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Key Takeaways

e Industrial Metals: Overlooked long-term demand from energy transition investments.
e Energy: Recent price drops may offer tactical buying opportunities.

e Precious Metals: Gold remains strong, with potential for further upside.

e Agriculture: Current bearishness may underestimate disruption risks, creating potential gains.

e Related Products WisdomTree Brent Crude Qil, WisdomTree WTI Crude Oil, WisdomTree Copper,
WisdomTree Core Physical Gold, WisdomTree Cocoa Find out more

Net Speculative Positioning in Commodity Futures
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Source: WisdomTree, Commodity Futures Trading Commission (CFTC), Bloomberg, Latest CFTC posi-
tioning data as of 06 August 2024. Historical performance is not an indication of future performance
and any investments may go down in value.

Investor sentiment in commodity markets appears to have reached an extreme level of bearishness, with
net speculative positioning on commodity futures at its lowest point in five years. This pessimistic stance
has been shaped by several factors, including recent market volatility and ongoing economic concerns.
However, this level of bearishness may be overstated, creating potential opportunities for contrarian
investors, both tactically and strategically. In this blog, we’ll explore the main subsectors of the commodities
market—industrial metals, energy, precious metals, and agricultural commodities—to assess whether this
is an inflection point and what might come next.

Industrial Metals: Overlooked Structural Tailwinds

Industrial metals have faced significant headwinds recently, driven largely by weak sentiment toward China.
Concerns about the country’s economic slowdown, particularly in manufacturing, have weighed heavily on
the sector. Additionally, the global trend of higher interest rates has further dampened sentiment towards
industrial metals, as higher borrowing costs slow down investment in infrastructure and manufacturing.
Another factor contributing to the bearish sentiment is the perception of ample supply in the short-term,
with rising inventories on exchanges suggesting that physical supplies are abundant.
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Despite these challenges, there are strong structural tailwinds that the market seems to be overlooking. The
global push toward energy transition and decarbonisation will require a massive increase in the production
of industrial metals like copper, nickel, and aluminium. As the world ramps up investment in renewable
energy, electric vehicles, and battery storage, demand for these metals is expected to rise significantly. This
long-term narrative is not currently priced into the market, making industrial metals an attractive opportunity
for investors who are willing to look beyond the short-term noise. The current bearish positioning could thus
set the stage for a significant rebound as the energy transition narrative gains traction.

Energy: A Tactical Buying Opportunity Amid Volatility

The energy sector, particularly oil markets, has been characterised by significant volatility in recent months.
Oil prices have fluctuated broadly within a range of $70-90 per barrel, influenced by a complex mix of
factors. Concerns about an impending recession in the US led to a sharp decline in prices in July and
early August. However, this was followed by a rebound in mid-August as equity markets recovered and
geopolitical tensions in the Middle East resurfaced.

Despite these fluctuations, the International Energy Agency expects demand growth to be just under 1
million barrels per day (mb/d) in both 2024 and 2025, considerably below last year’s 2.1mb/d growth, but
not necessarily alarming. The current low level of speculative positioning in energy markets, exacerbated
by recent volatility, suggests that investors may be overly pessimistic. For contrarian investors, this could
represent a tactical buying opportunity, particularly as oil prices have recently approached the lower end
of their trading range before rebounding. If supply struggles to keep pace with demand, especially during
peak periods, we could see another upward shift in prices, potentially catching the bears off-guard.

Precious Metals: A Steady Performer with Upside Potential

Unlike other commodity sectors, net speculative positioning in precious metals has remained relatively
stable, hovering around its five-year average. Gold has shown resilience, supported by strong central bank
buying, most notably by the People’s Bank of China (PBOC). This demand has helped gold maintain its
strength despite headwinds from delayed rate cuts, which have put upward pressure on Treasury yields
and strengthened the U.S. dollar—both typically negative factors for gold.

Looking ahead, several factors could further boost gold’s appeal. As the Federal Reserve eventually shifts
to cutting interest rates, geopolitical tensions persist, and uncertainties around global trade continue,
demand for gold is likely to increase. Moreover, if investors in exchange-traded products (ETPs), who have
not fully participated in the recent rally, begin to increase their exposure to gold, we could see additional
upward momentum in the sector. For investors seeking a hedge against economic and geopolitical risks,
gold remains a compelling option.

Agricultural Commodities: Undervalued and Underestimated

Among all the commodity subsectors, agricultural commodities have seen the steepest decline in net
speculative positioning, reaching their lowest level in five years. In recent years, agricultural commaodities
have often experienced strong rallies due to various disruptive events, including the COVID-19 pandemic,
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the Russia-Ukraine conflict, and extreme weather patterns like El Nifio and La Nifia. These events have led
to significant physical disruptions in supply chains, contributing to supply shortages in agricultural markets.

The current extreme low in positioning suggests that the market may be underestimating potential risks
on the horizon. Agricultural commodities are particularly vulnerable to sudden disruptions, whether due
to geopolitical events, climate change, or unexpected shifts in supply and demand dynamics. With the
market seemingly disregarding these risks, there could be a sharp reversal in sentiment if any of these
potential disruptions materialise. For investors, the current bearish positioning in agricultural commodities
may present a unique opportunity to capitalise on an underappreciated sector.

Conclusion

While commaodities have experienced a wave of bearish sentiment, reflected in the lowest net speculative
positioning in five years, this extreme pessimism may be overdone. Each subsector—industrial metals,
energy, precious metals, and agricultural commodities—presents unique opportunities that could lead to
an inflection point in the market. As history has shown, periods of extreme bearishness can sometimes
precede significant rebounds, and contrarian investors may find attractive entry points in the current market
environment. Whether this marks the start of another commodity supercycle or simply a cyclical upturn
remains to be seen, but the potential for a shift in sentiment is certainly worth considering.
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Important Risks Related to this Article

Important Information

Marketing 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.

Marketing 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. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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