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Key Takeaways

e Investor sentiment in commodity markets has reached a five-year low, presenting potential opportu-
nities for contrarian investors.

» Potential opportunities and challenges exist in industrial metals, energy, precious metals and agricul-
tural commodities.

» Despite current bearishness, structural tailwinds like the global energy transition and geopolitical
tensions could lead to a rebound in commodity prices.

Investor sentiment in commodity markets appears to have reached an extreme level of bearishness, with
net speculative positioning on commaodity futures at its lowest point in five years.1 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 post, 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.

Figure 1: Net Speculative Positioning in Commodity Futures

https://www.wisdomtree.com/us/insights/blog/have-commodities-hit-peak-bearishness-what-happens-next
WISDOMTREE



WISDOMTREE BLOG

_J_ |:||:||:|

Pl el 2] MWiPR i
- - —.—.I i . i

m Agriculture 1 Energy Industrial Metals @ Livestock @ Precious Metals

Source: WisdomTree, Commodity Futures Trading Commission (CFTC), Bloomberg. Latest CFTC posi-
tioning data as of 8/6/24.

Industrial Metals: Overlooked Structural Tailwinds

Industrial metals have faced significant headwinds recently, driven largely by weak sentiment toward China.
Concerns about that 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 toward
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.

Despite these challenges, there are strong structural tailwinds that the market seems to be overlooking. The
global push toward energy transition and decarbonization will require a massive increase in the production
of industrial metals like copper, nickel and aluminum. 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 characterized 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 U.S. 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.
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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.2 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 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).3 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, 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 commodities
have often experienced strong rallies due to various disruptive events, including the Covid-19 pandemic,
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 materialize. For investors, the current bearish positioning in agricultural commodities
may present a unique opportunity to capitalize on an underappreciated sector.

WisdomTree’s Approach to Broad-Based Commodity Exposure

In thinking about portfolio construction, the equity and fixed income asset classes tend to get the majority
of our attention. Commodities, however, can provide a differentiated return profile.
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One catalyst for commodity returns can be rising expectations of inflation, something that did impact
commodity returns during 2022. At a time when broad-based equity markets were negative and fixed
income saw interest rates rising, commaodities were able to provide a differentiated return profile.

Another consideration for commodities regards how they are priced in U.S. dollars. Those seeing a chance
for U.S. dollar strength shifting toward U.S. dollar weakness may look to commaodities, as a weaker U.S.
dollar could translate to rising commodity prices.

The WisdomTree Enhanced Commaodity Strategy Fund (GCC) is an actively managed exchange-traded
Fund and intends to provide broad-based exposure to the following four commodity sectors: energy,
agriculture, industrial metals and precious metals, primarily through investments in futures contracts.
The Fund may also invest up to 10% of its net assets in any combination of shares of one or more
exchange-traded products that primarily hold bitcoin and in bitcoin futures contracts. The Fund will not
invest in bitcoin directly.

The following figures will give some perspective on GCC's performance.

Figure 2a: Standardized Returns

Year-to- Since Fund
Fund/Index Name ;
Date Inception
WisdomTree Enhanced i - : = : e 3 Z ; e
; ~ GCC 122120 055% 11.62%  14.69% 6.10% M/A MSA 10.24%
Commuodity Strategy Fund [NAV)
WisdomTree Enhanced 1 o _ : o S e : ;
i ~ GCC 122120 055% 1126% 1447% 5.94% M/A MSA 10.11%
Commodity Strategy Fund {(MP)
S&P 500 Index 1529% 24569 10.01% 15.05%  12.86% A

Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, as of
6/30/24. NAV denotes total return

performance at net asset value. MP denotes market price performance. Prior to 12/21/20, the ticker symbol
GCC was used for an exchange-traded

commaodity pool trading under a different name and strategy. Past performance is notindicative of future
results. Investment return and

principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may
be worth more or less than their

original cost. Current performance may be lower or higher than the performance data quoted. For
the most recent month-end and

standardized performance and to download the Fund prospectus, click here.

Figure 2b shows the year-to-date performance of GCC, shown with the S&P 500 Index for context. It was
notable how GCC saw an acceleration of returns, roughly in April and May 2024, while the S&P 500 Index
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tended to drop lower. More recently, during the downdraft of performance in early August 2024, both GCC
and the S&P 500 Index were impacted.

Figure 2b: Year-to-Date Returns for 2024
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Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, as of
8/15/24. NAV denotes total return

performance at net asset value. MP denotes market price performance. Past performance is not
indicative of future results. Investment

return and principal value of an investment will fluctuate so that an investor’s shares, when
redeemed, may be worth more or less

than their original cost. Current performance may be lower or higher than the performance data
quoted. For the most recent month-

end and standardized performance and to download the Fund prospectus, click here.

