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Opening Comments

Great investors think in terms of probability. In the absence of certainty, operators like Marks, Buffet and Graham position their portfolios with the odds 
stacked in their favor. To do so, to improve the risk-reward tradeoff, investors are tasked to buy low into reliable support and sell high into established 
resistance. As is the case, many prominent commodity markets have traded down into attractive levels that, in conjunction with constructive 
fundamental data, would suggest price risk is now far more skewed to the upside for the foreseeable future. Despite all the rhetoric of a recession 
and economic weakness, natural resources are in the precarious position of finding stronger support and diminishing resistance into year-end. 
As will be discussed, the support beneath commodity prices has not been stagnant but rather has been rising alongside production costs and the 
various levers of cost-push inflation.1 Furthermore, there exists a lack of supply response that typically would have awakened amidst the higher prices 
of mid-year 2022 but is altogether failing to do so. The combination of the two suggests the path of least resistance is upward and is something to be 
watched with a keen eye as investors redeploy capital into the new year.

Strong Support: How rising production costs may limit downside price risk

The first and strongest market force imposing a price floor beneath many raw materials is the rise in the marginal cost of production. In general, as the 
level of inflation has sped higher, so too have the expenses endured by industries and businesses alike. 

The global agriculture industry comprises one corner of the economy that has been subject to intense margin compression. According to the United 
States Department of Agriculture (USDA), expenses incurred by US farmers are projected to rise 19% in 2022, representing the largest annual increase 
on record.2 This year, fertilizer costs alone have advanced 47% on the back of lost supplies out of Russia, Ukraine and neighboring Belarus (Figure A).2 
Modern fertilizers have been a key reason for the global 
population boom of the last half century. Consequently, 
any sustained limitations for the industry will likely have 
a dramatic influence on crop yields and in turn, overall 
supply. As can be seen in Figure A, rising costs aren’t 
strictly isolated to fertilizers. The plight faced by many of 
today’s producers goes well beyond material inputs.

Other expenses such as labor, property and interest 
comprise some of the more stubborn (and virulent) 
aspects of common inflation gauges. Feed and fuel 
may ebb and flow with supply/demand dynamics, but 
categories like labor and property tend to abide by a 
much longer time horizon. The structural limitations 
facing the world’s labor force, made worse by the 
pandemic, are well documented. Demographic trends 
indicate fertility rates and prime working age populations 
in key manufacturing societies like China, Germany, 
Mexico and Japan have all entered structural declines in 
the last few years. Astonishingly, the age of the average 
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1 Cost-push inflation occurs when prices increase due to increases in the cost of wages and raw materials.
2 Source: USDA, ERS, Farm Income and Wealth Statistics, as of 12/1/2022

“Buying at a discount from intrinsic value and having the asset’s price move toward its value doesn’t require serendipity; it just requires that market participants 
wake up to reality. When the market’s functioning properly, value exerts a magnetic pull on price.” – Howard Marks

“Whether we’re talking about socks or stocks, I like buying quality merchandise when it is marked down.” – Warren Buffet

“If we assume that a very considerable amount of Wall Street activity must inevitably have elements of chance in it, then the sound idea would be to measure 
these chances as accurately as you can and play the game in the direction of having the odds on your side.” – Benjamin Graham
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farmer is 58 years old in the US, 60 in Kenya and 67 in Japan.3 The implication is that fewer prime-working age adults are appearing in the labor force, 
leaving the heavy burden of production to an ageing subset of the population. Higher wages and benefits may be required to attract a generation that 
has historically found more appeal in sectors like hospitality, finance and technology.

As for interest expense and other rate-dependent variables, leading central banks have been adamant that the way forward is “higher for longer”. 
Tighter financial conditions likely will have a massive impact on the breakeven costs for all manner of natural resource producers. Consider over a 
quarter of the pastureland and over half of the cropland in the US falls under rental agreements subject to variable rates.4 It should be expected that 
structural components like wages, rent and other debt-financing will buffer production costs (i.e., raise the price floor) for some time. 

Not limited to the agriculture sector, similar spikes in the 
cost curve are occurring within the energy and metals 
space as well. According to Bloomberg New Energy 
Finance, the price of lithium-ion batteries increased in 
2022 for the first time since tracking began in 2010.5 The 
seismic collapse in prices from over $1,000/kWh in 2010 
to $141 last year (an 86% reduction) has propelled electric 
vehicle adoption in rapid fashion. However, that reduction 
occurred in an era of virtually free money and unrestricted 
trade. As those two accommodations fade into history, 
the world may be forced to undergo significant repricing. 

