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Commodities have a very important role in a strategic investment portfolio. They provide meaningful 
diversification as their correlation with traditional asset classes is typically low. They are therefore often perceived 
as a hedge against downside risks. Additionally, they provide protection against inflation. 

Individual commodities however have very idiosyncratic characteristics and prices can often be volatile. For this 
reason, a broad diversified allocation to commodities such as the Bloomberg Commodity Index (BCOM),  which 
invests in 23 commodities chosen for liquidity and economic significance, across the 4 major sectors (precious 
metals, industrial metals, energy and agriculture) could be considered. 

But holding a passive investment strategy benchmarked to BCOM may not the optimal way to invest in 
commodities and performance of BCOM since the global financial crisis has not been encouraging (see Figure 1). 
A few different solutions are on offer in the market which aim to optimise commodity portfolios- all of which aim 
to take a more active approach in how the commodity futures curves are traded. We believe the Optimised Roll 
Commodity Index  could be an efficient solution as it has consistently delivered attractive returns at the lowest 
level of risk among its peers. This is driven by its robust investment strategy. 

FIGURE 1: PERFORMANCE OF BCOM SINCE THE GLOBAL FINANCIAL CRISIS HAS BEEN DISAPPOINTING

Sources: WisdomTree, Bloomberg. Data from 31 May 2001 to 30 April 2019 and based on monthly returns. The Optimised Roll 
Commodity Total Return Index started its live calculation on 30 July 2013. Calculations are based on total return indices and 

include backtested data. Index rebased to 100 on 31 May 2001. Historical performance is not an indication of future 
performance and any investments may go down in value. 

HOW TO OPTIMISE 
A COMMODITY 
PORTFOLIO



2

WisdomTree.com    +44 (0) 207 448 4330

WisdomTree STRATEGY INSIGHT

For Professional Clients Only

COMMODITY CURVES EXPLAINED:

Before looking at the investment strategy for the Optimised Roll Commodity Index, it would be useful to revisit 
commodity futures curves and how they influence returns. 

BOX 1: BACKWARDATION AND CONTANGO

Roll yield is the yield captured by an investor when their long futures position converges to the spot price as the 
contract approaches expiry. A long commodity futures investor who wants to avoid physical delivery sells the 
existing futures contract at the spot price and buys another futures contract at the new price. This way the investor 
effectively rolls the position along the curve. 

BOX 2: ROLL YIELD EXPLAINED

����� Roll Yield Explanation

Contango
Spot price < forward 

price
Negative

Futures contract is sold at the spot price 
and bought again at a higher price. A loss 
is therefore incurred on rolling the contract

Backwardation
Forward price < 

spot price
Positive

Futures contract is sold at the spot price 
and bought again at a lower price. A profit 
is therefore made on rolling the contract

Source: WisdomTree.

AN OVERVIEW OF THE STRATEGY:

The WisdomTree Enhanced Commodities UCITS ETF (WCOA) tracks the Optimised Roll Commodity Total Return 
Index (EBCIWTT), an index built upon two pillars: 

 1  Bloomberg Commodity Index (BCOM) constituents and starting weights

 2  S&P GSCI® Dynamic Rolling Methodology
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The optimised strategy therefore adds value above the BCOM benchmark by investing in the most optimal 
contract on the futures curve for the underlying commodities. This is the contract that maximises the positive roll 
yield if the futures curve is backwardated or minimises the negative roll yield if the futures curve is in contango. If 
the contract held still qualifies as optimal, it may not need to be rolled reducing monthly rolling costs compared 
to the BCOM benchmark which invests only in the front month contract on the futures curve. The strategy also 
typically reduces the level of risk as front month prices can be more volatile compared to points further along 
the curve. It has also historically delivered a higher return by achieving a better roll yield compared to the BCOM 
benchmark. 

In the chart below we illustrate the historical return and risk profile for different asset classes. Points labelled 
represent a 100% allocation in that asset class whereas all other points represent portfolios which blend the other 
asset classes. The closer you are to a label on the chart, the higher the weight of that asset class in the blended 
portfolio. It is clear from the chart that whilst commodities (BCOM) have struggled, the optimised strategy has 
outperformed BCOM by around 6% per annum since 2001 and achieved this at a lower level of risk. 

