-industry, 

approximately 42% of Fund net assets on average during 

the second quarter. Within the Energy sector, only the Oil 

& Gas Refining & Marketing sub-industry (approximately 

1% of Fund assets on average during the second quarter) 

detracted from performance and, then, only minimally. Only 

three other sub-industries detracted from performance during 

the second quarter, and, likewise, only minimally: Precious 

Metals and Minerals (approximately 0.6% of Fund assets on 

average during the second quarter); Electrical Components 

& Equipment (approximately 0.4% of Fund assets on 

average during the second quarter); and, Fertilizers & 

Agricultural Chemicals (approximately 4% of Fund assets on 

average during the second quarter). During the quarter, the 

Fund continued to hold no position in Integrated Oil & Gas.

For comparative purposes, we continue to include total 

return figures for two additional commodity equity 

indices: the MSCI ACWI Commodity Producers Index 

(M2WDCOMP) and the Standard & Poor’s® (S&P) Global 

Natural Resources Index (SPGNRUN).

Average Annual Total Returns (%) as of June 30, 2016

2Q16† 1 Yr 5 Yr 10 Yr

Class A: NAV (Inception 
11/2/94)

15.68 -12.82 -8.46 0.73

Class A: Maximum 5.75% load 9.02 -17.83 -9.53 0.13

SPGINRTR Index1 12.51 -5.56 -3.13 1.98

M2WDCOMP Index2 10.97 -5.38 -6.73 0.29

SPGNRUN Index3 7.01 -8.86 -2.94 0.82

SPGSCITR Index4 12.67 -26.08 -14.03 -10.18

†Quarterly returns are not annualized.  Please note that commodity prices may 
swing sharply in response to cyclical economic conditions. Investing involves 
risk, including possible loss of principal. The performance shown represents past 
performance and does not guarantee future results. Current performance may be 
lower or higher than the performance information shown. 

Expenses: Class A: Gross 1.36%; Net 1.36%. Expenses are capped contractually until 05/01/17 at 1.38% for Class A. Caps 
exclude certain expenses, such as interest. 

The table presents 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 Net Asset Value (NAV). Index returns assume that dividends from index constituents have been reinvested. 

Investing involves risk, including loss of principal; please see disclaimers on the last page. Please call 800.826.2333 or visit 
vaneck.com for performance current to the most recent month end.
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Fund Contribution

The top five contributing companies for the quarter came from 

the Gold sub-industry and the Energy sector. The top two of these 

were gold mining companies. The fact that gold miners continued 

to perform so well in the second quarter of the year provides, we 

believe, further confirmation that they came into 2016 considerably 

more healthy than they had been for quite a while and truly 

deserved a valuation re-rating.

Agnico Eagle Mines (4.95% of Fund net assets at period end*) 

benefited from strong operational performance, its continued focus 

on cost reduction, and its engineering-related restructuring. Barrick 

Gold (3.21% of Fund net assets at period end*) benefited from the 

restructuring it has been undertaking and its leverage to gold prices. 

From the Energy sector, Oil & Gas Exploration & Production 

company Newfield Exploration (4.05% of Fund net assets at period 

end*) benefited from successful drilling results in central Oklahoma’s 

STACK play; Oil & Gas Equipment & Services company Halliburton 

(4.07% of Fund net assets at period end*) rose on the back 

of firmer oil prices and an up-tick in drilling; and, Oil & Gas 

Exploration & Production company Cimarex Energy (4.13% of Fund 

net assets at period end*) benefited from successful drilling in the 

Delaware Basin.

The five biggest individual performance detractors came from 

the Fertilizers & Agricultural Chemicals and Diversified Metals & 

Mining sub-industries, and the Energy sector. CF Industries Holdings 

(1.67% of Fund net assets at period end*) was hit by concerns 

around both Chinese production (which continued unabated) and 

the value of the Renminbi, in addition to concerns around nitrogen 

prices. Glencore (3.26% of Fund net assets at period end*) suffered 

from profit taking after a successful first quarter and a moderation 

in key commodity prices. Valero Energy Corp (sold by the Fund 

during the quarter), an Oil & Gas Refining & Marketing company, 

suffered from the rebound in crude oil prices. Oil & Gas Storage 

& Transportation companies Scorpio Tankers (0.22% of Fund net 

assets at period end*) and Golar LNG (0.50% of Fund net assets 

at period end*) suffered, respectively, with lower tanker rates and a 

softening in the global LNG market.

Market Review 
Despite the market spending most of the three month period under the 

twin shadows, and uncertainties, of Brexit and the U.S. presidential 

elections, sentiment remained positive.

