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The commodities market returned –5.4% in the first quarter (in 

U.S. dollars), as measured by the Bloomberg Commodity 

Index Total Return. 

Investment Review 

Commodities retreated in the first quarter as volatility reined 

amid persistent inflation fears and banking sector concerns. 

The U.S. Federal Reserve, citing elevated inflation and a tight 

labor market, raised rates by 25 basis points twice in the 

quarter. The 10-year U.S. Treasury yield declined roughly 40 

basis points over the year’s first three months. 

Within energy (–19.6% return in the index), the petroleum 

sector declined modestly with Brent crude trading in a $75-

$85/bbl range for most of the first quarter. Oil prices also fell 

to 15-month lows by mid-March on broader macroeconomic 

concerns, resilient Russian supply, and lingering French 

refinery outages. However, prices rebounded quickly to close 

out the quarter as pipeline disruptions in Iraq’s Kurdistan 

region and a jump in U.S. refinery utilization began drawing 

down global stockpiles. 

Natural gas prices in the U.S. plummeted to levels not seen 

since 2020 as strong production combined with weak 

residential/commercial demand due to warmer than normal 

winter weather drove storage levels to 21% above its 5-year 

average by the end of March.  

The precious metals complex (5.1%) outperformed the 

broader index in the quarter, with gold rising 6.8% and silver 

declining 0.4%. The main drivers of the sector’s performance 

were elevated recession risk (as evidenced by the most 

inverted 2s-10s segment of the yield curve since 1980) and 

the U.S regional bank crisis, which pushed bond yields lower 

in the quarter and the DXY index down by 1%. 

Base metals fell 3.2% in the first quarter, outperforming the 

broader index. The end of China’s zero covid policy, sharp 

improvements in Chinese economic activity and mobility, and 

optimism around looser Fed policy supported performance. 

Copper (7.1%) was the strongest performer amid positive 

macro sentiment early in the quarter and historically low 

visible inventories. Nickel was the worst performer, 

plummeting 21.4% on slowing EV sales in China and high 

inventories along the EV battery supply chain.   

Within livestock, cattle futures – both live and feeder – 

outperformed the index measurably in the first quarter as 

strong beef prices, firm cash cattle prices and a declining 

feedlot supply supported futures. Hog prices significantly 

underperformed the index in 1Q as hog supplies were larger 

than market expectations. Weakness in pork cutout prices  

(–12.1%) also contributed to the decline in lean hog futures, 

led by a rapid drop in pork bellies (–18.5%) and hams  

(–16.6%). 

The grain complex fell 4.1% in the quarter on signs of 

improving global supply prospects, but outperformed the 

broader index. Chicago wheat (–13.7%) led the group lower 

as cheap Russian exports continued to crowd out supplies 

from other origins and a 60-day extension of the Ukraine grain 

deal was approved. High-protein KC wheat (0.2%) 

outperformed Chicago wheat as severe drought in the U.S. 

Southern Plains resulted in the worst wheat conditions for this 

time of year since 1989, propelling the KC-Chicago spread to 

a new record above $1.80/bushel. Corn prices (–2.4%) 

recovered late in the quarter on concerns that wet and cold 

weather would hamper planting and lead to smaller YoY 

acreage gains. Soybeans (–0.8%) and meal (2.3%) were 

supported by continued drought conditions in Argentina 

causing further downgrades to production expectations, while 

bean oil (–13.6%) was weighed down by increased 

Russia/Ukraine exports of sunflower seed and crude oil 

weakness. 

Softs outperformed the broader index in the first quarter. The 

complex was led by sugar (18.9%) on reductions in India, 

Thailand, China and EU production and concern India would 

not release additional export quotas beyond the current 

pledge. The Northern Hemisphere production downgrades 

more than offset increases in Brazilian production forecasts 

Index Performance (US$) 

  Bloomberg Commodity Index Total Return 

 Q1 2023  -5.36%  

 1 Year  -12.49%  

 3 Year  20.84%  

 5 Year  5.36%  

 10 Year  -1.72%  

Data quoted represents past performance, which is no guarantee of future results.  
Risk of loss is possible. 
This information is not representative of any Cohen & Steers account and no such 
account will seek to replicate an index. You cannot invest directly in an index and index 
performance does not reflect the deduction of fees, expenses or taxes. 

Periods greater than 12 months are annualized. 
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and the widely held belief that the industry will again look to 

maximize sugar production over ethanol. 

