COMMODITY FUNDS
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Commodity funds are Private Partnerships that invest in
commodity and financial contracts.

Characteristics:

(1). Private Partnerships means not registered for the
general public but available only to “knowledgeable
investors.”

(2). Commodity and financial futures can be bought or
sold. They arein zero net supply. Thus, for every
investor who owns a contract, there must be a seller.
As a first approximation the expected return is zero.

(3). Normally an investor “sell” the shares to the fund at
N.A.V. Sometimes the issuing brokerage firm finds a
new buyer.

(4). The only information available to the public comes
if the commodity fund chooses to report.

(5). They normally have dissolve rules where if they
decline in size or N.A.V. declines to some level, they
dissolve.



Data Problems

One of the major problems with investors considering
Private Partnerships is a data problem with the class as
awhole. What is their performance is a difficult
guestion.

Causes:
(1). There are no mandatory reporting rules that funds
have to report to some agency.

(2). Good funds choose to report.

(3). The services that collect this information and report
it to major newspapers and magazines are sloppy and
way overstate performance.



Example

The major source for commodity fund data is MAR.

Problems:

(1). Funds that have a bad month or two do not choose
to report. Thus, the data does not include any
information on failing funds in their last months of
existence.

(2). Funds restate. Example:

Month N.A.V. Date Report
Jan 1000 Jan

Feb 1100 Feb

Feb 900 March
March 990 March

Services do not go back and restate returns. They
will report a 10% return in January and February.

(3). Funds do not report some months. These bad
months do not get into data.



(4). Bias in index construction:

Fund

+100

100
200

N.A.V.S.
F M
200 100
100 200

Returns
+100 -50
-50 +100

Average monthly return: 25%.

200
100

+100

100
200

-50



COMMODITY TABLES



Table I The Returns and Risks of Commeodity Funds,

1980-1988
Annual Return (per cent)
Monthly Standard Beginriing
Year Deviation® Al Year
1980 12.6° 5.8980 2.0748
1981 10.0 0.3452 1.0716
1982 10.1 0.4944 —0.0864
1983 11.7 ~15.1368 -15.0768
1984 10.6 7.0620 7.6636
1585 8.7 10.5096 10.8840
1986 10.4 —-17.3916 —17.1588
1987 8.7 27.8676 28.3200
1588 10.4 0.4962 0.5568
10.4 2.2563 2.3612

* The standard deviation for non-log retumns is almost identical.

® Simple average annual return was 4.4 per cent,

¢ This number excludes the firm with the highest standard deviation.
This firm existed for only a few months in 1980. Including this firm
would result in a value of 24.3 for 1980.
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