Interview with a Practitioner Expert in the Commodity Markets

Interview with Tom Kopczynski
Retired, Blenheim Capital Management, LLC

= In this issue of the Commodity Insights Digest, we excerpt from an interview of Tom
Strong Source Kopczynski, formerly of Blenheim Capital. In particular, Kopczynski was interviewed
iDeicommedityjEadcast by Martijn Bron and Alexander Sterk during the Strong Source podcast of June 14,
2024.1 Emphasizing the significance of this interview, Strong Source (2024) explained that for “the first
time, commodity market wizard, hedge fund manager and legendary cocoa trader Tom Kopczynski, speaks
about his trading career at Blenheim, once the biggest commodities hedge fund in the world.”

Bron (2024) further explained that Kopczynski “worked nearly 25 years at Blenheim and learned everything
about commodity trading from another market wizard hardly known to public, Dutchman Willem Kooyker,
who deserves a tribute.”

Kooyker, in turn, “came to New York in the 1970s as an analyst for a Dutch spice trading company
Internatio-Muller, where he had become head of trading in Rotterdam, and traded cocoa, coffee, and
sugar, while studying economics in night classes at Baruch College,” continued Bron (2024). Kooyker
“worked at Commodities Corporation in the 1980s, the legendary trading company that served as a
training ground for market wizards Paul Tudor Jones, Louis Bacon, and Bruce Kovner. He launched Tricon
Holding Company in 1984, focusing on energy and industrial commodities. Five years later, he founded
Blenheim Capital Management. ‘It’s not merely education that makes you successful, you need to be a
self-starter,” Kooyker had said. He died in November 2022,” recalled Bron (2024).

Strong Source (2024) reported that in 30 years, Blenheim Capital only posted an annual loss five times,
and in that period, the fund twice returned more than 100 percent, and a dozen times more than 20
percent.

Returning to the interview, Strong Source’s Co-Hosts, Martijn Bron and Alexander Sterk, embarked on the
following fascinating and insightful interview with Tom Kopczynski. The interview is excerpted below.

How did you become a professional commodities trader?
| was employed by Blenheim Capital Management. | began in 1993 and lasted until June of 2017.

How was | introduced to Blenheim? It was a very unexpected meeting where for many summers, | was an
intern at Lehman in the World Financial Center on their commercial paper desk, specifically mortgage-
backed securities.

| still remember vividly the excitement when an unemployment report would come out, when a CPI report
would come out and how hands would go up. The phones would ring followed by shouting and screaming.
The energy in that room was intoxicating. | was a student at the time at the University of Pennsylvania in
their Wharton School. | studied statistics, that was my concentration, and | really wanted to apply these
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analytical skills that | was learning about in markets. | was set upon graduation to start working in their
strategy unit.

We would have a more mathematical, more analytical approach to markets. And | thought, great. And
April had come around, and | had not heard anything from Lehman. May had come around, we are
graduating, and | had not heard anything from Lehman about start dates and such. Finally, | called them,
and they said, “Oh, Tom, | am glad you called. We have decided that we are no longer pursuing that
opportunity for you.” And there was this silence, absolute silence. | thought, “What am | going to do?”
No one comes and recruits at the universities in May or June. Everyone is starting at that time.

| was at a loss as to what | could do. But University of Pennsylvania had a career planning center. | started
looking through these binders of opportunities, and | thought, “Oh, this is not going to work.” And believe
it or not, one of my roommates had come back from the same center and said, “Tom, | think this might be
up your alley.” It was a position at Blenheim Capital as a research assistant, particularly in British financial
markets. And | thought, this is about as good as it is going get for now, so | will give it a shot. At the time,
| knew very little about Blenheim. | had never heard of Willem Kooyker. | showed up, and lo and behold,
this was really a top-notch, first-class organization where | am interviewing with Stanley Fischer, the former
First Deputy Managing Director of the International Monetary Fund and Chief Economist of the World
Bank. He later became the Governor of the Bank of Israel and then the Vice Chair of the U.S. Federal
Reserve. During the interview, | thought, “I can’t believe this: he wrote my finance textbook.” |
immediately concluded that this was a very serious firm.

| was hired at Blenheim to work in financial markets and then in the commodity markets because that was
really Wim's specialty. He began his career as an analyst in silk and spice trading and then later in cocoa.
Over a very slow period of time, | found myself fitting in at Blenheim and advancing from there.

