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Macro/Econ Strategy — Living with negative real
rates for a while
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Raw materials price action is the key driver of inflation

Commodities price dynamics becomes center of importance

Energy costs are on average 20% of cost of goods sold in any industrial
enterprise

Fertilizers, chemicals and energy are key inputs into agricultural products

Energy is a key input in metal production

While there were periods of higher oil prices in recent past, gas prices are at
records and driving overall energy costs.

Higher gas costs in key economies in the US and Europe will further drive COGS
of industrial companies.

This can provide another leg to inflation this autumn for industrial companies.

It will also drive costs of energy companies in the second leg of inflation when
costs of construction, pipes and other supply materials of energy companies rise
in the second leg of inflation.

Rising credit rates will limit capital expenditures across all industries further
decreasing supply and pressuring end product prices.

This could become a third leg in inflation dynamics.

Finally the wage hikes which are likely to exacerbate and coincide with third leg
will serve as another driver of inflation across all sector including financials and
non industrial companies.

Restocking will be the key trend.

Inventories will rise while real rates remain negative

Eventually this could lead to a bubble burst and crisis of overproduction

Other pressures on commodity prices include transportation bottlenecks
Transportation price hikes and logistical problems can put price pressure on
commodities prices

Higher trade finance rates in the increased rates environment and decrease in
trade finance funding can further increase commodities prices

Energy shift will eventually play an important role in the supply demand equations
for commodities sector and could become a price dampening factor.

While there will be commodities especially rare earth and base metals which will
be in higher demand as energy shift gathers momentum.
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