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Biiwii Commentary 
 

eResearch Corporation is pleased to provide an article and video, courtesy of Biiwii.com, and 

written by Murray Ashton of E-piphany (link to the Author is provided on the following page). 

 

The article, starting on the next page, is entitled: “Why Commodities Are a Better Bet These 

Days”.  
 
Biiwii.com was created in mid-2000 solely as a way to help get the message out about 
deeply-rooted problems about too much debt and leverage within the financial system. 

The concerns were confirmed and the message proved justified 3 to 4 years later as the 
system began to purge these distortions, resulting in a climactic washout extending 
from October, 2008 to March, 2009.   

 
Along the way, a geek-like interest in technical analysis, a long-time interest in human 
psychology, and various unique macro market ratio indicators were added to the mix, 

with the result being a financial market newsletter (and dynamic interim updates), 
Notes From The Rabbit Hole (NFTRH) that combines these attributes to provide a 
service that is engaged and successful in all market environments by employing risk 

management first, and opportunity for speculation second. 
 
 

But It Is What It Is: You can access Biiwii at its website: www.biiwii.com. 
 

Notes From The Rabbit Hole: You can access NFTRH at its website: www.NFTRH.com 

 
 
 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. As a 

primary source for professional investment research, our Subscribers (subscription is free!!!) benefit by 

having written research on a variety of small- and mid-cap, under-covered companies. We also provide 

unsponsored research reports on middle and larger-sized companies, using a combination of fundamental 

and technical analysis. We complement our corporate research coverage with a diversified selection of 

informative, insightful, and thought-provoking research publications from a wide variety of investment 

professionals. We provide our professional investment research and analysis directly to our extensive 

subscriber network of discerning investors, and electronically through our website: www.eResearch.ca. 
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Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which 
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Why Commodities Are a Better Bet These Days  
By Michael Ashton 
 

 
 
January 17, 2018 
 
It has been a long time since an article about commodities felt like ‘click bait.’ After all, 
commodity indices have been generally declining for about seven years – although 2016 saw a 
small advance – and the Bloomberg Commodity Index today sits 63% below its all-time high set 
in the summer of 2008.  
 
I have written before, quite a bit, about this absurdity of the market, represented in the following 
chart comparing one real asset (equities) to another real asset (commodities).  
 
The commodity index here is the Bloomberg spot index, so it does not include the drag (boost) 
from contango (backwardation). 
 

 
 
This is the fair comparison for a forward-looking analysis. Some places you will see the 
commodity index plotted against the S&P, as below. Such a chart makes the correct inference 
about the historic returns to these two markets; the prior chart makes a more poignant point 
about the current pricing of stocks versus commodities. 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/fig9-7-2/
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There is nothing that says these two markets should move in lock-step as they did from 2003-
2007, but they ought to at least behave similarly, one would think. So it is hard to escape the 
reasoning that commodities are currently very cheap to equities, as one risk-asset to another. 
 
Furthermore, commodity indices offer inflation protection. Here are the correlations between 
the GSCI and headline inflation, core inflation, and the change in those measures, since 1970 
and 1987 respectively. 
 

 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/stockscomm-2/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/table1-3/
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Stocks? Not so much! 
 

 
 
So, commodities look relatively cheap…or, anyway, they are relatively cheaper, having gone 
down for 7 years while stocks went higher for 7 years. And they give inflation protection, while 
stocks give inflation un-protection.  
 
So, what is not to like? How about performance! The last decade has been incredibly rough for 
commodities index investors. However, this is abnormal. In a watershed paper in 2006 called 
Facts and Fantasies about Commodity Futures, Gorton and Rouwenhorst illustrated that, 
historically, equities and commodity futures have essentially equivalent monthly returns and 
risks over the period from 1959-2004. 
 
Moreover, because the drivers of commodity index returns in the long run are not primarily spot 
commodity prices[1] but, rather, the returns from collateral, from roll or convenience yield, from 
rebalancing, and from “expectational variance” that produces positive skewness and kurtosis in 
commodity return distributions,[2] we can make some observations about how expected returns 
should behave between two points in time. 
 