FIGURE 2: ENHANCED BROAD COMMODITIES COULD IMPROVE THE RISK-ADJUSTED RETURNS OF MIXED 
ASSET PORTFOLIOS, WHILE NON-OPTIMISED STRATEGIES HAVE HISTORICALLY STRUGGLED

 

Sources: WisdomTree, Bloomberg. Data from 31 May 2001 to 30 April 2019. The following indices were used: J.P. Morgan Agg 
Bond Index (Global Bonds), MSCI World Index (Global Equities), 3M US Cash Libor Index (3M Cash), Optimised Roll Commodity 
Index (Enhanced Broad Commodities), Bloomberg Commodity Index (BCOM). The Optimised Roll Commodity Index started 

its live calculation on 30 July 2013. Historical performance is not an indication of future performance and any 
investments may go down in value. 

Comparison with alternative strategies

As noted above, WisdomTree’s Enhanced Commodities strategy which tracks the Optimised Roll Commodity 
Index is not the only strategy which aims to outperform a front month BCOM Index. The table below compares 
the basis features of the Optimised Roll Commodity Index with those of its key competitors:
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FIGURE 3: ENHANCED COMMODITY STRATEGIES- INDEX METHODOLOGY COMPARISON

Optimised Roll 
Commodity Index

Bloomberg 
Commodity 

3 Month Forward 
Index

UBS Bloomberg CMCI 
Index

DBLCI Optimum Yield 
Balanced Index

Bloomberg 
Ticker EBCIWTT BCOMF3T CMCITR DBLCBUTN

Roll 
Methodology

Implied Roll Yield 
Rolls to futures 

which generate the 
maximum implied 

roll yield

3 Month Forward 
Roll 

Rolls based on pre-
defined schedule to 

the lead and next 
futures in 3 calendar 

months’ time

Constant Maturity 
Roll 

Maintains exposure 
across whole 

commodity curve 
by holding multiple 

contracts per 
commodity

Implied Roll Yield 
Rolls to contract with 
max implied roll yield 

only when current 
future is close to expiry

Weighting 
Methodology

BCOM Weights, 
USD Production 

and Liquidity 
Weighted

BCOM Weights, 
USD Production 

and Liquidity 
Weighted

CMCI Weights, 
Economic 

���������
Liquidity Weighted

DBLCI-OY Balanced 
Weights

# of  
Constituents 23 (18 components) 23 29 14

Weight 
Capping

Only one of 18 
components 

can reach 35%.
All remaining 

components capped 
at 20%.

Commodity: 15%.
Group: 25%.Sector: 

33%.
Commodity: 20%. No caps.

Latest Target 
Weights

Agriculture and 
livestock: 35.89%.
Energy: 30.34%. 

Industrial Metals: 
17.65%. Precious 
Metals: 16.13%.

Agriculture and 
livestock: 35.89%.
Energy: 30.34%.

Industrial Metals: 
17.65%. Precious 
Metals: 16.13%.

Agriculture: 32.2%. 
Energy: 34.5%. 

Industrial Metals: 
27.3%. Precious Metals: 

6.1%.

Agriculture: 30%. 
Energy: 35%. Industrial 
Metals: 18%. Precious 

Metals: 17%.

Review And 
Rebalance

Annually 
(Reweighted back 

to BCOM weights). 
Daily cap weights 

apply

Annually
Monthly rebalance. 
Target weights set 

annually.

Annually (Reweighted 
back to target weights).

Sources: WisdomTree, Bloomberg, UBS, Deutsche Bank. Last rebalance of the Optimised Roll Commodity Total Return Index 
(EBCIWTT) as at 16 January 2019. The Optimised Roll Commodity Total Return Index started its live calculation on 30 July 
2013. * Fundamental Weights derived from a combination of primary economic indicators such as CPI, PPI, and GDP, as well as 

commodity-level consumption data. Historical performance is not an indication of future performance and any 
investments may go down in value.
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Note that commodity investors are exposed to three components of total return:

 

WisdomTree’s Enhanced Commodity strategy, which tracks the Optimised Roll Commodity Index, is robust due to 
several reasons:

 +  It reduces spot return volatility as it can invest in contracts further along the curve compared to both 
BCOM and BCOM 3-Month Forward Indices which can be more volatile

 +  It is well-diversified with 23 constituents across 4 commodity sectors with caps on individual components 
to maintain diversity. On the contrary DBLCI strategy only has 14 constituents and no caps on individual 
commodities 

 +  It maximises the roll return by selecting the contract on the futures curve which provides the best roll 
yield and rolls the contract only when the optimal contract changes. This maximises the roll yield and 
minimises the roll costs. Conversely, the UBS Bloomberg CMCI strategy maintains a constant maturity 
exposure by constantly buying and selling contracts such that the weighted average of contract 
maturities remains the same. 

