
Portfolio Perspective – Deep dive on commodities

Other positives include the prospects for better collateral returns, thanks to 
rising cash yields as the Federal Reserve (Fed) hikes interest rates.

Lastly, the economic environment, with more than 83% of countries expanding 
according to manufacturing surveys, is also supportive for commodity demand.

Is this a new commodity super cycle?
After more than 10 years of underperformance, commodities are finally making 
new highs. But is it a new commodity super cycle, which usually lasts about 10 
years? In our view, it’s too early to tell. Certainly, the supply issues could linger 
for the next two to four years, which would offer a window of opportunity for 
investors. Yet, we believe more production will eventually materialize, 
incentivized by higher prices. 

Commodities are benefiting from the strongest global economic growth since 
2007, an extended period of underinvestment, and the Russia-Ukraine conflict. 
Historically, higher commodity prices have provided an incentive for supply to 
increase—this can limit the upside over time. Furthermore, if prices move too far 
too fast, this could cause demand destruction and impact the global economy—
especially in conjunction with tightening monetary conditions as global central 
banks raise rates. 
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What happened
Commodities have taken off in 2022, posting strong positive performance 
year to date while both stocks and bonds are negative. Strong demand and 
supply side challenges have escalated prices across most commodity 
sectors. Furthermore, the Russia-Ukraine conflict has exacerbated the 
situation since both are major exporters of key commodities, including crude 
oil, natural gas, iron, steel, and wheat.

Our take
Our outlook on commodities became positive in early 2021 as the 
fundamentals improved along with the prospect of rising inflation. Prices had 
already been rising, but we were finally seeing improvement in the roll return, 
which is a key component of return when using commodity futures. The 
improvement in the roll return has been a function of strong demand raising 
the prices on the front end of the forward curves. 

At this time, commodities are benefiting from several constructive 
developments, and we remain positive on the asset class over the next 
12-18 months. The current volatility in prices, however, suggests some 
caution is warranted over the near term.

Tight supply and strong demand conditions for most sectors provide a 
positive environment for commodity investment. In particular, the energy 
sector, the largest sector in the index, has had some of the strongest
performance and fundamentals, especially with the Ukraine and Russia 
situation. Furthermore, as an input cost to production, higher energy prices 
have also driven up prices for many other commodities, particularly in 
agriculture. 
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Investments in commodities are typically done in the futures market 
to avoid taking physical delivery. Therefore, the spot price is not the only 
consideration. There’s also the roll return and the yield on the collateral 
used for the futures. The roll return is generated when investors roll 
expiring futures contracts into longer dated ones. In the last decade, this 
has been a significant drag on overall returns and has only recently eased.

Investing in commodities is speculative and involves a high degree of risk and not suitable for all investors. You could 
lose all or a substantial portion of your investment.
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may be similar to that of buying “insurance”— there can be a cost to the position if 
it underperforms the components of the policy benchmark. 

Furthermore, commodities have been challenging to tactically navigate over 
the last year due to their volatility relative to U.S. large cap equities.

Cautious over the near term 
Commodity prices currently incorporate a geopolitical risk premium with the 
Russia-Ukraine conflict. If the situation is resolved quickly, some of this risk 
premium may dissipate, leading to lower prices in the near term. Also, global 
oil prices could be negatively impacted by a new Iran deal. With the pace of the 
recent rise, the acceleration of demand destruction is a possibility as well.

Furthermore, if investor flows into commodities continue to ramp up, prices on the 
longer end of the forward curves may begin to rise, which would negatively impact 
the roll return. 

