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Most institutional investors include commodities or commodity futures within their efficient portfolio 

framework. Increasingly, financial advisors, family offices, and other responsible investors, are thinking of 

their efficient portfolio framework from an ESG perspective as well. 

While there is a great deal of research and guidance on how to apply an ESG perspective to equities or 

bonds, there has been little to no guidance on dealing with commodities for responsible investors.  Under 

the Biden administration’s “whole of government” plan to address climate change, the US Commodity 

Futures Trading Commission Acting Chairman Rostin Behnam announced on March 17, 2021 the creation 

of the Climate Risk Unit; to focus “on the role of derivatives in understanding, pricing, and addressing 

climate-related risk and transitioning to a low-carbon economy.” While carbon pricing will be one important 

component of the administration’s plans, the Climate Risk Unit should also address the importance of 

existing futures contracts in supporting the clean energy transition. 

Common thinking is that commodities are inherently dirty, environmentally un-friendly and should not have 

any part in an ESG portfolio. But commodities, dirty or not, are essential to the functioning of human 

society. So how does a responsible investor resolve the conundrum of integrating commodities with the 

rest of their ESG aware, efficient portfolio? The short answer is directionally agnostic commodity futures. 

Long\short commodity futures, as opposed to direct investments in commodities, are ESG friendly when 

considering their function in supporting both commodity producing and consuming industries.

A typical ESG portfolio landscape might then look like the following:

ESG

Real Estate to innovate and promote 
responsible investment in building efficiency 
and sustainability.

Fixed Income to impact the cost of lending via 
primary and secondary market debt instruments 
favoring lowest emissions, best governance, etc.

Commodity Futures to transfer price risk, 
thereby promoting stability, reducing 
funding costs, and facilitating the 
improvement of environmental and social 
outcomes across industries and sectors.

Equities to influence the secondary 
market for stocks with high ESG scores 
in a way that differs from the secondary 
market supports available to stocks 
with low ESG scores. Infrastructure to improve the physical location 

of a facility or service, reduce environmental 
impacts, and focus on community and social 
implications.

But how does investing in actively managed (directionally agnostic) commodity futures, as opposed to 

the commodities themselves, satisfy the responsible investor’s desire for an ESG investment?  
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Figure 1. RFU Sustainability Rating for each BCOM Components*
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Figure 1 Source: SG Cross Asset Research/Commodities, RFU
QS: Gasoil, XB: Gasoline, HO: Heating Oil, NG: US Natural Gas, CO: Brent, CL: WTI, SI: Silver, GC: Gold, LX: Zinc, LN: Nickel, HG: Copper, LA: Aluminum, BO: Beanoil, SM: 
Soybean, KW: Kansas Wheat, W: Wheat, C: Corn, KC: Arabica Coffee, SB: Sugar, CC: Cocoa, CT: Cotton, LH: Lean Hog, LC: Live Cattle.
*RFU sustainability rating span from -10, which represents the most negative ESG impact, to +10 which represents the most positive ESG impact.  All commodities have 
scores below zero, except wheat at +0.2.  Polar axis maximum fixed at zero for display purposes.

Take for example two different ways that investing can influence the solar energy sector, equity versus 

futures. As equity investors purchase publicly listed shares of ABC Solar Inc., the share price increases in 

the secondary market. As a result of ABC Solar Inc.’s increased share price, the company improves its 

position with respect to indirect access to more capital, enabling ABC Solar Inc. to fund expanded 

operations, if in the interest of shareholders.

Alternatively, investors may purchase futures contracts in ‘solar-related’ commodities such as silver, an 

important commodity that companies like ABC Solar Inc. require to manufacture solar panels using 

existing technology. Regardless of whether they are expecting silver prices to rise or fall, these investors 

provide speculative liquidity to the silver futures market which facilitates ABC Solar Inc.’s ability to hedge 

price risk and their silver supplier’s ability to provide stable supplies. In the absence of this speculation, 

fluctuating supplies and volatile prices of silver may limit the number of solar panels that can be produced, 

ultimately impacting ABC Solar Inc. ability to contribute to the world’s transition to clean energy.

To better understand how speculative futures funds lead to positive ESG outcomes in industry, we will go 

over two commodities in more detail; Copper & Wheat.  Societe Generale Cross Asset Research partnered 

with Reinhard Friesenbichler (RFU) to develop a framework for scoring commodities within an 

environmental and social impact framework, both from a production and consumption perspective.  

Societe Generale has agreed to let us share some of that data in our examples below.



An energy transition out of fossil fuels and into electrical power is required to limit climate change and its 

potential calamitous effects. This move to green energy is underway and is unlikely to reverse, as it is 

becoming increasingly supported by political will. 

All renewable power production has significant copper content, mostly due to wiring. By way of example, 

offshore windfarms are three times more copper-intensive than onshore windfarms due to their 

requirements for copper wire.

COPPER FUTURES & THE GREEN ENERGY TRANSITION

The existence and trading of copper futures contracts allow copper consumers, such as offshore 

wind farms, to be more efficient and resilient because they can be protected from volatility in input 

prices. Offshore wind farms can reduce the price risk in their business model by hedging in futures 

markets, which reduces their risk profile to potential lenders. Lower risk profiles translate into lower 

borrowing costs, higher operating margins, and a general improvement in the financial stability of 

both the wind energy industry and those who finance green energy. 

