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For my Baby Girl, who owns commodities but does not yet own stocks or bonds


 
INTRODUCTION

COMMODITIES get no respect.

Too many so-called smart investors consider themselves diversified if they have money in stocks, bonds, real estate, and maybe, for the sophisticates, some currencies, or timber. But commodities rarely, if ever, hit the radar screen.

It doesn’t make sense to ignore a whole asset class—particularly one that has done quite well over time, contrary to all the myths about how risky, volatile, complex, and downright dangerous putting money on commodities is supposed to be. Successful investors look for opportunities to buy value cheap and hold it long-term, regardless of the market. So what if commodities are new to you. All it takes is a little homework, and there is no better motivator to be a fast study than the prospect of making some money. Let me tell you a story about one investor who started out knowing zero about commodities (and every other kind of investment) and ended up doing just fine.

In 1964, on a whim, I took a summer job in a firm on Wall Street. All I knew about Wall Street was that it was located somewhere in New York City and that something bad had happened there in 1929. Frankly, I didn’t even know that there was a difference between a stock and a bond. But it was clear that there was money to be made on Wall Street, and being a poor kid from Demopolis, Alabama, who had already been lucky enough to go to Yale, I was eager to make some money to buy my freedom.

And while my ignorance about the financial world was profound, I had always been interested in current affairs and history, and it was a revelation to learn that someone on Wall Street would actually pay me for figuring out that a revolution in Chile would drive up the price of copper. My luck continued with a scholarship to Oxford, where I studied politics, philosophy, and economics; I also began using what I had learned in my summer job to invest my scholarship dollars before it was time to pay the bursar at Balliol College. After Oxford, I did a stint in the U.S. Army, where I distinguished myself mainly by investing the post commander’s money in the stock market for a tidy return. Having served my country, I returned to New York in 1968 to begin my career in high finance. I had $600 in my pocket.

My arrival on Wall Street coincided, as it turned out, with the final run-up of a two-decade-long post–World War II bull market in stocks. At the time, who knew that ’68 was the end for stocks? Not I, certainly. I was much too busy learning the ropes of the markets to focus much on the big picture. And I still had a lot to learn.

My inexperience turned out to be a huge advantage. Once I learned the primary lesson of investing—buy value on the cheap—I began searching the markets, any market, for undervalued assets. Unlike most of my colleagues on Wall Street who had trouble being disloyal to the stock market that had been so good to them for decades, I was eyeing every opportunity that sashayed by, and not many stocks deserved even a second look, objectively. As the bear market settled into the 1970s, I began to notice a lot of opportunities in commodities. I’m not quite sure precisely when I started studying commodities seriously, but a look at my bookshelves reveals that I bought my first CRB Commodity Yearbook, the annually published bible of commodities traders, in 1971 and have every one since.

I vaguely recall studying the CRB charts for various raw materials; when I saw a sharp rise, I analyzed why the prices of that commodity went up so quickly. I studied trends in supply and demand; I looked for evidence of aging plants and production or new exploration for metals and mines. I paid attention to weather reports: A cold winter meant higher prices for heating oil and natural gas; a warm winter in Florida meant that orange juice would be cheaper next year. And my abiding interest in history and politics reminded me that what was happening in the rest of the world affected prices on Wall Street. Knowing that the War Between the States in the 1860s cut off supplies of cotton to England, pushing prices so high that soon the English were planting cotton everywhere they could scrape up the soil, was extremely useful in understanding why worldwide commodity prices were rising again more than 100 years later.

That self-education in raw materials was years ago, and I do not remember all the nuances. What I do recall clearly, though, and with considerable nostalgia, is that I found myself in the middle of my first bull market, which happened to be in commodities, and I rode that bull for the next decade. Stocks, you see, are not the only asset classes that behave like bulls and bears.