Bottom line
The environment is positive for commodities given tight supply and strong 
demand, an improving roll return, the prospect for a positive yield on 
collateral for commodity futures, and the Russia-Ukraine conflict. While 
higher production in response to higher prices is likely at some point, it will take 
time to materialize. Furthermore, commodities can provide a role as an inflation 
hedge in diversified portfolios—especially providing a benefit in the event of 
inflation accelerating unexpectedly. Therefore, we are positive on commodities 
over the next 12-18 months. The current volatility, however, suggests some 
caution is warranted over the near term.
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Portfolio considerations
An investment in commodities is not typically made on a standalone basis 
nor made with new cash to a portfolio. Thus, an important consideration is 
what an investor is buying with a commodity investment and, equally 
important, what an investor is selling to establish the position in 
commodities. There is an opportunity cost in a portfolio sense. 

Commodity sectors
The Bloomberg Commodity Index primarily consists of energy and 
agricultural commodities with a combined weight of over 60%. Energy 
fundamentals have improved significantly, and while conditions are 
currently supportive for agriculture commodities, returns for this sector are 
typically dragged down by a significantly negative roll return. Industrial 
metals, a sector with favorable longer-term prospects, is only about 15% of 
the benchmark. The rest of the benchmark is made up of precious metals, 
including gold and silver, and livestock at nearly 19% and 5%, respectively.

Opportunity cost
There is an opportunity cost to funding an investment in commodities. In a 
diversified portfolio, the funding would come from either equities or bonds, 
which usually comprise the policy benchmark. Since commodities have a 
similar risk profile to stocks generally, the equity portion of the portfolio 
would be the typical funding source. 

The opportunity cost would include tracking error if commodities’ 
performance diverges from that of equities. While commodities provide 
diversification benefits and play a role as an inflation hedge, the end result



Commodities above their previous peak

Spot prices for commodities are finally making new highs after more than 10 years of underperformance. They’re benefiting from the strongest global 
economic growth since 2007, an extended period of underinvestment, and the Russia-Ukraine conflict. While the supply issues could linger over the next 
two to four years—offering a window of opportunity for investors—we expect more production to materialize over time, incentivized by higher prices.

Data source: Truist IAG, Haver, Morningstar. Index: 1947-1969, KR-CRB Commodity Price Index; 1970-1990, the S&P GSCI Spot Index; thereafter, the Bloomberg Commodity Spot Index.

Data through 2/25/2022
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Commodity futures – Sources of return by decade

Investments in commodities are typically done in the futures market to avoid taking physical delivery. Therefore, the spot price is not the only 
consideration. There is also the roll return and the yield on the collateral used for the futures. The roll return is generated when investors roll expiring 
futures contracts into longer dated ones. In the last decade, this has been a significant drag on overall returns and has only recently eased over the last 
year.

Data source: Truist IAG, constructed using the S&P GSCI Index from 1/1970-12/1990; thereafter, using the Bloomberg Commodity Index.
Data through 12/31/2021
Past performance does not guarantee future results. 
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Roll return improved significantly in 2021, closing the gap between spot and 
total return

Data source: Truist IAG; Commodities total return = Bloomberg Commodity Total Return, Commodities spot return = Bloomberg Commodity Spot Price Return

Past performance does not guarantee future results. 
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Commodities have benefited from the Russia-Ukraine conflict

Commodities have been tactically challenging to 
navigate relative to stocks over the last year. 
Since mid-December, however, with the Russia-
Ukraine conflict, commodities have strongly 
outperformed stocks with rising investor concern over 
supply as both countries export a number of key 
commodities.
Any resolution of the conflict could result in a 
lessening of the geopolitical risk premium currently 
incorporated in commodity prices.

Data source: Truist IAG, Commodities = Bloomberg Commodity Index. Data through 2/25/2022.
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Global manufacturing remains solid with 83% of countries in expansion 
mode, a supportive backdrop for commodities

Data source: Truist IAG, Haver. Series constructed using most of the countries in the MSCI All Country World Index. Data through January 2022.
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Commodity exposure in the benchmark

The commodity benchmark primarily consists of 
energy and agricultural commodities, with a 
combined weight of over 60%. 
Energy fundamentals have improved significantly, 
and while conditions are currently supportive for 
agricultural commodities, this has typically been a low 
return sector. 
Industrial metals, a sector with better longer-term 
prospects, is only about 15% of the benchmark. The 
rest of the benchmark is made up of precious metals, 
including gold and silver, and livestock at nearly 19% 
and 5%, respectively.

