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 Monthly Summary 

To begin, we would like to discuss the outlook for the commodity markets. There are two reasons for this; 
first, it is clear that there is a great deal of interest following this period of commodity underperformance, 
and second, we believe what‟s happening at the macroeconomic level right now is profoundly important 
for commodity prices over the next few years.   
 
The most powerful force affecting commodity prices right now is the shift in “real growth” leadership from 
China and other emerging market countries back to the US. While this is neutral for commodities in the 
short term, it is bullish for commodities in both the medium and long term. Across the specific sectors, oil 
based energy is bullish short and medium term while agriculture, softs and base metals are neutral short 
term and bullish medium term. We believe all sectors will recover and be supported over the long term. 
The scenario of improving global growth begins with the US recovery which was first fuelled by the 
development of cheap and abundant energy. Initially it was natural gas and now, more importantly, it is 
additionally crude oil and liquids. This has driven an industrial renaissance in the US, the likes of which 
we have not seen for 30 years, and is being augmented by a strong housing recovery and widespread 
“onshoring” of business activity of all sorts. We have repeatedly stressed that the global significance of 
the declining US dependence on oil imported from outside of North America, and its abundant cheap 
energy is a pre condition for economic recovery. 
 
One of the consequences of the US economy having abundant cheap domestically produced energy and 
leading the recovery in global economic growth is that it is creating a shortage of US dollars in many 
parts of the emerging market world.  As a strong US dollar has for so long been associated with lower 
commodity prices, there is a tendency to make the sweeping generalisation that this is bearish for 
commodities. While initially, it has been, this is likely to prove to be transitory. What I expect to follow is 
improving economic conditions across developed markets, and as this coalesces, it will pull emerging 
market economies that are geared to the US and to other domestic markets. Adding to this the fact that in 
2013, grain producers globally will by the end of this autumn, finally be able to replenish global 
inventories after several years of trying with extreme weather interruption. For many emerging market 
countries food shortages and price rationing should be over and food prices should fall significantly, over 
time this will be hugely supportive of bottom up economic growth across a wide range of these countries.  
We see the food supply as a key driver for emerging markets over the next 2 years. 
 
Obviously, there are many risks to this scenario of improving global growth, such as geopolitical events 
or sovereign debt crises, but if this plays reasonably near to the fairway, then “real growth” will create the 
increased demand for commodities and importantly, the ability to afford them at higher price levels over 
time.    
 
Returning to the performance of the fund for July, commodity prices rebounded 1.4%, paced by oil based 
energy and gold, which were the strongest sectors. Throughout the month gasoline increased 11% and 
gold rebounded 7.1%. Grains were the weakest with the sector declining 4.2% as weather across the 
Northern hemisphere has been good for growing grains and oilseeds. In this context the Threadneedle 
(Lux) Enhanced Commodities Fund was up 2.2% and outperformed the Dow Jones UBS index by 78 
basis points. 
 
Starting with energy, both our curve position and underweight in US natural gas combined to be the 
strongest contributor to performance, adding 29 bps as the benign weather that has been helping the 
corn crop also stretched across to the east coast in sharp contrast to last summers‟ extreme heat and 
drought. Production of natural gas has continued to be strong and is likely to increase into year end. 
Gasoline was strong and at the very front of the curve, where we are positioned, has outperformed.  We 
expect continued refining issues to keep this market tight and backwardated.  WTI strengthened against 
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brent, which dragged on performance by about 10bps. With speculative longs in WTI at record levels, 
there is scope for the arbitrage to widen back out against brent and WTI to return to a normal contangoed 
market. In total, oil based energy added 28 basis points to outperformance.   
 
In precious metals, we were market weight and with no curve positions. These markets have become 
very irregular through this transition period, and we have seen a lot of fast money speculative selling 
creating sharp price breaks that are being absorbed by the slower moving buying of physical metal by 
long term investors. In base metals, we continue to be underweight in the sector but have added to that 
underweight, while also adding to the lead position relative to the other metals. We think base metals will 
be the last to turn as the influence of the Chinese slowdown and the abundant inventories of a number of 
base metals, especially aluminium and zinc, will overshadow these markets for some months.  Largely 
because of the relative value performance of lead, we added 8bps of outperformance from base metals. 
In grains we are largely market-weight and positioned at the front of the curve, except in wheat. The roll 
down to lower new crop prices was helpful, but it didn‟t roll down as much as we expected, consequently, 
new crop grain prices have been trending lower with the ideal weather. The markets will need to find the 
right price levels that will reflect the relative abundance of grains which we have not experienced for 
several years. Grains were a marginal detractor at -4bps against benchmark largely because of our 
positioning in wheat which was a little bit further back on the curve. 
 
