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Money does not grow on trees, but many investment banks are betting investment 
opportunities just might. State Street Global Advisors, Deutsche Bank and Barclays are 
just some of the institutions backing their bets with a bumper crop of commodity-based 
exchange traded notes and funds.  

There are now 60 commodities-linked US funds and notes tracked by Financial 
Research Corporation, although only nine have records stretching back more than two 
years. In Europe, over 100 exchange traded commodities are on offer, mostly from 
London-based ETF Securities. 

The first such products tracked commodities indices broadly, but recent months have 
brought a wave of far more focused offerings, giving investors exposure to everything 
from crude oil to soyabeans to lean hogs and cattle.  

The question remains, however, whether such a narrowly focused product makes sense 
for a retail investor. While it is still early in the game, investor excitement about such 
products has not quite matched the industry’s.  

There are a lot of new products on offer. Half of all exchange-traded product launches in 
the US this year have been commodities or currency-linked, says Jeffrey Ptak, director 
of exchange-traded securities analysis at Morningstar in Chicago. 

Unlike funds, exchange-traded notes are essentially debt instruments, whereas 
exchange-traded funds represent a stake in the commodities themselves. With ETFs, 
the challenge is obtaining up-to-the-minute pricing. ETNs, on the other hand, are 



unsecured debt, which poses credit risk. Still, each offers exposure to corners of the 
market previously too expensive, or too limited for investors to touch.  

“For the average investor, these products have really opened up the doors for 
diversifying in new areas,” says Tom Lydon, a financial adviser in Newport Beach, 
California and editor of ETFTrends.com.  

The newest generation to hit the market involves corporate leverage, offering greater 
upside return but also significant downside risk. In London, ETF Securities in March 
unveiled a series of 33 leveraged exchange traded commodity products based on 
indices tracking, among other things, coffee, corn, wheat and zinc. 

On the New York Stock Exchange Arca platform, Deutsche Bank in February rolled out 
Gold Double Short and Gold Double Long ETNs. In April, the company added four more 
leveraged ETNs, offering long, double long, short and double shorting of the Deutsche 
Bank Liquid Commodity Optimum Yield Agriculture Index. 

“As many bulls as there are, there are also a handful of bears who demand short 
products,” says Kevin Rich, a managing director with Deutsche Bank Global Markets 
Investment Products.  

What remains to be seen is whether these specialised sector products truly are a 
portfolio-boosting antidote to flat equity markets, or just the latest version of old-
fashioned fool’s gold. 

“Investors should recognise these are volatile markets and understand these markets 
before they invest,” says Mr Rich.  

Anthony Ogorek, a registered investment adviser and principal of Ogorek Wealth 
Management in Williamsville, New York warns: “People need to understand there is no 
central bank setting the prices of these commodities.”  

The only parties guaranteed to get rich from these products are the banks that sponsor 
them, he says.  

That is because the risk to the banks to roll out new products is negligible, says 
Morningstar’s Mr Ptak.  

In most cases, the product is coming from a bank or 
partner to a bank already trading in the underlying commodities. Besides the risk of the 
underlying indices, investors must also consider the potential risk of the bank 
underwriting the note.  

Simply because the bank behind the note is a big name, does not mean the product is 
guaranteed, says Jason Cole, managing director of Abacus Wealth Partners in 



Philadelphia. “Given the credit crunch, you don’t want to run into a situation where you 
have illiquidity.”  

While some commodity exposure is important, investors are much better off in products 
linked to broader commodities indices or more common products, advisers and analyst 
agree.  

In fact, gold and oil rule the top five exchange traded commodities products, according 
to data from Financial Research Corporation. And, as with the broader exchange traded 
product arena, the companies with the longest records and strongest reputations 
dominate.  

The largest commodities-based exchange traded fund is State Street Global Advisors’ 
$19.3bn (£9.8bn, €12.4bn) StreetTracks Gold ETF, which saw $590m in new money in 
March.  

That is followed by: State Street’s $4.7bn Select Sector Energy SPDR; Barclays’ $3.2bn 
iShares Silver Trust; the $2.2bn PowerShares Commodity Index, which is sponsored by 
Deutche Bank Commodity Services; and Barclay’s iShares Goldman Sachs Natural 
Resources Index, which held $2.2bn as of the end of March, according to FRC.  

Even Barclays has yet to attract significant assets to its specialised commodities ETNs, 
which are marketed under the iPath brand and were introduced in October. As of the 
end of March, the copper, nickel, and energy products had $11m, $7m and $7m, 
respectively.  

Perhaps that is because these products cater to hedge fund managers and other 
professional traders looking to make surgical strikes, without moving into cash, says 
Owen Concannon, director of managed accounts and alternatives at FRC. “You have to 
remember these products are accessible to anyone, but certainly not marketed to 
everyone,” he says.  

 
Hannah Glover is a reporter on Ignites, an FT publication  

 

 


	Debt instruments – fool’s gold or remedy to a slump?

