Commodity investing looks simple on paper. Oil is “up,” gold is "down,” copper is “moving,” and you buy the
winner. In practice, commodities behave more like a living system than a ticker chart. They respond to weather,
shipping routes, geopolitics, refinery capacity, central bank decisions, and the unglamorous mechanics of physical
storage. The same investor can experience wildly different outcomes depending on whether they owned futures,

options, ETFs, or the underlying physical product.

I've watched traders swing from confidence to caution after a single data release, and I've seen "obvious”
narratives break when market structure shifted. When you invest in commodities, you are investing in supply
chains and expectations. That is why oil, gold, and other raw materials can move fast, and why you need a

framework that respects both economics and market plumbing.

The real engine: expectations plus market structure

Most commodity prices are quoted in futures markets. The futures curve tells you more than the front-month
price. If the curve is in contango, future delivery is priced higher than the spot market. If it is in backwardation,
future delivery is priced lower. Those shapes reflect storage costs, financing, convenience yield (the value of having

the physical commodity now), and supply-demand tightness.

A useful mental model is this: the spot price is what everyone can trade today, but the futures curve is what
everyone is betting on for later. If you buy a futures-based exposure, you are not only betting on the level of the
commodity. You are also exposed to roll dynamics, meaning how your position is “carried” from one contract to

the next as expiration approaches.

This is where many investors get surprised. Suppose oil and gold both appear to trend similarly on charts, yet one
position performs poorly due to roll costs. Or suppose the underlying commodity barely changes, but the roll

effect is substantial because the curve steepened.

In commodities, “price” and “positioning mechanics” are intertwined. That doesn’t mean you can't invest. It means
you should decide what you are actually trying to earn: direction, volatility, the term structure, or income from

backwardation.

Oil: the market that prices the next headline

Oil is often the first commodity people think about because it reacts instantly to news. Yet the movement is not
only emotional. Oil balances are tight in particular configurations, and the market is sensitive to assumptions

about how quickly disruptions can be repaired.

Supply shocks and the speed of response

Oil production can change more slowly than headlines suggest, but demand can also shift quickly. One reason is
that transportation and industrial usage have different time constants. Commercial air travel responds over weeks
and months, while some industrial demand responds over a quarter. Refining constraints matter too. A disruption
at a refinery can move crack spreads and indirectly affect crude differentials, which then feeds back into crude

expectations.

When geopolitical events threaten supply, markets try to price not only the immediate loss but also how much can
be rerouted, how much spare capacity exists, and how quickly pipelines and tankers can be repositioned. That is

why oil can rally sharply on fear and then fade when the logistics become clearer.



Storage, contango, and the “why did it drop” moments

Oil is also a storage-and-transport story. The ability to store crude and refined products can change whether
prices go into contango or backwardation. During periods when storage fills up or demand for blending and
refining is weak, the futures curve can twist in ways that make “bullish” spot moves less profitable for futures

holders.

I've seen investors interpret falling front-month prices as “oil is weak, stay away.” Meanwhile, other parts of the
curve signaled something else: the market might be leaning toward a near-term correction that still left longer-
dated prices supported. Without looking at the curve, it is easy to miss the difference between short-term

dislocation and a broader shift in fundamentals.

If you use an ETF or a futures rolling strategy, you need to understand its roll schedule and its method for
selecting contracts. Some roll early, some hold longer, some track front-month, others track an average. Those

implementation choices can matter as much as your macro view.

Gold: insurance, liquidity, and the gravity of real yields

Gold rarely trades like a factory output. It is a monetary asset and a hedge, which means it often moves in

response to different signals than oil.

Real interest rates do most of the heavy lifting

Gold’'s opportunity cost is largely tied to real interest rates and the strength of the US dollar. When real yields rise,
gold becomes less attractive relative to cash-like instruments. When real yields fall, the pressure eases. This
relationship is not one-to-one all the time because gold also responds to risk sentiment, central bank activity, and

currency hedging demand.

In periods of financial stress, the “safe haven” bid can dominate. But when stress fades, gold may retreat if real
yields rise again or if liquidity conditions normalize. The market is constantly repricing the balance between fear

and opportunity cost.

Physical demand and timing

Gold demand is not simply financial. Central bank purchases, jewelry demand patterns, and investment flows all
contribute. Yet timing matters. Wholesale buyers may act on policy expectations, while retail demand can be

seasonal. The futures market can lead or lag depending on whether investors are hedging physical needs.

I've also found that “gold is expensive” narratives miss an important point: the market can keep paying up for gold
if it is behaving like a hedge against tail risk. In those moments, buyers care less about immediate yield and more

about protecting purchasing power and portfolio stability.