IMPROVED RISK COULD LEAD TO ADJUSTED RETURNS

The Optimised Roll Commodity Index consistently demonstrates lower level of risk across all time horizons 
compared to its peers for the reasons noted above. This is achieved without necessarily compromising on returns 
which are higher for the Optimised Roll Commodity Index since common inception of all strategies. 
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FIGURE 4: WISDOMTREE’S ENHANCED COMMODITY STRATEGY (OPTIMISED ROLL COMMODITY INDEX)  
HAS THE LOWEST LEVEL OF RISK AMONG ITS PEERS

Period YTD 1 Year 3 Year 5 Year 10 Year
Since Common 

Inception

Return Risk Return Risk Return Risk Return Risk Return Risk Return Risk

Optimised 
Roll 
Commodity 
Index

4,3% -7,5% 1,3% 7,0% -6,5% 9,5% -0,3% 12,0% 5,6% 13,8%

Bloomberg 
3 Month 
Forward 
Index 

5,9% -6,9% 1,1% 7,9% -7,3% 11,1% -0,9% 13,6% 4,3% 15,3%

UBS 
Bloomberg 
CMCI 
Composite 
Index

9,1% -4,8% 4,3% 9,4% -6,2% 12,8% 0,5% 14,3% 5,3% 15,6%

DBLCI-OY 
Balanced 
Index

6,6% -9,0% 1,7% 9,3% -7,6% 12,1% -1,1% 14,7% 4,7% 15,9%

Sources: WisdomTree, Bloomberg. Data from 31 May 2001 to 30 April 2019 and based on monthly returns. Common Inception 
of Data is 31 May 2001. The Optimised Roll Commodity Total Return Index started its live calculation on 30/07/13. Calculations 
are based on total return indices and include backtested data. Standard deviation is the measure of risk. All risk and return 

numbers are annualised. *DBLCI-OY Balanced Index represents the TRAC (total return after costs) Index. Historical 
performance is not an indication of future performance and any investments may go down in value.

Critically, the Optimised Roll Commodity Index not only achieves a lower level of risk when looking at discrete 
time periods but also on a rolling basis. We observe the 3-year rolling standard deviation for all 4 strategies and 
note that the Optimised Roll Commodity Index has the lowest level of risk on this measure 93% of the times. 
Moreover, the rolling 3-year standard deviation is lowest for the Optimised Roll Commodity Index 100% of the 
times since February 2006. 
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FIGURE 5: OPTIMISED ROLL COMMODITY INDEX CONSISTENTLY HAS THE LOWEST 3-YEAR ROLLING  
STANDARD DEVIATION

 

Sources: WisdomTree, Bloomberg. Data from 31/05/01 to 30/04/19 and based on monthly returns. The Optimised Roll 
Commodity Total Return Index started its live calculation on 30/07/13. Calculations are based on total return indices and include 
backtested data. All numbers are annualised. *DBLCI-OY Balanced Index represents the TRAC (total return after costs) Index. 

Historical performance is not an indication of future performance and any investments may go down in 
value.

Commodities have an important place in a strategic portfolio given their diversification benefits. How the 
commodity bucket is executed however can have a material impact on the effectiveness of the investment 
strategy. We believe WisdomTree Enhanced Commodities UCITS ETF (WCOA) which tracks the Optimised Roll 
Commodity Index (EBCIWTT) is built on robust principles of diversification and maximises return while minimising 
risk. The strategy consistently delivers attractive returns among its peers at the lowest level of risk. This makes it 
the most favourable among investment strategies actively seeking to outperform a passive allocation to broad 
commodities.

