
Commodities mutual funds

A “mutual fund” is a company that pools money from many investors and invests the combined holdings in a single 
portfolio of securities that is professionally managed. To manage risk, the fund’s manager attempts to diversify the 
fund’s investments according to the fund’s investment objective. Individual investors own shares of the fund, while 
the fund or the investment company owns the underlying investments chosen by the manager.

Mutual funds are generally actively managed, meaning that fund managers may purchase or sell securities in the 
fund portfolio in an attempt to take advantage of changing market conditions. It is possible for mutual funds to  
hold securities even though their market value and dividend yields fluctuate.

Commodities mutual funds
In general, commodities are defined as things that tend to come from the earth or are grown. Some examples 
include energy, precious metals, base metals and agriculture. Commodities, unlike stocks or bonds, provide no 
regular cash flows in the form of interest or dividends.

There are different types of commodities mutual funds. Most mutual funds offered by NMIS do not buy actual 
commodities—that is, barrels of oil or bushels of wheat—but instead purchase futures contracts, which are 
derivative securities. Futures give investors exposure to price movements of commodities without the investor 
having to actually own a commodity or basket of commodities. To avoid taking physical delivery, and in order 
to maintain exposure, the mutual fund will sell those future contracts before they expire and replace them with 
contracts with more deferred delivery dates. This process is called rolling the position. When rolling a position,  
the difference between the price of the futures contract sold and the new one purchased is called the roll yield.

Commodities may provide diversification benefits because of their low historical correlation with other assets, 
which may help reduce the overall variability of portfolio returns. Commodities prices tend to increase during 
periods of rising inflation and declining purchase power. While NMIS does not allow direct investment in 
commodities, commodities mutual funds provide exposure to the commodities asset class. 

Some mutual funds may have multiple futures-contract positions for exposure to a particular commodity, and  
the prices of these different positions may vary widely. These price differences could have an effect on the price 
of the mutual funds either positively or negatively. This may produce unexpected results for investors who are 
not familiar with the futures markets or who may mistakenly believe that commodity mutual funds are designed 
to track commodity spot prices. Commodities mutual funds can perform differently from the spot price of a  
given commodity. 

1

Northwestern Mutual Investment Services, LLC (NMIS) periodically prepares information for its clients on a 
variety of securities-related topics. This document is meant to provide clients with important information about 
commodities mutual funds that purchase futures contracts. This material is not intended as an endorsement or 
recommendation of any particular investment or security.
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Risks
The level and type of risk associated with mutual funds may vary significantly from one fund to another. As a 
result, it is important to have a complete understanding of the investment strategies and underlying products 
from which a mutual fund derives its value to evaluate the risks. These risks are outlined in the mutual fund’s 
prospectus and/or statement of additional information. No investment strategy can guarantee a profit or 
protect against loss, including loss of principal. Below are some of the primary risks associated with investing in 
commodities mutual funds.

Market | The risk that the overall market will decline, bringing down the value of the investments held by the 
mutual fund and, in turn, the mutual fund’s value. This may result from increasing/decreasing interest rates, a 
recession or changes in the rate of inflation, each of which can impact the financial markets.

Interest rate | The risk that changes in interest rates may reduce (or increase) the market value of bonds or other 
fixed income investments in the fund. If interest rates increase, the market value of a bond will typically decrease; 
and if interest rates decrease, the market value will typically increase. Generally, the longer the maturity of bonds, 
the more sensitive the bonds market value becomes to interest rate changes. Investments with longer maturities 
will be affected more by interest rate changes than those with shorter maturities. This is also referred to as 
duration risk.

Management | The risk associated with underperforming management of the fund. It refers to the risk of the 
fund manager performing poorly in relation to other fund managers for comparable funds.

Commodity sector | The risk that investments in commodities mutual funds may subject the mutual fund to 
greater volatility than investments in traditional securities (like stocks and bonds). The commodities mutual fund’s 
value may be affected by changes in overall market movements, changes in interest rates or events affecting a 
particular industry or commodity, such as drought, floods, weather, or political or regulatory developments.

Managed futures strategy/commodities | The risk that exposure to the commodities markets through 
investment in managed futures contracts may subject the fund to greater volatility than investments in 
traditional securities. Prices of commodities and related contracts may fluctuate significantly over short periods 
for a variety of reasons, including changes in interest rates, supply and demand relationships and balances of 
payments and trade; weather and natural disasters; and governmental, agricultural, trade, fiscal, monetary and 
exchange control programs and policies.

Derivatives | The risk that futures contracts may be highly volatile, illiquid and difficult to value, and changes in 
the value of a futures contract held by the fund may not correlate with the underlying instrument or the fund’s 
other investments. Although the value of a futures contract depends largely upon price movements in the 
underlying instrument, there are additional risks associated with futures contracts that are possibly greater than 
the risks associated with investing directly in the underlying instruments, including illiquidity risk, leveraging risk 
and counterparty credit risk.

continued on next page
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Northwestern Mutual is the marketing name for The Northwestern Mutual Life Insurance Company, Milwaukee, WI (NM) and its subsidiaries. Investment brokerage services 
are offered through Northwestern Mutual Investment Services, LLC (NMIS) a subsidiary of NM, broker-dealer, registered investment adviser, and member FINRA and 
SIPC. Investment advisory and trust services are offered through Northwestern Mutual Wealth Management Company® (NMWMC), Milwaukee, WI, a subsidiary of NM and 
a federal savings bank. Products and services referenced are offered and sold only by appropriately appointed and licensed entities and financial advisors and professionals. 
Not all products and services are available in all states. Not all Northwestern Mutual representatives are advisors. Only those representatives with “Advisor” in their title 
or who otherwise disclose their status as an advisor of NMWMC are credentialed as NMWMC representatives to provide investment advisory services.

Portfolio turnover | The risk that the fund will engage in frequent trading of derivatives. Active and frequent 
trading may lead to the realization and distribution to shareholders of higher short-term capital gains, which 
would increase their tax liability. Frequent trading increases transaction costs, which could detract from the  
fund’s performance.


