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The commodity boom is down,
but it’s far from out.

Thereisapervasve, and admittedly seductive, argument floating around thet the
U.S. isheaded for adire bout with deflation. Thesefolks point to the recent
declinein commodity prices as solid evidence.

| contend that the decline we have seen in commodities hasbeen aconsequence
of deleveraging and the self-feeding process of liquidation brought on by highly
leveraged ingtitutions finding themselves at the door of bankruptcy, selling
everything and anything to raise needed cash. Once one sells down prices,
another iscompelledto follow suit. Thishasforced margincallsoningitutions
and individualswho thenjoined thefray. Theresult hasbeen to seeasset prices
- both paper and tangible - decline. Thereal question is, what is next?

There was certainly some froth in the commodity market as we entered the
summer months, but any excesses at that time have been thoroughly washed out
of thesystem at thispoint. Asto thequestion of deflation versusinflation, the
inflationary evidence is compelling. You should bookmark the site http://
research.gtlouisfed.org/publications/usfd/. Thisis*U.S. Financid Data’ published
by the Federal Reserve Bank of St. Louis. The booklet iscomposed mostly of
charts, but there are some handy datatablestheretoo.
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into the banking
system since its inception in 1913.” 1t appears the Fed has approached the
current crigsby first lowering interest rates - but morerecently, by aggressvely
creating alot of money.

Furthermore, this appears to be an important and permanent change in Fed
policy. It isfurther Sgnificant to notethat until recently, the Fed had limited tools
withwhichto manipulatetheeconomy. They could control reserverequirements,

It should not be assumed that the recommendations madein the future will be profitable or will equal past performance. A list of all recommendations made by
thisadvisor withinthepast 17 monthswill befurnished upon request. Professiona Timing Serviceand/or associated individuaswill fromtimetotimehavepositions
in theinvestments mentioned and recommended in thisnewsletter. All rights reserved - copyright @ 2008 by Professional Timing Service.



http://www.protiming.com
mailto:info@protiming.com

they could conduct open market policy, and they could set the short end of theyield curve. Now they can also infuse
liquidity directly into money market funds and commercial paper. Their lending avenuesto primary dealers have been
expanded; and with the nationalization of Freddie and Fannie, they can buy mortgages. Mr. Bugos summed thisup
recently, “When the Fed inflates, the banking system does soon after. The Fed has never inflated in one monthasmuch as
it did in September. The oddsare against deflation.”

Theliquidity criss has spurned achangein Fed policy toward aforceful inflationary stance, but thereisanother consequence
to thissummer’scommodity pricedecline. Future productionisgoing to suffer asE& Pprojectsare saled or arepermanently
halted. Some of thisisvoluntary dueto pessimistic forecasts, and someisdueto the difficulty infinding financing. The
bottom line, however, isthat the globa supply of raw materiasisgoing to decline.

Thekey to putting thisinto perspectiveisto realizethat global demandisnot likely to decline at al. TheInternational
Energy Agency (IEA) cut itsglobal crude demand forecast for 2008 to 86.5 million barrels aday - down some 240,000
barrels. Thisreduced projection, though, is still ¥2% higher than oil demand was in 2007. The headlines talk about
conservationin energy use and declining energy use, but demand will still be higher in 2008 than last year.

ThelEA forecast for 2009 isfor the world to consume 87.2 million barrelsaday. Hmm.. .that’sanincrease any way you
look at it. Thereasonisthat regardlessof arecessoninthe U.S., demand for oil will continueto climb inthe economies of
China, Indig, Brazil, Russa, the Middle East, and therest of Ada. Infact, these non-Western economieswill continueto
drive demand higher globally for all raw materialsfor the foreseeable future. Sometheorizethat Chinese and Indian
economieswill actualy benefit fromaU.S. recesson as domestic companies outsourceto themin order to save money.
Couple thiswith an assured decline in production from older oil fields and mines, the sudden turn away from future
investment inexploration and development dueto the current credit crissaswell asthe current ridiculoudy low pricesthat
arediscounting theend of theworld, and you have the stage set for the the next commodity mega-boom.

Theliquidity panic may not beover asyet, but weare getting dosefor thetimebeing. All that money the Fediscreating will
takeabrief trip through thestock market, and wewill seeareboundinthe popular averages. | havelong preached that the
averageswould tradein awidetrading range for severd yearsto come, and weare at the bottom of that projected range.
| seethat bottom as 7,000 inthe Dow (it hit 7,882 on October 10) and 800 inthe S& P 500 (it hit 839.80 on October 10).
Wewill revisit theselows periodicaly over the course of the next severd years, punctuated by some niceraliesin between.

Therewill betimesthat momentumwill push pricesbelow theselimits. We could perhapsseethat yet thismonth. That isn't
important at thispoint. Regardlessof the investmentsyou hold, the odds favor higher pricesby year’'send. Itisat that
point that you will have to make somedifficult decisons.

| seethe Dow rising to 11,000-12,000 and the S& P 500to 1,200-1,300 inthe next rally phase. | expect the commodity
issueswill dsoriseinthisraly. Thecommodity stocksare currently priced ridiculoudy low inlight of the discussion above.
The non-commodity related stocksare not ridiculously cheap. They aresmply oversold for thetimebeing. The next high
iswherethefinancialsand tangibleswill part ways. | believe the popular averageswill thenfall back to current levels- and
they may even go lower - but commodity stockswill continueto prosper.

Thebiggest fear you should haveat thispoint isnot of deflation, but of acoming inflationthat could well flaretotally out of
control. It will betheantithesisto the credit meltdown. The seedsarebeing sowninthe political and financia arenastoday
for atruly nasty bout of hyperinflation. It isthat prospect of hyperinflation that should be gnawing at you - not deflation.

We were stopped out of severa issuesthismonth, and | think we can reinvest those funds more advantageously. The
Canadian energy trusts have been beatenback hard (I will expand on thissector in next month'sletter). Itistimeto start
looking throughthe rubble, and | amrecommending Enerplus (ERFNY SE-$27.56) again. We originally bought thisin
2001 for $18.00 and sold it for a136%o profit in 2007. Inthemeantime, we enjoyed somevery nicedividends. Itistime
totry and buy it back. Put your open ordersinto buy Enerplusfor $19.00 or better.