RELATED PRODUCTS:

WisdomTree Enhanced Commodity UCITS ETF - USD Acc

https://www.wisdomtree.eu/en-gb/etfs/commodities/wisdomtree-enhanced-commodity-ucits-etf-usd-acc
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IMPORTANT INFORMATION 

Communications issued in the European Economic Area (“EEA”): This document has been issued and approved 
by WisdomTree Ireland Limited, which is authorised and regulated by the Central Bank of Ireland.

Communications issued in jurisdictions outside of the EEA: This document has been issued and approved by 
WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as applicable). 
Our Conflicts of Interest Policy and Inventory are available on request. 

For professional clients only. Past performance is not a reliable indicator of future performance. Any 
historical performance included in this document may be based on back testing. Back testing is the process 
of evaluating an investment strategy by applying it to historical data to simulate what the performance 
of such strategy would have been. Back tested performance is purely hypothetical and is provided in this 
document solely for informational purposes. Back tested data does not represent actual performance and 
should not be interpreted as an indication of actual or future performance. The value of any investment 
may be affected by exchange rate movements. Any decision to invest should be based on the information 
contained in the appropriate prospectus and after seeking independent investment, tax and legal advice. 
These products may not be available in your market or suitable for you. The content of this document does 
not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any product or 
make any investment. 

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, 
less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including among 
others, general market risks relating to the relevant underlying index, credit risks on the provider of index swaps 
utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory 
risks.

The information contained in this document is not, and under no circumstances is to be construed as, an 
advertisement or any other step in furtherance of a public offering of shares in the United States or any province 
or territory thereof, where none of the issuers or their products are authorised or registered for distribution and 
where no prospectus of any of the issuers has been filed with any securities commission or regulatory authority. No 
document or information in this document should be taken, transmitted or distributed (directly or indirectly) into 
the United States. None of the issuers, nor any securities issued by them, have been or will be registered under the 
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state 
securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly 
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, 
WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data providers used to 
source the information in this document make no warranties or representation of any kind relating to such data. 
Where WisdomTree has expressed its own opinions related to product or market activity, these views may change. 
Neither WisdomTree, nor any affiliate, nor any of their respective officers, directors, partners, or employees accepts 
any liability whatsoever for any direct or consequential loss arising from any use of this document or its contents.

This document may contain forward looking statements including statements regarding our belief or current 
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements 
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be 
accurate and actual results could differ materially from those anticipated in such statements. WisdomTree strongly 
recommends that you do not place undue reliance on these forward-looking statements.
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WisdomTree Issuer PLC

The products discussed in this document are issued by WisdomTree Issuer PLC (“WT Issuer”). WT Issuer is an 
umbrella investment company with variable capital having segregated liability between its funds organised under 
the laws of Ireland as a public limited company and authorised by the Central Bank of Ireland (“CBI”). WT Issuer is 
organised as an Undertaking for Collective Investment in Transferable Securities (“UCITS”) under the laws of Ireland 
and shall issue a separate class of shares (“Shares”) representing each fund. Investors should read the prospectus 
of WT Issuer (“WT Prospectus”) before investing and should refer to the section of the WT Prospectus entitled ‘Risk 
Factors’ for further details of risks associated with an investment in the Shares. 

