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Commodities have outperformed every major asset class in the Tlast two years by double-
digit margins.l This was particularly impressive in 2022, when every major asset class

posted large losses but commodities posted substantial gains.? 2022 was a clear-cut case
for diversifying a traditional portfolio of stocks and bonds with commodities. Beyond
tactical opportunities, academic research has highlighted the advantages of using broad
commodities as a staple component 1in Tong-term strategic asset allocations. However,

close to half of the investors recently surveyed have no exposure to commodities.3 Recent
impressive performance is changing the mood rapidly, with 45% of those not invested in

commodities now considering investing.* we believe, whether you look at recent or long-
term data, the case for broad commodity inclusion in a portfolio is compelling. In this
blog series, our objective is to lay out the many factual reasons why a broad commodity
investment can be additive to a portfolio, starting with its diversification
superpowers.

Quantitative analyses show that broad commodities are a very powerful source of
diversification in a multi-asset portfolio:

e Broad commodities are positively skewed when equities are negatively skewed.
e They exhibit low correlations to most of the traditional asset classes.

e They remain uncorrelated in a crisis and can provide relief to a portfolio 1in
geopolitical crises.

Positive Skew, Protection against Exceptional Events

Looking at the distribution of monthly returns of the Bloomberg Commodity Total Return I
ndex and the S&P 500 Total Return Index since January 1960, we observe that:

e The returns of commodities and equities deviate from a normal distribution.

o The returns of equities are negatively skewed (-0.49° instead of zero for a normal
distribution), meaning that there is more weight on the negative side of the

distribution. on the contrary, commodities are positively skewed (+0.85%), meaning
that Targe positive returns tend to be more common for commodities than Targe
negative returns when it is the contrary for equities.

overall, this means that, historically, we can observe that commodities’ Tosses have
been less deep and large gains more frequent than for equities.

In 2022, an energy crisis catalyzed by the Ukraine invasion sent the price of natural
gas, oil, oil products and agricultural products higher. This directly benefited broad
commodity indexes, which included these raw materials. Conversely, broad equity indexes
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suffered as profit margins were being squeezed by rapidly rising input costs. While
Europe seems to have been lucky with a mild winter—-which has allowed it to reduce energy
consumption and build inventory—-the Ukraine dinvasion is far from over, and further
energy price shocks can’t be ruled out.

while performance distributions are important, the relative relationship between those
two distributions is even more important for investors.

commodities Offer Diversification from the Main Asset Classes

Broad commodity futures contracts indexes show very Tlow correlations with most of the
main asset classes. Commodities are negatively correlated to U.S. Treasuries and U.S.
corporate bonds. They also offer a Tlow correlation to equities and U.S. high-yield
bonds.

It is worth noting that this very Tow correlation has been observed by academics as
well. Low correlations have been observed by Bhardwaj, et al., 2005, Edwards & Liew,
1999 and Levine, et al., 2018, among others.

Figure 1: Correlation between Main Asset Classes
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Sources: WisdomTree, Bloomberg, MSCI, S&F. January 1960 to January 2023, Calculations are based on monthly returns in USD. Broad commaodities (Bloomberg
Commaodity Total Return Index) and U.5. equities (S&P 500 Gross Total Return Index) data started in January 1960. Global equities (MSCI World Gross Total
Retumn Index) data started in December 1959, EM equities (MSCI Emerging Market Gross Total Return Index) data started in December 1987, U.S, Treasuries
(Bloomberg U5, Treasury Total Return Unhedged USD Index) and US. corporate bonds (Bloomberg U5, Comporate Total Return Unhedged USD Index) data
started in January 1973, U5, high-yield bonds (Bloomberg US. Corporate High Yield Total Retum Unhedged USD Index) data started in July 1983, Past
performance is not indicative of future results.