In fact, that early education in commodity investing played a role in my success as the co-manager of an offshore hedge fund analyzing the worldwide flow of capital, raw materials, goods, and information. I was able to retire in 1980 at the age of 37. The stock market, however, was mainly a disaster: The Dow closed at 995.15 in 1966, and in 1982 it was back at 800—a full 20 percent decline after 16 years. (And I’m not even adjusting for inflation during a 16-year period of inflation that was the worst in U.S. history.) Americans were actually pulling their money out of mutual funds. In 1979, a now famous cover of Business Week proclaimed, “Equities Are Dead!”

I didn’t think so. When I remarked in public in 1982 that the bear market in stocks was over, and it was probably time to invest in stocks again, people thought I was crazy. That was a good sign. By then I had realized that I had made most of my money investing where others didn’t, and the conventional wisdom of the time was way too cautious about stocks. It was time to go the other way. When the Dow moved up to 1,200 in 1983, more than a 50 percent rise in just a year, the experts began warning, “You better sell. This is crazy. It’s going too far too fast.” And then, of course, came one of the great bull markets in history, with the Dow topping 11,000 in 1999. The Dow and the S&P indexes rose more than tenfold during the 1980s and 1990s. By 2000, the Nasdaq had soared 25 times its 1980 level.

But it wasn’t going to keep going up. Markets never do. Eighteen years is a long time in market years—the average age, in fact, of bull markets in stocks and commodities in the twentieth century. In 1998, I began to notice that a lot of stocks were heading south. At the time, I was appearing weekly on a program on CNBC, and I started talking about investing in commodities and how the fast-growing Chinese economy would drive the demand for raw materials—and everyone looked at me as if I were crazy. Again. I contributed a few articles about commodities to the Wall Street Journal and Barron’s; and when reporters called me to discuss the state of the economy or the markets, I kept turning the conversation to commodities.

No one listened. After all, the Dow and Nasdaq were at undreamed of heights. Ordinarily sensible, hardworking Americans had stock prices streaming across the bottom of their PC screens. Not so sensible Americans had quit their jobs to make their living day-trading. Three books were published in 1999 by alleged stock-market experts entitled Dow 36,000, Dow 40,000, The Dow 100,000. That same year, more than one-third of the covers of Business Week—and five 100-page special supplements—were about “The Internet Revolution.” No. 24 on Fortune’s “100 Best Companies to Work For” in 2000 was Enron, whose stock went to $90 that year. The Wall Street Journal and the New York Times were running learned articles denying that there was a classic stock-market speculative “bubble” in the works. “This time it’s different,” they said. It wasn’t just a curious, new moment in the economy. It wasn’t only a “new economy,” it was “The New Economy!” Millions of Americans entered the stock market, and mutual-fund sales went through the roof. A Gallup poll at the time reported that 60 percent of all Americans were in the stock market in some way. When you walked into a bar or the nineteenth hole anywhere in America, everyone was watching CNBC!

And they said I was crazy. Whenever someone claims that investing has become different this time around, I grab my money and run. The only thing I could determine that was “new” about the New Economy was that it seemed to be a place where companies valued in zillions by Wall Street weren’t required to make a profit. That surely defied common sense, never mind economics and history. Corporate earnings could never justify those share prices. There was certainly nothing new under the sun about losing money—or your mind—in the middle of widespread market hysteria. Whenever I see everyone rushing to bet their money on what’s hot, I remind myself of Bernard Baruch, the Wall Street legend and adviser to U.S. presidents. During the stock-market craze of the late 1920s, Baruch stopped for a shoeshine one day and the guy working on his shoes began giving him stock tips. His shoes looking fine, Baruch headed back to the office—and sold everything.