The methodology of and rules governing the index (the “Index Methodology” and the “Index”) are proprietary and 
shall not be reproduced or disseminated without the prior written consent of the “Index Sponsor” (as defined in 
the “Index Rules” available on http://www.wisdomtree.eu/home). None of the Index Sponsor, the index calculation 
agent (where such party is not also the Index Sponsor, the “Index Calculation Agent”) nor, where applicable, the 
index Investment Advisor (the “Index Investment Advisor”) guarantee that there will be no errors or omissions in 
computing or disseminating the Index. The Index Methodology is based on certain assumptions, certain pricing 
models and calculation methods adopted by the Index Sponsor, the Index Calculation Agent and, where applicable, 
the Index Investment Advisor, and may have certain inherent limitations. Information prepared on the basis of 
different models, calculation methods or assumptions may yield different results. You have no authority to use or 
reproduce the Index Methodology in any way, and neither the Index Sponsor nor any of its affiliates shall be liable 
for any loss whatsoever, whether arising directly or indirectly from the use of the Index or Index Methodology or 
otherwise in connection therewith. The Index Sponsor reserves the right to amend or adjust the Index Methodology 
from time to time in accordance with the rules governing the Index and accepts no liability for any such amendment 
or adjustment. Neither the Index Sponsor nor the Index Calculation Agent are under any obligation to continue the 
calculation, publication or dissemination of the Index and accept no liability for any suspension or interruption in 
the calculation thereof which is made in accordance with the rules governing the Index. None of the Index Sponsor, 
the Index Calculation Agent nor, where applicable, the Index Investment Advisor accept any liability in connection 
with the publication or use of the level of the Index at any given time. The Index Methodology embeds certain 
costs in the strategy which cover amongst other things, friction, replication and repo costs in running the Index. The 
levels of such costs (if any) may vary over time in accordance with market conditions as determined by the Index 
Sponsor acting in a commercially reasonable manner. The Index Sponsor and its affiliates may enter into derivative 
transactions or issue financial instruments (together, the “Products”) linked to the Index. The Products are not in 
any way sponsored, endorsed, sold or promoted by the sponsor of any index component (or part thereof) which 
may comprise the Index (each a “Reference Index”) that is not affiliated with BNP Paribas (each such sponsor, a 
“Reference Index Sponsor”). The Reference Index Sponsors make no representation whatsoever, whether express 
or implied, either as to the results to be obtained from the use of the relevant Reference Index and/or the levels at 
which the relevant Reference Index stands at any particular time on any particular date or otherwise. 

No Reference Index Sponsor shall be liable (whether in negligence or otherwise) to any person for any error in the 
relevant Reference Index and the relevant Reference Index Sponsor is under no obligation to advise any person of 
any error therein. None of the Reference Index Sponsors makes any representation whatsoever, whether express 
or implied, as to the advisability of purchasing or assuming any risk in connection with the Products. The Index 
Sponsor and its affiliates have no rights against or recourse to any Reference Index Sponsor should any Reference 
Index not be published or for any errors in the calculation thereof or on any other basis whatsoever in relation to 
any Reference Index, its production, or the level or constituents thereof. The Index Sponsor and its affiliates shall 
have no liability to any party for any act or failure to act by any Reference Index Sponsor in connection with the 
calculation, adjustment or maintenance of the relevant Reference Index and have no affiliation with or control over 
any Reference Index or the relevant Reference Index Sponsor or the computation, composition or dissemination of 
any Reference Index. Although the Index Calculation Agent will obtain information concerning each Reference Index 
from publicly available sources that it believes reliable, it will not independently verify this information. Accordingly, 
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no representation, warranty or undertaking (express or implied) is made and no responsibility is accepted by 
the Index Sponsor or any of its affiliates nor the Index Calculation Agent as to the accuracy, completeness and 
timeliness of information concerning any Reference Index. The Index Sponsor and/or its affiliates may act in a 
number of different capacities in relation to the Index and/or products linked to the Index, which may include, but 
not be limited to, acting as market-maker, hedging counterparty, issuer of components of the Index, Index Sponsor 
and/or Index Calculation Agent. Such activities could result in potential conflicts of interest that could influence the 
price or value of a Product.

����������������������������

Some of the sub-funds referred to in this document may not have not been registered with the Swiss Financial 
Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered with FINMA 
shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act on Collective Investment 
Schemes or its implementing ordinance (each, as amended from time to time). The representative and paying 
agent of the sub-funds in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 5070, 8021 
Zurich, Switzerland. The prospectus, the key investor information documents (KIID), the articles of association and 
the annual and semi-annual reports of the sub-funds are available free of charge from the representative and paying 
agent. As regards distribution in Switzerland, the place of jurisdiction and performance is at the registered seat of 
the representative and paying agent.

For Investors in France: The information in this document is intended exclusively for professional investors (as 
defined under the MiFID) investing for their own account and this material may not in any way be distributed to the 
public. The distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may 
be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory 
as UCITS compliant with European regulations although may not have to comply with the same rules as those 
applicable to a similar product approved in France. The Fund has been registered for marketing in France by 
the Financial Markets Authority (Autorité des Marchés Financiers) and may be distributed to investors in France. 
Copies of all documents (i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda 
thereto, the latest annual reports and the memorandum of incorporation and articles of association) are available 
in France, free of charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, 
Paris, France. Any subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and 
any supplements or addenda thereto.

For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public 
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the 
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase 
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior 
authorisation of the Maltese Financial Services Authority




