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 About Prudence 

 
Dear Louis, 
What is this newsletter about? It’s about prudence; prudence in the art of 
investing (don’t let anyone tell you it’s a science). Trustees know they have to 
act prudently under the law when they make investment decisions on behalf 
of the beneficiaries of the trust that is under their care. But do they really 
know what it means to act prudently? Unfortunately, and this is very sad and 
dangerous in my view, many trustees seem to have lost the plot and 
forgotten what it means to be prudent, at least when it comes to their duty of 
investing other people’s money.  
 
Trustees rely now almost exclusively, it seems, on unnatural (i.e. man made) 
laws and lawyers to define prudence for them. Over time, this form of 
slumber has evolved to a point where now too often the blind follow the blind 
and few seem to really care or have enough courage left to confront the facts 
and judge for themselves whether they are investing prudently or not. 
Whatever happened to common sense and responsibility? At what point 
does fiduciary irresponsibility become financial insecurity?  
"A prudent man foresees the difficulties ahead and prepares for them; the 
simpleton goes blindly on and suffers the consequences."  
 
- Proverbs 22:3 
We all seem to rely on each other’s reliance on each other’s reliance on 
each other’s reliance on… well, ultimately theories and beliefs! Trustees are 
generally the worse in that respect. All too often they readily accept advice on 
how to invest other people’s money simply on the basis of how other trustees 
do so. I know; I’ve advised trustees on investments for well over 20 years. 
It’s true; it takes great courage for trustees to act differently to their peers 
and some do.  
 
Who ever said that to be prudent is to imitate your peers? Who ever said that 
it was not necessary to be courageous in order to be prudent? It should be 
expected that courage is necessary, no? After all, courage is also a virtue, its 
vice of deficiency being cowardice and its vice of excess being recklessness. 
Do we cowardly avoid considering the risks and rewards of alternative 
strategies? Are we recklessly subjecting our wealth to, rather than protecting 
it from, the inevitable effects of widespread delusion?  
 
You need to have your eyes wide open if you want Dear Prudence to grace 
your mind and actions with its presence. This is particularly true in the 
increasingly wacky world of investments. You can’t just rely on someone else 
and then simply keep your eyes wide shut. Complacency, I’m afraid, is 
incompatible with the exercise of truly prudential judgement. This is 
especially the case with the increasingly dynamic nature of our global 
financial markets. You must be vigilant!  
 
In the very first issue, I wrote: “Prosper! is about the paradox of prudence 
and our relationship with money today. It’s about first of all realising that what 
was once real money has subtly been replaced by an illusion; a highly 
deceptive and persistent illusion. Only then, I believe, can we proceed and 
act with the confidence and courage necessary to make investment 
decisions that are not only prudent but also in our own best interest. Be 
inspired and prosper!” I went on to explain what the money illusion was. That 
highly deceptive and persistent illusion is the main reason why I keep 
reminding you, dear reader, to buy some gold and silver.  
 
The paradox I referred to then is still very much alive and well. In fact, the 
very word ‘prudence’ has become increasingly synonymous with 
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cautiousness. In this sense, prudence means a reluctance to take risks, 
which is prudence if it’s unnecessary risks. But when unreasonably extended 
or incorrectly applied based on false beliefs, then it becomes cowardice and 
recklessness. Don’t be reluctant to courageously look at all the facts and be 
reasonable in your expectations. You’ll then naturally make prudent 
investment decisions. It’s that simple, really. But it’s not easy.  
“The sense of security more frequently springs from habit than from 
conviction, and for this reason it often subsists after such a change in the 
conditions as might have been expected to suggest alarm. The lapse of time 
during which a given event has not happened is, in this logic of habit, 
constantly alleged as a reason why the event should never happen, even 
when the lapse of time is precisely the added condition which makes the 
event imminent.”  
 
George Eliot, pen name of Mary Ann Evans  
(1819-1880)  
English novelist  
Please note that all past issues of Prosper! are available Here for your 
convenience.  
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 The Bull Market in Commodities 

 
There is a bull market in commodities going on and it is not the first time it 
happens. Is this time different? Only the passage of time will tell. But there is 
no apparent reason why it should not last as long as previous bull markets in 
commodities did, which is between 15 and 23 years. This one started in early 
1999 and it had a cyclical correction last year, which is to be expected in any 
secular bull market. So is it too late to invest in commodities? If history is any 
guide, this bull market will last sometime until 2014 and 2022. That's not a 
prediction; I'm just pointing out what history would indicate.  
 
When it comes to commodities, my favourite guru is Jim Rogers. Now, 
there’s a freethinker! In 1973, he and George Soros co-founded the 
Quantum fund, one of the first and most successful hedge funds. He helped 
Quantum achieve a return of 4,000% during the 1970s, while the S&P (US 
share market index) rose less than 50 percent. He then retired (at the early 
age of 37!) a very wealthy man.  
 
