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On Relative Valuation and Allocation Strategy of Commodity Index
——Based on Markov Regime Switching Model

ZHOU Liang

Editorial Department of Hunan University of Finance and Economics, Changsha 410205, China

Abstract: The relative valuation of commodity indices has important theoretical and practical value for in-
vestors in the allocation of large-scale assets, but there are few studies involved in this aspect. In this pa-
per, the commodity-bond price ratio (F/B) indicator has been used to evaluate the relative value of com-
modity indices, and the Markov regime switching model been used to judge the overestimation and under-
estimation of commodity indices, construct investment strategies and test their performances and timing
effects. The results show that the F/B strategy can significantly improve investment performance and re-
duce investment risk relative to the benchmark, and both the T-M and H-M models test the strong timing
effect of the F/B strategy; Similar results have been obtained by using the robustness test of the commodi-
ty-to-stock ratio (F/S) indicator; if leverage is appropriately added to commodities and bonds, the invest-
ment performance of the F/B strategy can be further improved, with the Sharpe ratio exceeding. The con-
clusions of the study verify the effectiveness of the commodity index valuation allocation strategy from both
theoretical and practical levels, and complement the research on China’s portfolio theory.

Key words: commodity index; commodity valuation; asset allocation; investment portfolio
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