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We Have All Heard It: 



Commodity Super Cycle – The Bull Case 



How to Invest – Just Get Long  



Do Prices Go Up? History Says No. 

Source: The Economist 



Wheat vs. Inflation 

Source: Bloomberg 
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Backwardation – GSCI Spot vs. Excess Return 

Source: Bloomberg 
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Gets Worse – Only Works if Weighted Correctly 

• Average excess returns of individual commodity futures contracts 

are indistinguishable from zero  

 

• A Commodity futures portfolio can have equity-like returns if it 

achieves high enough diversification return  

 

• A Commodity futures portfolio can achieve this by skewing 

portfolio exposures toward markets likely to have positive roll 

and/or spot returns in the future  

 

• The challenge for investors is identifying those markets and there 

is no evidence that the situation will persist  

 

• Rebalancing is important  

 

 

 

 

 



Portfolio Diversification 

• 2008 GSCI Total Return: -46.5% 

 

• 2008 S&P 500 Total Return: -37.0%  

 

 

 

 

 

Commodity prices can fall sharply during periods of economic contraction and 

financial market instability, such as 2008, when diversification versus equities is 

needed the most.     

 

 

 

 

Source: Bloomberg 



The Role of the Market – What Works 



My Favorite – The Price of Light 

Source: Nordhaus, William D. 1998. Do Real-Output and Real-Wage Measures Capture Reality? The History of Lighting Suggests 

Not. New Haven: Cowles Foundation For Research In Economics At Yale University 

Cents  Per 1,000 Lumens 

Date Source Current Prices 
Real Prices 
(1800=100) 

1800 Tallow/Sperm Oil/Whale Oil 40.293 100.000 

1818 Tallow/Sperm Oil/Whale Oil 40.873 100.114 

1827 Tallow/Sperm Oil/Whale Oil 18.632 58.186 

1830 Tallow/Sperm Oil/Whale Oil 18.315 61.835 

1835 Tallow/Sperm Oil/Whale Oil 40.392 138.745 

1840 Tallow/Sperm Oil/Whale Oil 36.943 145.888 

1850 Tallow/Sperm Oil/Whale Oil 23.199 92.490 

1855 Oil Lamps/Gas Lamps/Kerosene 29.777 107.298 

1860 Other Oils/Kerosene/Early lamps 10.963 41.083 

1870 Other Oils/Kerosene/Early lamps 4.036 9.634 

1880 Other Oils/Kerosene/Early lamps 5.035 15.340 

1883 Edison carbon lamp 9.228 28.581 

1890 Edison carbon lamp 1.573 5.410 

1900 Filament lamp 2.692 9.987 

1910 Filament lamp 1.384 4.550 

1916 Filament lamp 0.346 0.997 

1920 Filament lamp 0.630 0.984 

1930 Filament lamp 0.509 0.954 

1940 Filament lamp 0.323 0.720 

1950 Filament lamp 0.241 0.314 

1960 Filament lamp 0.207 0.219 

1970 Filament lamp 0.175 0.142 

1980 Filament lamp 0.447 0.170 

1990 Filament lamp 0.600 0.144 

1992 Compact Fluorescent bulb 0.124 0.029 



Why U.S. Is Running Out of Gas 
(Time Magazine Headline - July 13, 2003)  

Source: U.S. Energy Information Administration (EIA)  
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U.S. Natural Gas Production Through 2011  

Source: U.S. Energy Information Administration (EIA)  
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Price of Natural Gas 

Source: Bloomberg  
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Commodities: Economic Sources of Return 
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Constructing the MLM Commodity Index 
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Long 
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Portfolio Diversification – The Efficient Frontier 
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Stock allocation is represented by the S&P 500. Bond allocation is represented by the Barclay’s Aggregate Bond Index. Asset 

allocations are rebalanced annually.  

Past performance is not indicative of future results. 

 

 

 

 



Post Script – Unintended Consequences 



Disclosure 


