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Aggregate Open Interest (Wheat + Corn + Beans), in Contracts

Average from 2006‐2013: 2.1 million contracts
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Findings about Commodities* as an Asset ClassFindings about Commodities  as an Asset Class

• Long‐term returns that are similar to stocks 
(and better than bonds), with comparable ( ) p
volatility

• Zero or negative correlation with stocks and• Zero or negative correlation with stocks and 
bonds

• Positive correlation to inflation and to changes 
in the rate of inflationin the rate of inflation 

*Based on an equally weighted basket of commodity futures contracts



Commodity futures returns are similar to stocks 
and better than bonds

Source: Gorton and Rouwenhorst



Commodity futures returns are negatively correlated with 
stocks & bonds and positively correlated with inflation

Source: Gorton and Rouwenhorst





“Commodities have begun to emerge as a 
discrete asset class in their own right.” 

‐‐ Stefan Weiser, Goldman‐Sachsf ,



Considerations for institutional investors (e.g. Pension 
Funds, Endowments, Sovereign Wealth Funds)

• Physical or Derivative (or Commodity Stock)?
• Basket or Individual Commodity (or Sector)?Basket or Individual Commodity (or Sector)?
• Fund or Managed Account?
• Futures or Swaps (or Notes)?
• Active or Passive (or a combination)?Active or Passive (or a combination)?



Lots of ways to invest
Currency
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Hedge FundsHedge Funds….
Estimated $40 billion of AUM in commodity‐$ y

focused hedge funds, plus an unknown portion 
of the AUM of large multi‐strategy hedge funds 

that include a commodities portfolio
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Commodity Assets Under  
Management…
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Source: CFTC, CBOT, Reuters



Putting this in perspectivePutting this in perspective…

Gl b l A f t ~$ 150b• Global Ag futures: ~$       150b
• Commodity‐linked AUM: ~$       400b

$• Global Commodity Futures:  ~$    1,000b

• S&P 500:  ~$  15,000b
• NYSE:  ~$  21,000b
• Bloomberg World:  ~$  45,000b

• Global Fixed Income: ~$175,000b

Source: Reuters, JP Morgan, McKinsey Global Institute



Unintended consequencesUnintended consequences

d i i di i i fMore derivatives trading activity now occurs for 
reasons that have little or nothing to do with 

dit l d d dcommodity supply and demand:

– Inflows and outflowsInflows and outflows
– Systemic shocks, monetary policy, index rebalancing and 
reweighting, portfolio construction/reallocation, relative‐
value trading risk management constraintsvalue trading, risk management constraints

– Rolling index‐linked contracts
Systematic trading including high frequency trading– Systematic trading, including high frequency trading

– Almost a 24‐hour market



R t D l tRecent Developments

I th t f f th k fi di d• In the past few years, many of the key findings and 
assumptions underpinning the financialization of 
commodities have been called into question:
– Lagging returns
– Increased correlation
– Low inflation– Low inflation 

• Active management by hedge funds has produced generally 
below benchmark returns in the past few years, especially 

id i h f i l d A l lconsidering the fees involved.  As a result, large 
redemptions have occurred, and are continuing.

• Very recent events have increased scrutiny of the presenceVery recent events have increased scrutiny of the presence 
of the largest bank holding companies in the physical 
commodity and commodity infrastructure businesses.





Pensions & Investments

BloombergBloomberg
JPMorgan Mulls Physical Commodities Exit 
Amid U.S. Review
By Dawn Kopecki ‐ Jul 27 2013 2:00 PMBy Dawn Kopecki ‐ Jul 27, 2013 2:00 PM

JPMorgan Chase & Co. (JPM) said it plans to get out of the business 
of owning and trading physical commodities ranging from metals to 
oil, three days after a U.S. Senate panel questioned whether banks 
are abusing their ownership of raw materials to manipulate g p p
markets. 
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