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1. Why commodities?
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Commodities have shown a risk-return profile 
very similar to traditional equity investments 

Commodities still bear very little correlation with 
equity investments in the long-run

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
* Commodities are here represented by the S&P GSCI TR index
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Commodities offer a great tool to minimize 
tracking error relative to inflation-linked liabilities

Commodities have done particularly well during 
inflationary periods

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
Note: We take the top one-third months with the highest YoY inflation 
rates as “high inflation”
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Commodities complement equity and debt 
markets from an ALM perspective

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Commodities can improve the risk-return 
profile of a traditional portfolio

Because of a reverse relationship to inflation, 
commodities show a strong negative correlation 

with fixed income investments

Historically, investors would have improved the 
risk-return profile of their investments by adding 

commodities to their portfolio

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
* Commodities are here represented by the S&P GSCI TR index

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Commodity-related equities do not offer 
the same exposure

Commodity-related equities are often more 
exposed to the movements of the equity market 

than to commodity prices

While EM equities are correlated to 
commodities, they are far from a perfect 

instrument to access commodities 

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
* On weekly returns from Jul-00 to present.

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
* On weekly returns from Jul-00 to present.
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2.
Why now? A recovery geared
towards commodity demand
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EMs are in much better shape than 
advanced economies

Source: IMF, BP, BofA Merrill Lynch Global Commodity Research

High savings rates in EMs should have enabled 
a high investment rate in the energy sector

Source: IMF, BofA Merrill Lynch Global Commodity Research
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EM-led recovery means strong EM FX & 
domestic commodity demand 

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research

Oil prices are affected by individual currency 
movements, but they also feed back into 

exchange rates by changing the terms of trade

Source: EcoWin, BofA Merrill Lynch Global Commodity Research
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Commodities are the new tug of war 
between China and the OECD economies

Source: Bloomberg, BofAML Global Commodity Research
Note: based on a regression of YoY changes of net exports (as % of GDP) on YoY pct 
changes in oil prices and non-energy commodity prices using quarterly data from 1997 to 
2009.

We find that both China and the US current 
accounts are vulnerable to higher oil prices

Chinese oil demand has accelerated compared 
to a significant reduction in the United States 

Source: Bloomberg, BofAML Global Commodity Research
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The recovery in oil demand will be driven 
by emerging markets

Source: IMF, IEA, BofAML Global Commodity Research

The global economy is bouncing back after the 
sharpest recession in the post WW II period

The recovery in oil demand is driven by Asia, 
the Middle East and Latin America

Source: IEA, BofAML Global Commodity Research
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Urbanization is a very commodity-intensive 
endeavour

Increased urbanization rates in emerging 
economies will  push up energy consumption

If global grain consumption continues along the 
growth path of recent years, supply will struggle 

to follow 

Source: BofA Merrill Lynch Global Commodity Research Source: USDA, BofA Merrill Lynch Global Commodity Research
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1.7 billion unlevered consumers have GDP 
per head of $5-20k 

Source: World Bank, IMF, UN, BofAML Global Commodity Research 

On our estimates, there are about 1.7 billion 
consumers sitting on an annual GDP per head 

of $5,000 to $20,000 

The $5 to $20,000 bracket of income is a 
sweet spot for the consumption of durable 
goods and a sweet spot for leverage too 

Source: EIA, BofAML Global Commodity Research 
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The recession created spare productive 
capacity, but not so much for commodities

Source: Federal Reserve, BofAML Global Commodity Research 

At the peak of the last business cycle most 
economic sectors saw capacity utilization rates 

above 80% 

Productive capacity has increased above 
previous business cycle downturns in a 
number of economic sectors in the US 

Source: Federal Reserve, BofAML Global Commodity Research 
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Supply constraints could return in 2010, 
prompting OPEC to raise oil production

Source: IEA, BofAML Global Commodity Research

Non-OPEC oil supply growth will likely fall far 
short of demand growth expectations over the 

coming five years

OPEC crude oil supply has to increase to fill 
the gap, eating into spare capacity

Source: IEA, BofAML Global Commodity Research
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Demand should continue to outpace supply. 
Marginal costs tend to rise with higher output

Many producers commonly experience zero (or 
negative) output growth in old projects 

Relative to 1970, we are today using 26% more 
farmland to feed 80% more people

Source: IEA, BofA Merrill Lynch Global Commodity Research Source: USDA, BofA Merrill Lynch Global Commodity Research
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Copper: Fundamentals remain structurally 
strong

Source: Bloomberg, BofAML Global Commodity Research 

We see 3-month copper prices averaging 
$7,125/t ($3.23/lb) in 2010 The copper concentrates market remains tight

Source: Brook Hunt, CRU, company reports, Metal Bulletin, 
BofAML Global Commodity Research 

0
200
400
600
800

1,000
1,200
1,400
1,600
1,800
2,000

02 03 04 05 06 07 08 09
0
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
US$/t

Total Exchange Producer Consumer Other Cash price

Inventories, '000t

-600

-400

-200

0

200

400

600

95 97 99 01 03 05 07 09 11E
20

25

30

35

40

45

50

55

Concentrates balance Stocks  (rhs) Stocks, 5yMA (rhs)

'000 tonnes Days of demand



20

08 April 2010

Aluminium: Can’t escape the weak 
fundamentals

Source: Bloomberg, BofAML Global Commodity Research

We expect 3-month aluminium prices to 
average $2,025/t (0.92c/lb) in 2010

The aluminium market will likely remain in a 
massive surplus this year and next

Source: Brook Hunt, BofAML Global Commodity Research
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We see gold surging to $1500/oz in three stages: 
credit risk, USD weakness, commodity strength

Source: Bloomberg, BofAML Global Commodity Research

Gold prices have rallied with the depreciation of 
the USD since April

Gold is now breaking free from a weak dollar 
and appreciating in all currencies

Source: Bloomberg, BofAML Global Commodity Research
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Emerging Market capital inflows are bullish 
for gold

Source: World Gold Council,  BofAML Global Commodity Research

Top reserve holders need to increase their 
exposure to gold

Money supply is increasing a lot faster than 
gold

Source: IMF, World Gold Council,  BofAML Global Commodity 
Research
*Note: gold above ground stocks in the form of private investment and official holdings
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Executive Summary

The commodity super-cycle is not over, it is just pausing.