Jim, whom I’ve had the great pleasure of speaking to once, set about 
managing his own fortune and travelling the world. In the early 1990s, he 
travelled 65,000 miles roving the world by motorbike and related the tale in 
his first book, Investment Biker. In 2003, he completed a second book, 
Adventure Capitalist, which was the result of an even more ambitious 
journey: a three-year, 150,000 mile journey by custom- built Mercedes 
across 116 countries with his girlfriend, who is now his wife.  
 
With all that pedigree under his belt, Time magazine called him the “Indiana 
Jones of Finance”. In 2004, he wrote a third book, Hot Commodities, which 
was also an excellent book and the first book he wrote on practical 
investment advice. His next book will be coming out later this year, in 
December I think: A Bull in China. I can’t wait!  
 
You see, Jim only manages his own money now. And what has he been 
saying AND doing for the past three years or so since he finished his last 
adventure around the world? Well, he’s been saying that the next bull market 
is here NOW and it’s NOT in shares or in bonds. It’s in commodities. And 
he’s been riding that bull since it began in 1999. Here’s what he said in an 
interview recently about buying shares: “If you find the right company, yes, 

 

http://www.permissionmarketing.co.nz/console/clickthru2.php?link=http%3A%2F%2Fwww.permissionmarketing.co.nz%2Fconsole%2Fnewsletterlist.php%3Fclientid%3Dlbnow&id=869&e=louis@lbnow.co.nz


 

http://www.permissionmarketing.co.nz 
Copyright 2004 - Permission Marketing Ltd:  Active Dezine Systems 

Office Phone: 64 9 413 7999 Fax: 64 9 4137987 email: office@permissionmarketing.co.nz 
“Consulting Leads into Customers” Page 3 

 

it's a good investment. But otherwise, you're better off buying gold. You're 
better off buying natural gas. You're better of buying wheat…” In other words, 
don’t just buy one commodity; buy them all!  
 
In order to enable anyone to ride that bull effortlessly, he created his own 
index, the now increasingly famous Rogers International Commodities Index 
or RICI. Here’s how the RICI has fared relative to two well known US share 
and bond market indices since its inception in August 1998:  

 

That’s pretty impressive, eh? Is Jim now any less bullish than he was on 
commodities, given that there has already been a 264% return in less than 
10 years? Not a bit. How come? Well, you see, in real terms or adjusted for 
inflation, the truth of the matter is that most commodities are still way below 
their historic highs. How is that possible? Commodities have been cheap for 
a very long time and so, pretty much taken for granted. Gee, I wonder what 
the profit margins of manufacturers would have been had the price of the raw 
materials they use kept pace with inflation during the 1980s and 1990s. 
Hummm…  
 
The RICI was created by Jim Rogers to be an effective measure of the price 
action of raw materials on a world-wide basis. It was the first non-US-centric, 
truly international alternative commodities index. With 36 commodities 
represented, the RICI aims to truly reflect the current state of international 
trade and commerce. The 36 commodities represented in the RICI and their 
respective weights (i.e. percentage share of the total index), which are 
selected and annually reviewed by a committee chaired by Jim Rogers 
himself, are the following:  
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Source: Diapason 
Commodities Management LLP, Lausanne, Switzerland 
So, as you can see from the above table and chart, the RICI does represents 
a broad compendium (or "basket") of commodities employed in the global 
economy, ranging from agricultural products (such as wheat, corn and 
cotton) and energy products (including crude oil, gasoline and natural gas) to 
metals and minerals (including gold, silver, aluminum and lead). Agriculture 
commodities account for 34.9% of the total, energy for 44% and metals for 
21.1%.  
 
How could investing in a product that merely aimed to generate a return that 

was linked to the price action taking place in the global commodities market, 
as captured by the RICI, not be considered prudent when inflation is clearly 
on the rise worldwide? Of course, it would be risky. There is always some 
risk with any investment, especially when the nature of the investment is 
highly complex such as this kind of investment would be. But is it less risky 
than investing in, say, equities? What about bonds?  
Why Do Most Trustees Still Not Invest in Commodities? 
It’s puzzling, really. After all, the case FOR investing in commodities is pretty 
compelling, even overwhelming so, especially when you look at it from a cold 
calculating sort of way - which is, after all, the financial industry’s favourite 
way of looking at things. In fact, an important study on the role of 
commodities in a diversified portfolio was carried out by Ibbotson Associates 
in the US for PIMCO, a renowned global fixed interest investment 
management specialist (with more than US$667 billion in assets under 
management).  
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(which you can find here: http://www.pimco.com/LeftNav/Viewpoints/2006/), 
entitled “Strategic Asset Allocation and Commodities”, gives strong support 
to the inclusion of commodities in a diversified portfolio. Here are some 
excerpts:orically, commodities act as a form of portfolio insurance and are 
excellent diversifiers. 

