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Weekly - May 31, 2021 

Dramatic precedents of global food inflation 

Historians documented well the historical role of food prices on revolution, 

rioting, and unrest, namely during the 18th and 19th century in England and 

France. In both countries, failed harvests led to corresponding food price peaks. 

Food riots largely disappeared from the world stage from the mid-19th century 

through the 1970s. From the late 1970s, widespread unrest erupted again in 

countries where austerity programs were imposed by international financial 

institutions (debt crisis). In 2011, rising food prices contributed to the Arab Spring. 

Source: Bianco Research, United Nations 

 

In 2021, strong demand from China, stockpiling of grains by governments and 

dry weather in key exporting countries contributed to rising prices of agricultural 

products. The likely persistence of Covid infection in emerging countries in H2 

raises fears that the price surge will continue in the short to medium term... 

Global food prices are rising sharply, echoing last decade 

 

China is particularly sensitive to food issues 

The Great Chinese Famine is the largest famine in human history. It occurred in 

China from 1959 to 1961. According to different estimates between 16.5 and 45 

million individuals died. The Famine primarily struck the rural areas. Historians 
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blame on the central government for this crisis i.e. side 

effects of Mao Great Leap Forward.  

 

In 1989, The Tiananmen crisis, featuring broad-base 

revolt of citizen, was preceded by a serious food crisis. 

Indeed, inflation of pork, eggs, vegetables, and sugar was 

30-60% in state-run stores and even higher in the free 

market. 

Today, rural food availability is no longer problematic, but 

the stigma of former food crisis still runs deep 

 

Beijing still cannot feed the Chinese people 

China is now the world's largest importer of food. Beijing 

will be obliged to import even more in coming years. 

According to independent analysis, China's food self-

sufficiency will drop to around 91% by 2025, down from 

94.5% in 2015. China possesses only 10% of global arable 

land, while representing twice that proportion in terms of 

world’s population. Global price fluctuations, and climate 

stress in areas where China traditionally grows soybean 

have also driven the country to raise its game when it 

came to sourcing.   
 

Source: USDA PS&D, Gro Intelligence Forecast 

 

In 2016, ChemChina realized the largest ever takeover of 

the Swiss agrochemical giant Syngenta, for $ 43bn. So 

far, this M&A operation fell far short of Chinese 

expectations to create a new industry giant. Similarly, in 

2017, the China state owned COFCO completed the 

acquisition of two global agribusiness companies Nidera 

(NL) and Noble Agri. The new - merged - company, 

called CIL, ambitions to become a true global 

agribusiness actor. This takeover has given China access 

to South American grains, like soybeans and corn and 

processing plants in Asia. It has become able to source 

directly from farmers, disrupting traditional supply chains. 

But in 2021, CIL remains much smaller than the ABCDs of 

the sector (Archer Daniel Midlands, Bunge, Cargill, and 

Louis Dreyfus) which together control as much as 90% of 

global trading in grains.  

 

Early May, the government announced its willingness to 

intervene to curb the sharp price rise of raw materials - 

including food -. It is contemplating different macro 

measures, like tax exemptions, direct subsidies, “enhanced 

market supervision”, as well as increased scrutiny of 

industrial associations (which largely depend on the 

Chinese government). It may also use / diminish its 

strategic reserves of food. 

Food remains a hot political topic for the Chinese 

government 

Current food ¨crisis¨ is exacerbated by political tensions with 

the US 

• China stockpiling is strategic in nature and durable. 

Other corporate acquisitions in the field of agri-

business are likely 

• High commodity prices reinforce the determination of 

Chinese policymakers to engineer an economic soft 

landing 

• Yuan strength should continue, as it alleviates the side 

effects of imported inflation 

• The Picard Angst Food Revolution  thematic is 

attractive 

 

Currencies. Central banks dynamics are now the 

main game 

The currency market has become extremely sensitive to 

any change in forward guidance or quantitative easing 

rather than any other factor. The Reserve Bank of New 

Zealand (RBNZ) has joined the camp of the Bank of 

Canada, Bank of England, and Norges Bank. They have all 

explicitly stepped away from maximum policy 

accommodation, igniting their currencies. 

