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Introduction

In Part | of this series, we outlined the potential benefits of investing in natural
resources, particularly given the unique combination of cyclical and secular forces
investors may face. It is important to acknowledge, however, that there is more than
one way to invest in natural resources, namely equities and futures. All will offer the
basic commodity correlation seen in the broader asset class, but here we outline what
we believe are the differentiating features of investing in natural resource equities and
commodity futures, which we summarise in Table 1 below.

Table 1. Features of natural resource equities and commodity futures

Natural Resource Equities Commodity Futures

Underlying Commodity Correlation

Liquidity & Constant Mark to Markets

Alpha Potential & Return Dispersion

Positively Skewed Capture Rates
Dividend Yield

ESG Integration

Subsector Selection

D00 > )

Company Specific Alpha Potential

Source: Man Group.

1. Positively skewed capture rates

We view natural resource equities as a hybrid security. While the structure is an equity,
the correlation is more closely tied to the underlying commodity than to broader

equity markets. The investment case for equities offers better upside and downside
capture rates, as shown in Table 2 where we highlight the performance in various
market conditions over the past 15 years of the three asset classes: natural resource
equities (as measured by the S&P Global Natural Resources Index); commodity futures
(as measured by the Bloomberg Commodity Index); and broader equity markets (as
measured by MSCI All Country World Index). Note that natural resource equities
perform relatively well in three of the four markets scenarios. Further, the capture rates
were particularly strong during periods of higher commodity prices due to the equity
premium and the ability to generate additional alpha in equities.

Table 2. Natural resource equities perform relatively well in three of the four markets scenarios

Equities Up Equities Down
Year S&P GNR BCOM MSCI ACWI Year S&P GNR BCOM MSCI ACWI
2009 46.6% 18.9% 34.6% 2022 10.3% 13.7% -19.8%
o
3 2010 14.5% 16.8% 12.7%
;E 2016 32.3% 11.8% 7.9%
k]
g 2017 22.7% 1.7% 24.0%
§ 2019 17.2% 7.7% 26.6%
2021 25.2% 271% 18.5%
Average 26.4% 14.0% 20.7%
Year S&P GNR BCOM ACWI Year S&P GNR BCOM ACWI
g 2012 7.2% -1.1% 16.1% 2008 -51.7% -49.4% -35.3%
a 2013 1.5% -9.5% 22.8% 2011 -14.9% -13.3% -7.3%
Q
% 2014 -9.7% -17.0% 4.2% 2015 -24.0% -24.7% -2.4%
8 2020 0.7% -3.1% 16.3% 2018 -12.6% -11.2% -9.4%
£
8 2023 4.1% -12.6% 20.1%
Average 0.8% -8.7% 15.9% Average -25.8% -24.7% -13.6%

Source: Bloomberg, as at 31 December 2023. Data compares the performance by year of the S&P Global Natural Resources
equity index, the Bloomberg Commodity Index and broad market equities as represented by the MSCI All Country World Index.
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2. Potential to generate positive dividend yield

Over the last several years, we have seen a general shift away from management
seeking production growth at all costs to a more shareholder-centric approach. Facing
an uncertain long-term market outlook and governance pressures, natural resource
companies are increasingly focusing on rewarding shareholders with dividends and
stock buybacks. Indeed, several companies have adopted variable dividend models
whereby a percentage of free cash flow is distributed among shareholders. As shown
in the table below, natural resource equities are among the highest dividend yielding
sectors in the S&P 500 Index with the potential to grow the underlying notional
dividend in future years.

This positive dividend yield is also an important consideration when comparing natural
resource equities to commodity futures. A futures contract can capture a positive roll
yield in some markets, but the same roll yield can be negative if the futures curve is in
contango. Compare this to an equity’s dividend, which cannot go negative.

Table 3. Natural resource equities are among the highest dividend yielding sectors in the S&P 500

S&P Sectors 2024 EST Yield
Real estate 3.99%
S&P Global Natural Resources Index 3.91%
Utilities 3.88%
Consumer Staples 2.92%
Financials 2.45%
Industrials 1.95%
Healthcare 1.94%
S&P 500 1.73%
Technology 0.88%

Source: Bloomberg, as at 6 November 2023.

3. Opportunity to generate alpha from equity subsector and stock selection

Through the commodity cycle, value accretes to different parts of the supply chain

and equity investors can delve deeper into the value chain to extract potential excess
returns. Using the energy market as an example, from the start of 2021 until Q3 2023,
West Texas Intermediate (WTI) front-month futures rallied more than 100% while certain
subsectors like Exploration and Production led with a rally of approximately 150% (at
times near 200%), materially outperforming underlying crude oil futures — all without
derivatives or leverage being utilised from the portfolio level. If we look at another
timeframe, for example mid-2022, the sub-sector leadership changed again as oilfield
service companies outperformed all other energy subsectors'. Timing and identifying
specific fundamental trends within a broader commodity cycle clearly matter.

In addition to commodity and subsector selection, an active investor can potentially
further generate alpha from stock selection. This idiosyncratic source of returns

can range from a variety of financial and/or operating torque that are unique to the
specific company. As shown in Figure 1, using a selection of mega-cap Integrated QOil
companies as a subset example, the average dispersion between the top performer
and the bottom performer per annum is approximately 45%.

1. The following indices serve as proxies for specific subsectors: Integrated oil - S&P Integrated Oil & Gas Index, WTI oil - WTI front month contract; Exploration and
production - S&P Oil & Gas Index; Refiner - S&P Oil & Gas Refining & Marketing Index; Oilfield services - S&P Oil & Gas Equipment and Services Index; Midstream - Alerian
Midstream Energy Index.
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Figure 1. Energy subsector returns since 2021
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Sources: Bloomberg, as of 31 December 2023.