 Historically, commodities act as a form of portfolio 
insurance and are excellent diversifiers. 

  

  

Our historical analysis supports the claims that 
commodities have low correlations to traditional stocks 
and bonds, produce high returns, hedge against 
inflation, and provide diversification through superior 
returns when they are needed most. 

 More importantly, we believe commodities offer an 
inherent or natural return that is not conditional on skill. 
Coupling this with the fact that commodities are the 
basic ingredients that build society, we believe 
commodities are a unique asset class and should be 
treated as such. 

 Between January 1970 and December 2004, the 
compounded annual return on collateral was 6.27%; 
yet the compounded annual return on our Composite 
Commodity Index was 12.38%, resulting in a historical 
annual premium of 6.11% above U.S. Treasury bills.  

 In addition to impressive historical returns, 
commodities had the lowest average correlation to the 
other asset classes; yet, the positive correlation to 
inflation supports the idea that commodities result in 
real inflation-adjusted returns. 

 This suggests that allocations to commodities do not 
depend on continued high returns. Low correlations to 
traditional asset classes drive the relatively large 
allocations to commodities. 

 Given the inherent return of commodities, there seems 
to be little risk that commodities will dramatically under 
perform the other asset classes on a risk-adjusted 
basis over any reasonably long time period. 

There. Sounds pretty compelling to me; what about you? If you don’t 
understand the jargon, here’s what it means in plain English: 

 Commodities do well as an investment when share markets 
and/or fixed interest markets don’t; 

 Commodities do well when inflation is on the rise, whereas 
shares and bonds most likely won’t; 

 So to have commodities as well as shares and bonds in one’s 
investment portfolio is clearly prudent. 

So why then are most trustees still not investing in commodities? It boggles 
the mind, really. Maybe their consultants aren’t telling them they should. 
Maybe they are all waiting for the others to start first. Or maybe they just 
don’t know how to actually do it. Even worse, maybe it’s that pervasive state 
of complacency doing its thing again. I guess they’re just waiting to see if 
their existing strategy will in fact generate disappointing if not negative 
returns over the next year or two before confronting the possibility and 
preparing for it.  
 
Any investment product aiming to simply replicate the performance of the 
RICI overall would not only allow investors to obtain true diversification 
benefits within the commodities market itself, as opposed to having to 
speculate on any single commodity, but also for their overall investment 
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portfolio as well. Indeed, it is now possible with the advent of index funds, to 
invest prudently in an asset class that was once considered to be purely for 
speculators (and, of course, the actual producers or mining firms wishing to 
obtain insurance for the future value of their output of such raw materials, as 
the counterparties to such speculators).  
 
Commodities have come of age as a legitimate and prudent asset class and 
should form part of any investment portfolio, if it is to remain considered as 
truly well diversified. Unfortunately, most individuals are still not able to invest 
in commodities themselves. That’s because only those who can prove they 
have at least US$1 million or the equivalent to invest are currently eligible to 
invest in these types of funds. And that’s because the legislation says that, 
unless you have that kind of money, you are not a ‘sophisticated investor’ 
and therefore not eligible. As if it was the amount of money one already has 
that should determine one’s access to good investment opportunities…  
 
So, if you don’t have that kind of wealth or if you are not a trustee yourself, 
you’ll just have to watch as others get richer and you get relatively poorer. Of 
course, you could always ask the trustees of your superannuation scheme or 
KiwiSaver scheme (assuming you have one) to make that kind of investment 
on your and other individual members’ behalf… Now, that would be a smart 
way for you to gain access to the privileges of those who belong to the 
millionaires club. I you need help with that, just let me know. I happen to 
know just what you or your trustees should do to invest in the RICI or better.  
Plus Çà Change Plus C’est Pareil  
There is nothing new with what is currently happening. But it took almost 40 
years for it to happen again. Take a good look at the chart below. Note that 
commodities have had five mega moves up in the last 200 years and the 
sixth one is now underway. On a big picture basis, you can see that the 
current commodity rise is still young compared to previous moves up and the 
upside potential is wide open. Each commodity move up has also coincided 
with a war, as is the case again today. Hummm… 

 

Courtesy: Dr Marc Faber, The Gloom Boom Doom Report, www.gloomboomdoom.com  
The current rise, it can be argued quite convincingly, may even be more 
powerful than any of the previous ones, due to the massive demand for 
commodities coming from China, India and many other emerging countries 
and the increasing supply shortfall for many essential commodities thanks to 
the lack of investment in productive capacity for their extraction from the 
earth over the past 30 years. Given that ongoing and quite likely worsening 
demand-supply imbalance, let alone rising inflation, we should continue to 
see upward pressure on commodity prices in the years ahead. And that’s 
what investing in commodities prudently is all about: to participate in the price 
action of raw materials on a world-wide basis.  
 
