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Commodities futures

Collateral yield is the return on assets held as 

collateral (usually fixed income securities).

Spot return is the return generated from 

movements in the spot price of commodities. 

Roll yield or insurance premium is earned 

by future holders for taking the risk off the 

commodity producer.

 

Price of Corn 

Futures Price $4.00 Contango 

Current Price $3.75 

Time 
Today +1yr 

Futures Price $3.50 Backwardation 



Institutional investors impact roll yield?

“The roll yield appears to be in a declining trend over time”
Frontier Investment Consulting, ‘Commodities Determining the Investment Case’, 2005

“Insurance premium is likely to 

decrease as the finite pool of 

investor demand is distributed 

across more insurance-

providing speculators.”
Frontier Investment Consulting, ‘Commodities 

Determining the Investment Case’, 2005



Commodities futures return sources



Commodities futures index weightings



MSCI World versus commodities correlations



USD versus commodities correlations



Industrial metals and mining equities 



Industrial metals prices 



Alternative energy versus fossil fuel equities



Commodities exhibit high beta/correlation to inflation

Source: Bloomberg, FRED, MSCI, TDAM. Data from Jan-1978 to Mar-2024. Equities are represented by 50% S&P/ASX 300 Index , 25% MSCI World ex Australia Index (Unhedged), and 25% MSCI World ex Australia Index 

(Hedged to AUD). Bonds are represented by 40% Bloomberg AusBond Composite 0+ Yr Index , 40% Bloomberg Global Agg Index (Hedged to AUD), and 20% Bloomberg Australia Bank Bill Index . Commodities are 

represented by the Bloomberg Commodity Index (AUD). Gold is represented by the Gold Spot in AUD. Public Real Estate is represented by 50% S&P/ASX 300 A-REIT Index, 25% FTSE EPRA NAREIT Developed ex 

Australia Rental Index , and 25% FTSE EPRA NAREIT Developed ex Australia Rental Index (Hedged to AUD). Cash is represented by the Bloomberg Australian Bank Bill Index. Inflation linked is represented by the 

Bloomberg AusBond Infl Govt 0+ Yr Index. Inflation is represented by the Australian CPI. The 60/40 portfolio is comprised of 60% equities and 40% bonds and is rebalanced quarterly. Inflation beta is calculated by 

regressing quarterly asset returns on quarterly changes in seasonally-adjusted YoY inflation 

-1.0 -0.5 0.0 0.5 1.0 1.5 2.0 2.5 3.0

Commodities

Gold

Inflation-Linked

Cash

Equities

60/40

Bonds

Public Real Estate

Inflation Beta

Beta to change in inflation



Allocating to commodities is additive

Source: Bloomberg, MSCI, TDAM. Data from Jan-1978 to Apr-2024. Equities are represented by 50% S&P/ASX 300 Index , 25% MSCI World ex Australia Index (Unhedged), and 25% MSCI World ex Australia Index 

(Hedged to AUD). Bonds are represented by 40% Bloomberg AusBond Composite 0+ Yr Index , 40% Bloomberg Global Agg Index (Hedged to AUD), and 20% Bloomberg Australia Bank Bill Index . Commodities are 

represented by the Bloomberg Commodity Index (AUD). The risk-free rate used for the calculation of the Sharpe ratio is represented by the Bloomberg Australian Bank Bill Index. The markers represent the optimal 

allocation to commodities. Each portfolio is rebalanced quarterly with no transaction cost. The allocation to commodities is sourced pro rata from equities and bonds. The 60/40 portfolio is comprised of 60% equities and 40% 

bonds and is rebalanced quarterly. Constant volatility portfolios are scaled to match the volatility level of the 60/40 over the same period. Inflation beta is calculated by regressing quarterly asset returns on quarterly changes 

in seasonally-adjusted YoY inflation.

Adding 5% to commodities within a Balanced Portfolio 

adds to return and lowers volatility
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The commodities cycle 

1 Indexed to 100 December 30, 1960. BCOM = Bloomberg Commodity Index.

Source :TDAM Estimates, Bloomberg Finance L.P., Bureau of Economic Analysis. As of March 29, 2024.

We believe we are entering an investment phase 
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With economic growth comes commodity growth 

For illustrative purposes only. CAGR = Compound annual growth rate, GDP = Gross Domestic Product.

Source BP Statistical Review of World Energy 2021., U.S. Department of Agriculture, Bloomberg Finance L.P. As of Dec 31, 2023.
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Inventory balances tight……..

1 Indexed to 100 on January 31, 2009. 

Source: Bloomberg Finance L.P. As of November 30, 2023.

…and even more so if adjusted for demand 
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Thank you for joining us.

Disclaimer:

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266. 

Level 17, 130 Lonsdale Street, Melbourne Victoria 3000.

The information contained in this presentation is current as at the date of preparation but may be subject to change. The information contained in this presentation is 

intended as general commentary and should not be regarded as financial, legal or other advice. This presentation has been prepared without taking into account your 

objectives, financial situation or needs. You should consider this presentation in light of these matters. Should you require specific advice on the topics or areas 

discussed please contact the presenter directly or an appropriate advisor. This presentation may contain forward-looking statements. These are not facts, rather, these 

forward-looking statements are based on the current beliefs, assumptions, expectations, estimates, and projections of Frontier Advisors Pty Ltd about the business, 

the industry and the markets in which we operate. Past performance is not a reliable indicator of future performance. Frontier Advisors Pty Ltd makes no 

representation or warranty that any of the information contained in this presentation is accurate or complete. To the maximum extent permitted by law, Frontier 

Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presentation including the information contained within it. The 

contents of this presentation are confidential and must not be disclosed to any third party without our written consent. This presentation must not be copied, 

reproduced or distributed without the written consent of Frontier Advisors Pty Ltd. Frontier Advisors Pty Ltd does not provide taxation advice and you should seek your 

own independent taxation advice from a registered tax agent. 
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