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Commodities - The Bull Market You Aren’t Hearing About
Over the past several months, these pages have been littered with concerns about inflation re-appearing. Much
like recessions and pandemics, we never really know precisely when inflation might happen. This inability to
predict markets is at the heart of our investment process. The world is unpredictable, so we don’t base our
decisions on predictions. Instead, we prepare by creating a balanced portfolio with the expectation that the risks
of one asset class are mitigated by another. This is the core of portfolio diversification/risk reduction.
Traditional portfolio construction includes stocks and bonds, but in our experience, gold and other commodities
are only occasionally used in portfolio construction. Academic research has identified commodities as a strong
portfolio diversifier, but commodity investment has never become common. As a firm, PWM portfolios contain
commodities and gold as core investments.
We believe that one of the reasons that commodities are less common in investment portfolios is that they tend
to run in long cycles and staying disciplined in long cycles can be very difficult. The last big commodity cycle lasted
from roughly 2000 to 2014. This was almost entirely driven by demand from emerging markets, in particular China,
and overlapped with concerns about long term supply. This followed a commodity bust in the 1980’s and 1990’s.
From 2015 to 2020, we were back into ‘bust’ mode, driven by lower oil prices, a diminution of foreign commodity
demand, and aggressive expansion of global production capacity in response to the prior boom.
Although the cycle is long, commodity markets are no different than other markets in the sense that they
anticipate the future. We have been discussing the threat of rising inflation for the last several months and the
financial press was full of inflation stories over the last week. Whatever you might read, the charts on the following
page are the evidence – commodity prices began to rise at the peak of the first wave of the COVID pandemic last
Spring. These commodities are core building blocks for most everything we need, so price increases at this level
eventually carry over into the goods we buy. Commodity prices may be signaling that the inflation the FED has
been trying to create for the last 10+ years, might finally be here.
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Looking at the charts above, there is some evidence that the next great cycle in commodities may be starting.
Since the cycle low in March of 2020, commodities have been taking off. Certainly, some recovery from the
pandemic-induced demand cliff is to be expected, but what we view as noteworthy are 1) many of these prices
have already exceeded pre-pandemic levels, despite aggregate demand not yet returning to normal; and 2) there
has been a broad recovery across base metals and agricultural products, suggesting that the rise in commodity
prices is due to something more than the recovery from the pandemic.
As we discussed last week, the pandemic catalyzed a jolt of fiscal stimulus to the economy and fiscal stimulus has
a much greater impact on the real economy than the monetary stimulus that has been with us since the Great
Financial Crisis of 2007-08. This next round of massive fiscal spending from Congress may finally deliver the
inflation that the FED has been attempting to create for 10+ years. We just need to be careful that it doesn’t
become too much inflation, because that is a slippery slope.

Jobs, Automation and the Minimum Wage
One of the biggest problems with political solutions is that politics desires a simple, logical sounding response that
can be easily marketed to voters. Unfortunately, it is extremely rare that such solutions give any thought to
unintended consequences. We saw that again this week in an article by the Financial Times. In that article, the
author reviews 100+ years of history that suggest that a higher minimum does not impact employment. We see
that as the first problem. The author assumes that the next 10, 15 or even 100 years will look like the last 100
years. We like to use history as a guide, but we don’t take it as gospel.
The author then goes on to identify the next culprit that will hurt low wage earners – contract employees.
According to the author, a higher minimum wage is often offset by less spending on overtime, and the way that is
accomplished is by using contract labor. This allows a company to actively scale its labor force to demand, but it
also eats away at the benefits of full-time work, in particular, job security. The author suggests that in addition to
the minimum wage, President Biden “should push for a floor on conditions as well as hourly wages, curbing those
practices that drive down labour costs by increasing worker insecurity.”
So, the ‘solution’ is to raise the minimum wage and reduce the ability to circumvent that increase. If only it were
that simple. What is completely missed in the article is the impact of technology, specifically AI and automation.
An MIT study last year found that technology has improved the efficiency and productivity of skilled workers, but
has begun to replace workers in low skill jobs. Automation and artificial intelligence are coming no matter what
the minimum wage is, but a higher minimum wage simply makes automation a more enticing economic
proposition than it already is.
This is a much larger issue than the minimum wage. The MIT study suggests that technology advances initially
were a huge boost to productivity, which was a great economic benefit. Yes, jobs were lost as a result, but
ultimately new jobs more than replaced those lost jobs. However, the pace of technology advancement hit an
inflection point in 1987. Since then, we have been unable to completely offset job losses with new job gains. The
article states “Within industries adopting automation, the study shows, the average “displacement” (or job loss)
from 1947-1987 was 17 percent of jobs, while the average “reinstatement” (new opportunities) was 19 percent.
But from 1987-2016, displacement was 16 percent, while reinstatement was just 10 percent.”
A higher minimum wage may be a great political sound bite, but the evidence suggests that it will be unsuccessful
in dealing with the core problem, which is integrating technology into the workplace and re-training those left
behind with new skills that have value in a rapidly changing world. Unfortunately, there are no easy, political
answers for that problem. (For an opposing view, see the link “Why the $15 minimum wage is pretty safe” below.)