 

While there was no change in the latest RBNZ policy stance 

last week, there were some notable changes in its policy 

bias. The RBNZ kept its Official Cash Rate unchanged at 

0.25% and maintained the limit for its Large Scale Asset 

Purchase program at NZD100bn. However, the central bank 

signaled that policy rates could begin to rise as soon as S2 

2022. For the first time since the pandemic began, the 

RBNZ provided projections for the path of its key rate. 

Those projections see the policy rate at 0.31% in Q2 2022 

and 0.49% in Q3 2022. There was also a notable change in 
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its qualitative interest rate guidance. It agreed to 

maintain its current stimulatory monetary policy settings, 

whereas in April, it was prepared to lower rates if 

required. The RBNZ is unlikely to meet its NZD100bn 

asset purchasing program limit by June 2022. Current 

cumulative purchases total just NZD53bn. While at first 

glance this might seem like a hawkish tilt, and at the 

margin it is, this potential undershoot comes in the 

context of reduced New Zealand government bond 

issuance according to the government 2021 Budget. The 

supply/demand balance for NZ government bonds is less 

affected. The statement is less hawkish than appears at 

first glance. 

 

Year-to-date FX performance (%) vs. USD 

Source: Bloomberg 

 

What has  happened to the currencies once central 

banks have announced their policy changes? On March 

18th, the Norges Bank mentioned that it expects to start 

raising its deposit rate in the latter half of 2021. Since 

then, the NOK has strengthened by 1.5%. In April, the 

Bank of Canada announced it will shortly reduce its 

weekly asset purchases by 25% from CAD4bn to CAD3bn 

as of April 26
th

. In less than a month, the CAD 

strengthened by 4.0%. And finally, the Bank of England 

announced earlier in the month that the pace of bond 

purchases to be slowed somewhat from 4.4bn to 3.4bn a 

week. Then, the GBP has rebounded by 1.5%. 

 

In Europe, several ECB members have mentioned that 

the Bank should not reduce the pace of its asset 

purchases shortly, reiterating the call for continued 

stimulus. With the recovery in the Eurozone well 

underway, pressure is growing on the ECB to start 

withdrawing its emergency measures. Furthermore, 

President Lagarde recently confirmed that any talk of 

tapering was premature. Any reduction in asset 

purchases at the June policy meeting is highly unlikely. 

The ECB €1.85trn Pandemic Emergency Purchasing 

Program is set to run until its end in March 2022. 

• Continue to favor leaders over laggards in the currency 

space 

 

Currencies. A surprisingly strong CHF 

Despite Swiss policymakers persistently qualifying the CHF 

of too strong, it has been one of the best performing rich 

country’s  currency in Q2. The strong performance since 

the start of April indicates that it has decoupled from the 

other main FX safe havens, the USD and JPY. With risk 

appetite and equity markets remaining firm, and the 

market still optimistic about a post-Covid recovery, 

demand for safe currencies has fallen but surprisingly the 

CHF has remained in demand. Speculators have been 

selling the CHF over recent months. The EUR/CHF has not 

benefited from a stronger EUR. The EUR/USD moved 

above 1.22 in May from 1.1750 at the end of March. 

Moreover, the EUR-Swiss 10-year spread has widened over 

the quarter. The CHF has ignored these moves but reacted 

strongly to the weaker USD and change in US-Swiss yields. 

 

Switzerland just rejected framework agreement deal with 

EU after years of talks, citing substantial differences on the 

deal. It means the end of 7 years of efforts between 

Switzerland and the EU to craft an overarching treaty to 

replace the more than 120 bilateral deals which have 

regulated relations for the past decades. An agreement 

should be reached later in the year. 