Gold and volatility: how to think about it without predicting every spike

Some investors try to time gold's volatility. That can work, but it requires discipline and awareness of the products
used. Options can provide convexity, but option premiums embed expectations. If realized volatility runs below

implied volatility, you can lose even if your directional view is correct.

For most investors, a more defensible approach is to decide whether gold is serving a role in portfolio
diversification and crisis resilience. Once that role is clear, the timing question becomes less about getting every

move and more about staying consistent with the strategy’s expected behavior across regimes.



Other commodities: where the “story” shifts

Oil and gold get attention because they are liquid and widely discussed. But commodity investing is bigger than

those two.

Industrial metals like copper: growth expectations with a physical backbone

Copper sits at the intersection of construction, electrification, and industrial output. Its demand profile is more
cyclical and tends to track macro growth expectations. However, copper markets also respond to physical supply

constraints and infrastructure bottlenecks.

One underappreciated aspect is that inventories matter. When inventories are low relative to normal, the market
can react sharply to even small changes in demand or production. When inventories are high, the same demand

signal can produce a smaller price move because buyers can draw from stock.

Agricultural commodities: weather risk plus policy risk

Agriculture is where “unpredictable” becomes a permanent feature. Weather can turn a stable-looking crop
forecast into a supply shock quickly. Yet it is not only nature. Export policy, tariffs, and shipping constraints can

amplify or dampen price responses.

If you invest in agricultural commodities, you need to accept that supply is noisy and timing is fixed. There is a
reason why crop years create their own cycles and why futures can show complex shapes reflecting expected

harvest timing Check over here and storage availability.

Natural gas: infrastructure constraints and basis risk

Natural gas is notorious for localized issues, storage dynamics, and transportation limits. Prices can diverge across
regions depending on pipeline capacity and storage levels. Basis risk becomes important if your exposure tracks a

specific benchmark but your economic view is influenced by broader energy conditions.

This is one of the reasons I'm cautious about simplistic “energy bullish” trades across the whole complex. The

fundamentals are linked, but the transmission mechanism is not uniform.

The futures curve: why roll can make or break performance

If you take only one concept from commodity investing, let it be this: futures returns are not just spot returns.
They also include roll yield, which comes from the difference between the futures you buy and the futures you roll

into.

* |n backwardation, rolling forward often works in your favor because later contracts cost less than what you

paid for nearer ones.

® |n contango, rolling can be a headwind because later contracts cost more.

The roll yield can vary over time as supply tightness changes and as storage economics shift. That means the same
commodity can be a good investment in one period and a frustrating one in another even if you never change

your mind about direction.

To make this concrete, imagine a situation where spot prices are stable but the curve moves deeper into contango.
If your strategy relies on rolling, you may still lose money because you are systematically selling “cheaper later”

and buying “more expensive later,” depending on how the roll is structured.
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ETFs that track commodity futures often publish methodology details, and it is worth reading them closely. Some
funds target a constant maturity window, others use a roll schedule tied to liquidity. The “mechanics” layer is not a

nuisance. It is part of the investment thesis.

Position sizing and risk: commodities punish overconfidence

Commodities tend to be volatile and regime-dependent. That is a recipe for drawdowns if you size positions the
way you would size a diversified stock portfolio. Liquidity is also uneven across commodities. Even within the same

commodity, the liquidity of different contract months can vary.

Volatility matters, but correlation matters too. Commodities do not all move together, even during macro shocks.
Oil can fall while gold rises. Copper can fall while industrial metals stagnate. Some agricultural contracts can rally

even when energy is weak because weather-driven supply risk is idiosyncratic.

When | build a commodity allocation, | typically start with two questions. First, what is the role of the position in
my portfolio, diversification or return-seeking? Second, what is the specific exposure, direction, carry, volatility, or

hedging?

If your goal is hedging, you should care about the scenarios you want to cover. If your goal is return, you should

care about carry and roll effects because they can dominate returns in certain periods.

A practical way to keep risk anchored is to plan your exits and sizing before the trade starts, not after you are

emotionally committed. If you wait for perfect clarity, commodities often punish late decisions.

A short pre-trade checklist | actually use

I'm not a fan of overly ritualized investing, but | do keep a compact checklist for commodity trades, especially

when using futures-based products.

1. Identify the exact benchmark and contract roll methodology (spot vs front-month vs an index of maturities).
2. Check the current futures curve shape for contango or backwardation, not just the front price.

3. Estimate what could move the thesis quickly, then size so you can survive that move.

4. Confirm liquidity and expected execution costs for the product you are using.

5. Decide in advance whether you are trading the direction, the term structure, or both.

That list sounds basic, but it prevents the most common mistakes: misunderstanding roll, assuming spot is the

whole story, and over-sizing a view.

Case studies: oil versus gold when macro signals conflict

It's helpful to watch what happens when the macro “script” is mixed.

