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Investing in the commodity asset class
The Institute of Actuaries Investment Conference

5 April 20115 April 2011

Commodities: a distinct asset class

● Returns are largely independent of equity and bond returns

● Significant breadth of investment instrumentsg

● Opportunities exist in both commodities and resource equities

● We believe we are in a 25 year bull market in commodities

● Multiple demand drivers
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What are the different commodities?
Broad commodity universe; however not all accessible via commodity futures

Energy Precious metals Base and Bulk metals Agriculture and Softs

● Crude oil

● Natural gas

R fi

● Gold

● Silver

Pl ti

● Copper

● Aluminium

Zi

● Agriculture (corn, wheat, 
soybeans, sugar, cotton, 
coffee, cocoa)

● Refiners

● Oil services and 
equipment

● Alternative Energy (bio 
fuels, wind, solar, tidal)

● Electricity (utilities)

● Thermal Coal

● Nuclear

● Platinum

● Palladium

● Rhodium

● Diamonds

● Zinc

● Nickel

● Lead

● Tin

● Iron Ore

● Coking Coal

● Steel

● Metals and Mining

● Fertiliser (potash, 
phosphates, nitrogen)

● Livestock (beef, pork, 
poultry)

● Dairy

● Water

● Paper and Pulp

● Timber
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● Metals and Mining 
Equipment ● Mineral sands

Source: Barclays Capital and Investec Asset Management, February 2011; all figures are estimates.

The bull market so far...
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Source:  Bloomberg
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Demand growth is the key driver
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Source: CRU, BP, BH, USDA

● Multiple demand drivers:
− repair / renewal of developed world infrastructure
− urbanisation / industrialisation of emerging markets
− environmental demands

Emerging market commodity demand is driven by 
infrastructure investment...

● 97 additional airports to be built by 2020 – average of

$US 22 trillion is expected to be spent on EM 
infrastructure by 2017

Total expenditure (2008-2017):  US$21.7 trillion

Chinese infrastructure needs: 
more than 20 million people urbanised annually

China
$9.3tn 

Middle East
$0.9tn 

Russia
$2.2tn 

Brazil
$1.1tn 

Other emerging 
markets
$3.1tn

● 97 additional airports to be built by 2020 average of 
8 per year

● 1,300 GW new generating capacity by 2030 –
average 59 GW per year

● 17,000km of expressways by 2020 – average of 
1,400km per year

● 300,000 rural roads between 2006-2010 – annual 
average of 25,000km

● $300bn investment by 2011 to expand the railway 
network
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India
$2.8tn 

Other Asia
$2.4tn 

● >$1 trillion IT investment in China, India and Brazil 
forecast by 2014

China’s annual infrastructure build is similar to sum of the UK’s total installed capacity: 
electricity 60 GW peak demand and rail 16,545km

Source: Morgan Stanley, The Economist, Xstrata Plc.
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...but remember developed markets too!

Global infrastructure investment composition Life of infrastructure assets before maintenance
requirement

Developed: 
new
16%

Developing: 
Telecommunication cables

Developed: 
maintenance

27%

Developing: 
new

maintenance
30%

Tunnels

Electricity gridlines

Bridges, trestles & overpasses

Sewage treatment & disposal

Highways, roads & streets

Waste disposal facilities
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Developed world infrastructure will nearly match developing world

For example: US spending $50 billion on ‘clean’ technology (which includes copper-intensive investment in a smart 
grid and renewable power generation), $8bn on construction of high-speed railways,

and $1.3bn on maintenance of aging Amtrak

Source: World Bank, Macquarie, Xstrata Plc.

new
27% 10 20 30 40 50 60 70

Years

Commodities perform differently over time

Index 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
YTD
2011

Crude Oil 122.7% 50.7% -25.4% 58.3% 27.5% 44.8% 21.2% -17.0% 47.4% -55.5% 7.2% -0.1% 1.0%

Natural Gas -4.3% 325.3% -81.1% 39.1% 15.2% -38.3% 49.1% -73.7% -20.0% -35.8% -55.4% -40.2% -9.2%4.3% 325.3% 81.1% 39.1% 15.2% 38.3% 49.1% 73.7% 20.0% 35.8% 55.4% 40.2% 9.2%