It is incredible that Wim Kooyker is pretty much unknown in the mainstream media.

One of the reasons that you only tangentially read about Wim in Jack Schwager’s Market Wizard series
was that he declined the invitation. One of the reasons we were so outside of the media is that we never
spoke to them. When called, we would say, “No, thank you.” Our knowledge was ours, and we really did
not want to let other folks in.?

Wim'’s passion within the markets was the psychology of markets and human behavior, almost as much as
fundamentals. He demanded perfection, zero tolerance for anything but. He was very competitive, and
the thing that is little known about him and is sometimes hard to believe, was that he was very interested
in the success of others.

You were in a hedge fund, working on cocoa. You were not making chocolate out of it.

My job was to make money. My job was not to make sure that the factories had beans, or the refineries
had raw materials, crude oil or whatever to make refined products. Our simple goal was to either match
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or exceed our long-term rate of return. That was doing our jobs, and it was a very difficult job. At the time
when | joined, | think we were at 19 percent per annum.

To make 19 percent was no simple task. So what were we doing? We were a very fundamentally driven
operation. This was at a time where information was highly regarded, was often held in the hands of very
few folks. And that was our job: to try and get as much accurate information as possible before everyone
else. That meant getting to know folks, face to face; that meant traveling to meet folks and to really open
oneself up. What can | offer in exchange? | need to be able to provide something. | really tried from the
start to build trust and to have individuals be comfortable with me as a person and then comfortable with
my expertise in the market, leading to how we could work together in a positive way to make things a win-
win situation.

Often, in the cocoa market, | was perceived as an adversary or quote-unquote, the enemy. | would be
perceived as the guy who is running up prices, or he is the guy who is selling off the market. No, we were
not.

We had this reputation that simply was not true. The job was really getting to know folks, and that is how
we assembled balance sheets, how we were a fundamental shop.> With cocoa, we would take the
information from all the various so-called pod counters at the time. That was a way for us to get an idea
of the supply side of the market. Then we got to know the consumer side of the market as well as the
merchants. So those were the three types of participants. We also had relationships with the fund world,
so we had that covered. But we really sought to get to know and build trust with the three types of
commercial entities.

And then, simply, how did it work? Well, one looks at the past, one looks at where prices currently are
relative to expectations of a carryout, and one simply asks: are we going to have more of the stuff next
year or less of the stuff next year? And to what extent is price really factoring that in, in our opinion? If
we concluded that perhaps cocoa is fairly priced, and there was not an opportunity right now, we would
leave this market alone. But to our benefit, we had scores of other commodities that we could then look
at for other opportunities. We did not always need to make money out of cocoa.

Did you find that the more data you had, the better you could make your supply and demand (S&D)
estimates; and then from your estimations, if there was more of the commodity or less, you would then
take a position?

| do not think that more data would necessarily help in building a balance sheet. At some point, we can
agree on how much it rained. There may be some variability, say, in one’s consumption numbers, but most
of the data that one will ever get is with a lag.
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How do you get a sense of production?

Through arrivals, figures, or in other markets, through the USDA. And in grains, it only mattered what the
USDA said the crop size was. While more data would not help in assembling a balance sheet, it is an
entirely different question for trading.

With cocoa, the supply side is very concentrated with Ivory Coast and Ghana representing more than 50%
of supply. Their way of hedging is also concentrated. Was this not important because you would be a
longer-term trader based on S&D?

That was a very important element to our trading. We would all have estimates of the percentage of
forward sales that the Origins were making. To know when they started was important. It was very difficult
to get an accurate number of how much cocoa had been sold forward: are they 60%? Are they 70%, 80%,
or 45%? But we did know when an Origin was selling, and that was because of our brokerage network. At
that time, we knew which brokers they used. If we saw (I am not going to name entities), but say ABC was
in selling cocoa, we would know who that was. Order flow was very important to us. \We kept a very close
eye on daily flow. We called ourselves long-term traders, but there are many elements of trading that
were far from that and were very short-term. And that was one of them. When electronic markets then
became prominent, we lost a big source of information.

