Commodities

15 Reasons to Take a Closer Look
at Commodities
Having troughed in early 2016, the supply-led commodity market recovery is well underway, with
many commodity markets now balanced or in deficit. Demand for most commodities improved
meaningfully in 2017, adding support for higher prices, as the Bloomberg Commodity Index
climbed for a second consecutive year. We believe a convergence of macro, fundamental and
secular drivers are aligning, providing the foundation for higher commodity prices in 2018.

1. Synchronized global growth

2. China hard landing risk has receded

The global economy is running at its fastest pace in seven
years and nearly all countries are feeling the lift, with 86%
of purchasing manager index components accelerating,
indicating a broad-based expansion. In our view,
synchronized global growth should stimulate additional
demand growth for commodities.

While China’s economic growth is expected to slow in 2018
and beyond, we believe it should remain at a more sustainable
level that is positive for both commodity consumption and
global economic stability. Upward GDP growth forecast
revisions in 2017 and 2018 reflect the view of the government’s
successful management of an orchestrated slowdown.
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At November 30, 2017. Source: Markit, Cohen & Steers.
Data quoted represents past performance, which is no guarantee of future results.
The Purchasing Managers’ Index (PMI) is an indicator of the economic health of the
manufacturing sector, based on five major indicators: new orders, inventory levels,
production, supplier deliveries and the employment environment. See page 7 for additional
disclosures.
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At November 30, 2017. Source: Consensus Economics, Cohen & Steers.
Data quoted represents past performance, which is no guarantee of future results.
Each line represents the consensus GDP growth estimate for the given year as it changed
over time. See page 7 for additional disclosures.
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3. Commodities have historically performed
well in periods of unexpected inflation...
The market seems confident that inflation should remain
low for the foreseeable future, leaving it vulnerable to a
surprise. As global job growth continues, we believe upward
pressure on wages could drive core inflation higher in 2018.
Commodities have historically been one of the most effective
ways to hedge against unexpected inflation.
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Rising interest rates typically reflect strong economic growth
and rising wage and price inflation—an environment in which
commodities have performed well, historically.
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results. Returns based on average monthly one-year rolling returns, grouped evenly into
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Index) and expected inflation (year-ago University of Michigan Survey of Consumers,
Expected Change in Prices During the Next Year). See page 7 for index definitions and
additional disclosures.

5. A late-cycle asset
On average, commodities have historically performed well
toward the end of expansion cycles and in the early stages
of recessions. While not a predictor of future returns, we
believe this bodes well for commodities considering the U.S.
economic expansion is entering its ninth year.
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At November 30, 2017. Source: Thomson Reuters Datastream, Cohen & Steers.
Data quoted represents past performance, which is no guarantee of future results.
See page 7 for index definitions and additional disclosures.
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(a) The output gap is the difference between GDP growth and maximum potential GDP
growth, in which companies and employees are operating at maximum efficiency. A
negative output gap (Trough: negative/falling; Recovery: negative/rising) indicates an
underperforming economy, whereas a positive output gap (Expansion: positive/rising;
Downturn: positive/falling) indicates an outperforming economy.
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Data quoted represents past performance, which is no guarantee of future results.
Analysis based on 6 full U.S. business cycles from 1973 to 2010, excluding the current
partial cycle that began in 2010. See page 7 for index definitions and additional disclosures.

6. At the sweet spot of the fundamental cycle
The commodities supply-led rebalance continues following the trough in early 2016.
We believe many commodity markets are now balanced or in deficit and inventories are
normalizing, suggesting they are in the rebalancing (phase 5) or tightening phase (phase
6)—the sweet spot in the cycle.
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See page 7 for index definitions and additional disclosures.

7. O
 il rebalancing accelerated by OPEC/
non-OPEC production caps
OPEC and certain non-OPEC countries (primarily Russia)
have adhered closely to their January 2017 agreement to limit
supply, and recently extended it through the end of 2018.
This coordinated effort to remove nearly 2 million barrels of oil
production per day has helped accelerate the rebalancing of
supply and demand, helping to normalize global inventories.
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At November 30, 2017. Source: IEA, Bloomberg, Cohen & Steers estimates.
See page 7 for additional disclosures.
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8. C
 hina supply-side reform and
environmental cuts could expedite
metals rebalancing
China’s supply-side reform began in 2015 and has included
the shuttering of illegal capacity, environmental capacity cuts,
waste import bans, and emissions controls. These measures
imposed by the government have restricted the supply
of many commodities, including aluminum, zinc, copper
and nickel, as well as many bulk commodities, and should
continue to impact markets for years to come as policies are
enacted to achieve the government’s targets.

Supply-Side Reform Cut Estimates
2016–2020, Cumulative
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See page 7 for additional disclosures.

9. Elevated geopolitical risks

10. Commodities at historic lows vs. stocks

Conflict and political uncertainty can often disrupt supply
chains for raw materials while causing volatility in financial
markets. With tensions escalating in many regions around
the globe, owning commodities may be an effective way to
defend against the effects of unexpected geopolitical events.

Commodities are trading at their lowest price level relative
to equities in over 25 years. We believe the current market
environment offers a historic value-driven opportunity to
increase or initiate an investment in commodities.
Commodity Valuation Relative to U.S. Equities

Hot Spots Around the Globe

1.0
0.9
0.8
0.7
0.6
0.5

+2 Std. Dev.
+1 Std. Dev.
Average

0.4
0.3

-1 Std. Dev.

0.2
0.1

-2 Std. Dev.

1991 1994 1997 2000 2003 2006 2009 2012 2015

At December 31, 2017.
See page 7 for additional disclosures.

