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INFLATION, DEFLATION AND AGRICULTURE

Some people seem to believe that financial and economic imbalances don't matter as long as they are not talked about in the media. Such thinking 
however is quite removed from reality. Financial imbalances could not care less about whether or not they are being discussed on CNBC, Bloomberg 
or in the Financial Times! They will never just go away miraculously if no attention is given to them, but they must ultimately correct, sooner or 
later. Most importantly, the longer and greater any imbalances build up before the correction, the more forceful, sudden and potentially violent will 
the eventual adjustment be. 

We said in May that, given the high currency valuations of most Western economies, which stand in sharp contrast to Asia's stronger economic 
development and undervalued currencies, investors should seek exposure to the Chinese Renminbi ("RMB") and the Malaysian Ringgit, whether or 
not the potential revaluation was the hot news of the day. Then suddenly, when no-one was watching, the inevitable happened, RMB and Ringgit 
revalued, with further moves to be expected ahead.  For anyone not yet positioned accordingly, get some exposure NOW.

Equally, we have been warning of inevitable adjustments long overdue in the US debt picture, and again, just because it may not be today's headline, 
you can be sure it will be on every front page and TV channel at some point in the future, maybe sooner than anyone would hope for. After all, if 
Asia dumps the US$ then who on Earth will buy US treasuries? Remember the words of former Malaysian prime minister Dr. Mahathir in March this 
year: "The US$ is facing an imminent collapse......The dollar is [only still] retaining some value because of fears of a global economic catastrophe if 
it was rejected. But the catastrophe will come one day because even the most powerful country in the world cannot repay loans amounting to US$ 7 
trillion"(Now US$ 7.8 trillion). Think about this.

The question today is not whether or not, as a result of systemic debt overload, some form of crisis will occur. The real question is whether the crisis 
will be of a deflationary or inflationary nature, and this question is indeed very tricky.  We don't know the exact answer, because it will depend on the 
extent to which Central Banks print money to inflate their debts away.  We have to make an educated guess which scenario is most likely, and that 
could well be both deflation and inflation transpiring at the same time. Deflation (falling prices) could occur in financial and overleveraged assets, 
such as bonds, stocks and housing, concurrently with inflation (rising prices) in crisis-proven, hard tangible assets and subsistence items with constant 
demand, such as gold & silver (which by the way should also benefit from increased purchasing power of the Chinese - who happen to love gold - 
after RMB revaluation) and various commodities, not least basic agricultural supplies like oilseeds and cereals.

Since we have discussed precious metals many times before, let's have a look today at agricultural commodities. On closer inspection, we find that 
these have great potential for appreciation under any economic scenario, be it a crisis, stagnation or economic boom, simply because of decades of 
policies that have undermined reliable, secure farm output in the U.S. Grain Belt and in many other granary regions of the world, from Argentina to 
France, Australia, the Canadian Prairie Provinces and Russia.  Many of the world's agricultural producers are suffering from lack of infrastructure 
spending, declining farming incomes, high energy prices and increased cartel controls over processing, transportation and trade.

On the demand side, a rising Asian population is exerting pressure on the availability and distribution of agricultural products. For example, China, 
the world's largest wheat producer and largest wheat consumer, is expected to increase its wheat imports as water shortages and the rising cost of 
irrigating the North China Plains have serious implications for domestic production, which in turn could have a severe impact on international wheat 
prices.

The United States Department of Agriculture is 
indeed forecasting a significant gap between the 
volumes of wheat globally available and needed 
for human consumption.  In fact, this gap between 
availability and consumption is now the largest 
since 1954.

Shifts in global consumption patterns are also 
expected to support the price of meats, feed 
grains and other agricultural commodities, as 
producers struggle to maintain supply in the face 
of rising demand from Asia and other developing 
markets.
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THE BUCK STOPS HERE - Last month we discussed why in future the Government and your employer will no longer be providing anything close 
to the financial security in retirement that they did in the good old days (July's newsletter is available on our website or upon request from us). 

Final salary pension schemes (guaranteed income based on salary and years of service) are inevitably going to disappear.  They have always been 
expensive and with people living longer in retirement, they are proving to be a huge burden on corporate profits.  Their replacements, Defined 
Contribution Schemes (i.e. fixed percentage of salary paid in and invested), are often disastrously under funded and with Governments doing less the 
problems are even more acute in retirement. 