The most significant macroeconomic factor influencing the market 

in which the Fund invested was the continued extraordinary 

accommodation extended by central banks around the world. In 

addition, supply and demand, particularly for oil and gas, continued 

to rebalance. Both these proved positive for commodities.

For many, the Brexit referendum on June 23, the result of which was 

UK voters rejecting continuing membership of the European Union 

(EU), was seen as a defining moment. Perhaps somewhat surprisingly, 

its immediate effect was somewhat less than cataclysmic. And, 

indeed, broadly speaking, commodities have remained surprisingly 

resilient. It remains to be seen, however, just what the long-term 

effects of the vote will be.

During the quarter, all these were hugely beneficial not only for 

gold, but, when taken together with the continuing restructuring 

and strategic improvements they have been undertaking, also for 

gold mining companies. Indeed, over the three-month period, they 

performed better than the metal itself. 

In the U.S., the rig count appeared to bottom at the end of May/

beginning of June and rebound a little thereafter. But, any rebound 

has to be taken in the context that, since the count started to fall, 

some 1,300 rigs throughout the U.S. have been taken out of 

commission and we remain at very near historically low levels. So, 

any rebound will necessarily be, in contrast, incremental.

Despite lackluster prospects for economic growth in both Europe and 

the U.S. – albeit economic growth in the U.S. was somewhat stronger 

in the second quarter than it was in the first – the demand for crude 

oil and, in particular, gasoline remained remarkably strong. The U.S. 

is now consuming almost 10 million barrels a day. The country’s 

gasoline demand exceeds the unrefined crude oil demand of every 

country in the world except China!

Concerns that a flood of Iranian crude oil could swamp the market 

continued to prove unfounded. Albeit reasonably strong, supply from 

the country was, in no way enough to offset supply disruptions in the 

market, for exogenous reasons, during the quarter. These included 

pipeline outages in Nigeria, wild fires in Canada that hit oil sands 

production particularly hard, reduced supply from Libya on the back 

of persistent political uncertainty, and supply from Venezuela reduced 

still further because of both the country’s dire economic circumstances 

and continued drilling challenges.
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Base metal companies continued to restructure during the quarter, 

cleaning up their balance sheets, streamlining their operations, and 

focusing more on profitability. And, in addition, they continued to 

sell off assets and reduce their debt levels. Among the base metals 

themselves, zinc was one where supply and demand continued 

to come into better alignment, not least as a result of Glencore 

essentially having stopped production at one of its major mines.

On the back of the finding by the U.S. Department of Commerce 

that government subsidies and dumping were occurring, tariffs were 

imposed on imports of steel into the U.S., particularly those from 

China. U.S. steel stocks benefited accordingly.

While grain prices (soy, corn and wheat) were strong for much 

of the quarter, this did not necessarily translate into strong equity 

prices, as uncertainty persisted in the market. Soy beans were strong 

on the back of both very good demand (especially from China) 

and a less abundant than expected South American crop. Corn, 

too, experienced a weaker than expected crop in South America. 

Nevertheless, large U.S. planting intentions and beneficial early 

weather put the risks to the downside for both corn and soybeans.

Outlook

Clearly, one of the most important events during the quarter was the 

aforementioned Brexit vote that took place on June 23. Currently our 

London-listed and GBP-denominated exposure represents around 4% 

of Fund net assets*. While this exposure is comprised of securities 

traded in sterling, none of these companies is actually domiciled 

in the UK or has material revenue or costs denominated in British 

pounds. We feel that we were prudently positioned going into this 

vote with our gold equities exposure at the time at approximately 

19%, one of the highest allocations since the inception of our 

hard assets strategy. Furthermore, with our focus on high-quality, 

companies (i.e. strong balance sheets and long-term structural 

growth stories) in our other sectors should prove relatively resilient 

during the period of uncertainty following the vote. 

While global economic growth trends are put at risk by the result 

of the vote, we continue to believe that, as we have seen over the 

last few years, demand for commodities will likely remain solid in 

the face of moderate GDP progression. Further output constraint 

in crude, base metals and some bulk materials could possibly 

be exacerbated by this murky outlook that in turn may tighten 

commodity markets and support prices. Furthermore, the U.S. Fed 

will likely maintain and perhaps even increase its extraordinary 

accommodative policies that may continue to put pressure on the 

U.S. Dollar which may be stimulating to emerging markets and 

commodity demand.

It is important to note that, while base metal mining companies 

have, indeed, continued (very necessarily) to put their houses in 

order, doing so has not been the only theme. In February (in the 

first quarter), at one mining conference we attended, while the 

companies continued to talk about restructuring, there was less talk 

about capex and working capital reductions and more talk about 

asset closures and sales. By May (solidly in the second quarter), at 

another conference, the rhetoric had changed quite significantly. 

