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We caught up with Mark Lacey and James Luke, managers of the new fund Schroder ISF Global Gold, to find 
out more about it and why it provides an attractive multi-year opportunity. 

 
“We think we are just entering a multi-year structural bull market for gold. Potential outcomes for 
currency, financial markets and inflation are arguably more extreme now than at any point” 
 
Please can you explain a little about the fund and its origins? 

Schroders took the decision to convert the existing Schroder AS Gold and Precious Metals fund, which 
primarily invested directly in the commodities themselves, into a fund which invests predominantly in the 
equities of companies involved in the gold industry. We are the same fund managers and there will be no 
changes to the current process or the current investment philosophy, but the fund’s benchmark will change 
from one which blends physical gold and gold equity exposures to one which is solely gold equity focused. In 
its new form the fund will aim to outperform the FTSE Gold Mines Index by 3% p.a. Outperformance will still 
come from stock selection and through commodity asset allocation decisions, in line with our long-running 
active commodity strategy. The fund will also still be able to gain outperformance by allocating strategically to 
physically backed gold, silver, platinum and palladium ETFs when stocks appear expensive, as well as use 
cash to preserve performance when necessary. 
                                                 
* Schroder International Selection Fund is referred to as Schroder ISF. 

Important Information 
The fund invests primarily in equities of gold related companies. 
 The fund invests in equity would subject to equity investment risk. 
 The fund invests in gold and other precious metals, which the commodity markets generally are subject to greater risks than other markets 

and are influenced by, without limitation, consumption patterns, macro economic factors, weather conditions, natural disasters, trade, 
fiscal, monetary and exchange policies and controls of governments and other unforeseeable events. This may adversely affect the net 
asset value of the fund. 

 The fund invests in concentrated region/sector and subjects to higher level of risks than a fund investing in a more diversified 
portfolio/strategy. 

 The fund may use derivatives to meet its investment objective but does not intend to use derivatives extensively for investment purposes. 
Derivatives exposure may involve higher counterparty, liquidity and valuation risks. In adverse situations, the fund may suffer significant 
losses from their derivative usage for hedging. 

 For share classes with a general dividend policy, expenses will be paid out of capital rather than out of gross income. The amount of 
distributable income therefore increases and the amount so increased may be considered to be dividend paid out of capital. Share classes 
with a fixed dividend policy may pay out both income and capital in distributions. Where distributions are paid out of capital, this amounts 
to a return or withdrawal of part of your original investment or capital gains attributable to that and may result in an immediate decrease in 
the net asset value of shares. 

You should not make any investment decision solely based on this document. Please read the relevant offering document carefully for 
further fund details including risk factors. 
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Why are you so positive about the long-term prospects for gold at the moment? 

We think we are just entering a multi-year structural bull market for gold. Potential outcomes for currency, 
financial markets and inflation are arguably more extreme now than at any point since the end of the Second 
World War. 

One of the core tenets of our view is that real interest rates (i.e. the nominal interest rate adjusted for inflation) 
are going to remain extremely low or even negative. Inflation risks are rising while Central Banks remain 
inherently dovish, partly due to worries over potential systemic risks emanating from Asia. Indeed, China has 
the potential to be highly influential on gold prices. Being long gold is an expression of a bearish view on China, 
in our opinion. Gold is also a hedge against potentially more extreme central bank policy, the inflationary 
outcomes of which are highly uncertain. With the effectiveness of QE apparently exhausted a shift to more 
direct fiscal stimulus (so called print-and-spend or “helicopter money”) is become increasingly mainstream as a 
potential policy. 

In addition, the biggest criticism gold gets as an investment is that it doesn’t offer any yield. However, when 
more than $7 trillion of debt assets are generating negative yields as is the case today, gold has a positive 
yield at zero. 

Gold is also massively under-owned by private investors and by central banks at a time when political and 
geopolitical risks are rising. Who would have predicted the rise of Donald Trump and Bernie Sanders, or who 
can predict the dynamics of events in the South China Sea? 

 

Why would you want to back gold equities over physical gold? 

There is a time for physical gold and a time for gold equities. By some measures gold equities have 
underperformed the gold price for the past 20 years and haven’t been this cheap relative to gold since the late 
1970s. Although they have risen sharply in the first half of 2016, gold equities remain 70–80% down from their 
peak five years ago. 

Furthermore, gold equities continue to offer significant leverage to higher gold prices. Over the prior bull and 
bear markets, gold equities underperformed due to two factors: severe cost inflation which eroded producer 
margins in the up-cycle and management indiscipline which led to a “growth at all cost” mentality and 
significant increases in debt. 

These left companies exposed in the downcycle. However, we believe that in the new bull market for gold, 
good quality management teams will stay focused on generating free cashflow and – more importantly – 
positive return on invested capital (ROIC) over their cost of capital. We are also finding management teams to 
be more disciplined, particularly when it comes to avoiding value-destructive mergers and acquisition activity. 

 

How do you go about picking companies for your portfolio? 

Our stock selection criteria are very valueoriented, with a strong focus on net asset value (NAV) and on 
company management. We use the FTSE Gold Mines Index, which our valuation screen narrows down around 
60 companies, on which we run our own NAV models and also look at near-term multiples and balance sheet 
strength. We have a strong focus on underlying free cashflow generation and ROIC. 

