
The Challenges of Oil 
Investing –

Contango & Crowding

July 1, 2019

Ludwig B. Chincarini, Ph.D., CFA

University of San Francisco

United States Commodity Fund Investments

WEAI Annual Conference
Topics in crowding panel
July 1, 2019



▪ Thank you for coming.  Thanks to the WEAI Conference.
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1. Crowding Idea is Spreading

▪ The Crisis of Crowding by Ludwig Chincarini.

▪ Recent academic literature has spawned in the 
last 6 years.

▪ For more info, go to:  
http://ludwigbc.com/presentations/slides/
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2.  Background of Research

▪ Oil Investing is difficult, especially when investors 
interpret spot oil as benchmark

▪ Many reasons why oil investing can be difficult

▪ A new/old reason - crowding
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3.  Contango and Tracking Error
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3.  Contango and Tracking Error
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3.  Contango and Tracking Error

▪ Contango has become dominant situation in oil 
futures market and part of the problem
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3.  Contango and Tracking Error

▪ Returns have been hurt by “roll” into contango 
market
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3.  Contango and Tracking Error

▪ Cumulative Returns are even worse
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4.  Crowding and Oil Investing

▪ Could crowding from the long-side of oil investing 
be altering the equilibrium risk premia in the 
market place?
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4.  Crowding and Oil Investing

▪ How do we test whether crowding is to blame?  
Very difficult – data hard to obtain.

▪ We obtain aggregate data on weekly positions 
from the COT (commitment of traders report)

▪ We also use daily AUM and flow data from ETFs 
that invest in oil
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4.  Crowding and Oil Investing

▪ What’s the relationship between oil returns and 
the oil futures curve?

12



4.  Crowding and Oil Investing

▪ We estimate the following equation using DAILY 
and WEEKLY data to see if CROWDING might be 
the cause of the contango and/or the tracking 
problem.

13



4.  Crowding and Financialization

▪ Large literature on the financialization of commodities

▪ Irwin and Sanders (2011) and Boyd et al. (2018) 
review the literature: 

– Little evidence that commodity index investing leads to 
price distortions in the futures and spot commodity 
markets.

▪ For oil more debate:
– Singleton (2013) a measure of change in index-fund holdings 

predicts oil futures returns contracts from 2006 to 2010

– Hamilton and Wu (2015) find that Singleton’s (2013) finding 
breaks down out of sample.

▪ New in this paper:
– Consider the effect of the financialization non only on future 

returns but also on contango and the difference between futures 
and spot returns.

– Use measure of crowding by combining daily data on oil-focused 
ETF flows and assets with COT data
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4.  Crowding and Oil Investing

▪ Proxies for CROWD (crowding)

15



4.  Crowding and Oil Investing

▪ RESULTS SUMMARY:

1. Weekly crowding measures have no effect on futures 
returns, but negative effect on r(f) – r(s) and positive 
effect on contango.  That is, first principle component 
of crowding causes futures to underperform spot and 
increases the contango in market place.

2. Effects continue along entire oil future maturity 
spectrum (averages).

3. Most important crowding variable is concentration of 
top 4 and top 8 futures players.
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4.  Crowding and Oil Investing

▪ Proxies for CROWD (crowding) – WEEKLY DATA
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4.  Crowding and Oil Investing

▪ RESULTS SUMMARY:

1. Daily crowding measures (Change in AUM/Open 
Interest and Daily ETF Flows/Open Interest) 
have no effect on futures returns, but negative 
effect on r(f) – r(s) pretty consistently.

2. We can’t use COT data – not daily interval.

3. Most important crowding variable is 
concentration of top 4 and top 8 futures players.
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4.  Crowding and Oil Investing

▪ Proxies for CROWD (crowding) – DAILY DATA
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4.  Crowding and Oil Investing

▪ RESULTS SUMMARY:

1. We construct a VAR (vector autoregression) to 
test whether crowding “granger-causes” returns 
and contango.

2. CROWDING granger causes r(f) – r(s) & 
contango with weekly data.

3. Daily data also shows strong effect of granger 
causality.
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4.  Crowding and Oil Investing

▪ P-Values from Granger Causality Tests
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4.  Crowding and Oil Investing

▪ Financialization of Oil Market

1. Regressions of oil returns on Fama-French 
factors.

2. Major change since 2006 in this relationship.
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4.  Crowding and Oil Investing

▪ Financialization of Oil Market
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4.  Crowding and Oil Investing

▪ Oil Market and Macro Surprises

1. Macro Surprises have bigger effect on oil market 
post 2006.
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▪ Dr. Ludwig Chincarini , CFA www.ludwigbc.com

▪ University of San Francisco chincarinil@hotmail.com

▪ United States Commodity Funds

Thank you

http://www.ludwigbc.com/
mailto:chincarinil@hotmail.com


Thanks
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Open Discussion

1. TBA
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