I had my own Bernard Baruch moment in mid-1998 as most people were transfixed by the astonishing and continued rise of a group of glamour tech stocks. Cisco, Nortel, and JDS Uniphase, for instance, kept going up, and Microsoft never went down. I noticed that most other shares were actually declining. I de-emphasized the stock market and went back to my CRB Commodity Yearbooks and other sources to see what the deal was with the markets in agricultural products, energy, grains, metal, livestock, and life’s other valuable things. They were incredibly undervalued, it turned out; in fact, once you factored in inflation, commodity prices were approaching lows not seen since the Depression! No sooner had I immersed myself in commodities than Merrill Lynch, Pierce, Fenner & Smith, the largest brokerage firm in the world, announced that it was getting out of the commodities business. In the 1970s, Merrill Lynch had made huge profits from trading commodities. This was now a tiny percentage of the firm’s revenue.

I couldn’t stop smiling. Surely, if everyone, including the wise men (and now women) at Merrill Lynch, thought that no American investor in his (or her) right mind would want to buy commodities it was definitely the time for this American to start buying commodities—and at bargain rates, no less. Further confirmation came when a few other commodity bulls who had read my articles or heard me on TV discussing commodities began calling me with offers to partner up to trade commodities. I wasn’t interested. I had been retired from professional trading for nearly 20 years. Besides, I was about to embark on a three-year round-the-world trip that would coincide with the turn of the new millennium; keeping a sharp eye on zigs and zags of the various commodities markets as I drove around the continent of Africa or across Siberia and through China would have been a logistical impossibility.

Still, I didn’t want to miss out on the first stage of a new bull market that only a few others had noticed. So I decided to start a commodities index fund. For years, studies have shown that the most efficient and profitable way to invest is through “index funds,” so called because they are tied to such major indexes as the S&P 500 and the Russell 2,000 or 1,000. Instead of trying to beat the averages in the market, you join them by purchasing a fund that features a basket of stocks guaranteed to match the average, no matter what. You put up your money and the index fund buys shares in the 500 large companies that make up the S&P Index or the 2,000 “small cap” firms or 1,000 growth stocks in the Russell Indexes, and that’s that. Your investment is on automatic pilot. No nonstop transaction fees for trading stocks, no big management commissions, and no decisions to make. Your success depends on the market averages rather than on the genius of a fund manager. The S&P goes up—or down—and so does your fund. The evidence is bountiful that such averages outperform most managed funds.

Confident that commodity prices were going to rise across the board, automatic pilot was exactly what I was looking for. I knew of four such indexes for commodities, and I began shopping for one that I might license. The best known at the time was the CRB Futures Index, operated by the same people who publish the commodities yearbook that had been my primer on commodities. *1 Investigating the CRB Index, I quickly discovered a major problem: Its 17 components were equally weighted. That means that crude oil constituted the same percentage in the fund as orange juice. I don’t know about you, but in my life oil plays a much larger role than orange juice.

I headed off to talk to an old college friend of who ran the Wall Street Journal about hooking me up with the Dow Jones Index. “I want to license your commodities index,” I said, and he looked at me as if I were nuts: “We don’t have a commodities index.” When I informed him that such an animal was listed daily in the pages of his newspaper, he was astonished—and thus gave me more proof of investors’ disregard for commodities, since even the editor at the nation’s leading business paper didn’t care about them. I soon discovered that the Dow Jones Commodities Index hadn’t been revised since at least the 1960s. I went to see another old friend at Reuters, the international news agency, whose index had been around for years; he, too, had no idea that his company had such an animal. I soon discovered that the Reuters commodities index hadn’t been revised since the 1930s. *2

My next stop was Goldman Sachs, which was promoting its own commodities index established in 1992. Immediately, I saw a major flaw in the Goldman Sachs Commodity Index (GSCI): Sixty-five percent of the fund was weighted toward hydrocarbons. As important as oil and other energy-related commodities are to the world, I did not think they deserved nearly two-thirds of any index. And if it were true that hydrocarbons were that important, you’d be better off buying oil and natural-gas futures. The GSCI was assigning weights according to increases in prices, which meant that the index changed wildly every few years. In my opinion, that’s not a proper index.