While gold led other commodity prices higher in 2009, a strong cyclical upswing will likely 
provide support to commodities across the board.

Our economics team expects the world economy to grow by 4.4% in 2010 and 4.5% in 2011. 

On the back of this view, we see a significant increase in the demand for energy and 
industrial commodities around the world.

In our view, WTI and Brent oil prices will average $85/bbl, above the forward curve, and we 
believe that prices could spike above $100/bbl as we approach 2011.

We do not expect the weakness in US natural gas prices to dissipate any time soon and we 
remain concerned on continued negative roll returns.

We forecast a tighter copper balance, with prices averaging $7125/t in 2010 and $8000/t in 
2011, but foresee an uneventful year for aluminium in 2010, with prices averaging $2025/t.

Gold should surge to $1500/oz by the end of 2011 in three differentiated stages including 
credit risk, USD weakness and commodity strength. We are currently transitioning from 
phase 2 to phase 3.
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3. How? Vehicles for commodity exposure
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Investors have been steadily increasing their 
exposure to commodities

Source: CFTC, Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Broad-based commodity investment has the 
largest share of the exposure among passive 

vehicles 

Among active vehicles, the bulk of the exposure 
is also found in broad-based commodity 

vehicles

Source: Commercial hedge fund databases, Bloomberg, BofA Merrill Lynch 
Global Commodity Research

Source: Commercial hedge fund databases, Bloomberg, BofA Merrill
Lynch Global Commodity Research
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Commodity index funds are mostly linked to 
the DJ-UBS TR index

The largest funds by AUM are funds tracking 
the DJ-UBS index Index funds tend to charge relatively low fees

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Commodity hedge funds come in different 
shapes, even blending various asset classes

Many commodity hedge funds charge not only 
management fees but also performance fees

Because of the complexity of their exposure, 
commodity hedge funds come in very different 

styles

Source: Commercial hedge fund databases, BofA Merrill Lynch Global 
Commodity Research

Source: Commercial hedge fund databases, Bloomberg, BofA Merrill
Lynch Global Commodity Research
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4. Enhanced beta & alpha
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Spot, roll and T-bill returns are uncorrelated 
to each other

Source: Bloomberg, BofAML Commodity Research Source: Bloomberg, BofAML Commodity Research

About 2/3 of the price appreciation seen in 
traditional commodity benchmarks has been 

eroded by negative roll returns 
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Enhanced beta strategies have performed 
substantially better than traditional indices 

during the last five years

Enhanced beta strategies have performed 
substantially better than their benchmarks with 

very little tracking error 

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Source: Bloomberg, BofAML Commodity Research Source: Bloomberg, BofAML Commodity Research 

MLCX Unseasonal nag gas index offers 
significantly better risk-adjusted returns than 
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Long-dated exposure can greatly improve 
the risk-return profile of benchmarks

Source: Bloomberg, BofAML Commodity Research

Historically, long-dated exposure has been able 
to provide better performance than other indices

We also find that long-dated exposure can 
improve the risk-return profile of the allocation

Source: Bloomberg, BofAML Commodity Research
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Alpha opportunities may increase as the 
economy recovers

Commodity investment flows are already 
increasing on the back of a perceived recovery 

in global economic growth

Front end contracts have increased in 
importance at the nat gas market

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
*In our estimates we include 222 ETFs/ETNs  (excluding physically backed 
ETFs) and 60 funds.

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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No significant change in open interest in WTI If anything, front end contracts have increased 
in importance at the LME  

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Divergent hedging needs help create 
structural alpha

By combining enhanced beta commodity 
exposure with a traditional commodity index 

such as the S&P GSCI…

…or the DJ-UBS in a long/short format, 
investors are able to package structural alpha 

into a single strategy

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research

 Outperformance over S&P GSCI by using long-dated rolls

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

Nov-03 Nov-04 Nov-05 Nov-06 Nov-07 Nov-08 Nov-09

 Outperformance over DJ-UBS by using long-dated rolls

-2.0%

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

Nov-03 Nov-04 Nov-05 Nov-06 Nov-07 Nov-08 Nov-09



37

08 April 2010

Diversification benefits of commodities play 
out in the alpha as well as in the beta side

Our track record in designing outperformance 
strategies suggests commodities offer plenty of 

structural alpha opportunities

The well-known diversification benefits of 
commodities also play out among alpha 

strategies 

Source: BofA Merrill Lynch Commodity Research
*Estimates based on monthly returns since Feb-02.

Source: BofA Merrill Lynch Research
*Estimates based on monthly returns since Feb-02.
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Divergent hedging needs help create 
structural alpha on the volatility space

The richness of implied volatility in commodities 
translates in outperformance of call overwriting 

Call overwriting can improve the risk-return 
profile of the allocation

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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Moving to neutral returns (alpha) when 
market risk is high improves efficiency

In our example, the composition of the portfolio 
changes depending on the volatility of the beta 

component

Targeting a volatility of about 10%, a dynamically 
rebalanced portfolio can substantially beat its 

beta component over the long run

Source: Bloomberg, BofA Merrill Lynch Global Commodity Research Source: Bloomberg, BofA Merrill Lynch Global Commodity Research
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