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Commodities as an Asset Class

• Inflation Hedge

• New Piece of the Portfolio Allocation

• Exposure to China and Emerging Economies

• Perception of Return > or = Stock, Bonds and Real Estate



• The CPI was created after World War 1 for calculating cost of living 
adjustments to wages. Regular publication started in 1921. CPI’s stated 
goal is to calculate what it costs to maintain a constant level of living 
defined as ‘satisfaction’ (or ‘utility’ in economics).

• This summary intends to break down the changes to the CPI and 
present an idea of how it has changed over the last several decades

All of Inflation’s Little Parts

• Each month, the Bureau of Labor Statistics gathers 84,000 prices in 
about 200 categories — like gasoline, bananas, dresses and garbage 
collection — to form the Consumer Price Index, one measure of 
inflation. 

• The categories are weighted according to an estimate of what the
average American spends, as shown on the next page. 

CPI- Inflation



Source: Sources: Bureau of Labor Statistics; Michael Balzer, University of Konstanz (Germany)
Matthew Bloch, Shan Carter and Amanda Cox/The New York Times

Interactive pie chart of CPI 
components:

http://www.nytimes.com/interactive/2008/05/03/business/20080403_SPENDING_GRAPHIC.html



Some real-time and future expected 
inflation barometers:

• TIPS spread over 10 yr treasuries (use IEF/TIP ETFs)

• Money supply, (MZM, M3-M0 - although Japan in 1990’s was a setback for 
this barometer given you had double digit increases in M3 occurring 
contemporaneously with deflation)

• ERCI Future Inflation Gauge (has stat significant predictability of Fed Fund 
rates)

• Eurodollar futures

• Hourly wages (wages are estimated to be 60-70% of total costs in US)

• Commodities 

• Currencies relationships

• Treasury curve



US Dollar Monetary Base
1917-2009



Money Supply Definition



M1=Cash and Other



China

– Total Chinese Hog Production:  1,062,000,000!
– US Production, by comparison, is 150,000,000

• China had a 4.5%  increase in 2008 = 48,000,000 hogs
• Based on the latest arable land and population data from the World Bank, China must feed 

9.1 persons for each hectare of arable land, whereas the United States needs to feed only 
1.7 persons. 
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Timing the Business Cycle



A Reason for 
Commodity Index Funds

1959 -2004 * Yale Study on Commodities
Gorton, Gary and Rouwenhorst, K. Geert  Facts and Fantasies about 
Commodity Futures 2004

Inflation is Highest during a recession??



Commodity Cycles

1959 -2004 * Yale Study on Commodities

Grains and Oilseeds do better then other commodities
In a late recession

Energy 
Underperforms
During late 
Recession



Commodity Cycles Cont

1959 -2004 * Yale Study on Commodities



Commodity Cycles Cont



Commodity Cycles Cont

Commodity Prices in Constant Dollars seem Cheap?



Historical Corn Prices
1901-2006
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70% devaluation in 1934
Gold went from $20.67 and ounce

to $35
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Commodity Cycles Cont



Funds Move Further 
Out on the Curve

Good News: Wider Carries out further on the curve!
Bad News: More of a chance for inverse moves to the curve



Picking the Curve

All hedgers should understand Who, Where / When, Why and What of the 
market participants that systematically roll rebalance etc on certain dates.



Owning Physical

• Gold ETF 40 Billion in Physical Gold.
• i.e., Grain Repos Good for Both Parties  (Forward Contracts?)
• Could Position Limits force the marketplace into more physical ownership?
• Rep. Collin Peterson (House Ag Committee Chairman) “Commodity 

Markets Transparency and Accountability Act 2008”- Only Bona Fide 
Hedgers get Hedger status for position limit exemption.

• Hedge Funds buying Grain Elevators i.e. “White Box”
• Hedge Funds, Institutions Buying other related Agriculture and 

transportations assets:
Bulk Cargo Ships
Barges
Railcars
Farmland



Conclusion

• Best way to own is to own the producing asset. (Because of Carrying Cost)

• Increased appetite for MLPS & REITS.

• Funds move further out on the curve. (Because of Carrying Cost)

• New investors come into commodities everyday.

• New investors and products will and should work with the commercial space 
(Grain Companies) to share their exposure. What seems like a threat could 
be a great opportunity for the bottom line of grain companies.

• Watch out for Currency Intervention Price vs. Fundamentals