I sought out information about the Journal of Commerce index for commodities, which also had been around for years—and showed it: Included in the index’s mix among the usual commodities were hides and tallow. It’s true that we all wear leather shoes and blow out birthday candles once a year, but neither hides nor tallow is traded on any exchange these days, so pricing such materials would be problematic. But rice is traded on an exchange. Half the world eats rice every day, yet not one of the existing indexes included this commodity. All the indexes were, in fact, too Americancentric.

I concluded that the kind of well-balanced, consistent international commodities index I was looking for didn’t exist. It was just more proof that nobody gave a damn about commodities. Such blatant disregard of an entire asset class that was about to take off reminded me of the stocks-are-dead mind-set of the early 1980s—just about the time the Dow began its meteoric rise from 800 to 11,000. I realized that if I was going to invest in commodities I would have to create my own index and fund. So I did. The Rogers Raw Materials Index Fund opened for business August 1, 1998 based on the Rogers International Commodities Index (RICI). It features a basket of 35 commodities that help make the global economy go round and that would be an effective measure of the price action of raw materials not just in the United States but around the world. The selection and weighting of the items in the fund are reviewed annually, and weights for the next year are assigned every December. So far, the changes have been minimal. (For a list of the RICI components, see Appendix.)

On January 1, 1999, I began my trip around the world, driving through 116 countries and racking up 152,000 miles in three years—and along the way ringing in the new millennium by marrying my traveling companion, Paige Parker, on January 1, 2000. Many people asked me how I would manage my money while I was traveling in remote areas of Siberia, China, and Africa. When I told them that I had some of my money in a commodities index fund, they looked at me with wonder and some concern for my welfare and sanity. After all my talk about the rosy future of commodities futures, the markets were down. The RICI, in fact, had lost 11.14 percent of its value at the end of 1998. But I was content. I had done my research, which had convinced me that the bull market in stocks was over. Sixty percent of U.S. stocks were down in 1991, and the same pattern continued in 1999. The bull in commodities was under way. (It turned out that we were off by a few weeks of getting the absolute bottom.)

When Paige and I returned from our trip—to a post–September 11 America—the index was up 80 percent. (By October 2004, it was up 190 percent.) While we were away, the dot-com bubble went bang. People remarked on how “lucky” I was to have avoided all the pain. I tried to be kind. I was now old enough to know that anytime you move away from the herd, the herd will criticize you, indeed revile you; it will call you “crazy.” But that’s a good thing for an investor: Nearly every time I strayed from the herd, I’ve made a lot of money. Wandering away from the action is the way to find the new action. I had touted commodities and China, and everyone said I was crazy. But when you make some money going against the grain, you’re no longer crazy; you’re just “lucky.”

Back in the olden days, in the early 1970s, when the days of cheap natural gas and oil were numbered, I remember sitting down with one of the few hedge-fund operators extant in those days, a graduate of Harvard College and the Harvard Business School. I explained to him that oil and gas supplies were being depleted, pipelines have few reserves of gas, prices were dirt cheap, and that he should buy shares in as many oil and natural-gas companies and anything associated with them that he could find. The man scorned my advice—even with prices already rising.

In 1973, war broke out in the Middle East; oil prices skyrocketed. The Arabs boycotted the U.S. for supporting Israel. Oil prices went up even more. I bumped into my friend the hedge-fund manager. “You sure were lucky,” he said. I was astonished. Hadn’t I explained long before war and boycotts broke out that oil prices were sure to rise because supplies were already down and nothing was in the pipeline? I reminded him that OPEC had been established in 1960 in an attempt to raise oil prices. For the next decade, the OPEC oil ministers would meet every year and solemnly raise the price of oil. But the market ignored them, and the price stayed low. By the 1970s, however, the supply-and-demand balance was back in oil’s favor, and prices were bound to rise no matter what OPEC did. High prices had nothing to do with the Arab-Israel situation, and to prove it, within four months the Arabs called off the boycott. The Saudis weren’t about to let politics keep them from making a whole lot of moola off those record-high oil prices—which continued for years after the war and the boycott ended (and, more astonishingly, even after supplies exceeded demand in 1978).

