ﬂ’ Investing in commodities

How investment trusts can provide exposure to the long-
term growth drivers for commodities.
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t may be more than 6,000 years since commodities were first traded but they
still sit at the heart of the global economy, with Statista reporting that almost
$150 trillion will change hands in 2026, and the global commodity market should
continue to grow by 8% a year until 2031.

This includes lots of raw materials which have been central parts of our domestic
economy for years, such as the oil and gas heating our homes, and the iron ore used to
make steel in ships, planes and buildings. These sorts of uses continue to see growth
as poorer countries urbanise and develop modern economies.

But a lot of the growth is coming from the very newest sectors of our economy, including
the energy transition, which should steadily see oil and gas superseded. Minerals
such as lithium, nickel and cobalt are critical components in battery production, while
electricity grids, which form the backbone of the renewable energy transition, will
require substantial quantities of copper and aluminium. Iron ore is used to make steel,
vast quantities of which are needed to build wind turbines and solar panels.

Al is another key modern trend to which commodities are essential, most notably vast
amounts of copperto supply the required power forits data centres. Indeed, Al needs vast
amounts of power, which requires investment in energy production and transmission,
which requires..., you get it. Meanwhile ongoing geopolitical tensions have shown
governments they need to invest in a secure supply of these critical materials. This is
why commodities matter to investors.

. . There’s an old adage in
What drives the prwce Of economics: ‘the cure for
high prices is high prices’,
and this tends to hold true
for many commodities. In
particular, industrial commodities tend to show cyclical price behaviour. Demand grows
when prices are low as new projects look financially attractive, and this leads to higher
prices, which means projects can’t generate the same return, and so demand falls and
prices fall. With industrial commodities being essential to many industrial businesses,
to construction and manufacturing, prices tend to be very sensitive to the overall health
of the economy.

commodities?

That said, the dynamics can vary significantly by the type of commodity. Energy
commodities are strongly influenced by economic cycles, but also geopolitical factors.
OPEC actively manages oil production to influence prices in the interests of its members.
In the aftermath of this year’s war in the Persian Gulf, OPEC may be fracturing, but the
political goals of the major oil producers have to be borne in mind, as well as the huge
stockpiles kept on hand by the US, China and others.

Precious metals, on the other hand, tend to be driven by different factors. Gold is often
seen as a safe haven asset in times of uncertainty, it can be used as an alternative to
cash when interest rates are low. It remains a major reserve currency held by central
banks, and highly prized as a savings vehicle in India and elsewhere.

Agricultural commodities such as wheat face unique supply and demand dynamics,
including adverse weather such as floods or drought, technological advances and
government support. They tend not to feature in most commodity funds, which focus on
the hard commodities.

There are a number of reasons to invest in the
commodities sector, which we explore in more

commodities? JREELEED

Why invest in
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1. Strong drivers of demand

Commodities are forecast to enjoy strong secular growth drivers as the critical building
blocks in the clean energy transition.

As illustrated in the graph below, showing forecast increase in demand from 2023
to 2030 and 2040 under the Net Zero Emissions (NZE) scenario, the IEA, in its Global
Critical Minerals Outlook 2024, is projecting a five-fold increase in demand for lithium
from clean energy technologies by 2030 (and a 12-fold increase by 2040), with electric
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in power transmission
networks and clean energy technologies such as solar panels and wind turbines, with
the IEA forecasting that copper demand will double by 2030. In addition, rare earth
elements are essential for the magnets used in wind turbines and electric motors.

As a result, governments have earmarked substantial funds for investment in low-
carbon technologies, including almost $400 billion under the US Inflation Reduction
Act (IRA) and €270 billion by the EU.

Therapid expansion of energy-intensive data centresis also expected to drive substantial
demand for commodities. On average, processing a ChatGPT query consumes ten times
more electricity than a Google search and a recent study warned that the Al industry
could consume as much energy as a country the size of the Netherlands by 2027.

This trend has led major technology firms such as Amazon, Alphabet and Microsoft to
explore nuclear power solutions, which could boost demand for uranium.

2. Persistent supply constraints

Supply constraints remain a challenge across the commodities sector, with production
. L . limited by factors such
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companies have prioritised debt repayment over new investment, resulting in strong
balance sheets and lower leverage compared to historical averages and other sectors.

A lack of shovel-ready projects and a substantial rise in the cost of new projects mean
that current supply constraints are likely to persist, which should be supportive of
commodity prices going forward. There has also been a notable uptick in M&A activity
as mining companies look to acquire assets trading below replacement costs, which
may provide a further tailwind for returns.

3. Portfolio diversification

Commodities provide the opportunity to diversify into a different asset class to
equities, bonds and property. Historically, commodities themselves have had a low
correlation to equities, meaning that commodities have often outperformed when
equities have underperformed.

