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Surge in food prices
Global food producer prices have rallied, 
reaching multi-year highs, as demand 
and supply have become unbalanced. The former 
has been supported by countries stockpiling 
food reserves due to pandemic-related worries 
about food security. On the latter, dry weather 
has caused harvests to fall short of expectations. 
Consequently, world stocks-to-use ratios 
– a measure of market tightness – reached 
multi-year lows for some staples. 

The increase in global food prices has slowly 
started to feed into domestic consumer prices 
in some regions as retailers, unable to absorb 
the rising costs, are passing on the increases 
to consumers. However, the impact will vary 
by country with consumers in emerging markets 

(EM) likely to experience higher increases due 
to the elevated dependency on food imports 
while the pass-through from producer prices 
to consumer prices also tends to be larger 
in those countries. EM are also more vulnerable 
to food price shocks because their consumers 
typically spend a relatively large proportion 
of their income on food.  What’s more, 
most commodities are quoted in USD, 
especially cereals due to the size of global corn 
and wheat exports from the US. The depreciation 
of many currencies against the USD has thus 
put upward pressure on prices in those countries.

Corruption, a lack of democracy and ethnic 
tensions are all known drivers of political instability 
or uprising. However, researchers have found 
that social disorder and unrest become more likely 
when food prices rise above a certain threshold.

Marc-Antoine Collard 
Chief Economist,  
Director of Economic Research 
Rothschild & Co Asset Management Europe

The global economy’s H1 21 performance was marked by divergent growth, 
with uneven gains across regions owing to the scale and mix of policy stimulus 
and vaccination programmes, alongside broad-based upside inflation surprises. 
Multiple central banks have started, or intend to, withdraw stimulus, 
gradually shifting from peak support and further intensifying geographical divides.  
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In that regard, the recent upswing in agricultural 
prices warrants special attention, especially 
since EM have suffered from slow vaccination 
deployment, infection outbreaks, and associated 
containment measures that will likely hold down 
growth for some time, all the more so where scope 
for policy support is limited.

Several EM central banks 
becoming hawkish…
Aside from higher food prices, the global inflation 
outlook has been affected by trade which 
has been constrained by supply bottlenecks 
and strains in global value chains. Businesses 
have also experienced a sharp rise in freight rates 
and localised shortages of shipping containers.

Overall, the rise in inflation has started turning 
many EM central banks more hawkish, and risks 
point toward further tightening. This move has been 
led by the high-yielders, as concerns over credibility, 
inflation expectations and financial stability 
have pushed these central banks to launch interest 
rate hike cycles first. 

In Turkey, the central bank increased 1,075 basis 
points (bp) in the past year. Brazil’s central bank, 
meanwhile, delivered its third consecutive interest 
rate increase of 75 bp in June to 4.5%, and alluded 
to larger hikes ahead after dropping plans 
for a “partial” normalisation of policy, and opting 
instead to return to “neutral” rates – estimated 
at 6.5%. Russia increased 75bp to 5.5% and could 
add further 100bp over the next quarter. In Mexico, 
Banxico surprised investors with a 25bp hike 
and Colombia’s BanRep could signal a lift-off 
sooner than expected. 

Some EM low-yielders are also moving faster 
than expected toward policy normalisation. 
Hungary and Czech Republic kicked off rate hiking 
cycles in June, as inflation has remained elevated 
in the CEE and activity is expected to recover swiftly 
thanks to the acceleration in the Eurozone, 
its main trading partner. Indeed, both consumer 
and business confidence indices have surged 
in recent months in the Eurozone and buoyant 
growth is expected, thanks to the combination 
of ongoing macroeconomic policy support 
and the release of pent-up demand associated 
with the easing of the pandemic.

By contrast, some EM Asian economies are still 
struggling with the rapid spread of the delta variant 
and weak domestic demand. In India, despite 
a large jump in inflation, the RBI recently eased 
further to offset the growth hit from the delta 
variant-led surge in new cases. The Bank Indonesia 
pointed to rates remaining on hold through 2021, 
while central banks of Thailand and the Philippines 
both stressed the need for policy to remain 
accommodative.

… while the Fed’s dots dispersion 
has increased
As expected, the Fed left its policy unchanged 
at its June 16 meeting. However, the revised 
economic projections and subsequent press 
conference reflect an ongoing shift away 
from the need for ultra-accommodative policy, 
as the language on inflation shifted 
to more explicitly acknowledging upside risks. 
Chair Powell also suggested that tapering 
talks have been initiated, although any changes 
would be communicated well in advance.
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(2) Source: US BEA, June 2021.
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The updated dot plot showed that seven 
of the 18 FOMC participants anticipate a rate hike 
in 2022, and the majority – 13 members – 
expect at least one rate hike before the end 
of 2023, whereas they numbered only five 
in March. The dispersion within the Fed 
has thus increased markedly, which reflects 
the uncertainty regarding the debate 
on transitory vs. permanent nature of the rise 
in the inflation rate. 