At a hedge fund, you cannot rely upon a physical asset which makes a margin, and which you can trade
around. And at Blenheim, you did not even participate in physical trade either; it was all derivatives. When
you were active, cocoa was a thin market where you needed to think about not only your conviction, but
also about the time when one could get in and out. Can you discuss how you psychologically dealt with
having material size in a market which is thin, where you are often dependent on liquidity for getting in
and out, especially getting out, and sometimes liquidity vanishes?

The answer is simple: we had to be contrarians at all times, particularly in the cocoa market. Itis also a
function of the assets that we had under management. When we were not too big, then we would deploy
fewer lots on the long or the short side. But when we were bigger, we became a meaningful participant,
and one of the things that we would look at is the CFTC’s Commitments of Traders report.* We would say:
we know how much we have, and so we know how much is left. This meant we could determine if the
specs were overloaded.

Were there a lot of high-quality commodity hedge funds when you were active?

Yes, there were, but for reasons that | have touched upon, the information now is just not as valuable as
it was in the past. The size of the markets was not as large as well. We traded markets that, at the time,
had end-of-day closes, which meant that an analyst had time to do research and make phone calls after
the day’s trading. The markets changed, and this definitely played a role in our loss of success. I believe
that the reasons you see fewer fundamental traders is that they no longer have that edge that we had had
and they had had, say, in the late ’80s, ‘90s, and maybe into the early "2000s.>
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And that is just due to the transparency in the world of commodities in general?

Transparency is one word to use, but it really was that information was now more readily available from
the Internet; | would not say media so much, but with the advent of tools like WhatsApp. Now you were
able to very quickly express views or hear or get information, and that would be sent to everyone instead
of just a select few. | think that that was the beginning of our end, when information became less valuable
and in the hands of more rather than in the hands of the few.

One commodity hedge fund manager said that he had discontinued his fund in 2017 because soft
commodities such as cocoa and coffee and agricultural terminal markets have been overwhelmed by
systems and algorithmic traders. The volume of money following these systems has reached a level where
the S&D for physical commodities is largely being ignored. For the fundamental traders like yourselves,
that would make the risk-reward unattractive. In 2018, the Blenheim fund closed after Willem Kooyker
retired, and you retired in 2017. The thing is nowadays, also due to social media and especially things like
LinkedIn, you have companies which constantly report about what they are doing to remain relevant,
including with digitization, and hiring different types of talent. And the traders that are being hired now,
for example, at Citadel, are rocket scientists and they have coding skills, completely different skills than
fundamental traders of the past. Blenheim had been very successful for many years: why didn’t the fund
adapt?

It is a great question. We believed that eventually markets would return to fundamentals, which they
normally do, by the time of delivery, and we knew what fair value was. We always had a very skeptical
outlook or distrust of systems and systematic trading to the extent that when we employed them, we
would, more often than not, take offsetting trades against them because we thought they were not going
to work. We never gave the systems a chance to perform. Kooyker was 76 when he retired and had made
his mark. He knew what had worked for him and did not need to adapt. We did not have the expertise to
bring in a junior guy that we could nurture and have him make the pitch for systems, for algorithms and
such. Instead of trying to adapt, we just closed the fund.

Do you think it is a different trading skill that you need when you are in a hedge fund versus at a desk at a
Trafigura, Cargill, or another commodity trading firm?

Yes. We have a type of accountability that the merchants and the trade houses do not directly have. Ata
hedge fund, we are supposed to make money. We take care of other people’s money. Our job number
one is to make sure that a client’s money is secure, so that when they pick up the phone and want it back,
we can give it back to them. We were very aware of and empathetic to our investor needs. We took that
very seriously. | think it determined in many ways how we traded, and when we should stop out. We
knew what our investors’ risk tolerance was.