 

In our opinion, the CHF decoupling from factors that 

usually drive it does not feel sustainable in the short or 

medium term. First, the market has ignored the US decision 

to remove Switzerland from the FX manipulator list. 

Second, if risk appetite remains firm, the CHF should soften 

in line with the other safe havens. Third, SNB monetary 

policy is, and should remain, very loose and CHF-negative. 

• We keep a cautious view o the CHF and a neutral 

allocation 

 

Equities. Fiscal plans will take over liquidity 

Global liquidity appears to have peaked, according to 

CrossBorder, which worries some investors. Liquidity is an 

important support for stocks. But they are still very 

abundant. Since 2008, financial markets have been sick of 

liquidity and central banks have never been able to get out 

of their accommodative monetary policies. Attempts to exit 

accommodative policies have never been appreciated by 
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the stock markets. The pandemic is a unique opportunity 

for a normalization of monetary policies and the 

governments to take over central banks with substantial 

stimulus plans. New technologies and ecological 

transition could lead to sustainable and high economic 

growth. To this will be added US spending in 

infrastructure and in social to put the middle class back 

in motion as well as the new Chinese economic model, 

the Dual circulation, with a reduction in dependence on 

exports (international circulation) and stimulation of 

domestic demand (internal circulation); this new 

paradigm will also place great emphasis on technological 

autonomy. 

 

The European Union will be able to quickly make its first 

disbursements for the benefit of European countries. The 

procedures for ratifying the € 750 billion European 

recovery plan, which should help economies to restart 

when the health crisis is over, are coming to an end. 

 

Joe Biden announced a 2022 budget of $ 6 trillion, 

including his two plans, American Jobs Plan ($ 2.3 trillion) 

and American Families Plan ($ 1.8 trillion), focused on 

infrastructure, education, health and the poorest. US 

Transportation Minister Pete Buttigieg has given a June 7 

deadline in the Senate to give a clear direction on the 

infrastructure plan and, without a deal, the Democrats 

will pass the bill this summer. This 2022 budget also 

includes $ 1,500 billion for other domestic and defense 

programs. Funding will come through tax increases on 

corporations and the wealthiest individuals. Joe Biden 

wants to reward work instead of wealth. Budget will 

present a deficit of $ 1.8 trillion. 

 

Faced with a close outcome, the US Infrastructure theme, 

which includes green investments, is performing well. The 

WilderHill Clean Energy Index has risen 20% since mid-

May. The companies cited most often are Martin 

Marietta, Vulcan, Caterpillar, Nucor and in the green 

ChargePoint (battery charging stations), Carrier, 

Honeywell or Johnson Controls. 

 

The Chinese, Eurozone and Swiss indices broke their 

resistance. The S&P 500 is about to do just that. 

Inflationary concerns have disappeared. Over a 20-year 

period, the month of June is rather risky, but over the last 

5 years, June has always recorded positive performances. 

Important US economic data will be released this week, but 

investors will wait for the important Fed meeting on June 

15-16 before choosing a direction; however, we will not be 

very far from the publication of results for 2Q21 with an 

expected increase of 60% for S&P 500 profits, a figure that 

already seems too low. 

 

MSCI World. On the verge to break its resistance 

Source: Bloomberg 

 

BlackRock's proprietary Geopolitical Risk Indicator is at its 

lowest for 4 years. Investors are more concerned with 

inflation and the economic recovery than with Sino-US 

tensions and other geopolitical issues. An underestimation 

of geopolitical risks could take investors by surprise, 

according to BlackRock. 

 

The main geopolitical risks are: 

1. The constitution of 2 technological universes, one 

American, the other Chinese. 

2. A major cyberattack. 

3. A political crisis in emerging countries due to the 

inability to control the pandemic. 

4. Sino-American tensions over Taiwan. 

Source: BlackRock Investment Institute. 
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