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Commodities and Inflation

 The impact of rising food prices on inflation varies significantly by region. In the US 
and Europe, food typically represents 10-15% of a family’s regular shopping and 
therefore its weight on measures such as the consumer price index (CPI) is relatively 
small. On the contrary, in countries such as India, Russia and China, food spending  
may comprise up to 50%, and may exceed 75% in poor African nations

 With over a third of Asian CPI derived from food related items, it is a key 
concern for EM policy makers faced with Indian food price inflation reaching 
18.32% and China  11.7% in December 2010 

 According to UBS Research, the greatest potential short and medium term risk to 
EM economies is the food inflation risk, which, contrary to headline inflation, can 
not be fixed by QE or monetary policy, as it is a structural problem related 
population increase, urbanisation programs and hence improved diets, weather and 
crop yield expectation 

 USDA confirmed increasing tightness in corn and soybean markets and the 
prospects of further big food price rises, which support the views of food inflation 
risk to economies

 According to R.J.O’Brien’s Metals Weekly Report, evidence of inflation risk can be 
seen from China’s October 2010 CPI,  which was reported at 4.4% y/y and is likely 
to be over 5% going forward (largely driven by increasing prices of agricultural 
commodities

Asian and EM inflation risks are rising as a result of a combination of over a third of Asian CPI (Consumer Price Index) being 
derived from food and negative interest rates. As a result, there is an increasing trend in looking at commodities as inflation 
hedges

Source: UBS Investment Research, Commodity Connections – Q1 11, 15 
December 2010 

Source: Financial Times, “Inflation: A high price to pay”, January 10 2011

Source: BBC News, “Indian PM unveils steps to curb food price inflation”, 14 Jan 2011

Source: UBS Investment Research, Global Materials Scorecard, 17 January 2011

Source: R.J.O’Brien, Metals Weekly Report, 29 November 2010 

Source: National Bureau of statistics of China, China Daily, March 2009

China CPI Composition
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A Year in Review - 2010 

 2010 commodity price rises have been mainly about supply 
tightness and disappointments. Constraints in global commodity 
supply have included volatile weather, disruptions from operational, 
industrial and social problems, rising capital and operating costs, 
diminishing access to natural resources due to competing 
environmental needs, growing geopolitical risk and Asian resource 
competition 

 Weather disruption has been one of the big surprises in 2010. The 
weather disruptions in agriculture (which have caused agricultural 
commodities to rise ~60% in H2 2010) have been mirrored in 
other non-agricultural commodities (such as copper, aluminium and 
coal) 

 On the demand side, it has been about the emerging world. Chinese 
consumption, in particular, remains the dominant story in 
many commodities – such as soybeans and copper, and more 
recently corn and sugar - and India is becoming another global 
driver, both from its rising demand, such as for coal and copper, and 
in marginal supply, such as for sugar

Last six months of 2010 have seen strong returns in commodities, particularly agricultural space, influenced by a variety of 
drivers ranging from increasingly tight supply, weather disruptions, rising Chinese and broad EM demand, data shocks etc.

Source: UBS Investment Research, Commodity Connections – Q1 11, 15 December 2010 

 Crude oil has been the only real underperformer in 2010, remaining 40% below its 2008 peaks. Part of the differentiation between 
oil and other commodities is that crude oil supply has seen pressures ease – with little new Middle East tension, rising Russian supply and 
technology advances, while demand growth has been modest with subdued developed world growth

Source: UBS Investment Research, Weekly Weight Watcher, “Where We Stand”, 6 January 2011 
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Weather – the Biggest Surprise of 2010 
Weather disruption has been one of the big surprises in 2010, impacting not only the agriculture sector (weather impacts have 
seen agricultural commodities rally in the past six months), but also other non-agricultural commodities (i.e. copper, coal) 

Source: UBS Investment Research, Compelling Analogy: Global commodities, 6 December 2010 

 For commodities, the most important weather patterns are the 
Pacific Decadal Oscillator (PDO) & the Southern Oscillator (SOI)

 PDO is a long lasting weather pattern that swings from warm 
surface temperatures to cold over a 10-20 year cycle in Pacific 
Ocean. Typically the difference between a warm and cold phase 
is a switch from 1-2% above average to 1-2% below

 The cycle is currently in the cold cycle, which is characterised by 
prevalence of La Niña (or cold water) SOI* weather patterns in 
the North Pacific, and the consensus amongst climatologists is 
that this cold cycle will last until around 2016

 The Australian Bureau of Meteorology confirmed that the SOI value was +25 for Sep, its highest monthly value since 1973

