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PRACTICE ESSENTIALS  

REAL ASSETS 101  

ACCESSING REAL ASSETS THROUGH EQUITIES 
 
Real Assets: Direct versus Equity-Based Exposure 
 
Investors have increasingly begun to recognize real assets as a distinct asset class that 
can offer both inflation protection and portfolio diversification.  The most frequently 
tracked real assets are those that are tangible and essential to the economy and society 
on a long-term basis.  These real assets include commodities, real estate and 
infrastructure. 
 
A number of approaches are available for accessing real assets (see Exhibit 1).  Direct 
exposure can entail direct ownership of precious metals or properties, or diversified 
investments in futures-based commodity indices (e.g., S&P GSCI®), property funds or 
infrastructure funds.  However, real asset exposure can also be achieved indirectly via 
equities, such as natural resources stocks, real estate investment trusts (REITs) and 
publicly-listed infrastructure assets.  While the benefits of accessing real estate through 
equity REITs have long been recognized by advisors and investors, this paper focuses 
on the broader asset class of real assets, where equity-based exposure may offer similar 
benefits. 
 
Exhibit 1: Accessing Real Assets 

Real Assets Direct Exposure Equity-Based Exposure 

Commodities Futures-based commodity index 
Direct ownership (e.g., gold) 

Natural resources stocks 
Commodity producer stocks 

Real Estate Property funds 
Direct property ownership 

Real estate investment trusts 
(REITS) 
Publicly traded property stocks 

Infrastructure Infrastructure funds Publicly listed infrastructure 
assets 

For illustrative purposes only. 
 
When evaluating the equity-based approach to accessing real assets, it is important to 
consider the following questions: 
 
 What are the benefits and drawbacks of the equity-based approach compared to 

more direct means of investing in real assets? 
 Do real asset equities provide appropriate exposure to changes in real asset prices? 
 Do real asset equities provide inflation protection, much like direct real asset 

investments? 
 Would real asset equities amplify portfolio risk rather than provide diversification, 

given their high positive correlation with the equity market?   
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Exhibit 2: Comparing Direct and Equity-Based Approaches 

Factor Direct Exposure Equity-Based Exposure 

Liquidity & 
Transparency 

Lower liquidity and pricing 
transparency, especially for real 
estate and infrastructure 

Higher liquidity and greater 
pricing transparency 

Complexity & 
Accessibility 

Some complexity associated with 
commodity futures (e.g., contango);                     
Private real estate/infrastructure 
funds may be accessible only to 
more sophisticated investors 

Equity investment widely 
understood and accessed by 
investors 

Diversified Exposure 

Commodity index offers diversified 
exposure;   
Direct real estate/infrastructure 
investments can often be 
concentrated 

Possible to invest in companies 
in all real asset sectors, 
including those that are difficult 
to access directly (e.g., water, 
timber and forestry) 

Underlying Risk 
Pure play on commodity/real asset 
prices 

May be dominated by equity 
risk; Poor tracking of real asset 
prices in the short-term 

Portfolio Diversification 
Higher portfolio diversification 
potential due to low correlation with 
equities 

Lower portfolio diversification 
potential in the short-term due to 
high equity beta 

For illustrative purposes only. 
 

Exposure to Real Asset Prices 
 
Real asset-based equities may not closely track changes in real asset prices, especially 
in the short-term.  For instance, although higher commodity prices will generally lead to 
higher earnings for commodity producers, the relationship is far from linear and depends 
on many other factors such as the financial and operational leverage of the producer and 
whether the producer hedges commodity prices.  In addition, commodity producer stocks 
can be heavily influenced by the volatility and valuation of the broader equity market, as 
well as company-specific events (e.g., BP’s catastrophic oil spill in 2010). 
 
Nevertheless, diversified real asset-based equity portfolios may provide some level of 
exposure to real assets over long-term periods.  Exhibit 3 shows that over the last 15 
years, the S&P North American Natural Resources Sector Index, a commodity-based 
equity index, has moved generally in tandem with commodity prices, as reflected by the 
S&P GSCI Spot, and has behaved quite differently from core equities, as measured by 
the S&P 500.  The S&P North American Natural Resources Sector Index has also 
performed in line with energy futures.  This performance profile suggests that commodity-
based equity is driven more by fundamentals in the commodity market than those in the 
equity market and that, historically, this market has served as an effective alternative 
route to obtaining exposure to commodities. 
  

