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Focusing the Lens on Brazilian Commodities With the
Dow Jones/BM&F Commodity Index

In an effort to expand transparency and liquidity by measuring
local markets, S&P Dow Jones Indices is partnering with B3
(formerly BM&FBOVESPA), the Brazilian exchange, to offer the
Dow Jones/BM&F Commodity Index. Given that Brazil is one
of the largest producers of certain commodities in agriculture,
livestock, and energy, market participants may benefit by having
a gauge of price movements locally. Additionally, as financial
instruments develop on the underlying benchmark, more liquidity
can penetrate futures contracts in Brazil, reducing price volatility
and enabling risk transfer from the underlying commodities.
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Why did S&P DJI create this index?
Single commodities are generally fungible, meaning interchangeable, and that
enables large quantities of a commodity meeting certain standards to be traded
globally in futures contracts. However, there are still specific differences in some local
commodities that lead to demand for listings in regional exchanges around the world.
While select contracts meet the eligibility criteria of flagship indices like the S&P GSCI,
Dow Jones Commodity Index, and S&P World Commodity Index, many local contracts are
not yet liquid enough to be included in these indices.
The commodity futures contracts listed on B3 do not yet meet the eligibility criteria
for inclusion in the major global commodity indices, but they are important locally and
globally, since Brazil is a major commodity producer. Therefore, creating the Dow Jones/
BM&F Commodity Index using these contracts is critical for measuring prices in the
Brazilian market for market participants from the physical and financial industries to
facilitate business.

How does the S&P DJI partnership with BM&FBOVESPA enhance
the offering?
The partnership between S&P Dow Jones Indices and B3 is important in blending the
capabilities of the world’s largest provider of financial market indices and the leading
exchange in Latin America, which is also one of the largest exchanges in the world.

Focusing the Lens on Brazilian Commodities

TalkingPoints

This is essential for the delivery of indices with top-quality
construction and governance that are especially designed for the
local market. The partnership allows commodity futures listed on
B3 to be included exclusively in the Dow Jones/BM&F Commodity
Index as a standard offering, specifically measuring commodity
prices in Brazil.

Lastly, as the most passive Brazilian commodity index, the Dow
Jones/BM&F Commodity Index can act as the foundation to
build enhanced versions in the future. It can also serve as the
composite for indices of single exchange-listed commodities,
so that market participants can create their own strategies to
generate alpha or manage risk with spreads.

How can this index benefit market participants
in Brazil?

What are the key features that make this
index unique?

The Dow Jones/BM&F Commodity Index will first bring
transparency of Brazilian commodity prices to market
participants globally. Since Brazil is one of the world’s leading
commodity producers, understanding local pricing is important
for all types of market participants, from producers and
processors to commodity industry service providers and funders.
Once the benchmark is established, financial products may be
designed for better investment access to the underlying index
of Brazilian commodities that could provide inflation protection
and diversification for capital preservation. Since the base date
of the index on Dec. 30, 2010, the Dow Jones/BM&F Commodity
Index has shown strong inflation sensitivity, returning 4.6% for
every 1% rise in Brazilian CPI, as of April 15, 2017. This means a
small investment may provide high inflation protection. Further,
the addition of commodities to a traditional Brazilian bond or
stock and bond mix may increase the Sharpe ratio significantly
by increasing return and reducing risk. For example, a mix of
80% bonds and 20% stocks results in an annualized return of
12.3% and an annualized risk of 8.1%, for a Sharpe ratio of 0.02
during the period studied. However, if the equities are replaced
with commodities, the annualized return increases to 16.2%, the
annualized risk falls to 6.6%, and the Sharpe ratio increases to
0.62, which is a major improvement. This is not only due to the
higher returns and lower risk the local commodities experienced
as compared with stocks and bonds, but also the near-zero
correlations of local commodities to stocks and bonds.

The Dow Jones/BM&F Commodity Index is the first broadmarket commodity index to represent the Brazilian commodities
futures market. It includes only commodity futures contracts
that are listed on B3 and based on physical commodities.
Currently, the index includes 10 commodity futures contracts
that are equally weighted by their eight components (coffee
and soybeans each have two contracts), with contract weights
inside the components determined by liquidity. The weights are
rebalanced quarterly, and the contracts held are the next nearby,
most liquid contracts that are rolled monthly. The eligibility
criteria in the index construction are a unique characteristic
set for benchmarking Brazilian commodities, or any group of
commodities listed on one exchange and calculated by a major,
independent index provider.
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General Disclaimer

Copyright © 2017 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are registered
trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered trademark of Dow Jones
Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC. Redistribution, reproduction and/or photocopying
in whole or in part are prohibited without written permission. This document does not constitute an offer of services in jurisdictions where S&P Dow
Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. All information
provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives
compensation in connection with licensing its indices to third parties. Past performance of an index is not a guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments based on
that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered
by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that
investment products based on the index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not
an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other
investment vehicle. A decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements
set forth in this document. Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the
risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of
the investment fund or other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such
security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations,
model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse-engineered, reproduced or distributed
in any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content
shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P
Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are
not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED
ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED
TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR
DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity
costs) in connection with any use of the Content even if advised of the possibility of such damages.
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of
their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available to other business units.
S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public information received in connection
with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment
advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic
benefits from those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate
or otherwise address.

