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BAKERSTEEL Electrum Fund (“Electrum Fund”) offers its investors exposure to rising demand for “future 
facing” and precious metals through selected equity investments. “Future facing” metals are defined as 
those metals used in technologies which make the world greener, cleaner and safer. They include, but are 
not limited to, cobalt, copper, graphite, lithium, nickel, platinum group metals (“PGM”), rare earths, 
vanadium and zinc. Each of these metals has differing demand drivers and supply elasticities, but the key 
theme for all “future facing” metals is one of enormous growth potential over the next 10 years. 
 
Baker Steel Capital Managers LLP was appointed as the Investment Manager to the Electrum Fund in March 
2019. Our specialist investment team applies the same disciplined and rigorous investment approach used in 
its other successful UCITS offering, the BAKERSTEEL Precious Metals Fund. The Electrum Fund maintains a 
focus on investing in mining companies with tier 1 assets and diversified asset portfolios which have aggressive 
but sustainable shareholder return programs.  
 
The impact of COVID-19 on the natural resources sector 

The scale of the global equity market sell-off across all sectors and the broader macro-economic environment 
has created some compelling opportunities. We see three broad investment themes: 

1. A Positive Outlook for Gold and Other Precious Metals 
2. Strong Yield Potential 
3. Metal Supply Limitations 

 

• Theme 1 – A Positive Outlook for Gold and Other Precious Metals 
 
Precious metals, in particular gold, are unique in the commodity complex for seeing rising physical demand. 
Large stimulus packages are being rolled out globally as the world’s ‘printing presses’ are working overtime to 
deliver yet more fiat currency while interest rates have been slashed to near zero in all major economies. In 
short, the current macroeconomic environment is a perfect recipe for a prolonged precious metals bull 
market, and it is worth noting gold is already at all-time highs in many major producing currencies, such as the 
Australian dollar, Rand, Ruble and Canadian dollar. This comes after several years of cost and capital discipline, 
along with consolidation and balance sheet deleveraging, which has left the gold mining sector in better shape 
than it has been in years, boding well for a selection of producers which can survive COVID-19 disruptions and 
capitalise on the positive outlook for the gold price. 
 
The margins of producers have rarely been better, and with equites having been sold off from between 25% 
to 50%, that margin is translating into extremely attractive free cash flow yields and, we expect, dividend 
yields. One would expect gold equities to offer some insurance against prolonged periods of slow equity 
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market growth. Presently many gold equities are trading at dividend yields in excess of that of the S&P with 
clear upside potential so even if investors do not buy into the sector rerating expectation, then at least they 
are effectively getting paid for taking out insurance. 
 

• Theme 2 - Strong Yield Potential 
 
Despite forecasting a steep decline in demand for industrial commodities, generally we see good opportunities 
in selected businesses with idiosyncratic and inherent margin protection. We note many of these equities are 
trading near all-time high free cash flow and dividend yields. These include commodity producers with a large 
proportion of take or pay contracts, fixed volume recycling companies that operate on a ‘tipping’ basis or 
green energy providers with long term fixed contracts (especially serving residential customers through state 
utility companies and being paid in US dollars).  

 
Source: Bloomberg, Baker Steel internal, company reports. Data at 16 March 2020. 
 

• Theme 3 - Metal Supply Limitations 
 
Specific commodities are at risk of supply shocks from mine closures or logistical constraints. This is especially 
true in niche commodities that have a high degree of geographical concentration. Supply shocks have 
implications for these commodities, potentially driving prices higher, yet producers face risks under such 
circumstances, and we believe a focus on quality and margin is key. One interesting way to look at 
concentration of supply is measured by the HHI*.  

 
Source: Baker Steel internal, USGS 
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So far during the COVID-19 crisis we have seen widespread mine closures in South Africa which impacts mainly 
the PGM and chrome markets. The three major PGMs are platinum, palladium and rhodium.  75% of the 
world’s primary platinum, 37% palladium and 80% rhodium come from the country. The price of palladium 
and rhodium bounced back 50% and 100% in the last two weeks, partly as a result of the scale of the shutdown. 
The price response has been tempered by the weak demand outlook (>75% of demand is from the auto 
industry) and the large amount of secondary supply available. 
 