Being resilient is one of the key attributes of a trader. The name, Blenheim, comes from Blenheim Palace,
where Winston Churchill was born. One of Churchill’s expressions was: when you go through hell, keep
going. Can you share with us some experiences that you had during trading where you felt this is truly
where resilience is required?
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There are two examples | can point to. Very early on, when | had joined Blenheim, we had a relationship
with the Saudi Oil Ministry. This was at a time where you did not track tankers like you could now where
you can see where every vessel is in the world is and where it is going, and where it was from. We were
told that the Saudis had increased production and that it was coming. What did we do? We sold, and we
waited. And at the time, believe it or not, you would stand on the top of the World Trade Center with a set
of binoculars, and you would count the tankers that would come through for refined products. 1t was that
old-fashioned in how we got some of our information. And as usual, we were early in the trade, and we
knew our information was correct, and we just had to be able to survive and to hold our investors’ hands,
and that ultimately it was going to work. Once the oil showed up, we made a lot of money.

What was the timeframe for the trade?

Months.

You would need to be very patient for months with such a short position.

The morale and the work environment were terrible. How much red ink could you look at? But the oil
was coming, and we just had to stay the course. And another time was after the financial crisis, which |
will discuss later.

What advice would you give to young traders? What was your edge?

It was self-confidence that we had done our homework. We knew our methods. We knew that we had
covered as many bases as we could that were aware of. And then just believing in oneself.

Another way to characterize our success is in understanding how we made so much money: by staying in
trades as long as humanly possible. The temptation to take profits is tremendous.

We trusted our sources, and they trusted us. The other time that required resilience was after the Global
Financial Crisis of 2008. Commodities markets, metals markets in particular, had sold off to levels that had
not been seen in decades and were penciling in balance sheets with Depression-level prices. And we knew
that the Chinese were embarking on a fiscal stimulus package of roughly 40% of their GDP. With that
knowledge, we bought everything we could. And it worked. The year 2009 was our most successful year
ever in dollar terms. And this was because we trusted our information.

And so those are two times that | can say that are the most memorable in terms of having information and
sticking to one’s guns, which really paid off.

When you hired people for the fund, what did you look at?

We hired a lot of athletes. We were looking for folks who were very competitive, guys who had setbacks
who were able to pick themselves up and become successful again. And you might say that in a sports
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club, after a string of losses, how does one handle that? We hired Olympic rowers, | was a track runner,
Kooyker was a skater, and another fellow was a lacrosse player.®

Do you think the Origins should outsource the marketing of their crops to specialists?
| think the Origins need to really sit down and become more sophisticated in how they manage their risk,
starting with timing. They need to be hedging the crop the entire calendar year, not in such a short period

of time that they have been doing.’

Thank you very much, Tom Kopczynski, for your time!

Endnotes

This interview was transcribed, summarized, and edited for clarity by the Managing Co-Editor of the Commodlity Insights Digest,
Hilary Till.

1 The Strong Source podcast is powered by the leading commodity platform, Vesper, https://vespertool.com/, which is located
in Amsterdam, The Netherlands. The podcast that featured Tom Kopczynski is referenced in Strong Source (2024). This article,
in turn, excerpts from this podcast.

2 In the commodity trading world, this observation is not unusual. Till (2024): “Historically, trading strategies in the exchange-
traded futures markets in Chicago would be so confidential that traders would leave documentation of their obscure strategies
to descendants as trade secrets in their wills.”

3 For a discussion on how commodity balance sheets are created, see Vasserman (2021).
4 For a presentation on the U.S. Commodity Futures Trading Commission’s Commitments of Traders report, see Till (2009).

5 An exception would be the large commodity trading firms that have access to physical assets via either ownership or contract.
Pirrong (2024) notes that such firms have had “boom years in commodity trading and ... are awash in cash.”

6 New York Times (2022): As “a young officer in the Dutch Army, [Kooyker participated] in the legendary and grueling 135-mile-
long Elfstedentocht ice skating race that beg[an] in his hometown [of Leeuwarden, Friesland, The Netherlands] and cover[ed]
eleven cities.”

7 Hurst et al. (2017) notes that across markets, price trends exist in part due to “the trading activity of non-profit seeking
participants such as ... corporate hedging programs.”
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