Execution risk and geopolitical risk are important factors we consider too, as the companies we look at operate 
in diverse locations with different implications. For example, we speak to lots of companies who have assets in 
North America, but we also talk to companies with assets in places like Latin America, Kyrgyzstan, China, or 
even Greece, and this makes a huge difference to their operational risk profile. Ultimately, everything has to 
tick the boxes for investment: valuation, management credibility, corporate governance and sustainability of 
business model. 
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Can you tell us some of the factors that differentiate this fund from some of your competitors’? 

Our top-down analysis is an important edge. Most of our competitors will just say “the gold market is not 
forecastable, so we will just focus solely on underlying valuations”. We think the valuation layer is absolutely 
critical, but we also believe you can actually forecast the gold market based on certain macroeconomic factors. 
This can have a big impact on the way you’re positioned. So, we have the ability to rotate from higher leverage 
names to lower leverage names depending on our macroeconomic view, or actively time the market through 
our use of cash. We also have the option to invest in the underlying commodities themselves. We can have up 
to 40% of the portfolio in gold, silver, platinum and palladium (10% maximum in each). 

 

How do currency considerations affect your decision-making? 
Another factor that differentiates us from our peers is that we sit quite literally next to Schroders’ emerging 
market debt team, who are constantly developing and refining very strong views on key macroeconomic 
drivers, particularly currencies. Within our gold universe, relative performance globally can be highly impacted 
in the short-term by the South African rand, Australian dollar, Canadian dollar, and obviously the US dollar, 
and we are constantly discussing these as a team. Currently, for example, the emerging market debt team has 
a strong view on the South African rand, which is affecting our view on the country’s gold and platinum sector. 
Their view on the rand is currently bullish, which is negative for the equities of producers, but positive for the 
underlying commodity. 

 

 

Investment process 

 
Source: Schroders. 
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Gold equities versus spot gold (rebased USD performance 100 = Mar 1978) 

 
Source: Bloomberg, S&P Compustat, TSE and CIBC World Markets Inc. 

 
Why do you place so much importance on company management? 
Management teams and the market’s perception of them are very important in this sector. We have so many 
management meetings because checking they are maintaining a consistent approach and a consistent 
message is one way of monitoring that our investment is working. Also, if management teams are hated, it’s 
very hard for the equity to start to perform. The inflection point in the cycle of investors’ perception of 
management is sometimes the biggest catalyst for equity performance.  

 

For example, there is a CEO of one well-known gold company who is detested by the resources investor base, 
particularly in the US, but from meeting him we feel we are coming to the end of a cycle for this particular 
company. The pain and criticism he has taken has forced him to take a more conservative and reserved 
approach to things such as the development of projects, meeting quarterly guidance and remuneration. He 
should be coming into a period where he will become more liked by the market and this has a huge impact on 
ownership of shares and ultimately on valuation. 

 

 

Fund Manager biographies 
James Luke’s investment career commenced in 2005 at Williams De Broe. James was previously a Metals 
Research Analyst at UBS, Sanford C Bernstein and China International Corporation and formerly co-Head of 
Metals Research at JP Morgan. James joined Schroders in August 2014. 

James Luke, Fund Manager Metals 
 

Mark Lacey joined Schroders in 2013 having formerly been portfolio manager of Investec Global Energy funds 
and Head of Global Energy at Goldman Sachs. In 2006 was ranked as #1 Energy Investment Specialist in the 
2006 Thompson Extel survey. Mark’s career commenced in 1996 at Credit Suisse Asset Management, 
managing gold and resource funds.  

Mark Lacey, Fund Manager Equities 
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Important Information  
Any security(s) mentioned above is for illustrative purpose only, not a recommendation to invest or divest. 
This document is intended to be for information purposes only and it is not intended as promotional material in any respect. The views and 
opinions contained herein are those of the author(s), and do not necessarily represent views expressed or reflected in other Schroders 
communications, strategies or funds. The material is not intended to provide, and should not be relied on for investment advice or 
recommendation. Opinions stated are matters of judgment, which may change. Information herein is believed to be reliable, but Schroder 
Investment Management (Hong Kong) Limited does not warrant its completeness or accuracy. 
Investment involves risks. Past performance and any forecasts are not necessarily a guide to future or likely performance. You should remember 
that the value of investments can go down as well as up and is not guaranteed. Exchange rate changes may cause the value of the overseas 
investments to rise or fall. For risks associated with investment in securities in emerging and less developed markets, please refer to the relevant 
offering document. 
The information contained in this document is provided for information purpose only and does not constitute any solicitation and offering of 
investment products. Potential investors should be aware that such investments involve market risk and should be regarded as long-term 
investments. 
Derivatives carry a high degree of risk and should only be considered by sophisticated investors. 
This material, including the website, has not been reviewed by the SFC. Issued by Schroder Investment Management (Hong Kong) Limited. 
 
Schroder Investment Management (Hong Kong) Limited  
Level 33, Two Pacific Place, 88 Queensway, Hong Kong 
Telephone +852 2521 1633 Fax +852 2530 9095 
 
 


