FOOD PRICES REPLACE ENERGY PRICES AS THE DRIVER OF INFLATION.
On Tuesday the Bureau of Labour Statistics released its Consumer Price Index report. Instead of
the markets rising on the prospect of falling inflation they fell on rising inflation. The main culprit,
soaring food prices. The losses on the day, the heaviest since the start of the pandemic and
approaching $2 trillion, is equal to the value of all food sold in the USA each year. Talk about irony.
The S&P 500 fell 4.32%, the Dow Jones by 3.94% and the Nasdaq by 5.16%. The dominant view driving
the stock market rally up to that point was the view that the worst of inflation was now in the rear view
mirror and that the FED would therefore moderate its rate rises ensuring a soft landing. This narrative
tended to blot out the data coming out of the economy, which was becoming increasingly bad.
However all of this was upended when prices did not fall as they had in July. Worse core prices excluding
food and energy rose by 0.6%, faster than in July. Besides food inflation, shelter inflation played a major
role. The paradox here is that shelter inflation is mainly driven by an increase in owner occupier rents.
Below is an excerpt from this week’s CPI report. There we can see that owner occupier rent segment at
23.654% of the total, is bigger than the combined value for food and energy which together amount to
22.309%. As shelter inflation accelerated in August this lifted up the CPI. Of course this is nonsense as
these rents are fictitious based on the same value as actual rents which is two thirds smaller at 7.246%.
Without the effect of owner occupier rents it is unlikely that the CPI would have risen.
Table 1.

However the markets were right to be startled because food is going to be the future driver of inflation.
Within the data released were some horrifying examples of food inflation. The cost of eggs, a staple, has
gone up 39.8% YoY, chicken by 16.6%, margarine and butter by 29.3%, milk by 17%, potatoes by 16.2%,
bread & cereals by 16.2%. Total ‘food at home’ went up 13.5%. This compares to the annual increase in
wages of only 5.1%. No wonder couples are arguing over what to buy in supermarket aisles.
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JP Morgan estimates food prices to have risen by 65% since the outbreak of the pandemic as their graph
below shows. As this article was written in July before the drought escalated and taking into account
more recent food inflation, it is likely prices are now up 70% compared to the WTI oil price up only 40%.
Graph 1.

The reason for the need to focus on food is the escalating environmental emergency. According to the
Copernicus Programme the Boreal Summer which spans June to August was the hottest on record in
many places. “The average temperature for Europe from June to August 2022 was about 1.34°C above
the 1991-2020 average for the season. This is almost 0.4°C higher than that recorded for the previous
warmest European summer, which occurred just one year earlier, in 2021.” In China temperatures rose
by more than 2oC to record highs and in the USA the highs matched the previous high found in 2012.
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The upward trend is clear to see in these graphs. August continued hot. August was 0.3oC hotter than
the 1991-2020 average while Europe was a staggering 1.72oC hotter. Globally August temperatures were
within 0.1oC of the highest August temperatures recorded in 2016 and 2019 and this is happening
despite the cooling effect of La Niña in the Pacific region. “It is exceptional to have three consecutive
years with a la Niña event. Its cooling influence is temporarily slowing the rise in global temperatures –
but it will not halt or reverse the long-term warming trend,” said WMO Secretary-General Prof. Petteri
Taalas. Worse, La Nina looks likely to be replaced by the heating effect of El Nino sometime in 2023.
Predictions are mixed, with The International Research Institute for Climate and Society at Columbia
University on the low side, while Jamstec (the Japanese forecast laboratory) putting it on the high side.
Some areas such as Europe may benefit, but in most parts of the world it could be not only disastrous
but catastrophic. Why catastrophic? Because it coincides with the Solar 25 which is very turbulent. NASA
which belatedly admits it got its forecast for Solar 25 badly wrong, now endorses the prediction set out
in Solar Physics published in November 2020. This is what the authors predicted: Given this relationship
and our prediction of a terminator event in 2020, we deduce that sunspot Solar Cycle 25 could have a
magnitude that rivals the top few since records began. And it has.
Solar 25 peaks in 2024-5 by which time El-Nino could still be in play, add in the exhausted buffers and
heat sinks such as shrunken ice caps, a defrosting tundra, weakened boreal forests, rising sea
temperatures and so on, and what we have seen this summer in the Northern Hemisphere could be a
mere foretaste of what is to come. 2025 could be the new 2050.
Capitalism has economically raped the planet in pursuit of profit and to maximise its accumulation of
wealth provoking an environmental disaster of historical proportions which can only be reversed by a
revolution which frees society to repair its relationship with nature, our home, and the cradle of life. In
the meantime food prices will be the canary in the coal mine. According to Action Against Hunger,
already 829 million people go to bed hungry at night. That is equal to the population of North America
and the European Union.
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Here is the current Vegetation Health Index this week showing drought conditions prevailing in parts of
North America, Western Europe and a crescent extending to China.

