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• Commodity investments can provide unique 
 portfolio diversification benefits. 

• Resource equity investments of commodity producers 
 have been favoured in recent years given the stock 
 market outperformance.

• Tactical commodity investments have many advantages 
 beyond resource equity and direct long-only commodity 
 benchmark strategies. 

• Timing of commodity investments is long-term, 
 cyclic and currently attractive. 

The choice of how to access the commodity asset class is often 
debated. Moreover, we believe that given the relative equity 
outperformance since 2009, the choice to use resource 
(producer) equities has been an easy and familiar solution. 
However, is it the best one? 

Much of this sentiment can be understood from the negative 
performance of the commodity asset class in recent years. Yet, 
if we extend the view to a longer timeframe, things look a little 
different and prior to 2011 commodity investing provided positive 
returns. In fact, periods such as 2000 through 2007 produced 
greater results than that of the broad equity and resource 
equity benchmarks.  

Extending the period from 2000 to current (see Table 1), we can 
observe that all three methods of adding commodities have provided 
positive results, even considering the recent performance. Notably, 
while the resource equity component outperformed the benchmark 
commodity, it did so with 23% more relative volatility and a much 
higher correlation to the equity benchmark (S&P500), the very 
thing one seeks diversification from (highlighted in red).

However, it is the tactical commodity approach that really shines 
during this period. Not only is the performance greater, but the 
volatility is far lower and the correlation to equity is very low and 
thus the most accretive. 

We could stop right here but the next section explores the detailed 
elements of a tactical strategy that may provide the opportunity 
for outperformance.  In the next section we explore this in 
more detail. 

COMMODITIES VERSUS PRODUCER EQUITIES
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While commodities are one of the few asset classes considered to 
be an inflation hedge, we believe the portfolio diversification benefits 
are often ignored. Given the outperformance of the equity market 
over much of the last decade, commodities themselves have been 
underutilized but this creates an opportunity as diversification 
becomes more important.

This paper will discuss the portfolio benefits of adding commodities 
using three different approaches. Firstly, adding exposure through 
resource equities of producers focused in energy, metals and 
agricultural sectors. Secondly, using a more direct exposure in 
a basket of underlying commodities using a benchmark index. 
Thirdly, using a tactical approach to commodity investment. We 
will then highlight the advantages and disadvantages of the 
different approaches.
 
Further, we will look at the commodity sector from a cyclical 
perspective and examine the potential opportunity that this 
presents at the current time.

INTRODUCTION

COMMODITY INVESTMENTS USING 3 ALTERNATIVESTable 1

JAN 2000 - DEC 2018
Resource 

Equity
MSCI World 

Producers Index

Benchmark 
Commodity

Bloomberg
Commodity TR

Tactical 
Commodity
Auspice Broad 
Commodity TR

Cumulative Return 131% 14% 350%

Annualized Return 4.52% 0.69% 8.23%

Volatility 19.61% 15.97% 10.50%

Equity Correlation (SP500) 0.68 0.36 0.15

Bond Correlation (Barclays Agg) -0.04 0.04 0.00

Commodity Correlation (BCOM) 0.70 1.00 0.77

Skew -0.28 -0.48 0.32

SUMMARY



The features of a tactical commodity solution can be 
summarized as the following: 

1. Alpha - Commodity markets offer unique active trading 
 opportunities for capable investment managers to generate 
 returns beyond the benchmarks.
2. Tactical positioning - Positions based on a rules-based 
 assessment of current momentum and trend in each 
 individual commodity market.
3. Dynamic Risk Management - Individual positions are 
 weighted and rebalanced based on the component’s 
 historical volatility to maximize risk-adjusted returns.
4. Roll Optimization - Smart roll approach to optimize the 
 impact of contango/backwardation while ensuring 
 adequate liquidity and minimal transaction costs. 
5. Positive Skew – An approach that aims to capture trends 
 while limiting downside risk through tactical positioning 
 and risk management has the ability to provide much 
 needed positive skew which means greater upside 
 volatility (gains) than downside volatility (losses).  

PERFORMANCE OF COMMODITY BENCHMARK, 
TACTICAL COMMODITY STRATEGY AND S&P500.