Data source: Truist IAG, Bloomberg Commodity Index, January 2022 weights.
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Oil production has been slow to come back

Production has been slow to respond so far to strong demand and higher prices. U.S. companies have become more disciplined, slowing production and 
focusing on returning cash to shareholders. Furthermore, OPEC+ output has been disappointing, and global inventories have declined to historic lows. 
Still, prices embed a measure of geopolitical risk, which may dissipate on resolution of the conflict, and a deal with Iran could offer some easing as well.

Data source: Truist IAG, Bloomberg, DOE. Oil prices = Crude Oil WTI (NTM $/bbl). Production data as of 
1/31/2022; price and rig count data as of 2/25/2022. 

Rig count uses the Baker Hughes U.S. Oil and Gas Rig Count data
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While fundamentals are currently supportive, agricultural commodities tend 
to be a low return sector
Agriculture is the second largest sector in the index and is currently benefiting from strong exports, tighter inventories and the impact from higher energy 
costs. However, investment in this asset class tends to be challenging—dependent on the weather and difficult to forecast.

Data source: Truist IAG, Agricultural commodities = S&P GSCI Agriculture Index. Data as of 12/31/2021.

Past performance does not guarantee future results. 

-30%

-20%

-10%

0%

10%

20%

30%

40%

1976 1981 1986 1991 1996 2001 2006 2011 2016 2021

Rolling 5-year annualized total returns and component returns

Spot Roll Collateral Total Return

Roll return tends to be negative

High collateral yields helped 
total returns in these years



Gold has a favorable set up

In the face of rising interest rates, gold prices have held up better than expected. The recent divergence from real yields is likely driven by the market 
turmoil along with the Russia-Ukraine conflict. If the situation de-escalates, gold could see some of its geopolitical risk premium dissipate. Still, gold has a 
favorable technical set up.

Data source: Truist IAG, Bloomberg. Gold = LBMA Gold Price PM. Data through 2/25/2022.

Past performance does not guarantee future results. Investing in gold and other commodities is speculative and involves a high degree of risk and is not suitable for all investors. You could lose all or a substantial 
portion of your investment.
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Industrial metals have a positive longer-term outlook

Industrial metals have usually been correlated with China’s manufacturing surveys but have recently diverged, with production impacted by rising energy 
prices and shortages along with the Russia-Ukraine situation. Longer term, the outlook is positive considering tighter supply as well as the advent of 
electric vehicles, which should support demand.

Data source: Truist IAG, Morningstar. Past performance does not guarantee future results. Industrial metals = Bloomberg Sub Industrials Metals Index, Copper = Bloomberg Sub Copper Index, Aluminum = Bloomberg 
Sub Aluminum Index, Nickel = Bloomberg Sub Nickel Index, Zinc = Bloomberg Sub Zinc Index. Data as of 1/31/2022. 
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Past performance does not guarantee future results. 
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Characteristics of commodities relative to stocks

Data source: Truist IAG; Commodities = Bloomberg Commodity Index. Data as of 12/31/2021.

Past performance does not guarantee future results. 
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Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to your advisor to request a firm brochure which includes program details, 
including risks, fees and expenses.

International investments are subject to special risks, such as political unrest, economic instability, and currency fluctuations. Emerging Markets – Investing in the securities of such companies and countries involves 
certain considerations not usually associated with investing in developed countries, including unstable political and economic conditions, adverse geopolitical developments, price volatility, lack of liquidity, and 
fluctuations in currency exchange rate.

Truist, Truist®, GFO Advisory Services®, BB&T® and Sterling Capital® are service marks of Truist Financial Corporation. All rights reserved. All other trademarks are the property of their respective owners.