In the initial phases of the COVID-19 pandemic, correlations of many assets rose. Panic
selling, followed by 1indiscriminate buying fueled by guantitative easing, drove those
correlations higher. However, in the past year, the correlation between commodities and
equities has fallen again to a normal Tevel. Looking at daily correlations over the past

year, the correlation between U.S. equities and broad commodities is back to 14%.°

The correlations between commodities and emerging market equities (19%%), U.S. Treasuries

(5%%) and u.s. corporate bonds (9%%) have also remained extremely Tlow. These Tow
correlations once again make a compelling case for commodities as a diversification
tool.

Increased Diversification in Crisis

while its Tow correlation with equities has always been a strong argument for proponents
of commodity investments, critics have historically argued that this Tow correlation
does not hold in periods of crisis. Figure 2 shows the correlations between different
asset classes during the months when U.S. equities are down -5% or more to test this
hypothesis. It 1is worth noting that the correlation matrix 1is not significantly
different from figure 1. Commodities and U.S. Treasuries still offer the most
diversification versus other asset classes. The correlation between commodities and the
various asset classes remains very low, which should blunt most critics of that angle.

Figure 2: correlations between the Main Asset Classes When U.S. Equities Are
Down More Than -5% in a Month
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Sources: WisdomTree, Bloomberg, MSCI, 5&F January 19860 to January 2023, Calculations are based on monthly retums in USD. Broad commadities (Bloomberg
Commodity Total Return Index) and US. equities (S&P 500 Gross Total Return Index) data started in January 1960. Global equities (MSCl World Gross Total
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(Bloomberg U5, Treasury Total Return Unhedged USD Index) and U.5. corporate bonds (Bloomberg U5, Corporate Total Return Unhedged USD Index) data
started in January 1973. U5, high-yield bonds (Bloomberg U.S. Corporate High Yield Total Return Unhedged USD Index) data started in July 1983, Past
performance is not indicative of future results.

Digging further into the relative behavior of commodities 1in periods of equity crisis,
figure 3 1illustrates the performance of the Bloomberg Commodity Total Return Index in
the worst 20 months for the S&P 500 since 1960. We observe that commodities have offered
very strong differentiation to an investor. Taking the example of the worst month for
equities 1in the Tlast 60 years or so, U.S. equities Tost -21.5% 1in October 1987,
following “Black Monday.” During that same month, the BCOM Index gained 2.1%. This would
have provided incredible help to any investor during that month. In fact, commodities
have outperformed equities in 19 out of those 20 months. In 12 months, commodities have
even performed as positively as they did in october 1987.

Figure 3: Broad Commodities Performance in the worst 20 Months for the S&pP 500
since 1960
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Sources: WisdomTree, Bloomberg, S&P. January 1960 to January 1963, Calculations are based on monthly returns in LISD. Broad commodities
(Bloomberg Commodity Total Return Index) and U5, equities (5&P 500 Gross Total Return Index) data started in January 1960, Past performance is not
indicative of future results.

Diversification with the wisdomTree Enhanced Commodity Strategy Fund
Investing in broad commodity strategies in the U.S. has gotten easier. A revamped Wisdom

Tree Enhanced Commodity Strategy Fund (GCC) attempts to dynamically select maturities in
an effort to maximize carry , potentially enhance return and reduce volatility compared
to first-generation broad commodity strategies, which invest only on the front-end of
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futures curves. Cumulative performance since inception has been 33.34% (to January 31,
2023), compared to 13.92% on the s&P 500 Index or 6.71% on the MSCI ACWI Index or -
17.16% on the Bloomberg Global Aggregate Bond Index over the same timeframe. Returns on
the Fund appear to corroborate the case for diversification through broad commodities.

The performance data quoted represents past performance and is no guarantee of future
results. Investment return and principal value of an investment will fluctuate so that
an investor's shares, when redeemed, may be worth more or less than their original cost.
current performance may be Tlower or higher than the performance data quoted. Click
here for the most recent month-end performance.

1 Between 2/10/2021 and 2/10/2023, the Bloomberg Commodity Index has outperformed the
Bloomberg Global Aggregate Bond Index by 38%, MSCI ACWI (global equities) by 35%, S&P
500 (U.S. equities) by 19%, FTSE EPRA NAREIT Developed (Real Estate) by 24% and Bitcoin
by 63%. Source: Bloomberg.

