
make a lot of money going forward.  

The ratio of prices to rents for the 
housing market is similar to a price-
earnings ratio for the stock market.  
To bring the ratio of prices to rents 
back to equilibrium, either rents must 
rise sharply or prices must fall. If 
rents continue to rise at the current 
annual pace of 2.5%, house prices 
will need to remain flat for over ten 
years to bring house prices back to 
normal.2   

Clearly stocks are not the only asset 
class to react to hysteria. 

With most stocks trading at expen- 

 

sive multiples, with the bond market 
at the end of twenty year run and 
with property prices excessive, 
where can an investor turn? 

Right now, a new bull market is un-
der way in another asset class: com-
modities. Commodities are the stuff 
that we all need in our lives.  They 
are the raw materials, such as agri-
cultural and food products, energy, 
gold, oil, lumber, metals, rubber, 
etc., that make the global economy 
go round. 

The 1980s and 1990s saw a bear 
market in commodities.  Rarely have 
commodities been as inexpensive as 

 

Remember the dotcom bubble of the 
late 1990s?  Remember how all those 
hot internet companies were going to 
revolutionize business and solve man-
kind’s woes?  How new companies, 
with no earnings or prospects of earn-
ings, were bid to extraordinarily high, 
nose-bleed valuations?  How “this time 
it was different” and the only place to 
invest was the stock market?  How taxi 
drivers were giving hot stock market 
tips?   

Bubbles always end with hysteria. 

The latest hot investment has been 
property.  Thought the pace is likely to 
slow this year, people keep on 
buying real estate and borrowing 
to do so.  There are all sorts of 
tempting mortgages on offer, in-
cluding 107% loan-to-value mort-
gages which lend the full price of 
the house plus a bit extra for trans-
action fees.  Turnover is frenetic: 
day traders in internet shares have 
become day traders in real estate.  
It is estimated property prices are 
20% to 30 % overvalued in parts 
of Canada and the US and even 
more so in Europe and Australia.1 

There is a massive speculative 
bubble in the housing market from 
coast to coast and when it bursts, 
some serious pain is in store for 
millions who have been borrowing 
against their home equity at record 
rates.  Even if the air stays in the 
bubble, prices are too high to                
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rise sharply, dampening consumption.  
China’s economy may stumble; but 
those 1.3 billion people are not about 
to disappear.  And not enough new 
sources of supply are coming on 
stream to meet increasing demand. 

So there’s probably a long way to go 
with this asset class before hysteria 
sets in.  You’ll recognise the bubble 
when you see rich, smiling farmers 
and oil rigs on the cover of business 
magazines.  Small cars will be the 
norm, homes will be heated several 
degrees below today’s preferred room 
temperature.  Taxi drivers will be 
talking about how they just made a 
killing in pork bellies. Then the bull 
market will be over. 

In the meantime, investing in com-
modities can be hedge against a bear 
market in stocks, rampant inflation, 
even a major downturn in the econ-
omy. Historically, there has been a 
negative correlation between the price 
movement of stocks and commodities.  

In other words, commodities are a 
good way to diversify a portfolio. So 
even as other investments cool off, 
commodities could provide your port-
folio with some heat. 

 

 

they were in recent years.  The long 
bear market in commodities facilitated 
the long bull (1982 – 2000) market in 
stocks.  But the bear market in com-
modities also created a sharp reduction 
in capacity.  Demand has been increas-
ing and supply is extremely low and 
declining, and it could take years to 
rectify the imbalance.3 

Quite simply, the current supply-and-
demand balance for commodities 
worldwide is out of kilter.  And no 
matter how much of a given commod-
ity there is, if supplies are not main-
tained on a regular basis they will be-
come depleted, leading to price in-
creases.  All the classic signs for a long 
bull market are in place. 

Until recently, for instance, oil produc-
ers have not trusted that oil prices will 
stay high.  They have not been pre-
pared to develop the more expensive 
reserves, so until now, the answer has 
been to take the extra cash and pay 
down company debt, pay out divi-
dends, buy back stock or buy competi-
tors.4  

No major oil field has been discovered 
in the world for more than 35 years.  
The world’s biggest energy consumer, 
the US, has not built a new oil refinery 
since 1976. However, the awful reality 
for energy consumers is that the bulk 
of the undeveloped reserves are in the 
hands of unstable governments.5 

Supply-demand fundamentals suggest 
that commodities are likely to be in 
short supply for an extended time.  In 
many sectors, investment in explora-
tion and increases in the supply of 
commodities – from oils to metals to 
chemicals – have sharply lagged the 
increase in demand. In some cases, 
there is evidence to suggest that global 
supply is limited and substitute prod-
ucts are years away in creation. For 

example, ramping up production of an 
existing mine takes years and once the 
commodity has been depleted there 
will be a supply vacuum. 

The chief culprit for the increase in 
demand has been China.  China has 
been the fastest growing economy in 
the world for years, expanding more 
than 9% in 2003 and 2004. China is 
now the biggest user of mobile phones 
in the world.  It is the number two con-
sumer, after America, of oil. It is the 
number one consumer of copper and 
steel.  With more than 1.3 billion peo-
ple to feed, China faces a mind-
boggling demand for food stuffs. All 
those cattle, sheep and chickens to feed 
a population more than forty times the 
size of Canada will also require more 
corn-feed to fatten the animals.6   

This demand has come at a time when 
China is short of virtually every raw 
material it needs.  With few domestic 
commodities of their own, South Korea 
and Japan are now competing with 
China for raw materials. India’s econ-
omy has also been growing at its most 
rapid rate in 15 years.  In fact most of 
Asia has grown dramatically over the 
past 25 years, pushing up demand even 
further.7  

As demand continues to outstrip sup-
ply, prices will rise. The rise in 
prices—if perceived to be permanent—
will foster more competition for sup-
pliers.  However, it will take time to 
meet demand. This bull market could 
run for some time. 

If this commodity bull market runs as 
long as others - typically about 18 
years - it could continue until 2015 or 
so.8 

This is not to say that this bull market 
will go straight up.  There will be set 
backs.  There always is.  Terrorists 
may strike.  Interest rates may have to 
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