Today, the most dominant cathode-chemistry in the 
market (nickel, manganese, cobalt) requires metals that 
are regularly in deficit and are sourced from unpredictable 
nations like Russia, China and the Democratic Republic 
of the Congo. To make matters worse, metal inventories 
are near historic lows, threatening the real possibility of 
regional stockouts (Figure B).6 And with the world on the 
brink of a generational build in new green infrastructure 
(Inflation Reduction Act, REPowerEU, etc.), expectations 
are for leading economies to start accumulating national 
stockpiles, adding strain to an already tight market. 

Strong Support: How political maneuvering may add fuel to the energy crisis 

Beyond the rapid increase in production costs, downward price action may also be curtailed through government intervention. Of all commodities, 
crude oil has been influenced the most by this phenomenon. Since Russia’s invasion of Ukraine in late February, a coordinated effort has been made to 
squeeze the petrostate of its lucrative oil revenues. December 5th marked the first major step in that conquest by officially enacting an embargo of all 
Russian seaborne oil exports to the European Union and its 27 member states. Two months later, on February 5th, 2023, the embargo will be extended 
to include vital petroleum products like diesel and gasoline. Official estimates by the International Energy Agency (IEA) suggest Russia will be unable to 
offload all barrels previously intended for the EU to other international buyers (primarily China, India, Turkey) and will suffer an estimated supply decline 
of 14% in 2023. At 1.4 million barrels per day (mm bpd), Russia’s expected loss next year is greater than the entire production capacity of OPEC member 
and World Cup host, Qatar.

Aside from restrictive measures taken against the Kremlin, oil has two additional (rather significant) backers – OPEC+ and the US Strategic Petroleum 
Reserve (SPR). After nearly two full years of steady supply increases, the OPEC cartel has agreed to a dramatic shift in policy by enacting a 2mm bpd 
supply cut. Following the group’s meeting in October, the Nigerian oil minister revealed OPEC’s intentions to “keep benchmark prices around $90”.  
This should come as no surprise given $90 is suspiciously close to the price required to balance highly subsidized economies like Saudi Arabia  
and Kazakhstan.7 

In the US, a similar transition is underway. Whereas the US had suppressed oil prices year-to-date through a historic release of over 180 million barrels 
(~750k bpd), recent reports out of the Biden administration indicate the government will start to refill strategic reserves at a price below the $96 
average sales price established throughout the year. The first in a series of purchases has been scheduled for delivery in February – a powerful signal 
to investors of America’s shift from major seller to major buyer. Nonetheless, whether analyzing the US, Russia or OPEC, each of the world’s top three 
players in the oil market are signaling reduced supplies ahead.

3 US – USDA (2017), Kenya – Financial Times (2017), Japan – Statistics Bureau of Japan (2019) 
4 “2014 Tenure, Ownership, and Transition of Agricultural Land Survey”, USDA, Economic Research Service
5 “Lithium-ion Battery Pack Prices Rise for First Time to an Average of $151/kWh”, BloombergNEF, as of 12/6/2022
6   Source: Wood Mackenzie, Shanghai Metals Market, Wind, Goldman Sachs Investment Research, 1/1/2021 - 12/16/2022 
7 “Middle East and Central Asia Regional Economic Outlook”, IMF
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Weak Resistance: Why suppliers are reluctant to increase output amid higher prices 

Although the commodity asset class is scattered with additional examples of recent price support (record central bank gold purchases, surging 
electricity prices, mass labor force resignation, etc.), the second half of our thesis (weak upside resistance) is just as impactful. Traditionally, as the price 
of a given resource rises, suppliers dial up capacity to take advantage of higher margins, and prices eventually settle near their natural equilibrium. 
Today, however, there are a growing number of forces at work preventing the supply-side from responding in a meaningful way despite impressive 
performance from the broader commodity complex (the Bloomberg Commodity Index has risen nearly 60% in the two years ending November 2022). 

One partial explanation boils down to a pure capital 
budgeting decision. Valuations for various energy, materials 
and mining companies are far too cheap. The price-to-
earnings ratio for the S&P 500 Index is 19.7, compared to a 
ratio of 9.4 for the energy sector and 9.7 for the metals and 
mining sector.8 When valuations are depressed, companies 
have often generated a better return repurchasing stock  
rather than investing money in expansionary projects (Figure 
C).9 Over the previous four quarters, share buybacks among  
US oil companies increased ten-fold, dwarfing the 64% 
increase for other S&P 500 members.10 Dividends among 
the same oil constituency increased 33%, more than three 
times the rise of all other companies in the index. The signal 
from investors is clear (“Stop drilling. Start repaying.”), and the 
industry is responding. 