This is only a marginal improvement on what has occurred this year. For whole parts of Africa, North
America and Eurasia the impact on vegetation due to drought has been devastating. The authors of a
recent Guardian piece agree that the outlook for food security in 2023 is grim. They cite the following
statistic from the United Nations “The United Nations estimates that the number of people in “hunger
emergencies” – just one step away from famine – has jumped from 135 million in 2019 to 345 million.”
And in an earlier article the Guardian revealed how the monopolisation of the food trade by a handful of
large corporations are making things worse. This is something Putin discussed when he expressed his
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anger that much of the grain being exported from the Ukraine is not going to the most deserving but to
the least deserving, these global food merchants.

I believe we are at the dawn of what will come to be called The Great Hunger. And it is not only climate
change that is causing this, but politics as well. The hegemonic struggle launched by the USA beginning
with the war in the Ukraine but aimed at China is disrupting all manner of supply chains, especially
energy and fertiliser flows. This is persuading many farmers to abandon future plantings because of the
rise in their costs. A bad situation is being made critical by the greed of the self-entitled global capitalist
families who believe the planet is theirs and all those who live on it to be their chattels. All they have
proven is they are unfit to rule and that they represent a clear and present danger to all of us.
Setting aside the issue of food, recessionary conditions always begins with goods production and here
we do find a fall in inflation. Compared to June, prices in August were down by 1.5%. On the other side
service sector inflation did rise but as we saw above, much of this was due to owner occupier rents. If
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we subtract the share of goods from the total CPI leaving only services, owner occupier rents rise from
+23% to +36% of the total which means these spurious rents dominate service sector inflation.
Graph 2.
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Retail Sales.
Retail sales rose in August but were revised down in July leaving them unchanged over the two months.
In nominal terms they were down 0.2% on June. However, in real terms they rose due to the fall in
goods inflation, retail being mainly concerned with the sale of goods rather than services.
Graph 3.
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However as regular readers know I am sceptical about these figures knowing them to be inflated. For
this article I am going to introduce the Costco test, a new one. Costco’s US sales amounts to 3.5% of all
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retail sales net of motor vehicle sales. Costco also sells about 5% of all retail gasoline sold in the US
market equal to 14% of its total revenue. That compares to total gasoline sales which are also 14% of
total retail sales according to MARTS. So when we compare the pattern of US sales at Costco to total
retail sales we should find a similar pattern, or not. That pattern is best described in the form of a Table.
Period
Second Quarter
July + August
Change

Table 1.
Growth YoY Costco
Growth YoY Total MARTS
17.6%
6.9%
11.2%
9.5%
-6.4%
+2.6%

Difference
10.7%
1.7%
10.0%

Clearly this pattern is disrupted. We expect Costco’s growth to exceed the growth of retail as a whole
because they alone have been successful in poaching customers or bargain hunters in these inflationary
times. But whereas Costco’s sales fell in the months of July & August by 6.4% compared to the previous
quarter, total retail rose by 2.6% yielding a difference of 10% which is inexplicably. Changes to vehicle
sales inflation only reduces the difference marginally. Nor is it likely that Costco has discounted or even
could discount its prices by 10% resulting in deflated rather than inflated prices at Costco.
The likely explanation as always is that the rise in total retail sales over July & August was overstated by
the Census Bureau. I it also highly unlikely that retail sales as a whole are still 9.1% higher in real terms
compared to 2019 (or by 16.6% in total according to NIPA Table 1.1.3). To put this in perspective, real
GDP between Q2 2022 and Q2 2019 rose by only 3.8% held back only the negative trade deficit.
Another factor undermining the case for resilient retail sales is freight movements, especially road
freight and seaborne container freight. “Global volumes declined as macroeconomic trends significantly
worsened later in the quarter, both internationally and in the U.S. We are swiftly addressing these
headwinds, but given the speed at which conditions shifted, first quarter results are below our
expectations," said Raj Subramaniam, FedEx Corporation president and chief executive officer.” (my
emphasis) FedEx shares promptly fell by 15% (now 21%). A case of quantity turning into quality,
arithmetic into geometric progression. And it is not only FedEx but FreightWaves as well who are saying
as much as they plot the aggressive fall in spot rates (both roadborne and seaborne), rejection rates and
unseasonal falls in volume movements. And it is producers too such as white goods giant Electrolux,
who on Monday said that conditions were deteriorating at a “significantly accelerated pace”.
This kind of statement from FedEx is narrative changing. Up to now Wall Street has been obsessing
about the FED’s next move on interest rates. They have become dot plot fanatics. This has diverted
them from real economic news. No doubt FedEx’s outlook will be followed by many more in quick
succession. It will change the narrative and when it does there is no bottom to the fall in the price of
shares.
Re-examining profits.
In my previous article which followed the preliminary report on corporate profits for the second quarter
I offered little insight into their movement. I found the data not only unexpected but difficult to
interpret. Primarily, there was an incongruity between the results reported directly by the largest US
corporations (S&P 500) and the results found in NIPA Table 1.14 issued by the BEA in which the data on
corporate profits is to be found. In the Graph below the variance in profits is shown.
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Graph 4.