Only about 60% (maybe a little less) of the companies there talked 

just about restructuring. Now, some 40% or so of them were talking 

about it being “business as usual” (driving operations, efficiencies, 

etc.) and just delivering on guided numbers.

During the second quarter, we returned to Europe to visit further 

prospective and existing clients. One of the oft trotted-out reasons 

given for not investing in gold is that it does not yield anything. It 

was, therefore, interesting to hear a number of investors say that 

they were now seriously considering an investment in gold because, 

with negative interest rates, it doesn’t cost you anything to hold!

Echoing our visit to Europe in March, once again, amongst the 

most common questions asked of us was: “Did I miss it?” And, 

once again, the question was not whether the Fund had missed the 

rebound, but whether they, the prospective clients, had! 

With more clarity, now, around Iran’s oil production, save for the 

big wildcard of what’s going to happen with global growth, we 

believe all the pieces remain in place. Which still leads to the 

question: Is it too late, or is it just the beginning?

While we still believe there is certainly room for optimism, we also 

believe that this should still remain tempered, or at least realistic, 

when it comes to supply and demand rebalancing in the oil and gas 

sector. It remains, perhaps, too easy to fall into the trap of thinking 

that a 10%, or even a 50%, increase in a U.S. onshore oil rig count 

of fewer than 350 can restore the balance, and to forget that, to 

plumb its current depths, the rig count has actually dropped from its 

highs by a total of some 1,300 rigs. It is going to take an increase 

of considerably more than 150-200 rigs to bring back any growth 

in production. Maybe not all 1,300 rigs, but perhaps at least half of 

them. And for crude to be anywhere from $50 to $60 a barrel.
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*All company, sector, and sub-inudstry weightings as of June 30, 2016 unless otherwise noted.

All indices listed are unmanaged indices and include the reinvestment of 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. 1The S&P North American Natural Resources Sector Index (SPGINRTR) includes mining, energy, paper 
and forest products, and plantation-owning companies. 2The MSCI ACWI Commodity Producers Index (M2WDCOMP) is a free float-adjusted market 
capitalization index designed to reflect the performance of listed commodity producers across three industry (or sub-industry) categories as defined 
by the Global Industry Classification Standard: energy, metals, and agriculture. 3The S&P Global Natural Resources Index (SPGNRUN) includes 90 of 
the largest publicly traded companies in natural resources and commodities businesses that meet specific investability requirements, offering investors 
diversified and investable equity exposure across three primary commodity-related sectors: agribusiness, energy, and metals and mining. 4The S&P 
Goldman Sachs Commodity Index (SPGSCITR) is a composite index of commodity sector returns, representing an unleveraged, long-only investment in 
commodity futures.

Please note that the information herein represents the opinion of the author, but not necessarily those of VanEck, and this opinion may change at any 
time and from time to time. Non-VanEck proprietary information contained herein has been obtained from sources believed to be reliable, but not 
guaranteed. 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. Any graphs shown herein are for illustrative purposes only. No part of this material may be 
reproduced in any form, or referred to in any other publication, without express written permission of 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 risks associated with concentrating its investments in hard assets and the hard assets sector, including real estate, precious 
metals, and natural resources, and can be significantly affected by events relating to these industries, including international political and economic 
developments, inflation, and other factors. The Fund’s portfolio securities may experience substantial price fluctuations as a result of these factors, and 
may move independently of the trends of industrialized companies. 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 derivatives, commodity-linked instruments, and illiquid securities. The Fund is also subject to inflation risk, market risk, 
non-diversification risk, and leverage risk. Please see the prospectus and summary prospectus for information on these and 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.

©2016 VanEck. All rights reserved.

Finally, we held our inaugural, and very successful, 

investor conference (focusing on energy) in Houston at the 

end of May to which we invited a number of leading CEOs 

from the space in which we invest to present. One of the 

main themes we explored during the day was “Surviving 

and Thriving through the Current Downturn,” with special 

reference to the oil and gas industry here in the U.S. The 

very fact that we could hold the conference and discuss 

this provides proof that there are such companies. And that 

they have!

One of the main pillars of our investment philosophy 

continues to be to look for long-term growth and the 

structural enhancement in intrinsic value in the companies 

in which we invest. Even in today’s market conditions this 

continues to be one of our guiding tenets. Since we remain 

convinced that positioning our portfolio for the future, and 

not just reacting to current circumstance, is of paramount 

importance, our focus across the sectors in which we invest 

remains on companies that can navigate commodity price 

volatility and help grow sustainable net asset value.