Real asset-based 
equities may not 
closely track 
changes in real 
asset prices, 
especially in the 
short-term. 
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Exhibit 3a: Commodity-Based Equity Indices versus Commodity Prices 
 

Exhibit 3b: Energy-Based Equity Indices versus Energy Futures 

 
Source: S&P Dow Jones Indices. Data as of May 31, 2012. Commodity-Based Equity Index is represented by 
the S&P North American Natural Resources Sector Index; Commodity Price is represented by the S&P GSCI 
Spot; Commodity TR is represented by S&P GSCI Total Return.  Charts are provided for illustrative purposes.  
Past performance is no guarantee of future results. This chart may reflect hypothetical historical performance.  
Please see the Performance Disclosure at the end of this document for more information regarding the inherent 
limitations associated with back-tested performance. 
 
It is still important to note that despite the high correlation between commodity-based 
equities and commodity prices, commodity-based equities are also influenced by equity 
risks.  If the objective is a pure play on commodity prices, commodity futures and futures-
based commodity indices such as the S&P GSCI may be consistent with that objective.  
For instance, the S&P GSCI Gold Index has an almost perfect correlation of 0.99 with the 
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spot price of gold bullion, significantly above the 0.85 correlation between gold producer 
equities and the gold spot price.    
 
Inflation Protection Potential 
 
Real assets -- especially commodities -- tend to provide inflation protection, as they are 
among the primary drivers of inflation.  A relevant question is whether commodity-based 
equities and real asset-based equities in general also offer inflation protection potential.  
For this analysis, we constructed a hypothetical composite index of real asset-based 
equities that equally weights three components: commodity-based equities (33.33%), 
REITs (33.33%) and listed infrastructure-based equities (33.33%).  We found that over 
the last 15 years, based on this construction, real asset-based equities and commodity-
based equities have significantly outperformed core equity indices and commodity 
indices, respectively, with comparable volatility. 
 
Exhibit 4a: Historical Risk and Return: Annualized Returns 

 
Exhibit 4b: Historical Risk and Return: Annualized Volatility 

 
Sources: S&P Dow Jones Indices. Data from December 31, 1996 to May 31, 2012. Commodity-Based Equity 
Index is represented by the S&P North American Natural Resources Sector Index; Real Asset-Based Equity 
Index is represented by an equal-weighted (monthly rebalanced) composite of the S&P North American Natural 
Resources Sector Index, the S&P US REIT and the S&P Global Infrastructure.  Charts are provided for 
illustrative purposes.  Past performance is no guarantee of future results. This chart may reflect hypothetical 
historical performance.  Please see the Performance Disclosure at the end of this document for more 
information regarding the inherent limitations associated with back-tested performance. 
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As Exhibit 5 shows, commodity-based equities and real asset-based equities are 
positively but not strongly correlated with changes in inflation.  Of all the assets included 
in the analysis, commodities (as represented by S&P GSCI Total Return) are the most 
highly correlated with inflation.  
 
Exhibit 5: Correlation Matrix 

  
Inflation S&P 500 

TR 

Barclays 
Global 

Aggregate 

Commodity 
Equities 

Real 
Asset 

Equities 

S&P 
GSCI 
TR 

NCREIF 
Property 

Index 

Inflation 1.00 0.09 0.04 0.15 0.15 0.33 0.28 

S&P 500 TR 0.09 1.00 0.14 0.66 0.74 0.25 0.21 

Barclays Global 
Aggregate 0.04 0.14 1.00 0.24 0.35 0.23 -0.05 

Commodity 
Equities 0.15 0.66 0.24 1.00 0.87 0.65 0.21 

Real Asset 
Equities 0.15 0.74 0.35 0.87 1.00 0.52 0.25 

S&P GSCI TR 0.33 0.25 0.23 0.65 0.52 1.00 0.23 

NCREIF Property 
Index 0.28 0.21 -0.05 0.21 0.25 0.23 1.00 

Sources: S&P Dow Jones Indices. Data from December 31, 1996 to May 31, 2012. Commodity-Based Equity 
Index is represented by the S&P North American Natural Resources Sector Index; Real Asset-Based Equity 
Index is represented by an equal-weighted (monthly rebalanced) composite of the S&P North American Natural 
Resources Sector Index, the S&P U.S. REIT Index and the S&P Global Infrastructure.  Tables are provided for 
illustrative purposes.  Past performance is no guarantee of future results. This table may reflect hypothetical 
historical performance.  Please see the Performance Disclosure at the end of this document for more 
information regarding the inherent limitations associated with back-tested performance. 
 
