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Commodity Investing

Commodities:  What are they?

Â Examples:  Metals (Including gold)

Food stocks

Energy resources

Livestock

.





Commodity Investing

Commodities

Why would we want to invest in them?

A landmark study in 2004 is the basis for much 
of the major interest and growth in Commodities 
Futures that exists today for investors

.





Commodity Investing

Some Definitions

Commodities are a physical product.  If you 

invest in them, you will need to take delivery of 

them at the spot price unless you sell the 

contract.

Commodity futures do not represent direct 

exposures to actual commodities. Futures prices 

represent bets on the expected future spot price.
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Study Conclusion

Returns

During our sample period, this commodity futures risk premium has been 
about equal in size to the historical risk premium of stocks (the equity 
premium), and has exceeded the risk premium of bonds.

Risk

A diversified investment in commodity futures has slightly lower risk than 
stocks ïas measured by standard deviation

Negative Correlation of Cycle / Especially in High Inflation

The correlation with stocks and bonds is negative over most horizons, and 
the negative correlation is stronger over longer holding periods. We provide 
two explanations for the negative correlation of commodity futures with 
traditional asset classes. First, commodity futures perform better in periods 
of unexpected inflation, when stock and bond returns generally disappoint. 
Second, commodity futures diversify the cyclical variation in stock and bond 
returns.



Commodity Investing

Commodities

Why would we want to invest in them?

Under Modern Portfolio Theory, a well diversified portfolio should have investments 
that are counter cyclical.   According to this theory, even though some investments 
(such as commodities) may have higher risk than the average investments, their 
Inclusion in a portfolio may in fact lower the overall risk of it over the business cycle.

Recently major institutions have subscribed to this line of thought and have invested 
in commodities in recent years.   Although commodities represent only a small portion 
of their portfolio (as it should for any conservative portfolio) their participation has 
greatly increased the volume of commodities purchases in the market.

.



Commodity Investing

Commodities:  How can we buy them if we chose to do so?

Several years ago,  purchases were made of  the products or 
futures typically on an agricultural financial market exchange such 
as the Chicago Board of Trade (CBOT).

It took specialized knowledge to do these transactions and they were 
highly speculative.

Today, commodities can be purchased by any investor very easily 
in hundreds of specialized mutual funds or ETFs.

.



Commodity Investing

Commodities:  What are the results?

The short answer is that results are mixed.

Gold:  ..\Ha August 12 SIG Mtg HYPERLINKS\GLD SPDR Gold Shares Performance.mht

General ïPIMCO Managed Commodity Fund: 
..\Ha August 12 SIG Mtg HYPERLINKS\PIMCO Commodity Real Ret Strat A 

(PCRAX) Fund Performance and Returns.mht

Precious Metals:..\Ha August 12 SIG Mtg HYPERLINKS\VGPMX Vanguard 
Precious Metals and Mining, mutual funds, quote, price - Morningstar.mht

Oil:..\Ha August 12 SIG Mtg HYPERLINKS\USO United States Oil Performance.mht

Natural Gas:..\Ha August 12 SIG Mtg HYPERLINKS\UNG United States 
Natural Gas Performance.mht