Figure 1

HISTORICAL GROWTH OF A $1,000 INVESTMENT
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Commodity focused managers use the liquidity, transparency, 
and diversity of futures markets to create opportunity. Given the 
commodity asset class is so diverse, the fundamentals driving the 
sub-sectors such as Energy, Grains, Soft Commodities and Metals 
are very different. Even within these sectors, the characteristics are 
highly unique. For example, within the Energy sector, Natural Gas 
is very different than petroleum products (Oil). Base (Industrial) 
Metals are very different than Precious. Within the Ags sector, 
Grains are very different than the Soft Commodities of Cotton or 
Sugar. This creates an incredible diversification opportunity within a 
sector that already adds valuable portfolio diversification. As such, 
commodities are the ideal asset class to manage tactically, based 
on the trends in the individual commodity, as opposed to the sector 
(all commodities) or sub-sector (Grains, Energies etc) basis.

Using a tactical approach based on trend following, smart roll 
optimization methods, and disciplined risk management can create 
a better experience in the challenging times while extracting better 
risk-adjusted returns as the upside opportunity presents itself. 
The result can be a positive skew return stream (higher upside 
volatility than downside).

There are many reasons to consider using a tactical approach to 
commodity investing. In simple terms, as opposed to a simple 
benchmark of long only exposures, it considers timing and 
commodity selection all while protecting capital with disciplined, 
rules-based risk management. Moreover, the tactical experience 
can be enhanced through the use of commodity managers with 
specific expertise and registered as Commodity Trading Advisors 
(CTAs). An example of this is highlighted below in Figure 1. 

There is a commodity value cycle that has emerged several times 
in history (Figure 2). Similar to the equity rally of the 1990’s that 
outstripped commodity performance and left investors without a 
sector focus, the commodity to equity ratio is stretched far below 
average as evidenced below. Given the equity market has ended 
the year with downwards momentum, and commodities (other 
than energy) have stabilized, it does offer insight into the cycle, 
its length and the potential upside. 

Simply put, the current ratio is low in front of a typical long-term 
cycle. We believe this is an opportunity.

TACTICAL COMMODITY

COMMODITY TIMING

COMMODITY TO EQUITY RATIOFigure 2

GSCI TR INDEX / S&P500 RATIO
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Despite the lackluster performance of commodities over the last 
decade, including the asset class in a portfolio is historically accretive 
over the long-term. Given that the correlation of financial assets and 
commodities is low, the diversification benefit is tangible. However, 
beyond the performance attributes of the three commodity paths 
presented, the important decision to make is in the context of an 
accretive portfolio allocation. In this regard, there is an obvious 
choice that provides the most value.

Referring to Table 2, the typical “60/40” equity to fixed income base 
case portfolio (column 1) generates 5.36% annualized return and 
0.69 Sharpe with a 31% pullback at 8.44% volatility. This portfolio 
has a 98% correlation to the S&P500 itself. By adding commodity 
diversification through producer equities (column 2) at the 10% level, 
there is a reduced correlation to the equity market, however the 
volatility actually increases. 

The views and opinions reflected in this paper are those of the author and do not 
necessarily reflect that of Auspice Capital Advisors, its affiliates or its employees 
as a whole.

Taking it a step further, adding direct investment in commodities 
through the benchmark BCOM index (column 3) and a lower 
correlation to equity than resource equity has the beneficial effect 
of lower volatility. While one might expect improved absolute and 
risk-adjusted returns, the results are actually slightly lower. This 
is due to the fact the passive long commodity benchmarks have 
underperformed the equity market and the 60/40 portfolio in the 
specific highlighted timeframe. 

However, despite the timeframe, by adding the tactical commodity 
strategy (column 4), the portfolio has the opportunity for real 
improvement on all measures. In addition to improved returns, the 
portfolio now has lower volatility and drawdown, along with higher 
risk-adjusted metrics of Sharpe and Sortino. This has also reduced 
the negative skew of a traditional portfolio, a desirable outcome. 

