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“The intriguing thing about food
inflation is that it seems to match
up much more closely with US
bond yields than any other
commodity.”

Food inflation globally has been remarkably low in recent decades. Food prices compare very favourably to other
inflation indicators such as the gold price. The US provides good, long term food inflation data back to 1913. While the
spike in gold prices in the 1970s foreshadowed rising food inflation, so far rising gold prices seen since 2000 have not
presaged an increase in food prices.

Gold vs Consumer Price Index (CPI) (log scale)

However, while food prices inflation has remained benign in the US, this is not true in China, where African Swine Flu
has forced pork prices to 4 times US prices. This is starting to create upward pressure on grain prices globally. US corn
prices and pork prices tend to follow each other with a lag.
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The intriguing thing about food inflation is that it seems to match up much more closely with US bond yields than any
other commodity, particularly gold and oil, two commodities usually associated with inflation.

10 Year Average US Food CPI vs 10 Year US Bond Yields

From an intellectual point of view, both food and labour are perishable. That is, if they are not used or consumed
immediately, the ability to store them is constrained. This is not true of other commodities such as oil and gold, that can
be stored indefinitely. Japan’s experience shows that food inflation and wage inflation seem to be closely related.
Logically, from a political and economic point of view, wages should move with food prices. Japanese data bears this out.
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The Great Depression is the only other modern period of sustained food deflation, so central bankers have probably been
justified in taking extreme measure to try and offset food deflation. Such extreme measure began in the 1990s as Japanese
foreign reserves began to swell when the Bank of Japan tried to weaken Yen to create inflation. China had also had
rapidly rising foreign reserves, but in recent years has not seen any increase. Food inflation seems to imply the Chinese
are happy to allow the Yuan to appreciate.

The appreciation of the Yen versus the US Dollar in the 1970s and 1980s stopped when food inflation fell, and the
Japanese began to build foreign reserves.
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This leads to the conclusion that many of the features of modern markets and economies, such as income inequality, very
low interest rates, and the ideas of secular stagnation are not related to demographics, or central bank policy, but to a 40year bear market in food prices. If Chinese pork prices remain at four times the US price, investors should question their
assumptions on bond yields, currencies, and inflation outlooks.
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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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