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BT Pension Scheme & Commodities

• An early adopter of commodities.

• Commodities is a significant asset class 
for the BT Pension Scheme. 

• Demonstrated ability to outperform

Source: * Hermes as at end September 2009.

IAPF Annual Investment Conference : 25th March 2010 www.iapf.ie



IAPF Annual Investment Conference : 25th March 2010 www.iapf.ie

Commodities - Buying Process

• Increasingly investors spending more time on how 
to gain exposure.

Why Commodities?
• Diversification
• Inflation Protection
• Event Risk Insurance
• Positive Risk Premium

What?
• Index or Active 
• Benchmark (DJ-UBS, 

GSCI, RICI)
• Collateral (Cash, 

Credit, TIPs)

How?
• Swaps
• Futures
• Exchange 

Traded
• Fund
• Equities
• Physical

Who?
• Fiduciary (Fund, 

Pension)
• Investment Bank
• Hedge Fund
• In House
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Why Invest In Commodities?
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Why Invest In Commodities?

• A positive return over time
– Similar return and risk profile to equities
– A positive forward-looking risk premium

• Portfolio diversification
– Low correlations with other asset classes 

• Portfolio protection
– Hedge against rising inflation
– Hedge against event risk

• Liquid and transparent
– More transparent & liquid than “traditional” alternative 

investments
– No leverage required to gain benefits
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Source: World Equities is the MSCI World Equity Index, Bonds is the Barclays 10 Year US Government Index, Cash is the Bloomberg 3 
Month Treasury and Commodities is the Standard and Poor’s GSCI Total Return Index.

Risk Return Profile of Commodities
Cumulative Asset Class Returns

December, 1970 to July, 2009
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Risk Return Profile - Since 1970

Source: World Equities is the MSCI World Equity Index, Bonds is the Barclays 10 Year US Government Index, Cash is the Bloomberg 3 Month
Treasury and Commodities is the Standard and Poor’s GSCI Total Return Index.

Asset Class Risk, Return and
Premia vs. 10 Year Gov't
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Commodity Market Returns
Forward-Looking Expectations

• Spot Return
– Price appreciation
– Linked to GDP growth rates and 

producer price index (i.e. PPI)

• Collateral Return
– Short-term cash rates
– Linked to inflation (i.e. CPI)

)()()()()( Pr10 emiumTyUSROLLCASHSPOT RERERERERE =−++

[ ] [ ] [ ] [ ]25.3,5.175.0,05.4,0.20.3,5.1 %75.0%5%0%5.3%25.2 −=−++

• Roll Return
– Analogous to yield that can 

be positive or negative
– Linked to cost to maintain 

commodity exposure
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Correlation with Commodities
January, 1970 to July, 2009
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Source: World Equities is the MSCI World Equity Index, Bonds is the Barclays 10 Year US Government Index, Cash is the Bloomberg 3 Month
Treasury, Property is the UK IPD Property Index from 1986 and Commodities is the Standard and Poor’s GSCI Total Return Index.
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• Commodities though volatile can actually reduce 
overall portfolio risk

Adding Commodities to a 
Strategic Asset Allocation

Source: World Equities is the MSCI World Equity Index, Bonds is the Barclays 10 Year US Government Index, Cash is the Bloomberg 3 Month
Treasury, Property is the UK IPD Property Index from 1986 and Commodities is the Standard and Poor’s GSCI Total Return Index.

Portfolio Simulation: Adding Commodities
January, 1986 to July, 2009
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Commodities and Inflation Regimes
January, 1970 to July, 2009
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Property is the UK IPD Property Index from 1986, US Equities is Standard and Poor’s  and Commodities is the Standard and Poor’s GSCI Total Return Index. 
“High GDP” for example is defined as above trend where the trend is the historical average. “Low GDP” is defined as below trend or the historical average.