One of the most geographically concentrated and volatile commodities is cobalt, with about three quarters of 
supply originating in the Democratic Republic of Congo (“DRC”). As is often the case the state of operations in 
the country is difficult to gauge accurately but it appears there was a two-day lockdown ordered in the mining 
province of Katanga last week. Not directly related to COVID-19, but important for the cobalt market, is that 
all artisanal output now has to be sold to state-controlled mining company Gecamines. The negative news for 
the cobalt price is electric vehicle sales are forecast to decline sharply in the short-term, plus there is a high 
level of producer inventory. Export data shows indicates inventory is already being drawn down.  
 
In South America, Chile is an important copper, iodine and lithium producer so any lockdowns would impact 
these markets. Elsewhere on the continent, in Brazil, niobium and vanadium traders are watching the situation 
in the country closely. More than 80% of the world’s primary niobium comes from Brazil and any reduction in 
the supply of niobium will lead to an increase for vanadium given the degree of substitution possible. 
Anecdotally we also hear that stocks of vanadium are low given supply disruptions in China in the first quarter.  
On the demand side, the majority of vanadium and niobium are used in the production of steel and will benefit 
from global infrastructure stimulus packages.  
 
Another steel-based commodity is nickel. This is a fascinating time for the nickel market. Whilst demand has 
reduced sharply year-to-date along with the price, nickel supply looks uniquely vulnerable due to the 
bifurcation of end markets, split between two different ore types and associated processing routes. Simply 
put, the Chinese import their nickel from Indonesia and any interruption from supply in this country will lead 
to distortions and dislocations throughout the supply chain. We believe we are well positioned to profit from 
any such dislocations with strategic investments in primary producers as well as further downstream in the 
metal value chain. 
 
To illustrate the global nature of the pandemic, in the last week we have seen mine closures in Mexico (23% 
of world’s primary silver), Philippines (16% of primary nickel) and Peru (11% of primary Zinc) to name just a 
few examples (source: USGS).  
 
In summary the disruption to segmental parts of the commodity markets will be profound and is likely to last 
many months. We remember the disruption to the copper wire market post Fukushima and expect similar 
idiosyncratic disruptions. Where we can invest in quality companies with positive leverage to such disruptions, 
we have done so and we continue to search for more.   
 
A more subtle and pervasive supply shock across many commodities will come as a result of curtailment or 
deferral of capital expenditure, as a result of the current economic environment. This will add to the existing 
long-term potential supply deficits seen in many key metals. 

 
The longer-term view for “future facing” metals 

While today our focus is on the supply of “future facing” metals, when we look forward over the next decade 
it is the potential for increasing demand which stokes investors’ excitement. Baker Steel tracks about 50 
different areas of possible demand growth, but in this section we focus on one of the most prominent themes 
for commodity demand, the global push to reduce air pollution.  
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Air quality is the key health issue for many governments over the next 10 years. Exposure to air pollution has 
been linked to a range of devastating illnesses including kidney disease, Alzheimer’s, heart problems and 
respiratory illnesses. It disproportionally affects the most vulnerable with 2.7 million premature births linked 
to air pollution and infants in prams and strollers more exposed as they are closer to the ground.  

As tailpipe emissions are one of the worst sources of air pollution, it makes sense for governments to target 
them. The most effective way to do this is to eliminate the tail pipe; hence the desire to increase the proportion 
of electric vehicles on our streets. On average each electric vehicle requires 50kg of lithium (LCE), 15kg of 
cobalt, 25kg of nickel (Ni), 55 Kg of graphite and 100kg of copper.  

Improving the quality of our air also means reducing reliance on fossil fuels, driving the need for new solar and 
wind farms to be constructed to fill the gap. Solar energy is already the largest single end use for silver, while 
the construction of wind farms is extremely metals-intensive across a suite of commodities, notably copper 
and rare earths. Given the intermittent nature of the energy generation from these sources, storage is key. A 
plethora of storage options exist, which we monitor, but one that has received notable publicity recently is 
the first mega-scale vanadium redox battery (VRB), which is being commissioned in China. The first stage of 
this single installation will require 3kt of vanadium or about 3% of the entire world market. Clearly if this 
technology works on this scale the vanadium market will undergo a radical change. 

As a more general point and looking positively at the ramifications of the current situation, the economic 
shocks around the world have the potential to strengthen government control of economic policy, creating 
new ways of doing business and causing big shifts in societal attitudes. All of this promises to create an 
environment where the switch to new energy and new technology could be accelerated, strengthening the 
outlook for “future metals”. 

 

Source: Baker Steel internal, Bloomberg. 