I have learned that when you’ve done your homework, once you recognize that supply and demand is totally out of whack, and you make your move, you are definitely going to get very lucky. This, my friends, is one of those times.
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THE NEXT NEW THING IS—THINGS

A NEW bull market is under way, and it is in commodities—the “raw materials,” “natural resources,” “hard assets,” and “real things” that are the essentials of not just your life but the lives of everyone in the world. Every time you walk into the supermarket or the mall, you’re surrounded by commodities that are traded around the world. When you get into your car or truck, you are surrounded by other widely traded commodities. Without the commodities “futures markets” to set and regulate prices, the things we all need in life would be scarce and often too expensive. These essentials include oil, natural gas, wheat, corn, cotton, soybeans, aluminum, copper, silver, gold, cattle, hogs, pork bellies, sugar, coffee, cocoa, rice, wool, rubber, lumber, and the 80 or so other things listed in the traders’ bible, the Commodity Research Bureau (CRB) Yearbook.

Commodities are so pervasive that, in my view, you really cannot be a successful investor in stocks, bonds, or currencies without understanding them. You must understand commodities even if you only invest in stocks and bonds. Commodities belong in every truly diversified portfolio. Investing in commodities can be a hedge against a bear market in stocks, rampant inflation, even a major downturn in the economy. Commodities are not the “risky business” they have been made out to be. In fact, I believe that investing in commodities will represent an enormous opportunity for the next decade or so.

For most investors, commodities trading is a land of mystery full of legendary dragons. Intelligent, well-informed people who can recite P/E ratios of large caps and small caps, who study the balance sheets of high techs and biotechs, semiconductors, and small banks in the South, self-proclaimed “savvy investors” who follow bond prices and yields more closely than the baseball box scores and who might even have an eye on the dollar versus the euro, the yen, and the Swiss franc, know nothing about commodities. And if they do know something, it’s typically second- or third-hand information, usually mistaken, and, more often than not, involves a cautionary tale about “a brother-in-law who lost his shirt in soybeans.” Like Americans who never travel to foreign countries for fear of being humiliated or cheated because they don’t know the local language and customs, investors who shy away from commodities are missing out on an incredible opportunity.

You cannot ignore an entire sector of the marketplace—not if you really want to be considered an “intelligent investor.” If a friend of yours who was heavily invested in the stock market went through the 1990s without even considering buying a technology stock, and ignored what was happening in the world of Microsoft, Cisco, Amazon, eBay, and even IBM, surely you would find such behavior strange. Yet that is precisely what most investors have done with respect to commodities.

One reason that companies and stocks did so well in the 1980s and 1990s was that raw materials were in a bear market: Cheap commodity prices removed the cost and margin pressures from companies that depend on natural resources to do business. Investors who figured out that the commodity bear market was ending in the late 1990s realized that the stock bull market would be ending, too. The CNBC anchors were still giggling with glee, still advising to buy more dot-com shares, while the smart investors were exiting the market and moving to commodities. They could see that the costs of doing business would soon start eating away at profits—and that stock prices would soon follow.

It is hardly the bush leagues. In fact, natural resources are the largest nonfinancial market on the planet. The annual production of just 35 of the most active commodities traded every day in New York, Chicago, Kansas City, London, Paris, and Tokyo is worth $2.2 trillion. The volume of dollars traded on the commodities exchanges is several times that of the common stocks traded on all U.S. stock exchanges. (Commodities dealings for many times more than that amount take place outside the commodities exchanges.) And wherever there is a market, there are opportunities to make money. I know—the business pages of your newspaper, the financial magazines, and CNBC devote most of their time and space to stocks. According to the media and other stock-market “experts,” the equities bull is forever hiding just around that next corner on Wall Street. But millions of investors who listened to the experts back in 1998–2001 about “the New Economy” got hammered in the stock market and are still trying to get back to even. The smart investor looks for opportunities to acquire value on the cheap, with one eye out for a dynamic change in the offing that might make that investment even more valuable.