This low correlation was particularly valuable when bonds and equities fell sharply in
2022. By way of example, investors in BlackRock World Mining (BRWM) would have
enjoyed a share price total return of 26% in 2022, compared to a negative return of
38% and 19% in the UK index-linked gilt (using an iShares ETF as a proxy) and S&P 500
indices respectively.

However, while the share prices of mining companies have often displayed a low
correlation to broader equity indices, it should be noted that they can be highly
correlated at other times.

Commodities can also act as a hedge against inflation as prices generally rise during
times of inflation, with commodity prices often included in inflation calculations.

The following chart shows that the broad-based Bloomberg Commodity Index rose
when US inflation hit 4% in 2011 and 9% in 2022. Gold has also often performed
strongly in times of rising
inflation, as seen in the
period following the
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https://www.trustintelligence.co.uk/investor/funds/blackrock-world-mining-trust

commodities and indices. Gold and copper have delivered returns of 887% and 536%
respectively, significantly outperforming the returns from the FTSE 100 Index.

Gold has delivered a particularly strong performance in recent years, reaching record
highs in early 2026 amid macroeconomic uncertainty and escalating geopolitical
tensions. A key driver has been increased purchasing by central banks, particularly in
China, as they seek to reduce their reliance on US dollar reserves.

It’s worth saying at the outset that

Why invest in it's difficult to invest directly in
d.t. o physical commodities other than
commoartiies via precious metals. However, the latter

investment trustS? incurs a cost in terms of secure

storage and insurance and jewellery
typically has a high markup on the
underlying value of the metal. Another option is futures contracts but, due to their
volatility, these are suitable only for professional traders.

Investment trusts offer a practical solution by providing exposure to a diversified
portfolio of commodities managed by experienced professionals. An active approach
enables trusts to research the best opportunities in a broad and complex universe
rather than investing indiscriminately across the sector.

Trusts will generally invest principally in the equities of mining and exploration
companies rather than directly in the underlying commodities. While the share prices
of mining companies are typically less volatile than the underlying commodities,
returns from mining equities can diverge from commaodity prices.

There are currently seven trusts specialising in the AIC Commodities and Natural
Resources sector on the London Stock Exchange. The scope varies by trust, with some
trusts investing in specific areas and others across commodities more broadly.

It’s fair to say that some of the

Investment trustsv benefits mentioned above, whether

a diversified portfolio or manager
open'ended fu’nds expertise, also apply to open-ended
funds but investment trusts have
some unique attributes, which may help them deliver superior returns compared to
their open-ended peers.

Firstly, open-ended funds are not publicly traded (unlike investment trusts), meaning
that the size of the investable fund will rise and shrink with the purchase and sale of
units in the fund. As a result, open-ended funds typically hold a significant proportion
of cash in reserve to meet redemption requests, which can create a drag on returns.

As publicly traded companies, investment trusts do not have this problem, as the
buying and selling of shares in the investment trust does not affect the size of the
investable fund. Trusts are not required to retain cash for redemptions, which can
boost returns for investors and allow longer-term investment in less liquid and private
investments, including pre-IPO companies and private market royalty investments.

Trusts can also deploy gearing, which has the potential to enhance returns (although
it can also augment losses on the downside), as well as using capital reserves to pay
dividends.
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Case Study

BlackRock World Mining Trust

Launched: 1993
Manager: BlackRock Fund Managers
Ongoing charges: 1.05%

Investment policy: The trust aims to deliver long-term
capital growth by investing in a portfolio of global
mining and metal companies. While the policy is to
invest principally in quoted securities, the company’s
investment policy includes investing in unquoted
investments, royalties derived from the production of
metals and minerals as well as physical metals.

Comparative Index: MSCI ACWI Metals & Mining 30%
Buffer 10/40 Index (net return)

BlackRock World Mining (BRWM) aims to provide a
diversified investment in mining and metal assets

worldwide, actively managed with the objective of
maximising total returns.

Managers Evy Hambro and Olivia Markham have a
conviction-led approach to adding value by carrying
out in-depth analysis of the best companies in the
mining sector, rather than betting on the short-term
movement of commodity prices.

The managers look for companies exposed to long-
term secular themes (such as decarbonisation and
renewable energy) across a range of market caps,
subsectors and regions. These are balanced with more
traditional investments in precious metals (such as
gold) to provide a diversified income stream and long-
term capital growth.

The trust is supported by BlackRock’s extensive
Thematics and Sectors team, providing the resources
to undertake extensive ‘on the ground’ research.
This provides a first-hand insight into the capability
of management teams and the ESG credentials of
companies.

BRWM has outperformed the broad global equity
index over the five years to July 2026, despite the
huge bull run in megacap tech stocks which make up
a greater and greater proportion of the latter. In the
five years ending 13/07/2026, the NAV total return

of 80.5% compares to a total return of 72.6% for the
iShares ETF tracking the MSCI ACWI. There are no
guarantees that this will be repeated in the future,
however the managers believe that the secular growth
trends of the transition to net zero should support the
commodities sector moving forward.
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1.What is the investment trust’s goal?

