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“The last 20 years can be
divided into two distinct
halves, and each is the total
opposite of the other.”

The first 20 years of the 21st century can be divided into two halves. The first half was the reflation trade, which was
characterised by rising commodity prices, a weak US dollar, and strong growth. The second half has been the opposite,
with falling commodity prices, weak growth and a strong dollar. Perhaps nothing shows this more clearly, that the
relative performance of emerging markets, which greatly outperformed the S&P 500 in 2000s, and then gave back all that
relative outperformance in 2010s.

From a purely macro perspective, the emerging market and reflation story of the 2000s was a reflection of the exciting
macro story of that period, the rapid growth of Chinese exports, and the 2010s has reflected the slowdown in that growth.
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The macro story of 2010s has been the tremendous growth in US oil and gas production, to make the US the world’s
largest energy producer, and to turn the US from an energy importer to exporter.

The combination of slower Chinese growth, rapid oil production growth led to a collapse in oil prices, contributing to
suppressed inflationary pressures, and this has precipitated a collapse in bond yields as central banks have desperately
tried to reignite growth.
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Collapsing yields and commodities have forced investors into a variety of “safety trades”. Growth stocks over value
stocks, gold over silver, and long dated bonds. All have remarkably similar performance, particularly in recent years.

If this analysis is correct, then this would suggest that a return to global growth could indeed be “risky” for asset
prices. There is already some evidence for this. In late 2018, when oil prices rose to 80 USD a barrel, world equities
declined 15%, or roughly the same decline seen year to date during the COVID-19 pandemic. Both declines were
arrested by central bank activism and new lows in bond yields.

As noted above, US oil production has begun to decline, and much more steeply than in 2015/6. Also we are beginning to
see a trend change in Chinese exports, where exports to its near neighbours (BRI – Belt Road Initiative countries) are now
larger than that to the US, opening up the possibility of export growth again for China.
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Safety trades could also be exposed from a more negative angle. US government spending consolidated during the 2010s,
but recent spending trends show an acceleration.

Changing underlying trends in oil, government spending and Chinese exports suggest that the macro trend of the 2010s
will not be the same as the 2020s. If the experience of changing macro trends from 2000s to 2010s are repeated, then the
winners of last decade, are now likely losers.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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