Today, commodities fill both bills. The commodity bear market ended in 1998, when prices were approaching 20-year lows (equal to Depression levels, when adjusted for inflation). That year Merrill Lynch, the largest brokerage firm in the U.S., decided to leave the commodities business, and I began a commodities index fund to capitalize on the end of the bear market.

I am convinced that value and strength in the commodities markets will continue for years to come—that we are, in fact, in the midst of a long-term secular commodities bull market. The twentieth century saw three long commodities bulls (1906–1923, 1933–1953, 1968–1982), each lasting an average of a little more than 17 years. The new millennium has begun with another boom in real things. In my opinion it began in early 1999. The aim of this book is to explain why, showing, along the way, how to profit from it. Better still, by understanding natural resources, you will become a better investor in every other asset class.

There is no mystery to it. What could be more straightforward in this world than its very basic materials? Corn is corn, lead is lead, and even gold is just another thing whose price depends on how much of the stuff is around and how eager people are to own it. And there is certainly no magic to figuring out the direction in which prices will go in the long term. These alternating, long bear and bull markets in metals, hydrocarbons, livestock, grains, and other agricultural products do not fall from the sky. They are prime players in history, the offspring of the basic economic principles of supply and demand. When supplies and inventories are plentiful, prices will be low; but once supplies are allowed to become depleted and demand increases, prices will rise, just as inevitably. It has not taken any genius on my part to understand this dynamic; it’s just the way the world works. But the investor who sees this supply-and-demand balance going out of whack and is willing to put some money on the table will be rewarded manyfold.

We are now in one of those periods when a new bull market is under way—and it is in commodities. And when that happens it’s time to get a lot more money into things. Do you see another alternative for your money that I’m missing?

•                  Stocks. Most equities are overpriced on a historic basis; P/E (price-earnings) ratios for the Nasdaq are in the stratosphere. In fact, at every level of consideration—price-earnings ratios, price-to-book ratios, dividend-yield ratios—corporate equities are all extremely expensive compared with past markets. Do you really think stocks will be able to soar from such exalted levels?

•                  Bonds. With interest rates lower than they’ve been in decades, the bond market is not about to make you rich—especially as rates go up. The yields on long-term government bonds are pathetic, while better-paying corporate bonds are expensive. And if your financial consultant advises you to buy bonds issued by the “government-sponsored” mortgage agency Fannie Mae or Freddie Mac, hang up the phone. The White House, Congress, HUD, and federal regulators are all gunning for both agencies. Sitting on top of $7.3 trillion in home mortgages, Fannie and Freddie are scandals in the making. (N.B.: “Government-sponsored” does not mean “government-backed”; if either Freddie or Fannie goes down, Uncle Sam is not obliged to give you your money back.)

•                  Real Estate. Housing is already too expensive to be much of an investment, at least in those places where you’d be willing to live. (You’ve even missed the real-estate booms in the U.K., Spain, Australia, New Zealand, and other countries where prices have accelerated beyond their historical average rates of increase.) U.S. housing prices have been rising faster than the rate of inflation for more than eight years; home-equity values may be inflated by as much as 20 to 30 percent. In New York and Southern California, housing prices have doubled in the past five years. A massive speculative bubble in the U.S. housing market seems to be floating from coast to coast, and when it bursts (as bubbles always do) some serious pain is in store for the millions of Americans who have been borrowing against their home equity at record rates—$750 billion in 2003. The resulting loss in wealth could be between $2 trillion and $3 trillion, sparking an economic downturn reminiscent of the one that resulted when the dot-com stock bubble went kaboom. Even if the air stays in the real-estate market, prices are way too high for investors to make a lot of money.