BRWM’s goal is to provide an actively managed and
diversified investment portfolio of global mining and
metal assets, with the objective of maximising total
returns.

2. What kind of stocks do the managers like?

The managers use a blend of top-down analysis and
bottom-up stock picking, combining the demand
outlook for individual commodities with company-
specific factors such as growth prospects, corporate
and capital allocation strategy and the opportunity for
value creation.

The managers look for companies with strong balance
sheets, attractive dividend streams, sound capital
discipline and good ESG characteristics. Many mining
companies are highly cash-generative with low debt
and disciplined spending on capital investment has
freed up cash for share buybacks and dividends. They
also ensure that companies are making the necessary
investment in decarbonisation to future-proof against
tighter regulations.

3. Are investment decisions driven by a
particular investment style?

The team has an unconstrained and high-conviction
investment style, with the top ten holdings typically
accounting for more than half of the portfolio.

The managers combine their bottom-up research of
individual companies with a top-down macro-overlay
based on geographic and commodity-specific factors.
They look for ‘best in breed’ assets to fit their desired
commodity exposure, with strong capital discipline
to protect shareholder returns and a focus on both
income and growth.

As a result, the portfolio encompasses commodities
with diverse economic drivers, from cyclical
commodities (such as iron ore) to those benefitting
from secular growth trends (such as lithium and the
platinum group metals) as well as gold, which is
driven by macroeconomic uncertainty and geopolitical
risk. Interestingly, the vital role of commodities such
as copper and iron ore in the clean energy transition
has reduced the cyclicality of their demand.

While BRWM invests principally in quoted securities,
it also invests in royalties derived from the production
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of commodities as well as physical metals. Up to 10% View the latest research note here

of gross assets may be held in physical metals and up

to 20% in unquoted investments, which have been a Click here to add BRWM to your watchlist
strong driver of returns.

Click here to read related research

4. How many investments does the
investment trust typically hold?

The managers do not have a rigid number of
investments that they hold but target a portfolio of 50
to 70 investments.

5. What is the investment trust’s dividend
policy?

BRWM aims to pay a dividend linked strongly to
portfolio income each year, rather than having a
progressive dividend policy, and dividends are paid
quarterly. BRWM is currently trading on a dividend
yield of 2.7% (as at 04/08/2026).

6. What are the investment trust’s ongoing
charges?

The investment trust’s ongoing charges are 1.05%.

e 7. Does the investment trust have
L performance fees?

No. However, BRWM charges an annual management
fee of 0.8% of net assets. If NAV per share increases
on a quarter-on-quarter basis, the fee will be paid on
gross assets for the quarter, i.e. fees will be earned on
invested gearing.

8. How much attention do the managers pay
to the index, and to what extent are absolute
returns important?

BRWM’s managers are highly active and use the MSCI
ACWI Metals & Mining 30% Buffer 10/40 Index (net
return) as the reference index.

9. Does the investment trust use gearing
and, if so, is it structural or opportunity led?

i

The managers can use gearing up to 25% of NAV

although, in practice, gearing rarely exceeds 10-15%.

Gearing is deployed tactically, with the managers

aiming to utilise it when they anticipate a period of

enhanced returns. However, the managers consider

effective gearing to be lower than the headline

number due to the unquoted exposures and debt =
positions accounting for a significant proportion of

gearing.
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Disclaimer

This report has been issued by Kepler Partners LLP. The analyst who has prepared this report is aware that Kepler Partners
LLP has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity
of the research.

Past performance is not a reliable indicator of future results. The value of investments can fall as well as rise and you may
get back less than you invested when you decide to sell your investments. It is strongly recommended that if you are a
private investor independent financial advice should be taken before making any investment or financial decision.

Kepler Partners is not authorised to make recommendations to retail clients. This report has been issued by Kepler Partners
LLP, is based on factual information only, is solely for information purposes only and any views contained in it must not be
construed as investment or tax advice or a recommendation to buy, sell or take any action in relation to any investment.

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country where such distribution or use would be contrary to law or regulation or which would subject Kepler Partners
LLP to any registration requirement within such jurisdiction or country. In particular, this website is exclusively for non-US
Persons. Persons who access this information are required to inform themselves and to comply with any such restrictions.

The information contained in this website is not intended to constitute, and should not be construed as, investment
advice. No representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the
information and no responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any
errors, omissions or misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject
to change without notice.

This is not an official confirmation of terms and is not a recommendation, offer or solicitation to buy or sell or take any action
in relation to any investment mentioned herein. Any prices or quotations contained herein are indicative only.

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in
or options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time
to time, but will at all times be subject to restrictions imposed by the firm’s internal rules. A copy of the firm’s Conflict of
Interest policy is available on request.

PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority (FRN 480590), registered in England and
Wales at 70 Conduit Street, London W1S 2GF with registered number 0C334771.
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