Soft commodities were mixed with small outperformance gained from the weakness in coffee being offset 
by the recent short term tightening of the sugar curve.   
 
Livestock has begun to revert to pricing differentials that we would expect as high margins in hog 
production has spurred production which is just beginning to weigh on prices. We still think there is quite 
a way to go for hogs on the downside.  Additionally, our long suffering position in feeder cattle is just 
beginning to perform as the lower grain prices and greening pasture land is increasing demand for young 
cattle.  Livestock added 19 basis points to outperformance.   
 
Looking ahead, we expect the next couple of months to be variable; we expect the global economic 
recovery will begin to take hold in Q4 and into 2014.  This will be led by North America and will spread 
across Europe and into many emerging market countries. Oil will continue to be the strongest sector and 
will lead commodity prices higher as increased economic activity and income will create the demand that 
will, in time, tighten commodity balances.   

 

Audio link:- 

http://mediazone.brighttalk.com/comm/Threadneedle/e53eae38a7-37369-5029-42861 
 
*Source: Morningstar. All data as at 31 July 2013. Gross performance based on Global Close prices in 
US$, unadjusted income reinvested, adjusted by the TER (Total Expense Ratio).  
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Key risks 
 
Market Risk: The value of investments can fall as well as rise and investors might not get back the sum originally invested. Investor 
Currency Risk: Where investments in the fund are in currencies other than your own, changes in exchange rates may affect the value of 
your investments. Political and Financial Risk: The fund invests in markets where economic and regulatory risk can be significant. These 
factors can affect liquidity, settlement and asset values. Any such event can have a negative effect on the value of your investment. 
Liquidity Risk: The fund invests in assets that are not always readily saleable without suffering a discount to fair value. The portfolio may 
have to lower the selling price, sell other investments or forego another, more appealing investment opportunity. Investment in 
Derivatives: The Investment Policy of the fund allows it to invest materially in derivatives. High Volatility Risk: The fund typically carries 
a risk of high volatility due to its portfolio composition or the portfolio management techniques used. This means that the fund‟s value is 
likely to fall and rise more frequently and be more pronounced than with other funds. Basis Risk: The fund invests in derivatives rather 
than physical securities. Therefore there is a risk that that the price of the instrument does not accurately reflect the price of the underlying 
security/commodity. Commodities Risk: As the fund gains exposure to Commodities, it is exposed to factors affecting a particular 
industry or commodity for example, weather, embargoes, tariffs and international economic, political and regulatory developments and 
trading activities in commodities and related contracts. 

Important information 
 
For internal use and for Professional and/or Qualified Investors only (not to be used with or passed on to retail clients). Past performance is not a guide to future 
performance. The value of investments and any income from them may go down as well as up. Any commentary in this report represents the opinion of Threadneedle only 
at the time of preparation and is subject to change without notice. Where references are made to portfolio guidelines and features, these are at the discretion of the portfolio 
manager and may be subject to change over time and prevailing market conditions. Actual investment parameters will be agreed and set out in the prospectus or formal 
investment management agreement.The Portfolio invests in commodity indices comprised of futures contracts on physical commodities in certain sectors. As these futures 
contracts approach expiration, they are replaced by contracts that have a later expiration. Depending on the prevailing prices in the underlying market, this could positively 
or negatively impact the portfolio. Commodity prices may change unpredictably, affecting the index and the level of the index and the value of the Portfolio in unforeseeable 
ways. The portfolio invests in single commodity indexes which may be particularly susceptible to fluctuation and may fluctuate rapidly based on numerous factors. The 
commodities underlying the Index components may be produced in a limited number of countries and may be controlled by a small number of producers, political, 
economic and supply related events in such countries could have a disproportionate impact on the prices of such commodities and the value of the index.The research and 
analysis included in this document have not been prepared in accordance with the legal requirements designed to promote its independence and have been produced by 
Threadneedle for its own management activities, may have been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made 
as at the date of publication but are subject to change without notice. Information obtained from external sources is believed to be reliable but its accuracy or completeness 
cannot be guaranteed. This document is for the sole use of those attending the presentation. It may not be reproduced in any form or passed on to any third party without 
the express written permission of Threadneedle. This document is the property of Threadneedle and must be returned upon request. 
 
