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Broad commodity strategies offer investors a way to diversify their investment portfolio and potentially 

reduce overall volatility. However, owning commodities can be challenging as there are significant costs 

related to rolling futures. This is why investors may wish to focus on enhanced strategies that seek to 

minimise these costs.

WisdomTree’s Enhanced Commodity UCITS ETF (ticker: WCOA) combines S&P’s dynamic rolling 

methodology with Bloomberg Commodity (BCOM) constituents and starting weights which offers a unique, 

low-volatility tool to access commodities. But investors may be wondering: what is dynamic rolling, how 

does it work, and why is it a potentially superior approach to accessing commodities?

This blog explores five key features of our Enhanced Commodity strategy and how it might add value to 

investor portfolios:

1) How dynamic rolling can minimise roll cost in contango

S&P’s dynamic roll methodology is key to managing the roll yield component of futures returns. It involves 

positioning further along the futures curve in contango markets for 18 out of 22 commodities (Gold, silver, 

soybean meal and soybean oil are not optimised due to lack of convexity/concavity in respective futures 

curves), specifically on sections of the curve where roll costs can be minimised. Contrasting this are 

front-month rolling strategies like BCOM, which often allocate where roll costs are highest and results 

in significant drag on returns over time. Figure 1 highlights this and the importance of roll costs, not 

price, on historic commodity returns. By mitigating roll costs, dynamic roll strategies captured annual 

outperformance of 3% to 8.5% against front-month strategies over the past three years, five years and 

since 2001. Against a backdrop of persistent oversupply concerns between shale and OPEC, contango in 

crude is unlikely to change, hence dynamic roll strategies are the ideal way to allocate into commodities.

Figure 1: Minimising rolling costs improves performance

Annualised return decomposition compared between dynamic and standard rolling broad commodity 

strategies
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Source: WisdomTree, Bloomberg. Data from 31/05/01 to 31/07/17. Past performance is not indicative of 

future returns. Dynamic strategy represented by S&P GSCI Dynamic Roll ER Index. Standard strategy 

strategy represented by S&P GSCI ER Index.

2) How dynamic rolling can maximise roll return in backwardation

When commodity futures are in backwardation, WisdomTree’s Enhanced Commodity UCITS ETF dynamic 

contract selection shifts towards the cheapest section of the respective futures curves. This ensures that 

the maximum positive roll yield is captured as per front-month strategies. For commodities constantly ex-

hibiting seasonal backwardation like natural gas and agriculture, dynamic rolling can capture a predictable 

source of alpha.

3)How dynamic rolling offers lower volatility, compared to broad equity baskets and gold

Aside from managing roll yield, dynamic rolling also plays a crucial role in dampening volatility. This stems 

from front-month strategies being more closely related to volatile spot price movements than longer-dated 

futures contracts. Consider Figure 2, for example, which contrasts the annualised volatility of WTI futures 

across different tenors. At 36%, the volatility of front-month WTI futures is equivalent to a one-in-five 

probability of making or losing at least 6% on a weekly basis. A 2Y WTI futures contract (current contract 

held by WisdomTree’s Enhanced Commodity UCITS ETF), by comparison, has markedly lower volatility 

of 21%.

Given the dynamic roll’s tendency to allocate into far-out futures in contango markets, overall sensitivity to 

spot prices is suppressed. This underpins WisdomTree’s Enhanced Commodity UCITS ETF lower volatility 

profile (14.2%) against BCOM (16.7%) and other asset classes including diversified equities (17.2% for 

MSCI ACWI) and gold (17.7%). From an asset allocation perspective, WisdomTree’s Enhanced Commodity 

UCITS ETF allocations may potentially reduce overall portfolio volatility.
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Figure 2: Lower portfolio volatility with enhanced commodities

Annualised volatility profile of different asset classes and WTI Crude Oil Futures

Source: WisdomTree, Bloomberg. Data from 05/01/01 to 31/07/17.

Past performance is not indicative of future returns. Annualised volatility based on weekly returns.

4) BCOM starting weights and constituents offer a balanced approach to commodities investing

5) WisdomTree’s Enhanced Commodity UCITS ETF offers compelling absolute and risk-adjusted 

returns against peers

WisdomTree’s Enhanced Commodity strategy (tracking Optimised Roll Commodity Index) outperformed 

broad commodity peers across multiple time horizons since inception, in both absolute and risk-adjusted 

terms. The combination of volatility-suppressing futures positioning, balanced commodity weight alloca-

tions and alpha-generating roll make WCOA a better portfolio diversifier and commodities access tool than 

competing broad commodity strategies.

How can you invest?

The table below outlines the different share classes available for investors:

Listing Currency

Share Class Currency

WisdomTree Enhanced Commodity UCITS ETF – USD Acc

IE00BYMLZY74

WisdomTree Enhanced Commodity UCITS ETF – USD

IE00BZ1GHD37

Investors sharing this sentiment may consider the following UCITS ETFs:

• WisdomTree Enhanced Commodities UCITS ETF (WCOA)

You might also be interested in reading…

• 5 things you need to know about investing in oil

• Oil: Trading opportunities ahead

• Oil supply glut not yet over: Learn how to position around oil’s latest slump
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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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