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Commodity markets were one of the toughest places to invest for much of the last 14

years since oil peaked out around $150 in 2008. 

On top of disappointing spot prices, the commodities futures curve was priced in a way

that the rolling of futures led to a drag in returns that caused commodity futures

investors to experience something quite disappointing and below the general move in

commodity prices (known as spot prices).

High Cost to Roll

If we go back to 1999, the average cost to roll futures (measured as the difference

between the Bloomberg Commodity Spot Index and the Excess Return Index of the futures)

was more than 7% a year. 

The blue line in the chart below shows that there were many years when the cost was well

north of double digits, even as much as 20% in the 2008–2009 period.  

But the trend has changed. In 2021, enough commodities had moved from being in

“contango” (where futures prices are higher than spot prices) to being in backwardation

(where futures prices are below current prices), which means there was a net “benefit”

to rolling the futures instead of being a drag/cost. 

Rolling 12-Month Return on the Bloomberg Commodity Index | Excess vs. Spot          

Return

 

Rolling 12-Month Return Difference | Excess vs. Spot Return
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Historically, commodity futures investors could think of return sources as coming from

three components:

1. Return on collateral that backs the futures

2. The spot commodity return

3. The futures roll component

In the past, these three components of returns were thought to be equal contributors—or

at least that is what I recall from my CFA textbooks a decade ago.

Then you had a period when collateral returns went to zero, and the cost to roll futures

became increasingly high. 

It is understandable why many investors avoided commodities.

But those dynamics are changing. 

First, we have the Fed set to embark on a rate hiking program that should help increase

the returns on collateral over the coming years.

Second, a lack of capital expenditures in mining and exploration has constrained the

supply of many different commodities, compounded by supply chain issues and

infrastructure spending. This gave us a cocktail for strong commodity price trends over

the last 12 months that has many looking for a new super cycle of commodity prices. 

But now you also have segments where the futures roll can start to meaningfully

contribute more positively to returns. 

Out of a universe of 25 commodities in the Bloomberg Commodity Index, more than half are

now priced to be in backwardation.

These are the highest levels of commodities in backwardation in the last three decades. 

For the WisdomTree Enhanced Commodity Strategy ETF (GCC), this can translate to

meaningful contributors to returns. GCC had an average implied roll yield of 9.5% over
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the last year, and it currently is around 10%. 

The energy complex has some of the highest roll yields but so too do aluminum, nickel,

cotton and sugar.

Annualized Weighted Implied Roll Yield

Important Risks Related to this Article

Investing in commodities and futures contracts may be speculative and involve a

high degree of risk.

There are risks associated with investing, including 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,

derivatives can be volatile and may be less liquid than other securities and more

sensitive to the effects of varied economic conditions. The value of the shares of the

Fund relate 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 impact of such contango or backwardation may be greater than

the impact would be if the Fund experienced less portfolio turnover.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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.

Related Funds

+ WisdomTree Enhanced Commodity Strategy Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors 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 investments in 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 indicative 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 legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 internal 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 instruments 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 investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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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.

Spot price : The current price at which a particular security can be bought or sold at

a specified time and place.

Commodity Future Curve    : A futures lcurve is a curve made by connecting prices of

futures contracts of the same underlying, but different expiration dates. Commodity

future curve is based on commodity future contract prices.

Bloomberg Commodity Spot Index : formerly known as Dow Jones-UBS Commodity Spot Index

(DJUBSSP), tracks the spot prices of a broadly diversified basket of commodities that

comprise the total return index.

Excess Return Index : Refers to an Index with the index type "Excess Return"

Contango : A scenario when the futures price is above the spot price.&nbsp.

Futures price : the price of a futures contract.

Backwardation : A scenario when the futures price is below the spot price.

Collateral : something pledged as security for repayment in the event of a loss.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Capital expenditures   : Spending by a company typically made to enhance longer-term

productive capacity.

Roll Yield   : The yield that an investor in futures receives as the long position

converges to spot.&nbsp.
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