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Commodities 
 
Commodities have had a huge run over the last 12 months or so, and we believe that while these markets look 
like they could continue to move up, we expect a lot more volatility. Part of this volatility has to be attributed to 
the so-called ‘democration of alternative asset classes’, which basically means that with the use of ETF’s and 
ETN’s, retail investors now have access to these asset classes that have in the past been limited to institutional 
investors.  We worry about this so-called democration of commodities because we believe that average 
investors mistakenly believe that commodities have little correlation to stocks, and therefore will zig when the 
stock market zags. There is absolutely no evidence to suggest this is a correct assumption. Historically, 
commodities have actually traded on an almost 1-1 basis with stocks. 
 
This could mean that investors could get a very bad surprise if the stock market tanks and so do their 
commodities! 
 
We feel strongly that commodities are going to get a lot more volatile, so not feeling comfortable about being 
able to time these markets successfully over a long period of time; we have simply decided to invest in a 
company that executes and settles more of these types of trades than anyone else. So, the more volatility….the 
more trades… the more money our investors should make. 
 
 
Summary 
 
It seems to us that the free cash flow that has been coming into the market has fueled a rally in stocks, bonds, 
and commodities to the extent that the fundamentals of these markets have been seriously skewed. We believe 
that this condition will continue for the foreseeable future until such time as some measure of fiscal 
responsibility emerges from our policy makers or is imposed on them by the rest of the world. In our opinion, 
this free cash flow has trumped every other market moving event since the March lows in 2010. 
 
This is not to say that the underlying fundamentals are necessarily bad. Indeed, it appears to us that U.S. 
companies, especially the multinationals, are in good shape, and demand is robust for commodities as so-called 
third world countries become less dependent on selling us their stuff and start selling it to each other. 
 
The biggest problem with all of this is that 50%-70% of average daily volume in the stock market remains 
machines trading with one another based strictly on technical indicators with capital that has been provided to 
Wall Street courtesy of Washington at almost zero percent interest and has also been provided with an implicit 
guarantee against loss.  
 
This probably means that should something happen that moves the mathematical algorithms from buy to sell, 
that event could set off another wave of mass selling much like we have already experienced in the so-called 
recent ‘flash crash’. 
 
If we are correct in our analysis of these scenarios playing out over the next 12-24 months, we believe that our 
clients will be well positioned to take advantage and make money.  
 
As always, thank you to our clients for your confidence and trust. 
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