2 getween 12/31/2021 and 12/31/2022, all the assets in footnote 1 fell by more than 12%,
while the Bloomberg Commodity Index rose close to 12%. Source: Bloomberg.

3 Forty-six percent of investors surveyed in September 2022 said they did not invest in
commodities. The survey, conducted by CorebData Research, an independent research agency,
polled 600 professional dinvestors across Europe, ranging from wholesale financial
advisory firms to wealth managers and family offices. The 1investors surveyed are
responsible for approximately €710bn in assets under management.

4 Twenty-one percent of all survey respondents replied “No, but are considering,” while

25% responded with a hard “No.”

> sources: WisdomTree, Bloomberg, S&P. January 1960 to January 2023. calculations are
based on monthly returns in USD. U.S. Equities stands for S&P 500 Gross TR Index. Broad
commodities stands for Bloomberg Commodity TR Index. Historical performance is not an
indication of future performance, and any investments may go down in value.

6 sources: wisdomTree, Bloomberg, MSCI, S&P. December 2021 to December 2022. Calculations
are based on daily returns in USD. Past performance is not indicative of future results.

7 carry (commodity): yield that can be expected on a trade over the investment period,
assuming no change in spot prices, valuation or shape of futures curves.

8 The front-end of futures curves refers to futures contracts that have shorter
maturities.

Additional Sources

Bhardwaj, G., Gorton, G. B. & Rouwenhorst, K. G., 2015. Facts and Fantasies About
commodity Futures Ten Years Later. Yale ICF Working Paper No. 15-18.

Edwards, F. R. & Liew, J., 1999. Managed Commodity Futures. Journal of Futures Markets,
vol. 19, no. 4 (June), pp. 377-411.

Levine, A., 0oi, Y. H., Richardson, M. & Sasseville, C., 2018. Commodities for the Long
Run. Financial Analysts Journal, volume 74, pp. 55-68.

Important Risks and Disclosures Related to this Article

There are risks associated with investing, including the possible loss of principal. An
investment in this Fund is speculative, involves a substantial degree of risk and should
not constitute an investor’s entire portfolio. One of the risks associated with the Fund
is the complexity of the different factors that contribute to the Fund’s performance.
These factors include the use of commodity futures contracts. In addition, bitcoin and
bitcoin futures are a relatively new asset class. They are subject to unique and
substantial risks and, historically, have been subject to significant price volatility.
while the bitcoin futures market has grown substantially since bitcoin futures commenced
trading, there can be no assurance that this growth will continue. In addition,
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derivatives can be volatile and may be Tess 1iquid than other securities and more
sensitive to the effects of varied economic conditions. The value of the shares of the
Fund relates directly to the value of the futures contracts and other assets held by the
Fund, and any fluctuation in the value of these assets could adversely affect an
investment in the Fund’s shares. Because of the frequency with which the Fund expects to
roll futures contracts, the price of futures contracts further from expiration may be
higher (a condition known as “contango”) or TJlower (a condition known as
“backwardation”), and the impact of such contango or backwardation may be greater than
the impact would be if the Fund experienced less portfolio turnover. Please read the
Fund’s prospectus for specific details regarding the Fund’s risk profile.

For definitions of terms in the charts above, please visit the glossary.

Nitesh shah is an employee of wisdomTree UK Limited, a European subsidiary of wisdomTree
Asset Management Inc.’s parent company, WisdomTree Investments, Inc.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your qinternal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of idinvestment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

commodity : A raw material or primary agricultural product that can be bought and sold.

Diversification : A risk management strategy that mixes a wide variety of investments
within a portfolio.

Bloomberg Commodity Index Total Return : formerly known as Dow Jones-UBS Commodity

Index Total Return (DJUBSTR), tracks a broadly diversified basket of commodity futures
contracts.

High-yield Bonds : A high yield bond is a debt security issued by a corporation with a

Tower than investment grade rating. It is a major component of the Tleveraged finance
market.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market.
Quantitative easing increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

volatility : A measure of the dispersion of actual returns around a particular average

Tevel.&nbsp.
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