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How to Profit From a Weak Dollar: Bet on Commodities

By PETERCOHAN Posted 6:00 AM 10/23/1@vesting InvestingBasics Currency
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The dollar's value has dropped in recent yearskthtmwhat investors believe is a vulnerable U.Snenyy. Of course,
the U.S. balance sheet has been under attack $i0de ®hen President Bush and congressional Repunblioa
Washington passebR.5 trillion in taxcutsand nearlydoubledthe national dekfrom $5.6 trillion in 2000 to $10 trillion
in 2008.

But lately, market watchers have been proclaimirgethd of the dollar even more loudly -- thankseé#rdgo U.S.
dependence on China to finance our debt, and ear @liture of annual deficits. For many investtrs, question in this {
environment has been whether to bet on stocks, wizeh fallen 17% in the last decade, or to staye"saf money ] Corbiz
market funds yielding 0.4%. But there's a third W@t could help the average investor: Placing betsommodities
through commodities mutual funds and ETFs.

And commodity prices have gone up quite dramaticalparticularly in recent weeks. Asvrote this week orDailyFinance gasoline, oil, corn, cotton
and wheat have all experienced price spikes, to jashe few that are likely to cut into consumergifpets. Corn is up 25% in the last two weeks on
strong demand and a smaller-than-expected harmdst bas spiked 54% in the last year. Cotton reigdiit a 140-year record high and gasoline prices
are up around 20 cents a gallon in the last few wasgksl prices rise and traders expect new reguiatihat will boost the proportion of corn-based
ethanol in gasoline from 10% to 15%.

Three Reasons For Rising Commodity Prices

To understand why commodity prices have gone upngad to understand the supply and demand bothdarnderlying commodity and the currency
in which it is traded -- and in many cases thatengy is the dollar. As the dollar drops, the po€eommodities traded in dollars goes up.

What is driving the dollar down? One factor couldd¥ena's currency policy. According Tthe Washington Post
Sponsored Links China "pegs its renminbi to the dollar at a ratesidered well below its true value, a policy thatdisats exports
and arguably gives the country a global trade atdepn” Another factor could be hedge funds shottiegdollar

Banks Forced to Forgive Credit Card and buying dollar-denominated commoditiesFagtunereported in 2006. And a third could be the voices o

Eiildmom How Much of Your Debt Can... doom_ seeking to create fear that they can transitdenidterm election gains (such@tenBeck and his spons

www.LowerMyBills.com/Debt Goldline).

AARP®750* Auto Insurance Those voices get intellectual ballast from Washinghink tanks -- one of which argues that Chinatsemcy

oy e o2ve an Average policy creates trade surpluses thanks to U.S. coasparchases of its lowriced products which China invest:

AARP.TheHartford.com U.S. Treasury Securities. As Jim Dorn, a vice presidethe Cato Institute, explained in an Oct. 2@rnview,
"China has $2.6 trillion in reserves mostly in UT8asury securities. But the value of its holdiags dropping

Mutual Fund Rankings due to the weak dollar and it is worried that theyldglunge if the Fed raises interest rates totfigtation.”

Find The Highest Earning Mutual Funds

S'Uesrfc!,ickmca,_com In fact, this catch-22 makes U.S. bonds a riskyfdreChina under almost any circumstance. If thdadarops in

value due to low interest rates and loose monetaligigs, then when China gets its dollar-denominatéetrest
payments, they are worth less when translated baaktia higher-valued renminbi. But if the Fed raiggerest
rates, it would cause the value of those U.S. bamgéunge, because bond prices move down when intextest move up. A slightly offsetting factor is
that if the Fed raised rates, it might strengttendollar, so as long as the Chinese held ontbdhds, the interest payments would be worth morée. Bu
the only scenario under which ownership of U.S. bamaisld be good for China is if Dorn is wrong and dédflatstarts to take hold here. Then, the
value of the bonds would rise. But deflation wouldaheal catastrophe for the U.S. economy.
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For all of these reasons, China is taking stephiid some of its holdings out of the dollar. Acdogito Dorn, "China is responding by buying more
Japanese bonds and finding other ways to diverasifydrom U.S. government securities."

Meanwhile, the Fed's moves to increase the mongylystpboost th U.S. economy could cause inflation to exceed thisRarget range. As Dc
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argued, this could lead to much higher U.S. intaiasts as the Fed switches gears to fight spikilnggrwhich would further drive down the value of
Chinese holdings. The result would be much highterést rates and a weaker dollar as the U.S. trisslt&10 trillion worth of government bonds over
the next decade to finance its budget deficits.

How Keep Ahead of a Falling Dollar

Investing in individual commodities is very riskut there are diversified Commodity Exchange Traledds (ETFs) and mutual funds that might be
worth considering. Here are four ETFs about wiSielekingAlphgposted:

¢ iShares GSCI Commodity-Indexed Trust ETFSG). Expense ratidd.75% 12 month return: -8.12%
o iPath Dow Jones-AlG Commodity Index Total Return ETNF). Expense ratidd.75% 12 month return: 4.05%
o iPath S&P GSCI Total Return Index ETS$P. Expense raticd.75% 12 month return: -6.44%

o PowerShares DB Commodity Index Tracking Fund EDBC). Expense raticd.85% 12 month return: -0.32%

And diversified commaodities mutual funds include:

« Fidelity Global Commodity Stock FUn&EGCX). Expense ratiol.42% 12 month return: 10.24%
« PIMCO Commodity Real Return StrateddQRAX). Expense ratiol.24% 12 month return: 2.78%

If commodity prices keep rising, these funds migip you keep up or even profit. Of the ones meetipthe Fidelity fund has done the best -- but it
has a high expense ratio. Keep in mind though: Atespaint, the hedge funds are going to reverse ttegling patterns to take their profits. If that
happens, the dollar could rise and commodity pneesld plunge.

As an investor, you have to decide whether the riskissing out on profiting from a further declinethe dollar is greater than the chance that you
might be getting in at the top.
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