Commodities and Inflation Regimes
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Managed Money
as Percent of Market Size 
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Liquidity Providers - Market Capacity

Source: Hermes, CFTC and Barclays Capital. 
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Important Information
This communication is directed only at recipients who are eligible counterparties or professional clients, as defined in the Glossary to the 
Financial Services Authority’s Handbook of Rules and Guidance. Any investment or service to which this communication relates is only 
available to and will only be engaged in with such persons and any other persons who receive this communication should not rely on or act 
upon this communication. This communication is issued and approved only for the purposes of section 21 of the Financial Services and 
Markets Act 2000 by Hermes Investment Management Limited (“HIML”). HIML has its registered office at Lloyds Chambers, 1 Portsoken 
Street, London E1 8HZ. Hermes Commodities is part of HIML.
Hermes is a multi-specialist asset manager, independent of any broader financial services organisation. Each Hermes operating company 
[and limited liability partnership] is either a subsidiary of, or is otherwise affiliated to, Hermes Fund Managers Limited. They carry on business 
under the name "Hermes". The main operating companies within the Hermes Group are Hermes Investment Management Limited (“HIML”),
Hermes Administration Services Limited (“HASL”), Hermes Focus Asset Management Limited (“HFAM”), Hermes Focus Asset Management 
Europe Limited (“HFAME”), Hermes UOB Capital Asset Management Limited (“HUCM”), Hermes Private Equity Limited (“HPEL”), Hermes 
Real Estate Investment Management Limited ("HREIML") and Hermes BPK Partners LLP (“HBPK”). All of the above named operating 
companies are separately authorised and regulated by the Financial Services Authority except for ("HREIML") which is not regulated. HIML 
currently carries on all regulated activities associated with HREIML and is responsible for marketing HREIML products and HBPK funds to 
prospective investors and for arranging their investment. Hermes Commodities Umbrella Fund Limited ("HCUF") is authorised by the
Guernsey Financial Services Commission.
This document has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. This 
document is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or 
related financial instruments. Prospective investors must rely on their own examination of the legal, taxation, financial and other 
consequences of an investment in the funds, including the merits of investing and the risks involved. Prospective investors should not treat 
the contents of this document as advice relating to legal, taxation or investment matters. Before entering into an agreement in respect of an 
investment referred to in this document, you should consult your own professional and/or investment advisers as to its suitability for you and 
should understand that statements regarding future prospects may not be realised. No action should be taken or omitted to be taken in 
reliance upon information in this document. Figures, unless otherwise indicated, are sourced from Hermes.
The opportunities described in this document have unique risks that may make them unsuitable for certain investors. This communication 
indicates where figures used refer to past performance or simulated past performance. Past performance is not a reliable indicator of future 
results. Also, certain returns shown in this document are compared against returns for the relevant benchmark index during similar 
periods. It is important to note that the underlying volatility and risk of the funds’ portfolios and that of their benchmark indices vary materially.
This document should be read in conjunction with any relevant fund offering document (such as a prospectus or private placement 
memorandum) which will exclusively form the basis of any application and which can be obtained from HIML. A comprehensive list of risk 
factors appears in each fund offering document and an investment should not be contemplated until the risks of investment have been 
considered fully. Investors may not get back the full amount originally invested. The value of overseas investments will be influenced by the 
rate of exchange. The value and risks of underlying investments may be difficult to verify independently.
The provision of the information does not constitute an offer to purchase securities to any person in the United States or to any U.S. Person 
as such term is defined under the Securities Act of 1993.
Hermes Commodities Umbrella Fund Limited (“HCUF”) is not sponsored, endorsed, sold or promoted by Standard & Poor's, a division of The 
McGraw-Hill Companies, Inc. ("S&P"). Standard & Poor's does not make any representation or warranty, express or implied, to shareholders 
or any member of the public regarding the advisability of investing in securities generally or in the fund particularly or the ability of the 
Standard and Poor's Commodity Index ("S&P GSCI") to track general stock market performance. S&P's only relationship to Hermes 
Investment Management Limited (“HIML”) is the licensing of certain trademarks and trade names of S&P and of the S&P GSCI, which indices 
are determined, composed and calculated by S&P without regard to Hermes Investment Management Limited or the fund. S&P has no 
obligation to take the needs of the Hermes Investment Management Limited [HIML] or the shareholders into consideration in determining, 
composing or calculating the S&P GSCI. S&P is not responsible for and has not participated in the determination of the timing of, prices at, or 
quantities of shares to be issued or in the determination or calculation of the equation by which shares are to be redeemed. S&P has no 
obligation or liability in connection with the administration, marketing or trading of shares.
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THANK YOU

Colin O’Shea 
Hermes
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