Gold 1.4% -5.3% 2.5% 24.5% 19.0% 4.8% 17.5% 21.7% 29.9% 3.9% 22.9% 28.7% -0.9%

Silver 11.2% -13.8% -2.0% 4.2% 23.3% 14.0% 29.1% 44.6% 14.1% -25.4% 47.6% 81.8% 9.3%

Copper 22.2% -2.9% -20.1% 1.6% 45.7% 53.9% 73.9% 54.1% 12.0% -52.2% 135.8% 29.7% 2.8%

Zinc 31.9% -13.3% -27.7% -9.9% 23.6% 16.5% 51.2% 136.7% -40.8% -51.1% 98.1% -8.7% 2.1%

Aluminium 28.7% -3.2% -14.1% -3.1% 20.0% 21.8% 18.7% 23.9% -15.7% -40.1% 33.7% 5.7% 4.4%

Sugar -20.4% 73.3% -15.5% 34.7% -19.8% 24.2% 49.2% -25.5% -10.8% -19.9% 86.3% 24.0% -2.5%

Soybeans -16.5% 5.3% -14.6% 41.0% 54.8% -13.4% 7.9% 3.2% 61.5% -21.2% 22.9% 34.9% -3.5%
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Top performing commodity

Worst performing commodity

Source: Bloomberg and IAM using S&P GSCI USD historical returns, as at 28.02.11.

Wheat -26.5% -9.8% -13.8% 2.5% 5.0% -29.3% -5.9% 25.9% 59.2% -38.5% -26.0% 21.2% -0.7%

Corn -16.8% -5.0% -25.5% -2.5% -2.7% -28.4% -15.7% 46.8% 2.2% -21.9% -10.1% 30.7% 14.4%
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...and generally show low correlations with other asset classes

● There is a low historical correlation between different commodities

● Commodities historically are lowly correlated with most equity indices

10 yrs to 31.12.2010
Crude 

Oil Copper Gold Wheat

SPGSCI 
TR 

Index

DJUBS
TR 

Index
S&P 
500

MSCI 
World 
Index

MSCI 
World 

Materials 
Index

MSCI 
World 
Energy 
Index

Crude Oil 1.00 0.32 0.27 0.22 0.89 0.75 0.18 0.25 0.31 0.47

Copper 1.00 0.32 0.21 0.43 0.58 0.25 0.40 0.51 0.43

Gold 1.00 0.16 0.33 0.45 -0.03 0.09 0.29 0.21

Wheat 1.00 0.33 0.44 0.13 0.19 0.21 0.22

SPGSCI Commodities Index 1.00 0.91 0.22 0.33 0.40 0.54

DJUBS Commodities Index 1.00 0.24 0.37 0.48 0.55
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S&P 500 1.00 0.89 0.62 0.69

MSCI World Index 1.00 0.85 0.80

MSCI World Materials Index 1.00 0.76

MSCI World Energy Index 1.00

Source: Bloomberg. Weekly correlations. 

A comparison of commodity indices
Commodity index composition
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Disparate index construction with strong sector bets requires knowledge from buyer

Note: Standard & Poor’s Goldman Sachs Commodity Index (S&P GSCI) (Jan 2010 weights), Dow-Jones UBS Commodity Index (DJ-
UBS) (Jan 2010 revision weights), Reuters/Jefferies Commodity Research Bureau (RJ-CRB) Index (weights from last revision 2005).
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Active commodity and resource equity investing
Commodities and resources: Expanding the opportunity set

Commodity plus Resource Equity

Energy Precious Metals Base and Bulk Metals Softs

Commodity Equity Commodity Equity Commodity Equity Commodity Equity

Oil Oil i G ld G ld Al i i Al i i Wh t Wh tOil Oil companies Gold Gold Aluminium Aluminium Wheat Wheat