Truist Wealth is a marketing name used by Truist Financial Corporation. Services offered by the following affiliates of Truist Financial Corporation: Banking products and services, including loans and deposit accounts, 
are provided by Truist Bank, Member FDIC. Trust and investment management services are provided by Truist Bank, and Truist Delaware Trust Company. Securities, brokerage accounts and /or insurance (including 
annuities) are offered by Truist Investment Services, Inc., and P.J. Robb Variable Corp., which are each SEC registered broker-dealers, members FINRA, SIPC, and a licensed insurance agency where applicable. Life 
insurance products are offered through Truist Life Insurance Services, a division of Crump Life Insurance Services, Inc., AR license #100103477, a wholly owned subsidiary of Truist Insurance Holdings, Inc. Investment 
advisory services are offered by Truist Advisory Services, Inc., GFO Advisory Services, LLC, Sterling Capital Management, LLC, and Precept Advisory Group, LLC, each SEC registered investment advisers. Sterling 
Capital Funds are advised by Sterling Capital Management, LLC.

While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or market data. 

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation makes no representation or guarantee as to their timeliness, accuracy 
or completeness or for their fitness for any particular purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved.  This material is not to be 
construed as an offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued materials that are inconsistent with or may reach different conclusions 
than those represented in this commentary, and all opinions and information are believed to be reflective of judgments and opinions as of the date that material was originally published.  TIS is under no obligation to 
ensure that other materials are brought to the attention of any recipient of this commentary.  

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your individual tax or legal professional before taking any action that may 
have tax or legal consequences.

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. 

Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution or disclosure is prohibited by law.   

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material.

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.

Equity is represented by the MSCI ACWI captures large and mid cap representation across 23 Developed Markets (DM) and 24 Emerging Markets (EM) countries*. With 2,757 constituents, the index covers 
approximately 85% of the global investable equity opportunity set 

Fixed Income is represented by the Barclays Aggregate Index. The index measures the performance of the U.S. investment grade bond market. The index invests in a wide spectrum of public, investment-grade, 
taxable, fixed income securities in the United States – including government, corporate, and international dollar-denominated bonds, as well as mortgage-backed and asset-backed securities, all with maturities of more 
than 1 year. 
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Commodities are represented by the Bloomberg Commodity Index which is a composition of futures contracts on physical commodities. It currently includes a diversified mix of commodities in five sectors including 
energy, agriculture, industrial metals, precious metals and livestock. The weightings of the commodities are calculated in accordance with rules that ensure that the relative proportion of each of the underlying individual 
commodities reflects its global economic significance and market liquidity. 

Cash is represented by the ICE BofA U.S. Treasury Bill 3 Month Index which is a subset of the ICE BofA 0-1 Year U.S. Treasury Index including all securities with a remaining term to final maturity less than 3 months. 

U.S. Large Cap Equity is represented by the S&P 500 Index which is an unmanaged index comprised of 500 widely-held securities considered to be representative of the stock market in general. 

U.S. Mid Cap is represented by the S&P MidCap 400® provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500®, measures the performance of mid-sized 
companies, reflecting the distinctive risk and return characteristics of this market segment. 

U.S. Small Cap Core Equity is represented by the S&P 600 Small Cap Index which is a measure of the performance of the small-cap segment of the U.S. equity universe

International Developed Markets is represented by the MSCI EAFE Index is an equity index which captures large and mid cap representation across 21 Developed Markets countries* around the world, excluding the 
U.S. and Canada. With 921 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. Emerging Markets is represented by the MSCI Emerging Markets Index 
captures large and mid cap representation across 24 Emerging Markets (EM) countries*. With 1,125 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. 

Value is represented by the S&P 500 Value Index which is a subset of stocks in the S&P 500 that have the properties of value stocks. 