It also reveals that policy makers are split 
on the economic outlook beyond the effects linked 
to fiscal stimulus and pent-up demand that will 
temporarily boost GDP growth in the short term, 
as the possibilities regarding the longer-term effects 
of the pandemic on GDP growth remain wide. 
In fact, the debate on the post-pandemic new 
normal is far from settled, which might explain 
why US 10-year yield have – surprisingly to most – 
been trending down in the past few months despite 
surging inflation and elevated investors optimism.

What’s more, the path of the pandemic remains 
uncertain. In most regions, Covid-19 new cases 
are receding. In India, reported cases fell to around 
50,000 daily from almost 400,000 in early May, 
while it touched the lowest level since August 
in the EU. However, the situation in Latin America 
remains challenging and the number of daily 
infections has been rising steadily. The UK 
registered the highest number of positives since 
January even though more than 50% of adults 
have received both shots, which might question 
the view of a rapid return to pre-Covid-19 normality. 
That said, the PM Johnson expressed confidence 
that the next stage of lifting restrictions 
in England could go ahead as hospitalisation 
remains very low.   ■

Completed writing on 30 June 2021
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Disclaimer

The comments and analyses in this document are provided purely for information purposes and do not constitute any investment recommendation or advice.  
Rothschild & Co Asset Management Europe cannot be held responsible for any decisions taken on the basis of the elements contained in this document or inspired 
by them (total or partial reproduction is prohibited without prior agreement of Rothschild & Co Asset Management Europe). Insofar that external data is used to 
establish terms of this document, these data are from reliable sources but whose accuracy or completeness is not guaranteed. Rothschild & Co Asset Management 
Europe has not independently verified the information contained in this document and cannot be held responsible for any errors, omissions or interpretations of 
the information contained in this document. This analysis is only valid at the time of writing of this report.
Due to the subjective nature of these analysis and opinions, these data, projections, forecasts, anticipations, hypotheses and/or opinions are not necessarily used 
or followed by Rothschild & Co Asset Management Europe management teams who may act based on their own opinions and as independent departments within 
the Company. Some forward-looking statements are based on certain assumptions that may be likely differ partially or fully from reality. Any hypothetical estimate 
is inherently speculative, and it is conceivable that some, if not all, assumptions about these hypothetical illustrations do not materialise or differ significantly from 
the current determinations. Rothschild & Co Asset Management Europe cannot be held liable for the information contained in this document and in particular for 
any decision taken on the basis of this information.
Rothschild & Co Asset Management Europe, organized under the laws of France, registered with the Trade and Companies Register of Paris RCS Paris 824 540 173. 
A management company licensed by the Autorité des Marchés Financiers under N° GP 17000014, having its registered office 29, avenue de Messine, 
75008 Paris, France
No part of this document may be reproduced, in whole or in part, without the prior written permission of Rothschild & Co Asset Management Europe, under pain 
of legal proceedings.

About Rothschild & Co Asset Management Europe
As the specialised asset management division of the Rothschild & Co group, we offer personalised asset management services to a broad client 
base of institutional investors, financial intermediaries and distributors. Our development is focused on a range of open-ended funds, marketed under 
four strong brands: Conviction, Valor, Thematic and 4Change, and leveraging our long-term expertise in active management with conviction as well as in 
delegated management. Based in Paris and established in 10 European countries, we manage more than 21 billion euros and employ nearly 170 people. 
More information at: www.am.eu.rothschildandco.com
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% change
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 % change

Equity markets
CAC 40 6 567 1.9% 18.3%

Euro Stoxx 50 4 108 1.7% 15.6%

S&P 500 4 292 2.1% 14.3%

Nikkei 225 28 813 -0.2% 5.0%

Currencies
EUR/USD 1.19 -2.7% -2.6%

EUR/JPY 131.48 -1.9% 4.2%

Price as of  
29/06/2021

1 month  
bp(1)

2021 
bp(1)

Interest rates
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(1) Basis point.  
Source: Bloomberg, data as of 29/06/2021. Performances in local currency. 
Past performance is not a reliable indicator of future performance and is not constant over time.

Performance of the indices and interest rate levels
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