Past performance of the fund and its manager and any forecasts or information on the economic trends are not necessarily indicative of the future or likely performance of 
the fund or its manager or a guarantee of future trends. The price of shares and the income accruing to those shares, if any, may fall or rise and an investor may not get 
back the amount invested. Due to the investment policies of the fund, it may experience greater volatility in its net asset value. The fund may invest in financial derivative 
instruments to the extent permitted under relevant laws. Please contact Threadneedle for more information.Threadneedle does not give any investment advice. The 
mention of any specific shares or bonds should not be taken as a recommendation to deal. This document is for informational purpose only and does not constitute an offer 
or solicitation of an order to buy or sell any securities or other financial instruments or to provide investment advice or services. Investors are advised to exercise caution in 
relation to the information presented herein. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice.Shares 
in the Funds may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any “U.S. Person”, as defined in Regulation 
S under the 1933 Act. This material is for information purposes only and does not constitute an offer or solicitation to an order to buy or sell any securities or other financial 
instruments, or to provide investment advice or services. Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor 
Information Document, as well as the latest annual or interim reports, which can be obtained free of charge on request and the applicable Terms & Conditions. Investors 
should note the „Risk Factors‟ section of the Prospectus in terms of risks applicable to investing in any funds. The dealing price may include a dilution adjustment where the 
fund experiences large inflows and outflows of investment.  

Threadneedle (Lux) is an investment company with variable capital (Société d‟investissement à capital variable, or "SICAV") formed under the laws of the Grand Duchy of 
Luxembourg. The SICAV issues, redeems and exchanges shares of different classes, which are listed on the Luxembourg Stock Exchange. The management company of 
the SICAV is Threadneedle Management Luxembourg S.A, who is advised by Threadneedle Asset Management Ltd. and/or selected sub-advisors. The SICAV is 
registered in Austria, Finland, France, Germany, Hong Kong, Italy, Luxembourg, The Netherlands, Portugal, Singapore, Spain, Sweden, Switzerland, Taiwan and the UK; 
however, this is subject to applicable jurisdictions and some sub-funds and/or share classes may not be available in all jurisdictions. Shares in the funds may not be offered 
to the public in any other country and this document must not be issued, circulated or distributed other than in circumstances which do not constitute an offer to the public 
and are in accordance with applicable local legislation. Subscriptions to any funds may only be made on the basis of the current Prospectus and the Key Investor 
Information Document and the latest annual or interim reports, which can be obtained free of charge upon request from the SICAV's registered office at  31, Z.A. Bourmicht, 
L-8070 Bertrange, Grand Duchy of Luxembourg. In Austria from Erste Bank, Graben 21 A-1010 Wien, in Finland, from Eurfex Bank Plc, Keilaranta 19, 02150 Espoo, 
Finland. In France from CACEIS Bank, 1/3 Place Valhubert, 75013 Paris, in Germany from JP Morgan AG, Junghofstr. 14, 60311 Frankfurt, in the UK from JPMorgan 
Worldwide Securities Services, 60 Victoria Embankment, London EC4Y 0JP, in Sweden, from the Swedish paying agent Skandinaviska Enskilda Banken AB (publ), 
Sergels Torg 2, 106 40 Stockholm, Sweden. Please refer to the „Risk Factors‟ section of the Prospectus for all risks applicable to investing in any fund and specifically this 
Fund. Please refer to the „Risk Factors‟ section of the Prospectus for all risks applicable to investing in any fund and specifically this Fund. Please read the Prospectus 
before investing. Threadneedle (Lux) is authorised in Spain by the Comisión Nacional del Mercado de Valores (CNMV) and registered with the relevant CNMV‟s Registered 
with number 177 Issued by Threadneedle Management Luxembourg S.A. Registered with the Registre de Commerce et des Societes (Luxembourg), Registered No. B 
110242, 74, rue Mühlenweg, L-2155 Luxembourg, Grand Duchy of Luxembourg. Please note that this fund has Reporting Fund status in the UK. Tax treatment depends on 
individual circumstances. Tax concessions are not guaranteed and tax legislation may change in the future. For additional information please refer to the Prospectus. 
In the UK issued by Threadneedle Asset Management Services Limited. Registered in England and Wales, Registered No. 573204, 60 St Mary Axe, London EC3A 8JQ, 
United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority.Threadneedle Investments is a brand name and both the Threadneedle 
Investments name and logo are trademarks or registered trademarks of the Threadneedle group of companies. 