Regardless of investor feedback, the ability of the producing 
community to meaningfully increase output isn’t as simple 
as some are led to believe. Taking a sharper look at resource 
quality and long-cycle investment reveals an ageing industry on the verge of contraction. According to research firm Enverus, US shale has provided 
90% of global oil output growth over the past ten years, but signs are emerging that the Shale Revolution is nearing its peak. New rigs aren’t coming 
online, CAPEX from the world’s leading suppliers is still down more than 2/3rds from the 2013 peak, and well productivity has fallen anywhere between 
8% - 13% compared to the previous year.11 Shale wells simply aren’t producing what they used to – a side effect of America’s waning Tier 1 acreage (the 
most oil-rich locations). According to a recent study, 61% of the Tier 1 inventory in the Permian Basin has already been drilled, up from 28% three years 
prior.12 The world’s marginal supplier of oil and associated natural gas is fading, and there doesn’t appear to be a Shale 2.0 to take its place. 

Declining resource quality has been a prominent theme 
among mining and farming communities as well. In its very 
first edition, Bloomberg’s Global Copper Outlook delivered 
several eye-watering statistics. Of note, world copper  
demand is projected to increase 53% by 2040, compared to  
a supply increase of just 16% in that time. Furthermore, 
average ore quality is now a mere 25% of its prior 
concentration levels a century ago (Figure D).13 In other 
words, miners have had to quadruple the amount of material 
extracted from the earth just to keep final output from falling. 
This natural rate of depreciation marks a steady and increasing 
tax on commodity producers. 

8 Multiples reported as of 11/30/2022 using trailing 12-month earnings
9 Source: Bloomberg, Represents the sum of Exxon and Chevron, Full-year 2022 figures sourced from company guidance, 2008 - 2022
10 “Biden is Right to Question Big Oil’s Stock Buybacks”, The Washington Post, as of 12/6/2022
11 “Oil Wells Creeping into Texas Cities Herald Shale Era’s Twilight”, Bloomberg, as of 12/12/2022
12 “Why Won’t Energy Companies Drill?”, Goehring & Rozencwajg, as of 11/22/2022
13 Source: Bloomberg NEF, 1900 - 2030
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Weak Resistance: How political initiatives are intensifying resource shortages 

Under the unlikely assumption that suppliers can produce at a profit and investors will reward them to do so, there is still a growing list of obstacles 
that have made certain supply additions extremely challenging. For producers engaged in fossil fuel extraction, today’s hyper-politicized environment 
is nearly uninhabitable. Across the world’s leading economies, the industry is experiencing a slew of hostile policies including windfall profit taxes, 
permitting restrictions, exorbitant carbon pricing, export bans, fossil fuel divestment, oil and gas price caps and (as previously discussed) history’s most 
extensive program of SPR sales. Taking it all into account, it may come as no surprise that the world has become massively energy deficient. 

In tandem with government intervention on the 
supply-side of the equation, consumers have become 
increasingly numb to the cost-of-living crisis via subsidies 
and other forms of public aid. Year-to-date, European 
governments have spent €700 billion to secure energy 
supplies and cushion consumers from rising prices 
(Figure E).14  Within Germany, once the posterchild for 
fiscal prudence, contributions have amounted to an 
astounding 7.4% of gross domestic product (GDP).14 

Elsewhere, attempts have also been made to suppress 
food insecurity and unburden households from the cost 
of higher food prices. In India, spending on subsidized 
grains like rice and wheat is projected to exceed the 
intended budget by 30% in 2022, totaling $32.7 billion.15 

While India’s efforts represent the largest food program 
of its kind, other nations around the world have 
implemented similar policies to either limit end-user 
costs, cap exports or claw back revenues from leading 
domestic suppliers. In Chile, the world’s top copper producer, a highly scrutinized bill has recently moved on to the senate and may pass in early 
2023. Under the legislation, a flat 1% tax will be imposed on large-scale miners, in addition to a profit tax fluctuating between 8% and 26%. Chile’s top 
copper producers have criticized the measure for its likely impact on competitiveness and outside investment. Not only do policies of this kind impede 
much-needed spending on future projects, but they may also (in conjunction with subsidies and consumer aid) have the unintended consequence of 
boosting demand and exacerbating shortages. 

Closing Comments

Looking forward to 2023, there are a staggering number of market-moving variables to consider. Attempting to predict the outcome of these events 
with any sort of certainty is an extremely difficult proposition. A more prudent approach may be to maintain a longer-term horizon and stack the odds 
in one’s favor. For that, many commodities may offer the dual benefit of (i) strengthening support and (ii) deteriorating resistance. 