Investment Outlook 

Although estimates for global oil demand growth have been 

revised lower recently, we still expect consumption to grow 

+1.7MM bpd YOY in 2023. This, combined with OPEC+’s 

recent announcement to cut an additional 1.15MM bpd of 

supply and Russia’s pledge to reduce its supply by 500k bpd 

through year end, will support oil prices in the $80-$90/bbl 

(Brent) range through the end of the third quarter. However, 

with the supply/demand gap widening in 4Q, larger deficits 

are expected to pull OECD inventories down to nearly 8% 

below its five-year average and potentially push oil prices well 

above $100/bbl by year-end.  We also have a negative view 

on crack spreads as we expect crude product inventory levels 

to normalize closer to their 5-year averages driven by higher 

refinery utilization, new refinery capacity coming online, and a 

temporary slowdown in demand. 

Natural gas prices are expected to remain subdued in the 

near-term driven by above-normal inventory levels and the 

potential to refill storage back above 4.0Tcf by the end of 

October.   

The inflation outlook remains uncertain, but our view is that 

inflation will trend lower while remaining sticky at historically 

elevated levels. With considerable risk of further stress to the 

financial system following the unprecedented pace of rate 

hikes, the bar will be high for further Fed rate hikes in May and 

beyond. Some economists argue that recent credit tightening 

from the regional bank crisis may be worth as much as 50bps 

of rate hikes, which if true, could discourage the Fed from 

meaningfully tightening from here. This setup in the face of 

slowing economic growth should generally be supportive of 

the precious metals complex. The market is currently 

anticipating 2-3 rate cuts by year end, which if they 

materialize, would be extremely positive for the sector. 

Global growth concerns as indicated by the steep inversion of 

the yield curve should be constructive for gold. Dollar 

strength, higher yields, and continued ETF outflows will act as 

headwinds, however. Silver should also benefit from the 

energy transition demand for solar panels. Since the 

downward inflation path will likely remain choppy, we expect 

to be tactical in managing our position. 

We remain constructive on base metals as we approach 

China’s May construction season peak, while acknowledging 

that the path forward is fraught with risk once metal intensive 

Chinese activity slows in late 2Q. Inventories remain 

historically low, which should support prices. However, the 

initial demand impulse from the Q1 restocking appears to be 

fading, leaving end demand to drive further metal purchases. 

The deeply inverted yield curve and regional banking crisis 

point to recession risks in the second half of the year. Low 

physical market premia and contangos in most base metal 

markets suggest that spot demand is sluggish, with China 

disinclined to buy unless prices fall and the import arbitrage 

window opens.   

We are most positive on copper and aluminum. Copper 

inventories remain at historically low levels and supply risks 

abound in Chile and Peru. In the near term, the copper market 

is likely rangebound in the $3.80 - $4.20/lb range. We are 

inclined to buy dips near the low end of the range. The 

aluminum market appears interesting, with talk of further 

supply cuts in China’s Yunnan province on power issues.  

Aluminum continues to trade into the cost curve unlike other 

base metals. We are least constructive on nickel, which is 

expensive relative to expected large 2023 surpluses, but will 

tread carefully given extremely low liquidity in the market 

since the March short squeeze and a market that is positioned 

short. 

In 2022, the U.S. saw the highest rate of female cattle 

slaughter since 1986 because of input cost inflation and 

widespread drought. This reduction in the breeding herd 

portends fewer supplies for years to come. Feedlot 

placements, cattle slaughter and beef production are 

expected to decline meaningfully in 2023 due to fewer 

available cattle outside of feed yards. Already we’ve seen 

placements of cattle onto feed decline (YoY) for the previous 

six consecutive months ending February 2023 while beef 

production has started the year down 4.0% (YoY) in the first 

quarter. With producers getting some reprieve in feed costs 

and pasture conditions improving, we could see efforts to 

expand the cattle herd in 2023. This would be yet another 

bullish signal as the retention of heifers for breeding and 

decreased cow slaughter would tighten supplies further. 

The tightness in U.S. hog supplies and pork production in 

early 2022 improved measurably in 2H and continues to 

improve in 2023. Thus far in 2023 hog slaughter and pork 

production in the U.S. has exceeded expectations markedly 

which was confirmed in the recent quarterly USDA Hogs and 

Pigs report. While we expect supplies to be ample in the near-

term we believe that lean hog futures could be supported at 

current levels based on cheap valuations and lower forward-

looking farrowing intentions. Reports of a new outbreak of 

African Swine Fever in China further supports our view. 

We remain bearish on the grain complex over the coming 

months, armed with a larger than expected corn acres 

estimate from the planting intentions report. We are most 

bearish on corn flat price, which will need to fight less hard to 

maintain its share of U.S. acreage against falling values of 
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competing crops. We are neutral to slightly positive on the 

soybean complex, given the lower-than-expected planting 

intentions acreage estimate and quarterly stocks, partly offset 

by U.S. export competition given ample Brazilian soybean 

supplies. We are slightly bearish on wheat, as elevated prices 

are likely to keep U.S. wheat priced out of the domestic feed 

ration and the global export market.  However, we recognize 

the upside risk to wheat from the Russia-Ukraine war and any 

failure to extend the export deal when it comes up for renewal 

within the next two months.   