Scenario: risk-off markets and a shifting dollar

In stress, investors often seek liquidity and safety. Gold can attract demand while oil can weaken because recession
fears reduce expected consumption. Yet the path is not always smooth. If stress turns into a stronger-than-

expected policy response, oil can recover while gold cools if real yields rise and fear fades.

That is why | treat gold as an asset with a role, not a single-direction bet. The role is protection against certain

types of instability. The exact timing is harder.



Scenario: growth optimism with rising inflation expectations

When growth looks better, industrial demand can support oil and copper. Gold may also rise if inflation
expectations lift, but if real yields jump, gold can stall. The key is that gold’s drivers are not purely growth. They are

growth plus real yields plus currency dynamics.

In these periods, the commodity complex can move together for a while, but the relative performance between oil
and gold often depends on whether the market is pricing higher real rates or higher inflation without a matching

increase in real yields.

Scenario: supply disruption with limited demand change

A supply shock in oil can send crude higher even if macro demand forecasts are stable. The futures curve can react
quickly and storage economics can shift. Gold may not respond much if the shock does not meaningfully threaten

risk sentiment or real yields.

This scenario is a reminder that commodities react to different “first principles.” Oil cares about barrels. Gold cares

about monetary expectations and opportunity cost.

How to access commodities without pretending it’s all the same
Investors access commodities through different instruments, and each comes with specific trade-offs.

Physical commodities are hard to store and manage. Futures offer direct exposure but require roll management
and can create margin and liquidity considerations. Options can tailor risk but bring premium costs. Commodity

ETFs are convenient, yet their performance depends on their underlying futures strategy and roll dates.

The decision is not about which is best. It is about matching the instrument to your thesis. If you believe in a
persistent supply imbalance, a futures position aligned with the relevant contract cycle can be appropriate. If you

believe in a temporary stress spike, options can be a better fit because they cap your downside.

There is no perfect instrument. There are only instruments that behave in certain ways under certain market

conditions.

Edge cases that catch people off guard

Even experienced investors fall into traps with commodities because the market can behave differently than

expected when structure shifts.

One common trap is assuming that a commodity price increase automatically translates to profits in a futures-
based exposure. As discussed, curve shape and roll yield can overwhelm price moves. Another trap is treating
inflation headlines as a guarantee of commodity rallies. Inflation can be bad for growth and can raise real yields,

which can suppress gold and complicate energy and industrial metal responses.

A third trap is ignoring correlation shifts. Commodities can become more correlated during macro crises, then
decouple later. That matters for portfolio risk, especially when you are already exposed to stocks, credit, or

currencies that react similarly.

Finally, there is the behavioral trap. Commodities can trend strongly, then reverse with little warning. If you chase

moves without a plan, you end up buying after the risk is already priced.

A risk framework that respects regimes



If you want a workable approach to commodity investing, you have to treat regimes as real, not theoretical.
Regimes are periods where the dominant drivers differ. In one regime, oil might be driven by supply disruptions
and inventory levels. In another, it might be driven by demand and interest rate expectations. Gold might

alternate between fear-driven hedging and opportunity-cost-driven moves.

My preference is to anchor on a small set of economic drivers and let the data and market structure do the rest.
For oil, that often means watching inventories and the futures curve for signals about tightness and storage
conditions. For gold, it often means real yields, the dollar, and evidence of sustained central bank or investment

demand trends.

Then, | manage risk through sizing, product selection, and pre-planned tolerances. Commodities can be volatile,
but that volatility becomes manageable when you treat it as part of the environment rather than as an occasional

surprise.

A compact “do I still believe this?” rule

| like to review thesis integrity in a structured but not mechanical way. When the market moves, ask whether the
underlying drivers changed. If the futures curve and related spreads move in the opposite direction of your
assumption, that is a warning sign. If the macro indicators you rely on shift, you should expect the regime to

evolve.

This is where judgment matters. You will not be right all the time. The best commodity investors are not perfect
predictors. They are disciplined decision makers who limit damage when they are wrong and stay engaged when

they are right.

Bringing it together: why oil, gold, and more move

Oil moves because supply is physical, logistics are fragile, storage has limits, and expectations about replacement
capacity shift quickly. Gold moves because it sits at the intersection of real yields, the US dollar, and the hedging
behavior of institutions and households. Other commodities each have their own core constraints, whether it is

inventories for industrial metals, weather and policy for agriculture, or infrastructure and basis risk for natural gas.

If you invest in commodities with a coherent process, you dont need to predict every headline. You need to
understand what market structure is doing, what your specific instrument is exposed to, and how your position

should behave across scenarios.

Commodity investing rewards investors who can hold two thoughts at once: the market is driven by
fundamentals, and the trade mechanics can materially change outcomes. That combination is why it remains one

of the most challenging parts of finance, and also one of the most rewarding when approached with care.