 There is no certainty that a cold PDO phase will trigger a La Niña 
event in any given year, but in 2010, it is clear that we had a 
moderate to strong La Niña. 2011 is also starting with 
clear indications of prevailing La Niña 

 On a global basis, La Niña has a profound impact on rainfall –
leading to much heavier rains in Indonesia, Australia, Columbia,
South Africa and India. La Niña rainfall patterns has obvious 
impacts on coal and agriculture because the increased rainfall 
occurs in all the main coal exporting regions (Indonesia, 
Australia, South Africa make up over 60% of globally traded 
thermal coal) and grain/sugar/cotton areas of Australia and 
South East Asia (rice) while dry areas also have had an 
adverse impact on grain production (drought in West 
Australia and Argentina).

*SOI is one measure of the large-scale fluctuations in air pressure occurring between the western and eastern tropical Pacific (i.e., the state of the Southern Oscillation) during El Niño and La 
Niña episodes. Traditionally, this index has been calculated based on the differences in air pressure anomaly between Tahiti and Darwin, Australia.
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Weather Disruptions

 Agricultural commodities have been the best performers in 2009 up more than 40%, led by c60% surges in wheat, corn and sugar

 Other agricultural commodities that advanced to record levels include cotton driven higher with a possible 15% decline in 2009/10 
harvest in China (China Cotton Association) due to adverse weather and lower global inventories

 The current cold Pacific Decadal Oscillator (PDO) cycle, which is characterised by a prevalence of La Niña (or cold water) 
SOI weather patterns, has had a profound impact on rainfall globally and hence may impact coal, metals and agriculture, 
is expected to last until around 2016

Weather or climate change related production losses have been significant in 2010 and ranged from severe droughts (Russia, 
China and US) to floods and storm damage in Asia, Indonesia and Australia

Source: UBS Investment Research, Compelling Analogy: Global commodities, 6 December 2010 
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Grains Outlook Remains Positive

 2010 is likely to rank in the top 3 warmest years on record according to the World Meteorological Organisation1 and saw droughts in 
Eastern Europe, Brazil and China, which contributed to a tight world grain balances

 The Russian wheat crisis and lower than expected corn yields will potentially leave the world with a small grain carry-over, especially 
in corn, where some form of rationing might be expected

 2011 is starting with further weather disruptions –ranging from floods in Australia and Brazil to droughts in Argentina - which are a 
cause for further concerns on potential yield disappointment  

 The common perception is that higher demand for grains from population growth, increased wealth and biofuels could be matched by
scientific advances that boost agricultural yields. However, recent price action has shown how little buffer there is between increased 
yield expectations and yield disappointments - unlike the oil market where supply disruption can at least be partially absorbed by 
increased production, lost supply in the agricultural market is final and any further cuts will have a significant effect on 
price discovery in these markets

 Furthermore, to achieve higher yields farmers around the world require higher income, and therefore usually expressed by higher grain 
prices, to invest in fertilizers and better seeds (GMO, Genetically Modified Organism). Higher income is also required to invest in better 
transport infrastructure to move grains around the world (railway and port capacity)

Recent weather induced agricultural shortages contributed to tight world grain balances, implying that any further shocks to 
supply may have a significant effect on prices

1World Meteorological Organization, www.wmo.int, December 2010
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China and Agricultural Commodities

 Chinese soybean imports have been the dominant import of the last 10 years, rising from 2mt/month rate in early 2006 to averaging 
4.7mt in the last 6 months of 2010. Chinese soybean restocking may have been prompted by supply concerns associated with the 
soybean crop negatively impacted by the dry conditions of the La Niña pattern

 China may be seeing the start of ‘new era’ of corn imports, where corn imports have surged from, effectively, zero to 5mt/y rate in 
the last 3 months of 2010. Corn imports are likely to grow from approx. 2mt in 2010 to approx/ 6mt in 2011 and then to approx. 
15mt in 2014-15 as China's potential demand for corn, used largely as livestock feed, outstrips domestic corn production. Rising 
incomes are expected to drive meat consumption that in turn drives corn consumption

Many of the agricultural commodities have similar market structures in that China’s large imports, underpinned by China’s 
poor domestic resource base, are increasingly dominating global markets and pricing

Source: UBS Investment Research, Compelling Analogy: Global commodities, 6 December 2010 