 
BAKERSTEEL Electrum Fund – One year review 
 
Against a backdrop of highly varied commodity price performance, the Electrum Fund has outperformed 
during its first year. Strong and consistent outperformance has been achieved through maintaining a rigorous 
and value-oriented investment approach. We seek to invest in mining companies that have tier 1 assets, have 
growth potential and with management teams that are aligned to shareholders. For us to invest our clients’ 
money however, we need to see all these factors and for the stock to be trading at a fair price. Baker Steel’s 
team works hard to identify such opportunities.  
 

50

100

150

200

250

300

350

400

450

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Strong demand forecast for future facing metals

Lithium Graphite Nickel

Cobalt Copper

D
em

an
d

gr
o

w
th

 f
o

re
ca

st
 (

re
b

as
ed

)



 

5 
 

 

Source: Bloomberg. Data at 31 March 2020. 
 
We believe that the market turmoil of the past month, sparked by the COVID-19 crisis, has presented a 
compelling buying opportunity in selected “future facing” and precious metal equities. While volatility and 
uncertainty appear likely to continue to impact most asset classes and sectors, amid a clouded economic 
outlook, the longer-term fundamentals for producers of “future facing” metals are uniquely positive. The 
coming years promise substantial change for industry and policymakers as the shift towards green technology, 
decarbonisation and renewable energy gains pace. 
 
Following a successful first year of performance and growth, the seeding “S Class” of BAKERSTEEL Electrum 
Fund will be closing to new investment on 30 April 2020. Following the S Class closure a range of other share 
classes remain open to new investment. Please do not hesitate to contact Baker Steel’s team for more 
information. 
 
We would like to thank our investors and partners for their support over the past year, as we look ahead to 
the multitude of opportunities in this exciting and fast-developing sector. 
 
 
 
 
 
 

 

About Baker Steel Capital Managers LLP 

Baker Steel Capital Managers LLP manages the Baker Steel Gold Fund, BAKERSTEEL Precious Metals 

Fund, BAKERSTEEL Electrum Fund, Baker Steel Resources Trust and ES Gold & Precious Metals Fund. 

Baker Steel has a strong track record of outperformance relative to its peers and relative to a passive 

holding in gold or gold equities. Fund Managers Mark Burridge and David Baker have been awarded two 

Sauren Gold Medals for 2019 and were awarded Fund Manager of the Year at the 2019 Mines & Money 

Awards.  

BAKERSTEEL Precious Metals Fund is the 2020 winner for the fifth year running of the Lipper Fund Award 

for Best Fund over 3 years and 5 years, Equity Sector Gold and Precious Metals while Baker Steel 

Resources Trust has been named Investment Company of the Year 2019, Natural Resources, by 

Investment Week. 

 

65

75

85

95

105

115

125

135

145

Mar-19 Apr-19 May-19 Jun-19 Jul-19 Aug-19 Sep-19 Oct-19 Nov-19 Dec-19 Jan-20 Feb-20 Mar-20

R
e

tu
rn

 (
re

b
a

se
d

)

S EUR Class

EMIX Global Mining Index (EUR)

The Electrum Fund outperformed during its first year

http://bakersteelglobalfunds.com/de/home-deutsche/
http://bakersteelglobalfunds.com/de/home-deutsche/
http://bakersteelglobalfunds.com/de/home-deutsche/


 

6 
 

Notes 
*The Herfindahl-Hirschman Index (HHI) is a common measure of market concentration and is used to 
determine market competitiveness. The U.S. Department of Justice uses the HHI for evaluating potential 
merger issues. 
 

Important 

Please Note: This document is issued by Baker Steel Capital Managers LLP (a limited liability partnership registered in 

England, No. OC301191 and authorised and regulated by the Financial Conduct Authority) on behalf of BAKERSTEEL 

Electrum Fund (“BSEF”) for the information of a limited number of institutional investors (as defined in the Fund 

prospectus) on a confidential basis solely for the use of the person to whom it has been addressed. This document does 

not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe or purchase any shares 

or any other interests nor shall it or the fact of its distribution form the basis of, or be relied on in connection with, any 

contract therefor.  Recipients of this document who intend to apply for shares or interests in BSEF are reminded that any 

such application may be made solely on the basis of the information and opinions contained in the relevant prospectus 

or other offering document relating thereto, which may be different from the information and opinions contained in this 

document. This report may not be reproduced or provided to any other person and any other person should not rely 

upon the contents. The distribution of this information does not constitute or form part of any offer to participate in any 

investment. This report does not purport to give investment advice in any way. Past performance should not be relied 

upon as an indication of future performance. Future performance may be materially worse than past performance and 

may cause substantial or total loss.   