While this correlation analysis measures the short-term sensitivity of asset returns to 
inflation, it does not fully capture investors’ experience over typical investment horizons of 
three to five years.  Exhibit 6 examines the historical performance of different assets 
relative to inflation over five-year investment horizons.  In the rolling five-year periods 
over the last 15 years, commodity-based equities and real asset-based equities have 
beaten inflation more frequently than commodity futures and core equities. 
 
Exhibit 6: Frequency of Beating Inflation over a Rolling Five-Year Period 

 
Sources: S&P Dow Jones Indices. Data from December 31, 1996 to May 31, 2012. Commodity-Based Equity 
Index is represented by the S&P North American Natural Resources Sector Index; Real Asset-Based Equity 
Index is represented by equal-weighted (monthly rebalanced) composite of S&P North American Natural 
Resources Sector Index, S&P U.S. REIT and S&P Global Infrastructure.  Charts are provided for illustrative 
purposes.  Past performance is no guarantee of future results. This chart may reflect hypothetical historical 
performance.  Please see the Performance Disclosure at the end of this document for more information 
regarding the inherent limitations associated with back-tested performance. 
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Portfolio Diversification Potential 
 
Compared to real asset-based equities, direct real asset investments tend to be less 
correlated with the equity market (see Exhibit 5).  The relatively high correlation between 
real asset-based equities and the broad equity market leads to the common perception 
that real asset-based equities provide fewer portfolio diversification benefits than direct 
real asset investments, and may even increase portfolio volatility. 
 
However, correlation does not provide a complete picture of diversification potential.  
Another important factor that impacts diversification is dispersion of asset returns.  Since 
real asset-based equities often exhibit performance profiles that are distinct from those of 
core equities, they may provide a certain degree of portfolio diversification. 
 
Exhibit 7 examines the risk and return of portfolios with different real asset exposures.  It 
shows that adding commodity-based equities or real asset-based equities (as shown in 
Portfolios 3 and 4 of the chart) helped portfolios achieve risk profiles that were 
comparable to that of a portfolio with only direct commodity exposure (as demonstrated 
by Portfolio 2), while enhancing returns.  
 
Exhibit 7: Portfolios with Different Real Asset Exposures 

  Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4 

Equities 70% 50% 50% 50% 

Fixed Income 30% 30% 30% 30% 

Real Asset 
Exposure - 20% in 

commodities 

10% in Commodities 
and 10% in 

commodity equities 

10% in Commodities 
and 10% in real asset 

equities 

     Annualized 
Volatility 11.8% 10.9% 11.4% 11.0% 

Annualized 
Return 6.8% 6.5% 7.1% 7.1% 

Source: S&P Dow Jones Indices. Data from December 31, 1996 to May 31, 2012.  Equities is represented by 
the S&P 500 Total Return; Fixed Income is represented by the Barclays Capital Global Aggregate Index; 
Commodities is represented by the S&P GSCI Total Return; Commodity-Based Equities is represented by the 
S&P North American Natural Resources Sector Index; Real Asset-Based Equities is represented by an equal-
weighted (monthly rebalanced) composite of S&P North American Natural Resources Sector Index, S&P U.S 
.REIT and S&P Global Infrastructure.  Tables are provided for illustrative purposes.  Past performance is no 
guarantee of future results. This table may reflect hypothetical historical performance.  Please see the 
Performance Disclosure at the end of this document for more information regarding the inherent limitations 
associated with back-tested performance. 
 
Conclusions 
 
Real asset-based equities offer fundamental exposure to underlying real assets such as 
commodities, real estate and infrastructure.  Historically, real asset- and commodity-
based equities have significantly outperformed core equities and commodity futures, 
respectively, and have also provided inflation protection and portfolio diversification.  
Depending on investment objectives and constraints, investors who may be seeking a 
real asset allocation need not be handcuffed by traditional asset class boundaries, and 
may consider real asset-based equities as an alternative means of accessing 
commodities, real estate and infrastructure. 
  

Adding real asset-
based equities 
helped portfolios 
achieve risk profiles 
that were 
comparable to that of 
a portfolio with only 
direct commodity 
exposure, while 
enhancing returns.  
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Exhibit 8: Investment Products Linked to S&P Real Asset-Based Equity Indices 

Real Asset Equities Investment Product ETP Ticker 

Commodities – Diversified iShares S&P North American Natural Resources Sector ETF 
SPDR S&P Global Natural Resources 

IGE 
GNR 

Commodities – Energy 
SPDR Energy Select Sector Fund 
SPDR S&P Oil & Gas Exploration & Production 
SPDR S&P Oil & Gas Equipment & Services 