 The rising trend of Chinese agricultural imports is not only a reflection of the GDP growth and rising intensity of use of meat and food 
but also due to declining capacity of China’s agricultural resources. In order to be self-sufficient in grain production, the Chinese 
government estimates that it needs to maintain 120m hectares for crop production. Current amount of arable land is c122m hectares 
and the estimates are that between 1997 and 2007 755k hectares were lost each year to development, erosion, and desertification 
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Soybeans
Soybean Meal
Soybean Oil
Sugar #11
Sugar #5
Cocoa
Coffee “C” Arabica
Live Cattle
Lean Hogs

Sector Commodity Code Weight Average 3M 6M 1Y 2Y 3Y

SRW Wheat W_ 10.27% 5.11   
Corn C_ 15.69% 5.52   
Soybeans S_ 18.53% 5.29   
Soybean Meal SM 4.72% 3.90  
Soybean Oil BO 7.00% 3.88  
Sugar #11 SB 18.40% 5.39   
Sugar #5 QW 6.07% 3.92  
Cocoa QC 2.90% 3.99  
Coffee “C” Arabica KC 3.97% 5.08   
Live Cattle LC 7.36% 4.00  
Lean Hogs LH 5.09% 3.98  

Food

Source:  UBS IB. Valid for H1-2011
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CMCI Food Index

Source:  UBS IB, Bloomberg Data from 16 December 2000 to 16 December 2010. 
Data back –tested up t o Q1 2008 and live thereafter
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CMCI Food
S&P GSCI 

Agriculture
DJUBS 

Agriculture
Performance p.a. 7.6% -1.8% 2.5%
Volatility p.a. 16.3% 21.2% 19.8%
Sharpe Ratio 0.47              -0.08                   0.13                 

Important disclaimer: Past performance is not indicative of future performance. 

Source:  UBS IB, Bloomberg Data from 16 December 2000 to 16 December 2010. 
Data back –tested up t o Q1 2008 and live thereafter
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UBS – Commodity Index Investments
What We Have

 Extensive team of professionals across North America, Europe and Asia specializing in indexed 
commodities

 Industry leading research and trading platform

 Supporting operations and risk management infrastructure

What We Offer

 Exposure to first generation indices – DJ-UBS CI, S&P GSCI, RICI

 Access to second generation indices – UBS Bloomberg CMCI

 Customized bespoke strategies tailored to individual client needs

 Enhanced and dynamic strategies to potentially outperform specific benchmarks

 Highest levels of service and operational support

How We Offer Our Products

 Swaps

 Leveraged and Principal Protected Structured Notes

 Options on indices

 ETNs and ETCs

 Structured Funds
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CMCI Website: www.ubs.com/cmci

Wide range of CMCI 
documents available 
for download:

 CMCI Manual

 Presentation

 Factsheets

 Chart book (index               
comparison)

 etc.

Educational materials on:

 Commodity Index 
development

 CMCI Methodology

 Products

 etc.
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UBS Commodities – Contacts

Europe: DL-Commodities-LDN Asia

Trading

Ed Carroll
+44 207568 5199

Dylan Morgan
+44 207 567 3116

Taha Ouertani
+44 207 568 7532

Ashish Gupta
+44 207 567 7658

Richard Crampton
+44 207 567 6476

Bjoern Stiel
+44 207 568 1118

Bastien Declercq
+44 207 567 0976

US: DL-Commodities-NY

Marketing

Ted Kuo
+44 207 567 1860

Trading

Eric Milhoua
+1 203 719 8880

Todd Johnson
+1 203 719 8880

Stephane Aubry
+1 203 719 1124

Mikhail Faktorovich
+1 203 719 7716

Marketing

Jon Fraade
+1 203-719 3904

Jeff Saxon
+1 203 719 3534

John Kowalik
+1 203 719 5458

Andrew White
+1 203 719 3902

Marketing

Katia Demekhina
+852 297 16627

Global Head of Commodities: Jean Bourlot +44 207 567 8376

Jean Bourlot joined UBS in August 2010 as a Managing Director, Global Head of Commodities. 

From 1995 to 2007 he was trading options on Oil and Refined products, joint-head of the Options book at Morgan Stanley from 
2002. In 2007 he set up an Agricultural trading team, transforming it into an industry leader.