Figure 2c takes us back three years, to August 14, 2021. The transition from 2021 to 2022 was an important
turning point in markets, as we started to see the inflationary consequences of all the stimulative monetary
and fiscal policy during the Covid-19 pandemic. While the S&P 500 Index trended more in the downward
direction, GCC moved sharply upward in early 2022. This was also the time of Russia’s invasion of Ukraine,
which did create supply-side concerns and rising prices across an array of commaodities, especially energy.

GCC did not necessarily keep pace as the S&P 500 Index recovered, but, from a portfolio construction
perspective, 2022 did provide a notable proof-point of its differentiated return potential.

Figure 2c: 3-Year Returns Perspective
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Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, as of
8/15/24. NAV denotes total return

performance at net asset value. MP denotes market price performance. Past performance is not
indicative of future results. Investment

return and principal value of an investment will fluctuate so that an investor’s shares, when
redeemed, may be worth more or less

than their original cost. Current performance may be lower or higher than the performance data
quoted. For the most recent month-

end and standardized performance and to download the Fund prospectus, click here.

With any commaodity strategy, one of the most important aspects is looking under the hood at the actual
exposure. Some strategies have more weight in energy, while others attempt to be more evenly distributed.
It's critical to evaluate how the exposure l0oks relative to one’s economic expectations. Figure 3 indicates
GCC's breakdown across different commodity

exposures.

Figure 3: GCC’'s Commodity Breakdown
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GCC Weights

Energy 32.6%
Brent Crude Oil Code 9.8%
WTI Crude Oil HE 9.0%

ULS Diesel HO 4.1%
Low Sulphur Gas Oil Qs 4.5%
RBOB Gasoline X8 3.6%
Natural Gas NG 17%
Corn C 3.0%
Soybeans s 39%
Soybean Meal SM 0.0%
Wheat w 2.4%
Soybean Oil BO 0.0%
HRW Wheat Kw 1.1%

Sugar sB 24%

Coffee KC 2.8%

Cocoa cc 32%

Cotton cr 17%

Live Cattle LC 23%
Lean Hogs LH 1.1%
Feeder Cattle FC 0.6%
Gold GC 10.6%

Silver ] 5.5%

Platinum PL 15%

Copper LP 8.2%

Aluminum A 5%
Zinc LX 3.4%
Nickel N 23%
Lead LL 0.0%
Tin LT 29%

Bitcoin Futures

Bitcoin Futures BTC 35%

Source: WisdomTree. GCC weights as of 6/30/24. As we rebalance the strategy, actual

weights on any business day may vary from rebalance weights due to market price
fluctuations. Contract refers to any listed commodity futures contract. Commodity
refers to basic good used in commerce, often inputs in the production of other goods
or service. The difference between commodity and contract is illustrated through this
example: the Crude Oil commodity is invested in through two different contracts: the
WTI Crude (NYMEX) and the Brent Crude (ICE) contracts.

Conclusion

While commodities 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.

1 Sources: WisdomTree, Commodity Futures Trading Commission, Bloomberg, as of 8/6/24.

2 IEA, Oil Market Report - August 2024, iea.org. https://www.iea.org/reports/oil-market-report-august-2024
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3 Joseph Moss, “What'’s behind China’s Gold-Buying Spree?” International Banker, 8/14/24. https://inter-
nationalbanker.com/banking/whats-behind-chinas-gold-buying-spree/
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Important Risks Related to this Article

You cannot directly invest in an index.

There are risks associated with investing, including the possible loss of principal. An investment in this
Fund is speculative, involves a substantial degree of risk, and should not constitute an investor’s entire
portfolio. One of the risks associated with the Fund is the complexity of the different factors which contribute
to the Fund’s performance. These factors include use of commodity futures contracts. In addition, bitcoin
and bitcoin futures are a relatively new asset class. They are subject to unique and substantial risks, and
historically, have been subject to significant price volatility. While the bitcoin futures market has grown
substantially since bitcoin futures commenced trading, there can be no assurance that this growth will
continue. In addition, derivatives can be volatile and may be less liquid than other securities and more
sensitive to the effects of varied economic conditions. The value of the shares of the Fund relate directly to
the value of the futures contracts and other assets held by the Fund and any fluctuation in the value of these
assets could adversely affect an investment in the Fund’s shares. Because of the frequency with which the
Fund expects to roll futures contracts, the price of futures contracts further from expiration may be higher
(a condition known as “contango”) or lower (a condition known as “backwardation”) and the impact of such
contango or backwardation may be greater than the impact would be if the Fund experienced less portfolio
turnover. Please read the Fund’s prospectus for specific details regarding the Fund’s risk profile.
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