Yes, we have the MPF, but that's not available until age 65 and is woefully inadequate even for those on the maximum contribution level, being 10% 
of salary up to $20,000 per month.  The table below gives guidelines on realistic funding levels required to save for a comfortable retirement:

If your salary is above $20,000 per month, then you are in an even worse position or you are personally funding your MPF at a higher level, which 
may not be the best option.  Statistics show that nearly 50% of funds invested via MPF schemes end up in the Capital Preservation plan, which is 
unlikely to keep pace with inflation, let alone produce real growth. 

If your only retirement saving is your MPF scheme, we suggest that you try to initiate a separate pension scheme, which will be more flexible and 
offer better investment options.  Beware of pension plans which are actually just regular savings plans. A true pension scheme will provide valuable 
tax relief on the contributions made.

Other key areas to consider are death in service benefits (life assurance), income protection and medical insurance.  These are also being reduced or 
abolished, yet in most cases they are absolutely essential. Premiums vary widely in Hong Kong, so make sure you research the market and obtain 
quotes from several different providers (We are happy to help in this regard). 

The need to look after your own financial security is a sign of the times and will only get worse. A sign of the times, America has a budget deficit 
vastly bigger than at any time in history and although the record level of Government debt being incurred around the world is a current cause for 
concern, it will be our grandchildren who ultimately pay the price and see virtually no state benefits whatsoever. Don't rely on anyone else - it is up 
to you to start addressing these problems.

ROGERS INTERNATIONAL COMMODITY INDEX - In the early 1970's, Jim Rogers co-founded with George Soros what is now regarded as 
one of the most successful hedge funds of all time.  Over the next decade, the Quantum Endowment Fund provided its investors with returns of over 
4,000%, during a period in which the S&P 500 rose less than 50%.

After making what he describes as "more money than I knew existed in the world", Rogers retired from the fund at the age of 37.  In 1990 Rogers 
was able to fulfil one of his lifelong dreams by riding a motorcycle around the world - not only to travel, but also to learn firsthand about the world's 
developing countries and investment markets.  After 2 years and over 65,000 miles, Rogers had set a new world record for land travel and earned 
himself the moniker "The Indiana Jones of Finance". He later documented his experience in a best-selling book - Investment Biker: On the Road with 
Jim Rogers.

At the turn of the millennium, Rogers broke his own world record by driving 152,000 miles through 116 countries, this time in a custom one-of-a-
kind Mercedes Benz SLK.  Rogers shared his amazing stories in another best-seller - Adventure Capitalist: The Ultimate Road Trip.

During both of his exhilarating trips, Rogers talked to businesspeople, bankers, investors and local citizens in order to get a better sense of each country's 
infrastructure and investment possibilities.  Many investors now wish they had paid more attention when, in August 1998, Rogers established the 
Rogers International Commodity Index ("RICI").

Having "been there and done that"in the 1970's, Rogers anticipated a secular low in commodities and, whilst others were distracted by dotcom IPOs, 
he created an index which offered a truly global exposure to commodity prices.  

Other commodity indices are mainly production-weighted and focused on developed countries.  The RICI however is designed to track the price of a 
basket of commodities based on global consumption, and includes agricultural products, energy products, metals and minerals.  By way of contrast, 
many other commodity indices exclude rice, which is a staple in the diets of a large part of the world's population.

The RICI is the broadest available commodity index, with 35 commodities represented, and is designed to reflect the current state of international 
trade and provide investors with the benefits of global diversification.

Since inception, the RICI has outperformed almost all other investment indices, providing a total return of 195%.  When compared to the total return 
of other indices over this period, (e.g. Hang Seng: 75%, Dow Jones: 17%, FTSE100: -15%, Nikkei: -31%), one can appreciate Rogers' foresight and 
the compelling case for exposure to the commodities sector.

Rogers believes that there is at least another decade left in the current commodities bull market, and any correction in the years ahead should be 
viewed as a major buying opportunity.  He also has a 3-year old daughter and has instructed his nanny to speak only Mandarin to his baby girl, as he 
believes that China will become an economic and cultural superpower during her lifetime. His latest book - Hot Commodities - is available now.
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