What We're Reading
As COVID-19 Vaccines Emerge, the Search for Antiviral Drugs Continues
Biden Targets Trump's Legacy with First-Day Executive Actions
Fleeing the City? You’ll Be Back
More Than Precious: Silver’s Role in the New Energy Era
Why the $15 Minimum Wage is Pretty Safe
Cooperman Sees ‘Euphoria’ in Parts of Market; Skeptical on Long-Term Outlook
Grey Areas in the Green Revolution (FT – Subscription may be required)
Yellen's Call to 'Act Big' Reflects Long Re-think on Big Government Debt
How Biden Plans to Tackle the $1.6 Trillion Student Loan Debt (6 Min. Video)
Bond yields are rising. Why does it matter?
Markets This Week
And all of a sudden, we are back in 2020, with NASDAQ and Technology leading the way. This push-pull
between growth and value has been on ongoing affair since last summer. We suspect the reason is that
vaccinations are behind schedule and there are COVID variants that are running rampant, which limits
optimism of a return to normal anytime soon. Approval of the J&J vaccine over the next few weeks has
the potential to swing us back the other way. The laggards for the week were typical of 2020: Energy and
Financials.
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S&P 500 (SPY)

1.91%

2.41%

20+ Yr. Treasuries (TLT)

0.04%

-3.71%

Consum er Disc. (XLY)

2.59%

5.80%

Dow (DIA)

0.60%

1.37%

Barclays US Aggregate (AGG)

0.00%

-0.80%

Info. Technology (XLK)

4.25%

2.16%

NASDAQ (QQQ)

4.35%

3.72%

Interm ediate Municipal (MUB)

-0.01%

-0.09%

Financials (XLF)

-1.94%

2.92%

Russell 1000 Grow th (IWF)

3.83%

2.67%

US Corporate Bonds (LQD)

-0.32%

-1.76%

Health Care (XLV)

0.53%

3.66%

Russell 1000 Value (IWD)

-0.24%

2.59%

Barclays US High Yield (HYG)

0.22%

0.00%

Utilities (XLU)

-0.24%

0.22%

Vanguard Mid-Cap (VO)

0.65%

3.43%

Industrials (XLI)

-0.36%

-0.05%

Vanguard Sm all-Cap (VB)

1.46%

7.02%

11.00%

International Equities

1 w eek

YTD

Com m odities

1 w eek

Energy (XLE)

-1.59%
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Consum er Staples (XLP)

-0.85%

-3.53%

MSCI EAFE (EFA)

1.01%

3.00%

Com m odities (PDBC)

-1.23%

2.79%

Com m . Services (XLC)

5.44%

2.02%

MSCI Em erging (EEM)

2.72%

8.05%

Gold (GLD)

1.62%

-2.50%

REITS (VNQ)

1.37%

0.99%

Hom ebuilders (XHB)

5.08%

10.27%

The table above is an analysis of the weekly and year to date returns of various markets/sectors that we follow (More RED = worse performing
markets/sectors; More GREEN = best performing markets/sectors). Source: IEX Trading & PWM Research.

Retirement Planning:
Should You Pay Off Debt or Save For Retirement?
It’s the Coke vs. Pepsi debate of personal finance. When you have extra money at the end of the
month, should you pay down debt or bulk up your retirement savings?

Tax Planning:
First Time Investors, Here’s What You Need To Know About Taxes
Investing for your future and for your retirement is one of the most important things that you can
do. But the impact of investing on your taxes can also be uncertain.

Estate Planning:
Why an Irrevocable Trust Might Be the Right Estate Planning Tool
Unlike a revocable trust, assets contributed to an irrevocable trust no longer belong to you. If the
thought of losing control may be of concern to you, think about the benefits of doing so.

Health:
The Benefits of Brief Bursts of Exercise
Doing vigorous exercise for just 12 minutes triggers changes in blood levels of substances linked to
cardiovascular health.

Entrepreneur:
Five Mistakes New Entrepreneurs Make
Have you ever wondered why many entrepreneurs fail? It is normal that everyone wants to taste the
honeys of entrepreneurship, but not everyone is willing to pay the price.
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