For example, over the last few years, commodities markets have been heavily in contango, 
meaning that, in general, spot prices were below forward prices. The effect of this on a long 
commodity index strategy is that when futures positions are rolled to a new contract month, 
they are being rolled to higher prices. This drag is substantial.  
 
The chart below shows the Bloomberg Commodity Index spot return, compared to the return of 
the index as a whole, since 2008. The markets have not all been in contango, and not all of the 
time. But they have been in serious contango enough to cause the substantial drag you can see 
here. 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/table2-2/
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So, here is the good news. Currently, futures market contango is the lowest it has been in quite a 
while. In the last two years, the average contango from the front contract to the 1-year-out 
contract has gone from 15% or so to about 2% backwardation, using GSCI weights (I know I 
keep switching back and forth from BCOM to GSCI. I promise there is nothing sinister about it – 
it just depends what data I had to hand when I made that chart or when it was calculated 
automatically, such as the following chart which we compute daily). 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/spvstr/
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This above chart implies a substantial change in the drag from roll yield – in fact, depending on 
your weights in various commodities the roll yield may currently be additive. 
 
The other positive factor is the increase in short-term interest rates. Remember that a 
commodity index (in most cases) represents a strategy of holding and rolling futures contracts 
representing the desired commodity weights.  
 
To implement that strategy, an investor must put up collateral – and so an unlevered 
commodity index return consists partly of the return on that particular collateral. It is generally 
assumed that the collateral is three-month Treasury Bills. Since the financial crisis, when 
interest rates went effectively to zero in the USA, the collateral return has approximated zero. 
However, surprise! One positive effect of the Fed’s hiking of rates is to improve projected 
commodity index returns by 1.5-2% per year (and probably more this year).  
 
The chart below shows 3-month T-Bill rates. 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/backward/
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I hope this has been helpful. For the last 5 years, investing in commodities was partly a 
value/mean-reversion play. This is no longer so true: the change in the shape of the futures 
curves, combined with rising interest rates, has added substantially to the expected return of 
commodity indices going forward. It is about time! 

 
 

[1] This is a really important point. When people say “commodities always go down in the 

long run because of increased production,” they’re talking about spot commodity prices. 

That may be a good reason not to own spot gold or silver, or any physical commodity. 

Commodity spot returns are mean reverting with a downward slant in real space, true. But 

a commodity index gets its volatility from spot returns, but its main sources of long-term 

return are actually not terribly related to spot commodities prices. 

 

[2] In other words while stocks “crash” downwards, commodities tend to “crash” upwards. 

But this is not necessary to understand what follows. I just want to be complete. The term 

“expectational variance” was coined by Grant Gardner. 
 

 
 
 
 
 

http://biiwii.com/wp/
http://biiwii.com/wp/
https://mikeashton.wordpress.com/2018/01/16/why-commodities-are-a-better-bet-these-days/tb3/
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Biiwii/NFTRH on the Web 

NFTRH and Biiwii.com commentary and technical analysis have regularly been published, 

highlighted and/or quoted at SeekingAlpha, Investing.com, MarketWatch, Yahoo Finance, 

Ino.com, TalkMarkets and many more since 2004. 

Biiwii.com is proud to be included in the 50 Blogs Every Serious Trader Should Read from 

TraderHQ.com. 

 

Biiwii: but it is what it is 

NFTRH: Notes From The Rabbit Hole 
  

 

http://biiwii.com/wp/
http://biiwii.com/wp/
http://nftrh.com/
http://biiwii.com/wp/about-tos/biiwiinftrh-on-the-web/biiwii.com
http://seekingalpha.com/
http://www.investing.com/
http://www.marketwatch.com/
http://finance.yahoo.com/
http://www.ino.com/?a_aid=CD150
http://www.talkmarkets.com/home
http://traderhq.com/best-trading-blogs
http://traderhq.com/

