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Prot Gorton says: “So if you're an investor, what do you conclude from that? Ihat |
shouldn't be in stocks or commodities, that | should just put my money under my
bed?”

Equities versus commodities
Rolling 12-month correlation between the S&P 500 and
S&P GSCI Total Return index
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Source: Standard & Poor's

Investor inflows into commodities have come after central banks increased money
supply to stimulate the economy. That has also drawn investors into commaodities,
especially gold — which recently hit a record above $1,200 an ounce — and oil as
inflation hedges.

The professors’ paper also found commodities nicely track unexpected inflation, a
risk Prof Gorton highlights with a 10bn Zimbabwe-dollar note framed on his office
wall.

But Prof Rouwenharst, 49, warns of the relative volatility in commodity markets.
“Commodity prices do this,” he says, chopping the air with his right hand. “Inflation
does this,” he adds, lifting his arm in a gentle upward slope. “Over the short run,
there's just no hope.”

After commodity indices faltered in the recession, a record $68bn in investor
money flowed into commaodities last year, according to Barclays Capital.

The researchers say they once sought data from the Commodity Futures Trading
Commission, the US regulator, to examine the impact of traders’ positions on
commodity markets, but their Freedom of Information request was denied.

“We haven't pursued this because it's pretty clear that it's become a political
question and no one cares about the evidence,” Prof Gorton says.

Since “Facts and Fantasies” appeared, large investors' approaches to
commodities have spread beyond passive strategies into more deliberate
approaches. Another of the papers the scholars co-authored says “commaodity
trading advisers”, a type of hedge fund, showed dubious performance.

Prof Gorton says it is hard to know if commodity markets are inefficient and thus
ripe for active trading strategies. “You have to think there's low hanging fruit out
there in active strategies. But | wouldn't recommend to any institutional investor
that they do an active strategy unless they really understand that it's riskier.”
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