•                  Currencies. The U.S. is already the world’s largest debtor nation—with more than $8 trillion in outstanding international IOUs, and increasing by $1 trillion every 21 months. For the past 20 years, we have been borrowing heavily in the world’s financial markets to finance large trade deficits—now about $600 billion a year (or 6 percent of GDP, the highest ever). Our interest payments to service those debts in 2003 alone totaled $330 billion. That’s roughly a billion dollars a day just to keep the dollar afloat. We are now living off other people’s money. With the White House in a race with the Federal Reserve to spend money faster than the Fed can print it, the dollar is shakier than ever. Foreign investors eyeing our balance sheets are beginning to see a banana republic emerging on our shores, and many have already bailed. (In the 12-month period between June 2003 and June 2004, net foreign investment in the U.S. was a negative $155 billion.) During past trade deficits, it was foreign investment that financed our standard of living; now it’s being paid for by foreign buyers of U.S. bonds—mainly Asian banks, including the Chinese—looking to keep their own currencies under control. Should those lenders decide that they would rather not finance our profligate ways, the dollar will decline even more, interest rates will rise, and so will inflation. Foreigners have already begun to sell U.S. dollars. But to where do you run? The Swiss franc and the Japanese yen are stronger than the dollar, but those governments are also playing monetary monopoly, fiddling with the money supply and the interest rates to make their products more competitive. If you had changed your dollars for euros at the end of 2001 when the euro was worth 89 cents, in October 2004, your euros would have gone up to $1.25, a very nice 40 percent gain. But the euro, too, is a flawed currency long-term. If anyone has a fix on a great currency, let me know.

Commodities, in fact, have been outperforming stocks, bonds, and real estate for years now. The Rogers International Commodities Index, which I founded, was up 190 percent six years after its start on August 1, 1998, while the Lehman Long Treasury Bond Index was up only 56 percent and the S&P 500 Index of major stocks was down 0.542 percent. After a five-year period ending in 2004, the two stock mutual funds with the most assets under management—the Vanguard 500 Index and Fidelity Magellan—were in negative numbers.

How do your stocks stack up against these gains in commodities? Of course, you might be a much more talented stock picker than most. But even if you’re an absolute wizard you ought to be putting some of your winnings into commodities—or companies and countries that produce them—if only in the interest of being genuinely diversified.

I suspect that the prospect of immersing yourself in the ups and downs of soybeans, sugar, cotton, crude oil, or even gold might not strike you as “fun.” Admittedly, I have often relished buying a great company cheap and holding it long-term; to be sure, finding the next GE, Microsoft, or Amgen can be an intellectual as well as a profitable adventure. But let me assure you that when the price of sugar futures went from 1.4 cents to 66 cents between 1966 and 1974, those holding cheap sugar had a whole lot of fun watching sugar rise more than 45 times. Back in the 1970s, when oil went from $3 a barrel to $34 in just six years, man, that was where you wanted to be! Those who invested in commodities in 1998 made nearly 190 percent six years later.

I don’t know about you, but for me that’s fun.

OPEN YOUR MIND—TO COMMODITIES

A friend of mine recently called his broker at a major New York investment firm to discuss moving a modest chunk of his portfolio into commodities. “You’re aware of how risky commodities are, right?” she said. He said he was aware of the risks involved in investing in anything. The broker took that as a “No,” and proceeded to tell a story about her colleague who had “one of the big corner offices” on the same floor. “He was heavily into commodities,” she said. Then, after a pause pregnant with the offer of some wise, free advice, she whispered, “He’s no longer with the company.” When my friend insisted that he still wanted to explore commodities, she confessed that she couldn’t help him; she had never bothered to get her license to deal in commodities, mainly because there had never been a good reason to do so. After a bull market in stocks that has lasted longer than the careers of many of today’s financial managers and consultants, not to mention the journalists who feed off them, it is understandable that most investors and their advisers have trouble wrapping their minds around the prospect of investing in commodities. The last time serious money was being made in commodities, these people were in college or maybe even junior high school. Some may even have been in diapers.

