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clients’ equity portfolios. However, 
the problems that have beset BP 
over the last 12 months clearly 
highlight the issues inherent in 
single-equity holdings. Equally, 
clients may well be investing 
in these stocks for the dividend 
yield rather than their commodity 
exposure.

For a true ‘commodity play’ 
advisers should analyse the 
causes of the ‘super-cycle’. Today 
the answer is very clear: it is the 
industrialisation of China and of 
India. Therefore an adviser should 
clearly explain to the client that by 
investing directly in commodities 
they are, in fact, closely correlated 
to the growth and development of 
China and India. 

Assuming that the client wishes 
to invest directly in this story and 
is happy to take on this greater 
risk level of natural resources 
within his or her portfolio, but 
does not want a single-equity 
exposure, what are the ways this 
can be achieved?

In simple terms the routes are:

is clearly easier to do with gold 
bars rather than barrels of oil, 
but is much riskier on the whole.

These can be specific to one 
commodity or to a broader 
basket of commodities.

linked to commodity prices.

in the specific sector, like the 
J.P.Morgan and Investec funds 
showcased in this supplement.
Further to choosing among the 

above, a client and his adviser 
must analyse the drivers behind 
each asset. It is not enough to 
assume that every commodity 
will move in the same direction 
all the time, there are a number 
or micro-drivers behind each 
commodity. These driver may 
relate to specific supply and 
demand imbalances or, as is the 
case with gold, macro-economic 
issues. Therefore unless a client 
has an in-depth knowledge, it is 
far too risky to buy an investment 
linked to only one commodity. For 
many investors, a specialist fund 
dedicated to natural resources, run 
by a fund manager and his team – 
with significant experience in the 
sector – is the best fit. 

Funds or diversified ETFs 
are the best ways for clients to 
gain direct commodity exposure. 
There are a growing number of 
funds that invest in the small-cap 
sector, however, once again a client 
must be comfortable with both 
the commodity risk as well as the 
small-cap risk, which is greater 
than that of large cap companies 
on the whole.

While there is no ‘risk free’ 
way of investing in commodities, 
an investor and his adviser must 
honestly assess the risk profile 
and time horizon for the individual 
investor in order to make the 
natural resources allocation 
correctly sized within the portfolio. 

The commodity super-cycle 
argument is receiving more and 
more column inches in the press, 
and clients and investors have 
become eager to understand how 
they can invest and participate 
in this area. Much of this client 
interest will stem from the very 
large profits that can seemingly 
be made from this sector. And, in 
an environment where expected 
returns from Western equities are 
low clients are looking for ways to 
supercharge their portfolios.

However, a professional adviser 
must ensure his or her clients 
understand that commodities have 
historically been one of the most 
volatile sectors in which to invest. 
The graph here clearly illustrates 
this point. The 10-year price 

Commodity Index showcases 
how, over the course of time, 
commodities have not always 
been the winners they are today. 
It may well be argued that the 
2008-2009 recession was just a 
temporary hiatus in a longer cycle, 
however, the collapse in value was 
massive, and the index is nowhere 
near its high water mark today.  
As such, this would have been a 
very unfortunate experience for 
investors investing toward the 
highs of 2008. That said, investors 
who invested in 2009 have had a 
wonderful investment experience 
and continue to see prices for 
commodities rise, and the value of 
their natural resources holdings 
rise as well.

With this volatility in mind, 
I would argue that investing 
in commodities is generally 
the riskiest part of any client 
portfolio, and that an adviser 
should therefore size the 
investment correctly for the 
client concerned. Every client 

has different goals when it comes 
to financial planning, and these 
must be carefully considered. But 
assuming a client is certain they 
wish to have a ‘commodity play’ 
in their portfolio, what is the best 
way for an adviser to achieve this?

Ironically most equity investors 
will have commodity investments 
in their portfolios. Royal Dutch, 
BP, BHP Billiton, Rio Tinto and 
Xstrata are staples of many 

Chris Andrew of Clarmond Advisors Limited offers advice for fellow advisers about how to 
approach the natural resources discussion with clients, and how to advise them on including the 
sector in a larger portfolio

So you want to invest in natural 
resources…
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Natural 
resources 
fund selection 
should take 
into account an 
investor's risk 
profile