XLE 
XOP 
XES 

Commodities – Metals SPDR S&P Metals and Mining XME 

Commodities – Other Natural Resources Guggenheim S&P Global Water Index ETF 
iShares S&P Global Timber & Forestry 

CGW 
WOOD 

Real Estate 
iShares S&P Developed ex-U.S. Property Index Fund 
First Trust S&P REIT Index Fund ETF 
Vanguard Global ex-U.S. Real Estate ETF 

WPS 
FRI 

VNQI 

Infrastructure iShares S&P Global Infrastructure Index Fund IGF 
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Performance Disclosure 
The inception date of the S&P Global Infrastructure Index was February 22, 2007 at the market close.  All information presented prior to the index 
inception date is back-tested.  Back-tested performance is not actual performance, but is hypothetical.  The back-test calculations are based on the 
same methodology that was in effect when the index was officially launched.  Complete index methodology details are available at 
www.spindices.com. 
 
The inception date of the S&P North American Natural Resources Sector Index was April 30, 1998 at the market close.  All information presented 
prior to the index inception date is back-tested.  Back-tested performance is not actual performance, but is hypothetical.  The back-test calculations 
are based on the same methodology that was in effect when the index was officially launched.  Complete index methodology details are available 
at www.spindices.com. 
Past performance is not an indication of future results.  Prospective application of the methodology used to construct the S&P Global Infrastructure 
Index and the S&P North American Natural Resources Sector Index may not result in performance commensurate with the back-test returns 
shown.  The back-test period does not necessarily correspond to the entire available history of the index.  Please refer to the methodology paper 
for the index, available at www.spdji.com or www.spindices.com for more details about the index, including the manner in which it is rebalanced, 
the timing of such rebalancing, criteria for additions and deletions, as well as all index calculations.  It is not possible to invest directly in an Index. 
 
Another limitation of back-tested hypothetical information is that generally the back-tested calculation is prepared with the benefit of hindsight.  
Back-tested data reflect the application of the index methodology and selection of index constituents in hindsight.  No hypothetical record can 
completely account for the impact of financial risk in actual trading.  For example, there are numerous factors related to the equities (or fixed 
income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth, 
all of which can affect actual performance. 
 
The index returns shown do not represent the results of actual trading of investor assets.  S&P/Dow Jones Indices LLC maintains the indices and 
calculates the index levels and performance shown or discussed, but does not manage actual assets.  Index returns do not reflect payment of any 
sales charges or fees an investor would pay to purchase the securities they represent.  The imposition of these fees and charges would cause 
actual and back-tested performance to be lower than the performance shown.  In a simple example, if an index returned 10% on a US $100,000 
investment for a 12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% were imposed at the end of the period on the investment 
plus accrued interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year.  Over 3 years, an annual 1.5% fee taken at year 
end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US$ 5,375, and a cumulative net 
return of 27.2% (or US$ 27,200). 
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Disclaimer 
Copyright © 2013 by S&P Dow Jones Indices LLC, a subsidiary of McGraw Hill Financial, Inc., and/or its affiliates. All rights reserved. Standard & 
Poor’s, S&P 500, S&P GSCI and S&P are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of McGraw Hill 
Financial, Inc. 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 investment vehicle. S&P Dow Jones Indices LLC 
is not a tax advisor. A tax advisor should be consulted to evaluate the impact of any tax-exempt securities on portfolios and the tax consequences 
of making any particular investment decision. 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 from sources 
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, model, software or 
other application or output therefrom) or any part thereof (Content) may be modified, reverse-engineered, reproduced or distributed in any form 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.  
Credit-related and other analyses, including ratings, are generally provided by affiliates of S&P Dow Jones Indices, including but not limited to 
Standard & Poor’s Financial Services LLC and Capital IQ, Inc. Such analyses and statements in the Content are statements of opinion as of the 
date they are expressed and not statements of fact. Any opinion, analyses and rating acknowledgement decisions (described below) are not 
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. 
S&P Dow Jones Indices does not assume any obligation to update the Content following publication in any form or format. The Content should not 
be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when 
making investment and other business decisions. S&P Dow Jones Indices LLC does not act as a fiduciary or an investment advisor. While S&P 
Dow Jones Indices has obtained information from sources they believe to be reliable, S&P Dow Jones Indices does not perform an audit or 
undertake any duty of due diligence or independent verification of any information it receives.]  
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain 
regulatory purposes, S&P Ratings Services reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole 
discretion. S&P Dow Jones Indices, including S&P Ratings Services disclaim any duty whatsoever arising out of the assignment, withdrawal or 
suspension of an acknowledgement as well as any liability for any damage alleged to have been suffered on account thereof.  
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