At the same time, an efficient, liquid futures market also allows for the more efficient production of 

copper by allowing copper producers to efficiently transfer risk and provides for pricing discovery and 

transparency to price their product competitively. 

Figure 2. Copper Content for Various Forms of Power Generation

Figure 2 Source: SG Cross Asset Research/Commodities, OECD, US Bureau of the Census, US Geological Survey
*changes in metals consumption for a given year is defined as the average of the consumption changes for 6 metals (aluminum, copper, nickel, zinc, tin, iron ore).  
These yearly average changes are then compounded year o year to be comparable to GDP and population growth.

By 2030, its 
estimated that use 

of copper in various 
green technologies 

will hit 6 million 
tons, or ~20% of 
global demand¹

Commodity futures as part of an ESG-focused portfolio
January 2022



This same analysis framework applies to other “greener” commodities, even a commodity like wheat 

which scores as #1 in the RFU’s* ESG scoring system.

The academic example of a Canadian farmer willing to hedge its wheat production via futures contracts 

may be old fashioned, but it still holds true, and it shows how commodity futures are essential for any 

commodity producer or consumer business model.  Futures contracts allow farms to be more efficient 

and resilient, as it protects them from volatility in the price of their crops. 

WHEAT, THE GREENEST COMMODITY

Figure 3. CO2 Equivalent Emissions & RFU Ecological Scores for Metals*

Figure 4 Source: SG Cross Asset Research/Commodities, RFU
*RFU ecological score the commodity production and usage’s environmental impacts only.

‘Carbon emissions 
from extraction may 
not give a full picture 
of the environmental 

impact of many 
metals once we 

consider their 
industrial applications’

Copper is an excellent example of a market that WaveFront supplies liquidity to, which in-turn 
supports the green energy transition. It is only one among several metals that WaveFront trades 
which are similarly important inputs for green energy or environmental technology, including:

• Silver - Very important in current photovoltaic\solar technologies.
• Aluminum - A popular solution to reducing the automotive industry’s environmental 

footprint by reducing the weight of its vehicles.
• Palladium - Beneficial to the environment thanks to its chemical properties as a gasoline 

exhaust gas catalyst.
• Platinum - Also in use as a catalyst in fossil fuel engines, platinum is anticipated to be in 

high demand due to its application in hydrogen fuel cells.
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From a social stability standpoint, commodity futures speculators play an important role in supporting 

sustainability in commodity industries by removing price risk from the business models of commodity 

companies, a risk reduction that has broader effects throughout most of the economy. Commodities go 

hand in hand with human civilization; their extraction or production are damaging for the environment, 

but their usage is critical to technologies that will lead to a greener future. Anything that contributes to 

making this more efficient, i.e., less damaging to the environment is a plus from an ESG perspective.

WaveFront acknowledges these realities in our approach to model design and research, however our 

funds cannot be scored in a conventional ESG framework because we do not participate directly in 

commodity production or consumption. This, however, should be viewed as a virtue rather than a vice. 

Futures and futures trading are once removed from the dirty business of directly financing production or 

consumption. Rather, in an ESG framework, our funds provide an economic utility to businesses that 

seek to remove price risk. 

WaveFront further acknowledges that its primary function as a market participant is to provide liquidity 

for which it receives what amounts to an insurance premium. 

CONCLUSION

This resilience has much broader effects as well. First, farms that reduce price risk in their business 
model by hedging in futures markets commensurately reduce their risk profile for potential lenders. 
Lower risk profiles translate into lower borrowing rates, higher operating margins, decreased risks of 
business disruptions or bankruptcies through the supply chain (farm equipment, etc.), and a general 
improvement in the financial stability of the broader farming sector.

The main positive impacts of this financial stability are to ensure long-term employment for a greater 
proportion of farmers and to reduce the risk of shortages in industries that consume wheat. Our 
reliance on stable agricultural commodities is so acute that one can almost forget what might trigger 
shortages. In developed societies, a shortage of energy or a given metal required for important 
technology can have disruptive effects, but food shortages have much more dramatic impacts across 
the globe.

WaveFront trades wheat and other agricultural commodities, thereby providing speculative liquidity to 
those who need to hedge price risk in important food industries.
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Therefore, our model design and strategy development tend to focus on harvesting risk premiums 
more efficiently and limiting the shock risk of our own returns by implementing statistical and 
actuarial principles that are widely in-use by the insurance and reinsurance industries.  

We are in competition with other futures funds to provide liquidity more efficiently, so to the extent we 
are trying to beat anyone, it is our peers in fund management.  As such, publishing our intermarket 
ESG investment selection research is something we might not want to do.  

The Economic and social benefits of commodity futures are not, however, limited to the businesses 
that hedge. Investors in Wavefront’s Funds also benefit, as our Funds tend to provide returns that are 
uncorrelated to traditional investments or even negatively correlated to those investments during 
periods of stress. That means that not only are we providing liquidity to commodity hedgers, thereby 
helping to stabilize their businesses, but we are also providing a secondary hedging quality to our own 
investors. By smoothing our investors’ returns we hope to make it easier for them to provide stable 
retirement planning, match liabilities, and stabilize cash flows from public market investments, and 
that is a very important characteristic when considering a fund like WaveFront Global Diversified* in 
an ESG focused portfolio. 
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* Past performance does not guarantee future results.