4

At September 30, 2017. Source: Bloomberg.
Data quoted represents past performance, which is no guarantee of future results.
See page 7 for index definitions and additional disclosures.

11. Back to backwardation
Backwardation—when investors will pay more for a commodity now than for delivery in the future—has
returned for many commodities, signaling tighter inventories and a return to positive roll yield. This could
be a potential tailwind for commodities after years of detracting from investor returns.
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12. Correlations are generally back to normal

13. Secular demand trends remain in place

Years of global quantitative easing and sluggish growth
have skewed recent correlations for many assets, including
commodities. But with the gradual normalization of economic
conditions, correlations are generally back to historical norms,
reinforcing the diversification potential of a commodities
allocation.

While rarely talked about since the onset of the commodities
bear market in 2011, significant megatrends continue to evolve
that should impact the consumption patterns of commodities
for decades to come. These secular consumption-changing
trends include population growth, urbanization, higher percapita incomes and increased living standards.
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See page 7 for index definitions and additional disclosures.
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Japan. See page 7 for additional disclosures.
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14. Electric vehicles—the newest megatrend
While there is certainly debate around the trajectory and
timing of electric vehicle adoption, the implications for
commodity markets are likely to be profound. Bloomberg
New Energy Finance estimates that we are on the cusp of
exponential scaling in EV-related demand for industrial metals.
Global Metals and Materials
Demand From EV Lithium-Ion
Batteries
Units: Thousand Metric Tons
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15. The Belt and Road Initiative could boost
infrastructure investment significantly
The Belt and Road Initiative is China’s vision for connecting
the peoples of Asia, Oceana, Europe and Africa through a
series of trade corridors and a maritime economic zone. The
effort will require massive investment in infrastructure, which
should increase demand for metals such as steel, iron ore and
copper, as well as power sources such as natural gas, coal
and oil.
China’s One Belt, One Road
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See page 7 for additional disclosures.

Conclusion
We believe a more constructive macro and fundamental
backdrop for commodities could drive a sustained recovery
in prices, particularly as many investors are currently underallocated to commodities. With inventories declining amid
continued supply rationalization and accelerating demand,
we see many reasons for a favorable outlook over the next
several years.
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Index Definitions. An investor cannot invest directly in an index and index performance does not reﬂect the deduction of any fees, expenses or taxes.
Commodities—All except exhibit 4: Through July 1998: S&P GSCI Commodity Total Return Index, representing the global commodity market, measuring the returns accrued from
investing in uncollateralized nearby commodity futures. After July 1998: Bloomberg Commodity Total Return index (BCOMTR), composed of futures contracts, reflecting the returns on a
fully collateralized investment in the Bloomberg Commodity Index (BCOM), combining BCOM returns with the returns on cash collateral invested in 13-week (3-month) U.S. Treasury Bills.
Exhibit 4: Bloomberg Commodity Index reflects commodity futures price movements, calculated on an excess return basis (excludes returns on cash collateral).
U.S. Bonds—All except exhibit 5: Barclays Capital U.S. Aggregate Bond Index, which covers the U.S. investment-grade fixed-rate bond market, including government and corporate
securities, mortgage pass-through securities and asset-backed securities. Exhibit 5: Citigroup U.S. Treasury 7–10yr Maturity Total Return Index, which tracks the total return of U.S.
Treasury bonds with maturities of 7–10 years.
U.S. Equities—All except exhibit 5: S&P 500 Index, an unmanaged index of large-capitalization stocks that is frequently used as a general measure of U.S. stock market performance.
Exhibit 5: Datastream United States Equities Total Return Index, a free-float-adjusted market-cap-weighted benchmark representing a sample of U.S. stocks covering a minimum 75–80%
of total U.S. stock market capitalization.
Important Disclosures
Data quoted represents past performance, which is no guarantee of future results. This material is provided to certain qualified institutional and professional investors or their
advisors only for informational purposes and reﬂects prevailing conditions and our judgment as of this date, which are subject to change without notice. The views and opinions in the
preceding commentary are as of the date of publication and are subject to change without notice. It does not constitute investment advice or a recommendation or oﬀer. We consider
the information in this presentation to be accurate, but we do not represent that it is complete or should be relied upon as the sole source of suitability for investment. The information
presented above does not reflect the performance of any fund or account managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type of
performance reflected above. There is no guarantee that any historical trend illustrated in this presentation will be repeated in the future, and there is no way to predict precisely when such
a trend will begin. There is no guarantee that any market forecast set forth in this presentation will be realized. The mention of specific commodities is not a recommendation or solicitation
to buy, sell or hold any commodity interests. This is not an inducement to buy or sell commodity interests. Strategies and funds that trade in commodities involve a risk of loss. Investors
should consider whether such services or products are suitable for investors.
Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment advisory firm that provides investment management services to corporate retirement, public and
union retirement plans, endowments, foundations and mutual funds.
Cohen & Steers claims compliance with the Global Investment Performance Standards (GIPS®).
Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority (FRN 458459). Cohen & Steers Japan, LLC, is a registered financial instruments operator
(investment advisory and agency business with the Financial Services Agency of Japan and the Kanto Local Finance Bureau No. 2857) and is a member of the Japan Investment
Advisers Association.

About Cohen & Steers
Cohen & Steers is a global investment manager specializing in liquid real assets, including real estate securities, listed
infrastructure, commodities and natural resource equities, as well as preferred securities and other income solutions. Founded
in 1986, the firm is headquartered in New York City, with offices in London, Hong Kong, Tokyo and Seattle.
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