We maintain a mixed view on softs. We are most constructive 

on coffee, with crop prospects deteriorating globally and the 

expectation of El Nino conditions forming in the summer. We 

have a more neutral view on cotton at current levels, with 

prices likely to take their cue from planting progress and 

weather in the Southern Plains. We remain bearish on sugar 

prices, as India’s export restrictions will only keep the global 

trade balance tight for a short time before old-crop Thai and 

new crop Brazilian sugar starts entering the market in 

March/April. 

(1) All sector returns are in U.S. dollars. Sector classification of securities in the index are 
determined by the investment advisor. 

Data quoted represents past performance, which is no guarantee of future results.  
Risk of loss is possible. 
As of 3/31/2023 Sources: Bloomberg, Cohen & Steers 
This is not an inducement to buy or sell commodity interests. Strategies and funds 
that trade in commodity interests involve a risk of loss. Investors should consider 
whether such services or products are suitable investments. 
The Bloomberg Commodity Total Return Index is a broadly diversified index that tracks the 
commodity markets through commodity futures contracts. The index is made up of 
exchange-traded futures on physical commodities, which are weighted to account for 
economic significance and market liquidity. 

Index Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and 
service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg Indices. 
Neither Bloomberg nor Bloomberg’s licensors approves or endorses this material, or 
guarantees the accuracy or completeness of any information herein, or makes any 
warranty, express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, neither shall have any liability or responsibility for injury or 
damages arising in connection therewith. 
Important Risk Considerations: Investing involves risk, including entire loss of capital 
invested. There can be no assurance that the investment strategy will meet its investment 
objectives. Diversification is not guaranteed to ensure a profit or protect against loss. 

An investment in commodity-linked derivative instruments may be subject to greater 
volatility than investments in traditional securities, particularly if the instruments involve 
leverage. The value of commodity-linked derivative instruments may be affected by 
changes in overall market movements, commodity index volatility, changes in interest rates, 
or factors affecting a particular industry or commodity, such as drought, floods, weather, 
livestock disease, embargoes, tariffs and international economic, political and regulatory 
developments. The use of derivatives presents risks different from, and possibly greater 
than, the risks associated with investing directly in traditional securities, including market 
risk, credit risk, counterparty risk, leverage risk and liquidity risk. Derivatives can lead to 
losses because of adverse movements in the price or value of the underlying asset, index 
or rate, which may be magnified by certain features of the derivatives. 

Futures Trading Is Volatile, Highly Leveraged and May Be Illiquid. Investments in 
commodity futures contracts and options on commodity futures contracts have a high 
degree of price variability and are subject to rapid and substantial price changes. Such 
investments could incur significant losses. The use of options on commodity futures 
contracts is to enhance risk-adjusted total returns. The use of options, however, may not 
provide any, or only partial, protection for market declines. The return performance of the 
commodity futures contracts may not parallel the performance of the commodities or 
indexes that serve as the basis for the options it buys or sells; this basis risk may reduce 
overall returns. 

For investors in the Middle East: This document is for information purposes only. It does 
not constitute of form part of any marketing initiative, any offer to issue or sell, or solicitation 
of any offer to subscribe or purchase, any products, strategies or other services nor shall it 
or the fact of its distribution form the basis of, or be relied on in connection with, any 
contract resulting therefrom. In the event of that the recipient of this document wishes to 
receive further information with regard to any products, strategies, other services, it shall 
specifically request the same in writing from us. 

An investor cannot invest directly in an index and index performance does not reflect the 
deduction of any fees, expenses or taxes. Index comparisons have limitations as volatility 
and other characteristics may differ from a particular investment. The Fund is actively 
managed. The composition of the Fund is not constrained by the composition of the 
benchmark. 
The views and opinions in the preceding commentary are as of the date of publication and 
are subject to change. There is no guarantee that any historical trend discussed above will 
be repeated in the future, and there is no way to predict precisely when such a trend might 
begin. 

There is no guarantee that any market forecast or investment objective set forth will be 
achieved. This material should not be relied upon as investment advice, does not constitute 
a recommendation to buy or sell a security or other investment and is not intended to 
predict the performance of any investment. 

Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment 
advisory firm that provides investment management services to corporate retirement, public 
and union retirement plans, endowments, foundations and mutual funds. Cohen & Steers 
Asia Limited is authorized and regulated by the Securities and Futures Commission of 
Hong Kong (ALZ367). Cohen & Steers Japan Limited is a registered financial instruments 
operator (investment advisory and agency business and discretionary investment 
management business with the Financial Services Agency of Japan and the Kanto Local 
Finance Bureau No. 3157) and is a member of the Japan Investment Advisers Association. 
Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct 
Authority (FRN458459). Cohen & Steers Ireland Limited is regulated by the Central Bank 
of Ireland (No.C188319). 

          

 