Natural Gas Gas companies Silver Silver Copper Copper Soybeans Soybeans

E & Ps Platinum Platinum Nickel Nickel Corn Corn

Oil services Palladium Palladium Zinc Zinc Sugar Sugar

Refiners Diamonds Livestock Livestock

Alternative Energy Lead Lead Agriculture Equip

Tin Tin Fertiliser

Thermal Coal Steel Seeds

Iron Ore Pesticides

Uranium Uranium Met Coal
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Uranium Uranium Met Coal

Manganese

Ferrochrome

Price drivers

Commodity

Equity

Commodity prices

Commodity prices Costs Production ReservesSupply / Demand

Supply / Demand

Green font: no direct exposure to underlying commodity available; have to allocate through resource equity

Blue font: most liquid commodities futures contracts
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4.3% over 12 months 2.9% over 12 months
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Source: Investec Asset Management
As at 28 February 2011.

16.2% over 12 months
17.9% over 12 months
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Constructing an active portfolio

PortfolioIndexIndex PortfolioIndexIndex

Portfolio
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Resource equity

Traditional asset space Commodity and resources investment

Commodities & Resource equities
Summary views

The shorter-term case 
for commodities

At a glance – Commodity and Resource equity views over next 3-6 months

Commodity Equity Commodity Equity Commodity Equity Commodity Equity

  Precious   Base and   Ags and  Energy   Precious 
Metals   Base and 

Bulk Metals   Ags and 
Softs  

Crude Oil   Gold   Copper   Corn  

Natural Gas   Silver   Aluminium   Soybean  

Refiners   Platinum   Zinc   Wheat  

Oil services   Palladium   Nickel   Sugar  

Alternative 
Energy

n/a  Diamonds   Iron Ore   Fertilizer  

Thermal Coal   Coking Coal   Cotton  n/a
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Views expressed for a resource equity sector are subjective and are for the sector as a whole. Investec will have different views 
for different stocks within that sector.  As at February 2011

 Neutral  Strongly up  Sharply down  Trending up  Trending down

Uranium   Steel   Livestock  
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Active commodity and resource equity investing
Key points to remember

● We believe the 25 year bull market in commodities is real

● The journey will not be smooth as demand differs, so maintain your exposure and lower 
your volatilityy y

● Ensure your manager makes use of the widest investment opportunity set

● Commodities / Resource equities do not all move in the same direction

● Know when to play the underlying commodity or the resource equity

● Liquidity is a real concern to ensure entry and exit at market prices

● Short exposure can generate additional returns and dampen volatility
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Targeting alpha generation with diversification

Thank you

Edward Evers
Director, UK Institutional
Tel: + 44 (0)20 7597 1826
Email: Edward.Evers@investecmail.com
www.investecassetmanagement.com
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Important information

This communication is not for general public distribution. If you are a private investor and receive it as part of a general circulation, please 
contact us at +44 (0)20 7597 1900. 

The value of this investment, and any income generated from it, will be affected by changes in interest rates, general market conditions 
and other political, social and economic developments, as well as by specific matters relating to the assets in which it invests. Investors 
are not certain to make profits losses ma be made All the information contained in this comm nication is belie ed to be reliable b tare not certain to make profits; losses may be made. All the information contained in this communication is believed to be reliable but 
may be inaccurate or incomplete. Any opinions stated are honestly held but are not guaranteed and should not be relied upon. 

This is not a buy, sell or hold recommendation for any particular security. The portfolio may change significantly over a short period of 
time. 

This communication is provided for general information only. It is not an invitation to make an investment nor does it constitute an offer 
for sale. The full documentation that should be considered before making an investment, including the prospectus and simplified 
prospectus or offering memorandum, which set out the fund specific risks, is available from Investec Asset Management. 

This communication should not be distributed to private customers who are resident in countries where the Fund is not registered for sale 
or in any other circumstances where its distribution is not authorised or is unlawful. Please visit 
www.investecassetmanagement.com/registrations to check registrations by country. 

In the USA, this communication should only be read by institutional investors, professional financial advisers and, at their exclusive 
S S S S O O S O S SO S
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discretion, their eligible clients, but must not be distributed to US Persons. THIS INVESTMENT IS NOT FOR SALE TO US PERSONS.

Telephone calls may be recorded for training and quality assurance purposes. Issued by Investec Asset Management, March 2011.