But don’t be fooled into thinking that you can do just as well by simply buying 
shares of mining or other commodities producing companies, rather than the 
commodities themselves. A revolutionary and authoritative study (which you 

http://www.permissionmarketing.co.nz/console/clickthru2.php?link=http%3A%2F%2Fwww.gloomboomdoom.com%2Fportalgbd%2Fhomegbd.cfm&id=%5BPM_nid%5D&e=%5BEMAIL%5D


 

http://www.permissionmarketing.co.nz 
Copyright 2004 - Permission Marketing Ltd:  Active Dezine Systems 

Office Phone: 64 9 413 7999 Fax: 64 9 4137987 email: office@permissionmarketing.co.nz 
“Consulting Leads into Customers” Page 7 

 

can find here: http://ssrn.com/abstract=560042) from the Yale School of 
Management’s Center for International Finance, which was entitled “Facts 
and Fantasies About Commodity Futures” and carried out in 2004, came to 
the following conclusion:  
“Over the 41-year period between 1962 and 2003, the cumulative 
performance of commodities futures has been triple the cumulative 
performance of “matching” equities.” 
Wow... In other words, to have invested for 41 years in an index like the RICI 
would have generated a cumulative rate of return which was three times the 
rate of return that would have been earned by investing instead in the shares 
of companies that produced those same commodities. Three times as much! 
So to buy shares in commodities companies and to buy a commodities index 
fund are not the same thing at all and, in fact, the latter may not only be the 
more prudent of the two but also the most rewarding... Are you convinced 
yet? No? Well, here’s how Jim Rogers puts it:  
“If you want to buy a stock, you have to invest in the right company; you've 
got to worry about management, balance sheets, environmentalist unions, 
politicians, and 100 other things… But when you invest in commodities, 
there's too much that's going to go up, and too little that's going to go down, 
and vice-versa. Natural gas does not know who the Fed chairman is, and it 
doesn't give a darn who he is. If you invest in natural gas stocks, you have to 
worry about a lot of stuff. Natural gas has tripled in the last five to six years. 
Enron was a natural gas company. Enron went to zero. Natural gas can go 
down, but it can't go to zero. Your odds with stocks are a lot more risky… a 
lot riskier than with commodities, because sure, commodities will fluctuate 
too and go down from time to time, but they can't go to zero like stocks.” 
The time for commodities has truly arrived, dear friends. The new thing in 
investments is, well, things! The very things that are so essential to our lives 
and that we’ve taken far too much for granted for too long. We’re running on 
empty, again. The raw materials for which the current supply-demand 
balance in the world is now so out of whack that it’s a classic sign of a long 
bull market ahead. Yes, it’s time to put a lot more money into commodities. 
Do you see any better place for your money? I don’t. 
“Plunge boldly into the Beyond, then be free wherever you are.”  
 
Shoitsu  
(1202 - 1280) 
Zen master 
Your freethinking investment strategist, hoping you have the wisdom 
to invest with courage 
Louis Boulanger, CFA 
Louis Boulanger Now Ltd. 
Page top 

 

 
  

If you would like to reproduce any of Louis Boulanger’s E-Letters you must include the source of 
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information presented may be incomplete or condensed. 

http://www.permissionmarketing.co.nz/console/clickthru2.php?link=http%3A%2F%2Fssrn.com%2Fabstract%3D560042&id=%5BPM_nid%5D&e=%5BEMAIL%5D
mailto:louis@lbnow.co.nz


 

http://www.permissionmarketing.co.nz 
Copyright 2004 - Permission Marketing Ltd:  Active Dezine Systems 

Office Phone: 64 9 413 7999 Fax: 64 9 4137987 email: office@permissionmarketing.co.nz 
“Consulting Leads into Customers” Page 8 

 

 
Prosper! E-letters issued by LB Now are intended solely for informational and educational purposes. 
Statements made in these E-letters should not be construed by the reader to be investment advice. 
Opinions expressed may change without prior notice. Readers are urged to check with their usual 
investment adviser or Louis Boulanger before making any investment decision. 
 
The information contained herein is believed to be accurate and reliable. However, errors may 
occasionally occur. Therefore, all information is provided "AS IS" without any warranty of any kind. 
Please also note that past investment performance results are not indicative of future results. 
 
You are currently on the distribution list for Prosper! E-letters. 
If you wish to unsubscribe, please Click here. 
To update your details Click here 
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