PORTFOLIO DIVERSIFICATION BENEFITS

IMPORTANT DISCLAIMERS & NOTES

ADDING COMMODITY DIVERSIFICATION 
TO A PORTFOLIO

Table 2

JAN 2000 - DEC 2018
60/40
(Without 

Commodities)

with MSCI
Commodity
Producers

with BCOM TR
Commodity 

Index

with ABCTRI
Tactical 

Commodity

Commodity Allocation 0% 10% 10% 10%

Annualized Portfolio Return 5.36% 5.39% 5.04% 5.76%

Volatility 8.44% 9.02% 8.29% 7.79%

Correlation to S&P500 0.98 0.97 0.97 0.97

Max Drawdown -31% -33% -32% -26%

Sharpe 0.69 0.66 0.66 0.79

Sortino 1.03 0.98 0.99 1.22

Skew -0.62 -0.62 -0.74 -0.54

Regardless of the timing aspects of commodity cycles or fears of 
inflation, the most important takeaway is that adding a tactical 
commodity exposure potentially benefits a portfolio more than 
resource equity or long-only commodity benchmark approaches. 
Including a tactical broad commodity index allocation has the ability 
to improve overall performance and significantly reduce volatility 
and drawdowns.  

The Auspice Broad Commodity (ABCTRI) strategy is one such 
tactical approach that is run by seasoned commodity experts 
that manage mandates for retail and institutional clients globally.

CLOSING

Futures trading is speculative and is not suitable 
for all customers. Past results is not necessarily  
indicative of future results. This document is for 
information purposes only and should not be  
construed as an offer, recommendation or solicitation  
to conclude a transaction and should not be  
treated as giving investment advice. Auspice Capital 
Advisors Ltd. makes no representation or warranty 
relating to any information herein, which is derived 
from independent sources. No securities regulatory  
authority has expressed an opinion about the  
securities offered herein and it is an offence to  
claim otherwise. *The performance of Auspice Broad 
Commodity Index prior to 9/30/2010 is simulated 
and hypothetical as published by the NYSE.

PERFORMANCE NOTES
The Equity benchmarks used in this material are intended  
to reflect the general equity market performance. They 
are shown to illustrate the noncorrelated attributes  
versus other assets. Adding non-correlated assets within 
a portfolio has the potential to reduce portfolio volatility 
and drawdowns.

DETAILS OF INDICES
Auspice Broad Commodity Index (Total Return) or  
“ABCERI” represent returns calculated and published  
by the NYSE. The index does not have commissions,  
management/incentive fees or operating expenses.

Bloomberg Commodity Index (Total Return) (BCOM  
TR), is a broadly diversified index that allows investors  
to track 19 commodity futures through a single,  
simple measure. Total Return (TR) Indexes include  
collateral return.

S&P 500 is an index of 500 stocks chosen for market 
size, liquidity and industry grouping, among other factors.  
The S&P 500 is designed to be a leading indicator of 
U.S. equities and is meant to reflect the risk/return  
characteristics of the large cap universe. Total Return data 
is used (including dividends).

S&P Goldman Sachs Commodity Index (Excess  
Return) (S&P GSCI TR), is a composite index of commodity  
sector returns representing an unleveraged, long-only  
investment in commodity futures that is broadly diversified 
across the spectrum of commodities. Total Return (TR)  
Indexes include collateral return.

60/40 Portfolio:  The benchmark 60/40 portfolio uses  
60% S&P500 and 40% Bloomberg Barclays US  
Aggregate Bond Index, rebalanced annually. 

Bloomberg Barclays US Aggregate Bond Index: Total  
Return Value Unhedged USD. The Bloomberg Barclays 
US Aggregate Bond Index is a broad-based flagship 
benchmark that measures the investment grade, US  
dollar-denominated, fixed-rate taxable bond market.

The MSCI World Producers Index (MSCI WPI) captures  
the global opportunity set of commodity producers  
in the energy, metal and agricultural sectors.  
Constituents are selected from the equity universe of  
MSCI World, the parent index, which covers large and  
mid cap securities across 23 Developed Markets  
(DM) countries*. All index constituents are categorized  
in one of twelve sub-industries according to the Global  
Industry Classification Standard (GICS®), including:  
integrated oil & gas, oil & gas exploration & production,  
gold, steel, aluminum, precious metals & minerals,  
agricultural products, paper products, and forest products.


