Assessing the inflationary risks

= Inflation, in the most part, has
US inflation since 1871 been well contained throughout
250 history
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= Low levels of inflation are
considered attractive, as they are
typically associated with better
investment returns than high
inflation or deflation.
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Hyper-inflation and deflation are
obvious concerns for policy
makers
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Although this chart examines US
inflation, the high level of
correlation between inflation
levels globally would suggest that
the conclusions are equally
applicable to other developed
economies
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The last 138 years have seen 58
months with deflation of 10% or
greater and 185 months with

Months within inflation ‘bracket’ — not necessarily consecutive

50 inflation of 10% or greater
There is uncertainty about what
inflation will look like in the
coming year.
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Inflation/ deflation ‘brackets’ (%)
Source: Factset and Haver Analytics, December 2009
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Whatever the answer to the inflation question...

B As we move into 2010, inflation is a topic that is likely to receive much attention from investors
o After a short period of price declines in many markets, inflation is once more returning

B As central banks exit their quantitative easing programmes, there is an awareness of the timing risks involved
o Exit too fast, too early and the nascent recovery may be choked off

o Exit too slowly and the risk is that inflationary pressures will build out of control
B There are several ways to protect an investment portfolio from inflation

o The most obvious is to own financial assets that are expressly designed to offer protection against rising prices. Inflation linked bonds
would be a good example

o Another approach would be to own assets which benefit from the causes — or, indeed, are the causes — of that inflationary pressure.
These could be broadly termed as “real assets” (the likes of commodities). Owning shares in companies that produce or invest in these
assets is an alternative approach

o For those who suspect that inflation may be a risk but aren’t sure of the timing of that risk or of its extent, a well-diversified portfolio
makes sense. Asset allocation flexibility is a key consideration if your views are not strongly formed at this time
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Disclaimer

This document is prepared by FIL Investment Management (Singapore) Limited [“FISL”] (Co. Reg. No.: 199006300E), a responsible entity for the fund(s) inSingapore. All views expressed cannot be construed as an offer or recommendation. 
Prospectus for the fund(s) is available from FISL or its distributors upon request. Potential investors should read the prospectus before deciding whether to invest in the fund(s). Reference to specific securities or fund(s) is included for illustration only, and should not be construed as a recommendation to buy or sell the same. This document is for information only and does not have regard to the specific investment objectives, financial situation and particular needs of any specific person who may receive it. 

Potential investors should seek advice from a financial adviser before deciding to invest in the fund(s). If that potential investor chooses not to seek advice from a financial adviser, he should consider whether the fund(s) in question is suitable for him.

Past performance of the manager and the fund(s), and any forecasts on the economy, stock or bond market, or economic trends of the markets that are targeted by the fund(s), are not indicative of the future performance. Prices can go up and down. The value of the shares of the fund(s) and the income accruing to the shares, if any, may fall or rise. Investors investing in fund(s) denominated in a non-local currency should be aware of the risk of exchange rate fluctuation that may cause a loss of principal when foreign currency is converted back to the investors' home currency. Exchange controls may be applicable from time to time to certain foreign currencies.

Fidelity, Fidelity International and Fidelity International and Pyramid Logo are trademarks of FIL Limited.SG10/013.
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