S&P 500 PROFITS COMPARED TO BEA TOTAL CORPORATE PROFITS
250.0%
230.0%
210.0%
190.0%

170.0%
150.0%
130.0%

110.0%
90.0%

2022-04-01

2022-01-01

2021-10-01

2021-07-01

2021-04-01

2021-01-01

2020-10-01

2020-07-01

2020-04-01

2020-01-01

2019-10-01

2019-07-01

2019-04-01

2019-01-01

2018-10-01

2018-07-01

2018-04-01

2018-01-01

2017-10-01

2017-07-01

2017-04-01

2017-01-01

2016-10-01

2016-07-01

2016-04-01

2016-01-01

2015-10-01

2015-07-01

2015-04-01

2015-01-01

2014-10-01

2014-07-01

2014-04-01

2014-01-01

2013-10-01

2013-07-01

2013-04-01

2013-01-01

50.0%

2012-10-01

70.0%

Unfortunately this series only extends back to 2012. (Graph 7 will go back to 1988.) However the recent
fall in S&P profits below that of Corporate profits, the 100% mark, must be born in mind as the
discussion develops. The reason for this fall below 100% is the contraction in S&P profits.
Graph 5.
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Now it can be argued that S&P profits are not directly comparable to the BEA data found in Table 1.14.
This is because the BEA figures are limited to domestically produced profits by US and Foreign owned
corporations. Also the BEA and the S&P have different adjustments to profits. On the issue of the
geographical spread of profit, the S&P profits of corporations with sales mainly in the USA was actually
lower than their more international counterparts. At +2.1% YoY this compares badly to the +11.9%
reported by the BEA for all domestically produced pre-tax unadjusted corporate profits.
Graph 6.

Influenced by the global oil giants.

The reason why the exact methodologies do not matter specifically is that we are looking for trends not
absolute values. Such a longer term trend is found in the final graph below. It compares the operating
profits in the S&P 500 with pre-tax profits in the BEA series. For a number of reasons, using operating
profits is better because they do no suffer from the adjustments the creative accountants employed by
the S&P corporations are incentivised to introduce.
The strength of the coverage from 1988 is that it encapsulates 4 recessionary periods. 1989, 2001, 2008
and the current one. In all cases the divergent movement in profits between the two series forms a
distinct profile. Notably on all these occasions, the S&P profit falls into negative territory first. Each
trough is arrowed. I have not arrowed the pandemic trough as this was not caused by economic
fundamentals. But I have arrowed the final recessionary phase which is now. The current fall, while not
as great as in 2007 (give it time) is equal to the fall in 2000 and 1989-90. The period around 2015 which I
called the pseudo recession and which Michael Roberts has called the ‘mini-recession’ in his latest post,
has not been arrowed though it needs to be mentioned.
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Graph 7.

S&P500 OPERATING EARNINGS vs CORPORATE PRE-TAX PROFITS
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(Source: S&P Global)
The profile pointed to by the arrow on the right indicates that the USA is in recession regardless of what
the pundits say. In every way, the S&P 500 profits are a more important indicator for recession because
they more directly and immediately affect investment and employment decisions.
I will have more to say on US profitability when the BEA releases the revised figures for corporate profits
on the 29th September.
Conclusion.
The purpose of central bank interest rate rises is to suffocate demand bringing it in line with supply
thereby depressing price rises. The absurdity of this hypothesis is to be found in the sphere of food. If
global warming and imperialist rivalries are disturbing food production and flows, how does raising
interest rates help? Does it put food on the table? No! Does it make unaffordable food, affordable? No!
Does it lead to hunger and even death? Yes!
Utter madness. While governments talk about energy subsidies no one discusses food subsidies. Could it
be because those who benefit from energy subsidies are the giant energy companies while at the end of
the queue for food subsidies are farmers. The Marxian left needs to pay attention to what is coming, the
advent of mass starvation caused by global warming. The next few years will be traumatic. Food will be
scarce and expensive, beyond the reach of billions. This is a recipe for revolution. If we are to save our
planet and feed the people who live in its ecosphere, we have to get rid of the blight of capitalism.

Brian Green, 16th September 2022.

10