Group Email: DL-Commodities-Global

Houston

EDM

David Glover
+1 713 331 4698

Joseph Graham
+1 713 331 4618

Doug Wittenberg
+1 713 331 4617
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Disclaimer Information
S&P GSCI  Index

The Product is not sponsored, endorsed, sold or promoted by Standard & Poor's, a division of The McGraw-Hill Companies, Inc. ("S&P"). Standard & Poor’s does not make any representation or warranty, express or 
implied, to the owners of the Products or any member of the public regarding the advisability of investing in securities generally or in the Product particularly or the ability of the S&P Indices to track general stock 
market performance.  S&P's only relationship to UBS AG is the licensing of certain trademarks and trade names of S&P and of the S&P Indices, which indices are determined, composed and calculated by S&P without 
regard to UBS AG or the Product.  S&P has no obligation to take the needs of UBS AG or the owners of the Product into consideration in determining, composing or calculating the S&P Indices.  S&P is not responsible for 
and have not participated in the determination of the timing of, prices at, or quantities of the Product to be issued or in the determination or calculation of the equation by which the Product are to be converted into 
cash.  S&P has no obligation or liability in connection with the administration, marketing or trading of the Product.

S&P DOES NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE S&P INDICES OR ANY DATA INCLUDED THEREIN AND S&P SHALL HAVE NO LIABILITY FOR ANY ERRORS, OMISSIONS, OR INTERRUPTIONS 
THEREIN.  S&P MAKES NO WARRANTY, EXPRESS OR IMPLIED, AS TO RESULTS TO BE OBTAINED BY UBS AG, OWNERS OF THE PRODUCT OR ANY OTHER PERSON OR ENTITY FROM THE USE OF THE S&P INDICES OR ANY 
DATA INCLUDED THEREIN.  S&P MAKES NO EXPRESS OR IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE WITH RESPECT TO 
THE S&P INDICES OR ANY DATA INCLUDED THEREIN.  WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT SHALL S&P HAVE ANY LIABILITY FOR ANY SPECIAL, PUNITIVE, INDIRECT, OR CONSEQUENTIAL DAMAGES 
(INCLUDING LOST PROFITS), EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES.

The S&P Marks are trademarks of The McGraw-Hill Companies, Inc. and have been licensed for use by UBS AG.

Exchange Disclaimers

You should be aware that the New York Mercantile Exchange, Inc. (including the COMEX division), Chicago Board of Trade, ICE Futures, European Energy Exchange, London Metal Exchange, Kansas City Board of Trade, 
New York Board of Trade®, Winnipeg Commodities Exchange, Euronext.Liffe and the Chicago Mercantile Exchange (collectively the "Exchanges" and individually the "Exchange") provide data on commodity futures 
contracts which, in part, are used to compile and calculate the CMCI.  However, the Exchanges provide such data "as is" and without representation or warranty on their part.

Further, the Exchanges:

(i) do not in any way participate in the offering, sale, administration of, or payments for, the CMCI or any products related thereto,

(ii) do not in any way ensure the accuracy of any of the statements made in any product materials or this document,

(iii) are not liable for any error or omission in any settlement or other price, index, or valuation used in connection with the CMCI, have not participated in the determination of the timing of, prices at, or quantities of 
the products to be issued and have no obligation or liability in connection with the administration, marketing, or trading of the CMCI or any products thereon,

(iv) are not in any way an issuer, manager, operator, guarantor or offeror of CMCI or any products related thereto, and are not a partner, affiliate or joint venturer of any of the foregoing, and

(v) have not approved, sponsored or endorsed the CMCI or its terms and are not responsible for any calculations involving the Index, and

(vi) make no representation or warranty, express or implied, to the owners of the CMCI or any member of the public regarding the advisability of investing in securities generally or in the CMCI particularly.

UBS Bloomberg Constant Maturity Commodity Index

This material has been prepared by UBS AG, or an affiliate thereof ("UBS"). 

This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial situation or particular needs of any recipient.  It is for 
information purposes only and should not be construed as an offer, recommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. UBS makes no representation or 
warranty, express or implied, regarding the appropriateness of investing in products referenced to the UBS Bloomberg Constant Maturity Commodity Index Family ("CMCI") , commodity products in general or of the 
ability of the CMCI to track commodity market performance.   In determining the constituents of the CMCI and any amendment thereto, UBS has no obligation to consider the needs of  any counterparties that have 
products referenced to the CMCI. © UBS 2007.  The key symbol and UBS are among the registered and unregistered trademarks of UBS.  UBS Bloomberg Constant Maturity Commodity Index, UBS Bloomberg CMCI and 
CMCI  are service marks of UBS and/or Bloomberg. Other marks may be trademarks of their respective owners. All rights reserved. UBS assumes sole responsibility for this marketing material, which has not been 
reviewed by Bloomberg.

CMCI is compiled and calculated, in part, using data obtained from a number of futures exchanges ("Exchanges") with their permission.  The Exchange's data is provided “as is” and without representation or warranty 
on their part.  The Exchanges have no involvement with and accept no responsibility for the CMCI, its suitability as an investment or its future performance.