Most investors could use some mental deprogramming. At certain points in history, stocks (and bonds) are not the best investments to make. If I had advised you, for example, in 1982 to put all your money into an S&P 500 Index fund, you would have thought I was insane. Stocks had been going sideways for more than a decade. But commodities were on a roll: Sugar went up 1,290 percent between 1969 and 1974; corn went up 295 percent. Oil went up 15 times in the 1970s, to $40 a barrel; gold and silver rose more than 20 times in a decade; and the price of many other commodities spiked. By 1979, that famous Business Week cover had already proclaimed, “Equities Are Dead!” In 1982, the Dow Jones Industrial Average was under 800—down nearly 20 percent from its first almost 1,000 close of 995.15 in 1966. (The Dow didn’t officially hit 1,000 until November 1972.) Everyone knew that as an asset class corporate equities were finito. What they didn’t know was that they were already in the early stages of a bull market for stocks that would last nearly 20 years.

Today the cycle has turned back to commodities. How can I be so certain that commodity prices will continue to rise over the next 12 to 15 years? I’m not certain about anything. “Certainty” is an incomprehensible word to any rational and responsible investor. Only political ideologues, religious fanatics, and other madmen believe they have all the answers. Happily, you need neither omniscience nor certainty to get rich. All you have to do is pay attention to where the opportunities are in the markets, keep an eye out for major changes that might affect them, and then act rationally and responsibly. That also means seriously considering markets other than real estate, stocks, and bonds, none of which are likely to appreciate significantly in the next decade. At this particular moment in history, it means taking commodities seriously.

Of course, it would be nice if I could claim that I’ve come to this conclusion as a result of my own uncommon genius. But the advent of every commodities bull market is due to the most basic principle of economics: supply and demand.

WHY COMMODITIES—NOW?

Quite simply, the current supply-and-demand balance for commodities worldwide is way out of whack—a classic sign of a long bull market on the way.

When I was a child in the 1950s, my family would drive from Alabama, where we lived, to Oklahoma to visit my grandparents. I can still remember being amazed to see fires in the fields along the road. No one seemed to care. It was only decades later, as a young man on Wall Street looking around for some investment opportunities, that I learned the reason for those fires along the Oklahoma roads of my childhood. There were oil fields out there, and in 1956 the Supreme Court had ruled that the government had the right to regulate the price of natural gas. Washington kept natural gas so cheap that it was more economical for those Oklahoma producers to “flare” it—burn it off—than to produce it while pumping oil. And there was certainly no financial incentive for anyone to look for new sources of gas or oil, for that matter, which was plentiful (and thus inexpensive) in the 1950s and 1960s. Drilling companies went out of business, and exploration dropped off.

The same was true for most other commodities—lots of supply, low prices. By the early 1970s, those prices had begun to rise. Why? Time turns even excess inventories into empty warehouses. No matter how much of a given commodity there is, if supplies are not maintained on a regular basis they will become depleted, leading to price increases. More and more Americans were driving bigger cars; cold winters still required heating oil; and air-conditioning made it possible for more people to thrive in areas of the nation where the heat and the humidity had once discouraged enterprise. And then all those stockpiles of natural gas and oil began to disappear—with nothing to replace them, because no one had been able to make a buck in the hydrocarbon business for years. Soon investors were falling over one another in an effort to capitalize on escalating prices.

Between 1966 and 1982, the stock market went nowhere and with double-digit interest rates the bond market collapsed. Meanwhile, commodities boomed. But high prices soon did their normal work of encouraging new supply while cutting demand. Companies began drilling for oil, opening up new mines, and planting corn and soybeans. Gold plunged from $850 in 1980 to $300 in 1982, sugar went all the way back down to 2.5 cents in 1985 from the 66 cent price reached in 1974, while oil collapsed to less than $10 a barrel in 1986.

And then the cycle began to repeat itself. With supplies of commodities high and prices low, investors looking for value opportunities eventually returned to the stock market in the mid-1980s. That, too, was predictable: Investors never chase bears. By the 1990s, U.S. investors, mesmerized by the Internet bubble
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