For the price of commodities like wheat, oil, and natural gas to retrace to pre-Russian-invasion levels signifies a separation from the fundamentals and 
an incredible opportunity to reengage in an asset class with asymmetric price risk. Rising production costs and greater government demand may 
translate into a powerful tailwind. Misguided policy and insufficient investment are also highly supportive and may simultaneously lead to weaker 
resistance above current levels. With little progress made in curing the shortages that fostered the prevailing commodity bull market, we believe that 
underinvestment and cost-push inflation will provide the bedrock on which the next leg higher will likely develop. 

Nick Schwartz, CFA
CoreCommodity Management, LLC
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Disclaimer

All expressions of opinion are subject to change without notice in reaction to shifting market conditions. Data contained herein from third-party providers is 
obtained from what are considered reliable sources. However, its accuracy, completeness or reliability cannot be guaranteed. The economic statistics presented 
herein are subject to revision by the agencies that issue them. CoreCommodity Management assumes no obligation to provide this information in the future or 
to advise of changes in this information. Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect 
reinvestment of income and do not reflect the impact of advisory fees. Investors cannot invest directly in an index. All investments are subject to risk.

Important Disclosures & Definitions

An investor should consider the investment objectives, risks, charges and expenses carefully before investing. To obtain a prospectus containing 
this and other information, call 1-866-759-5679 or visit www.alpsfunds.com. Read the prospectus carefully before investing.

Performance data quoted represents past performance. Past performance is no guarantee of future results; current performance may be higher or lower than 
performance quoted.

All investments are subject to risks, including the loss of money and the possible loss of the entire principal amount invested. Additional information regarding 
the risks of this investment is available in the prospectus.

The commodities markets and the prices of various commodities may fluctuate widely based on a variety of factors. Because the Fund’s performance is linked 
to the performance of highly volatile commodities, investors should consider purchasing shares of the Fund only as part of an overall diversified portfolio and 
should be willing to assume the risks of potentially significant fluctuations in the value of the Fund. The Fund invests in commodity futures related investments, 
which are derivative instruments that allow access to a diversified portfolio of commodities without committing substantial amounts of capital. Additional risks 
of commodity futures related investments include liquidity risk and counterparty credit risk. Liquidity risk is the risk stemming from the lack of marketability of an 
investment that cannot be bought or sold quickly enough to prevent or minimize a loss. Counterparty risk is the risk that a party to a transaction will fail to fulfill 
its obligations. The term is often applied specifically to swap agreements in which no clearinghouse guarantees the performance of the contract.

Another principal risk of investing in the Fund is equity risk, which is the risk that the value of the securities held by the Fund will fall due to general market and 
economic conditions, perceptions regarding the industries in which the issuers of securities held by the Fund participate or factors relating to specific companies 
in which the Fund invests. The Fund’s investments in non-US issuers may be even more volatile and may present more risks than investments in US issuers. Equity 
investments in commodity related companies may not move in the same direction and to the same extent as the underlying commodities.

Barrels per day (“bpd”): a measure of oil output, represented by the number of barrels of oil produced in a single day.

Price/Earnings (P/E) Ratio: a valuation ratio of current share price compared to per-share earnings.

Bloomberg Commodity Index: an unmanaged index used as a measurement of change in commodity market conditions based on the performance of a basket 
of different commodities. 

S&P 500 Index: widely regarded as the best single gauge of large-cap US equities. The index includes 500 leading companies and covers approximately 80% of 
available market capitalization. 

One may not invest directly in an index.

ALPS Advisors, Inc. and CoreCommodity Management, LLC are registered with the CFTC as the Commodity Pool Operator and, respectively, as the Commodity 
Trading Advisor. Both ALPS Advisors, Inc. and CoreCommodity Management, LLC are NFA members.

ALPS Advisors, Inc. is the investment adviser to the Fund and CoreCommodity Management, LLC is the investment sub-adviser to the Fund. ALPS Advisors, Inc. 
and ALPS Portfolio Solutions Distributor, Inc., affiliated entities, are unaffiliated with CoreCommodity Management, LLC. CoreCommodity Management, LLC 
serves as investment adviser to the Fund’s Cayman Islands subsidiary.

“CompleteCommodities” is a service mark of CoreCommodity Management, LLC.

ALPS Portfolio Solutions Distributor, Inc. is the distributor for the Fund.

Not FDIC Insured • No Bank Guarantee • May Lose Value
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