UBS DOES NOT GUARANTEE THE QUALITY, ACCURACY AND/OR THE COMPLETENESS OF THE CMCI OR ANY DATA INCLUDED THEREIN AND SHALL NOT HAVE ANY LIABILITY FOR ANY ERRORS OR OMISSION. UBS MAKES 
NO WARRANTY, EXPRESS OR IMPLIED, AS TO RESULTS TO BE OBTAINED BY OR FROM THE USE OF THE CMCI OR ANY DATA INCLUDED THEREIN OR FOR ANY OTHER USE (WHETHER DIRECTLY OR VIA ANY PRODUCT 
REFERENCED THERETO). UBS MAKES NO EXPRESS OR IMPLIED WARRANTIES, AND TO THE EXTENT PERMITTED BY LAW HEREBY EXPRESSLY DISCLAIMS ALL WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A 
PARTICULAR PURPOSE OR USE WITH RESPECT TO THE CMCI OR ANY DATA INCLUDED THEREIN. WITHOUT LIMITING ANY OF THE FOREGOING, TO THE EXTENT PERMITTED BY LAW UBS DISLAIMS ANY LIABILITY FOR ANY 
PUNITIVE, INDIRECT, SPECIAL, OR CONSEQUENTIAL DAMAGES (INCLUDING LOST PROFITS), EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH. 

Dow Jones – UBS Commodity IndexSM

“Dow Jones®”, “DJ”, “UBS”, “Dow Jones-UBS Commodity IndexSM,” and “DJ-UBS CISM” are service marks of Dow Jones & Company, Inc. and UBS AG (“UBS”), as the case may be. UBS AG’s products based on the Dow 
Jones-UBS Commodity IndexSM, are not sponsored, endorsed, sold or promoted by Dow Jones, UBS AG, or any of its respective subsidiaries or affiliates, and none of Dow Jones, UBS, or any of their respective subsidiaries 
or affiliates, makes any representation regarding the advisability of investing in such product(s).
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Disclaimer
Disclaimer: please refer to www.ubs.com/cmci.   

Issued by UBS AG and/or affiliates to institutional investors; not for private persons. This is a product of a sales or trading desk and not the Research Dept. 

This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, 
financial situation or particular needs of any recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to 
buy or sell any securities or related financial instruments. No representation or warranty, either express or implied, is provided in relation to the accuracy, 
completeness or reliability of the information contained herein, nor is it intended to be a complete statement or summary of the securities, markets or 
developments referred to in the materials.  It should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed 
in this material are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of 
using different assumptions and criteria. UBS is under no obligation to update or keep current the information contained herein. UBS, its directors, officers and 
employees' or clients may have or have had interests or long or short positions in the securities or other financial instruments referred to herein and may at any 
time make purchases and/or sales in them as principal or agent. UBS may act or have acted as market-maker in the securities or other financial instruments 
discussed in this material. Furthermore, UBS may have or have had a relationship with or may provide or has provided investment banking, capital markets and/or 
other financial services to the relevant companies. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents 
accepts any liability for any loss or damage arising out of the use of all or any part of this material.  

Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Past performance is not necessarily 
indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned in 
this presentation. Prior to entering into a transaction you should consult with your own legal, regulatory, tax, financial and accounting advisers to the extent you 
deem necessary to make your own investment, hedging and trading decisions. Any transaction between you and UBS will be subject to the detailed provisions of 
the term sheet, confirmation or electronic matching systems relating to that transaction. Clients wishing to effect transactions should contact their local sales 
representative. Additional information will be made available upon request

If this material contains data derived as a result of back-testing of data and is provided by UBS in good faith using our standard methodology for information of 
this kind. That methodology relies on proprietary models, empirical data, assumptions and such other information that we believe to be accurate and reasonable.  
We make, however, no representation as to the accuracy, completeness or appropriateness of such methodology and accept no liability for your use of the 
Information. Specifically, there is no assurance that other banks or brokers would derive the same results for the back-test period. “Back-tested data”, “back-tested 
values” and “back-testing”, as used in this document, refers to simulated performance data created by applying the relevant index's calculation methodology to 
historical prices of futures contracts that comprise the index. Such simulated performance data that has been produced by the retroactive application of a back-
tested methodology, and may reflect a bias towards strategies that have performed well in the past. No future performance of the index can be predicted based 
on the simulated performance or the historical returns described herein. 

Additional information will be made available upon request. UBS assumes sole responsibility for this marketing material, which has not been reviewed by 
Bloomberg.

Web: www.ubs.com/cmci Bloomberg: CMCN <GO>