Table 4. Dispersion among integrated oil and gas companies

2022 2021 2020 2019 2018 2017 2016
Company A 80% 48% -41% 2% -18% -7% 16%
Company B 53% 39% -30% 11% -13% 6% 31%
Company C 31% 30% -46% 0% -10% 12% 20%
Company D 31% 24% -40% 1% -13% 23% 19%
Company E 4% 34% -33% -2% -5% 3% 8%
Company F 26% 18% -24% 6% -6% 8% 13%
Company G 117% 67% -58% -33% -17% 3% 5%
High 117% 67% -24% 11% -5% 23% 31%
Low 4% 18% -58% -33% -18% -7% 5%
Average 49% 37% -39% -2% -12% 7% 16%
Dispersion 114% 49% 34% 44% 13% 30% 25%
Average dispersion 44% 44% 44% 44% 44% 44% 44%

Source: Bloomberg, as of 30 December 2022.

4. An active equity investor can be a positive agent for change

Viewing commodities from an environmental, social and governance (ESG) perspective
can be complicated. Aside from adopting an exclusion policy and thus turning a

blind eye to real world implications, it can be challenging to effect change or track
progress from the commodities angle. A barrel of oil or coil of copper is difficult to
track and measure on an ESG basis once it has entered the consumer market while it
is much easier and efficient to measure a specific company’s practices and ESG policy
investor can adherence. Furthermore, an active equity investor can further engage with management
teams to ensure a continued evolution of best ESG practices and can thereby be a
positive agent for change.

An active equity

further engage with

management teams , , o , ,
Using ESG disclosure as a preliminary view on improvement, the transparency and

to ensure a continued  accountability of the companies have continued to show progress. In 2022, Ernst

and Young published an update on oil and gas producers (50 of the largest publicly

traded exploration and production companies) which highlighted a continued increase

practices and can in sustainability and ESG reporting. The industry bellwether integrated oil companies

and large independents led the way on disclosure, as well as adopting greenhouse gas

(GHG) reduction goals. While the efforts are early stage, and will be marked by fits and

agent for change. starts, it is encouraging to see companies adapting and evolving with the engagement

of active investors.

evolution of best ESG

thereby be a positive
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Conclusion

Our goal in this paper was to outline why we believe natural resource equities present a
more compelling opportunity than futures as a component of a well-diversified portfolio.
In summary, we find that equities offer superior potential upside and downside capture
rates, potential benefits given the increasingly shareholder-centric approach of natural
resource companies, while also giving investors the opportunity to help effect positive
environmental change.

Disclosures

One should carefully consider the risks associated with investing, whether the strategy suits your investment
requirements and whether you have sufficient resources to bear any losses that may result from an investment.
Commodity Risk: The value of commodities can be volatile and may carry additional risk. Commodity prices can
also be influenced by the prevailing political climate and government stability in commodity producing nations.
Market Risk: Commodity and natural resource investments are subject to normal market fluctuations and

the risks associated with investing in domestic and international securities markets; therefore, the value of

your investment and the income from it may rise as well as fall and you may not get back the amount

originally invested.
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Important Information

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following
conditions and restriction in their respective jurisdictions.

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or

in any product to which the Company and/or its affiliates provides investment advisory or any other financial services. Any organisations, financial
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation
for their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they

are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are
subject to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its
affiliates may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. Past
performance is not indicative of future results.

Alpha: A measure of performance on a risk-adjusted basis. Alpha takes the volatility (price risk) of an investment and compares its risk-adjusted
performance to a benchmark. The excess return of the investment relative to the return of the benchmark is alpha.

Capture Rate (Upside/Downside): The measurement of performance during positive/negative market periods compared to a benchmark’s
performance

Correlation: Correlation is a measure of how two assets perform in relation to each other. Assets that are strongly correlated (with a measure near 1)
tend to move together, while uncorrelated assets (with a measure near -1) tend to move in opposite directions.

Dispersion: A statistical measure of variation among values.

Roll Yield: The return generated when a short-term futures contract is rolled into a longer-term contract. When the contract’s future price is below
the underlying asset’s spot price, then roll yield is positive. Roll yield will be negative when a futures market is in contango, which is when the futures
contract price is above the future spot price for the underlying asset.

Indexes are unmanaged and one cannot invest directly in an index. The Bloomberg Commodity Index (BCOM) uses a consistent, systematic
process to represent the commodity markets. BCOM uses both liquidity data and U.S. -dollar-weighted production data in determining the relative
quantities of included commodities. The Index is composed of exchange-traded commodity futures contracts.

The S&P Global Natural Resources Index is comprised of 90 of the largest U.S. and foreign publicly traded companies, based on market
capitalization, in natural resources and commodities businesses that meet certain investability requirements. The Index component securities
represent a combination of the component securities included in each of the following three sub-indices: the S&P Global Natural Resources -
Agriculture Index, the S&P Global Natural Resources -Energy Index and the S&P Global Natural Resources - Metals and Mining Index. The weight of
each sub-index equals one-third of the total weight of the Index. The S&P 500 Index is an unmanaged index of common stocks publicly traded in the
United States. The MSCI All Country World Index (“ACWI”) is a free float-adjusted market capitalization weighted index that is designed to measure
the equity market performance of developed and emerging markets.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.

(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned
subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC,
FINRA or the SIPC have endorsed Man Investments. Man Investments, 1345 Avenue of the Americas, 21¢ floor, New York, NY 10105.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is
not warranted or guaranteed. © Man 2024.
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