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“Tsunami’” Warning —
Commodity Inflation

WHEAT rose above $10 a
bushel for the first time and
soybean and corn prices surged,

fueling inflation that's
threatening to derail global
growth, according to

Bloomberg. Food companies
such as Kellogg Co. and
General Mills Inc. have raised
prices because of higher wheat
costs, which are stoking
inflation and making it more
difficult for the world's central
bankers to lower interest rates.
In general, the stock market
should do well under conditions
of strong economic growth and
low inflation. There have been
many times in the past when
strong economic performance
propelled higher stock prices.
The 1920s, the 1950s and the
1980s are classic examples. In
the Reagan years, stocks and
bonds rallied sharply in
response to higher economic
growth rates and job creation.
Now, the risk of growing
inflationary pressure may hurt
the stock markets eventually as
an artificial recovery  created

primarily by "easy credit" by
the government, due to high
federal deficits and an
expanding money  supply.
According to recent statistics,
the US consumer prices rose
the most in more than two
years last month, reinforcing
the Federal Reserve's concern
that inflation will erode
confidence in the economy.
The consumer price index
increased 0.8% in November,
up from 0.3% the previous
month. Moreover, inflation in
Europe last month rose at its
fastest annual pace since May
2001, increasing by 3.1% as
food costs soared. Under
normal circumstances the
persistently high level of
inflation since 1998 would
long ago have caused the
consumers of goods and
services to experience a
substantial loss of purchasing
power and this loss of
purchasing power would have
pushed interest rates to much
higher levels. Higher interest
rates would in turn, have
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caused a global contraction
in stock market
price/earnings ratios.
During the last decade,
however, the tremendous
upward  pressure  that
would normally have been
seen long ago in the prices
of goods and services in
response  to  rampant
inflation has been largely
offset by a huge increase
deflationary export from
emerging markets. Now,
the  major  production
centre, China, faces rising
cost of materials and most
of the commodities too.
The downward pressure on
prices due to the

globalization of
manufacturing is, in
reality, an inflationary

force because by helping
to keep the effects of
inflation under wraps it
creates the conditions
under which much more
inflation becomes possible.
So, how can we hedge the

inflationary pressure? I3
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Traditional inflation-hedged vehicles
include real estate, precious metals
and crude oil. A quick comparison
shows that oil, for example, has been
an excellent hedge against inflation a
37-year compounded return of 8.5%.
Real estate (in the US), meanwhile,
has returned 6.15% over that same
span since 1970. Amid the subprime
contagion, global money supply is
growing at approximately 15%, far
above the production rates of most
commodities, especially agricultural
commodities. Estimates from the
Food and Agricultural Policy
Research Institute (FAPRI) suggest
the supply/demand balance will
remain tight for the foreseeable
future.

Prices should remain elevated as
productivity struggles to keep up
with surging demand. According to
FAPRI, prices of course grains (corn,
sorghum and barley) should remain
50% above their 10 year average
until at least 2016/17. In the very
near future, however, owning
agricultural commodities may be
broadly viewed as an excellent hedge
against inflation and a necessary
component of a well diversified

portfolio. I3
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“Mortgage Planning”

A-Z Financial Tools

HEDGE FUND is a fund that can take both long
and short positions, use arbitrage, buy and sell
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Any information and recommendation above is for reference only.  Please contact your financial advisor if there be of any enquiry.