Growth is represented by the S&P 500 Growth Index which is a subset of stocks in the S&P 500 that have the properties of growth stocks.

U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency 
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government 

U.S. Mortgage-Backed Securities are represented by the Bloomberg U.S. Mortgage-Backed Securities (MBS) Index which covers agency mortgage-backed pass-through securities (both fixed-rate and hybrid ARM) 
issued by Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). 

U.S. Investment Grade Corporate Bonds are represented by the Bloomberg U.S. Corporate Investment Grade Index which is an unmanaged index consisting of publicly issued U.S. Corporate and specified foreign 
debentures and secured notes that are rated investment grade (Baa3/BBB- or higher) by at least two ratings agencies, have at least one year to final maturity and have at least $250 million par amount outstanding. 

The S&P U.S. REIT index measures the investable universe of publicly traded real estate investment trusts domiciled in the United States

U.S. High Yield Corp is represented by the ICE BofA U.S. High Yield Index tracks the performance of below investment grade, but not in default, U.S. dollar denominated corporate bonds publicly issued in the U.S. 
domestic market, and includes issues with a credit rating of BBB or below, as rated by Moody’s and S&P. 

Floating Rate Bank Loans are represented by the Credit Suisse Leveraged Loan Index. The index represents tradable, senior-secured, U.S.-dollar-denominated non-investment-grade loans. 

Global Equity is represented by the MSCI All World Country (ACWI) Index which is defined as a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance of 
developed and emerging markets. The MSCI ACWI Index consists of 48 country indices comprising 24 developed markets countries and 24 emerging markets countries. 

Emerging Markets Equity is represented by the MSCI EM Index which is defined as a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets 
countries 

Intermediate Term Municipal Bonds are represented by the Bloomberg Municipal Bond Blend 1-15 Year (1-17 Yr) is an unmanaged index of municipal bonds with a minimum credit rating of at least Baa, issued as part 
of a deal of at least $50 million, that have a maturity value of at least $5 million and a maturity range of 12 to 17 years.
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U.S. Core Taxable Bonds are represented by the Bloomberg U.S. Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate taxable bond 
market. The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency). 

Slide 50 – EU Corporate is represented by the Bloomberg Euro-Aggregate Corporates Index which is a benchmark that measures the corporate component of the Euro Aggregate Index and includes investment grade, 
euro-denominated, fixed-rate securities.

U.S. Government Bonds are represented by the Bloomberg U.S. Government Index which is an unmanaged index comprised of all publicly issued, non-convertible domestic debt of the U.S. government or any agency 
thereof, or any quasi-federal corporation and of corporate debt guaranteed by the U.S. government. 

U.S. IG Corporate Bonds are represented by the Bloomberg U.S. Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes U.S.D denominated securities publicly 
issued by U.S. and non-U.S. industrial, utility and financial issuers. 

U.S. High Yield Corporate Bonds are represented by the ICE BofAML U.S. HY Master Index which is an index that tracks U.S. dollar denominated debt below investment grade corporate debt publicly issued in the U.S. 
domestic market. 

S&P 500 Information Technology Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the information technology sector based on 
GICS® classification.

S&P 500 Financials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the financials sector based on GICS® classification.

S&P 500 Energy Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the energy sector based on GICS® classification.

S&P 500 Materials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the materials sector based on GICS® classification.

S&P 500 Industrials Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the industrials sector based on GICS® classification.

S&P 500 Consumer Discretionary Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer discretionary sector based on 
GICS® classification.

S&P 500 Communication Services Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the communication services sector based on 
GICS® classification.

S&P 500 Utilities Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the utilities sector based on GICS® classification.

S&P 500 Consumer Staples Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the consumer staples sector based on GICS® 
classification.

S&P 500 Health Care Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the health care sector based on GICS® classification.

S&P 500 Real Estate Index – a capitalization-weighted index that is composed of those companies included in the S&P 500 that are classified as members of the real estate sector based on GICS® classification.
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