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Global Markets Research 

Research Alert 

Flagging upside risks to inflation 
  

War, protectionism, diseases and climate have and will send commodity prices up 

Headline inflations have moderated; but CRB index and food inflation crept up in July 

Every 1ppts increase in CRB or FAO index could increase world inflation by 0.05ppts 
 

Impact of climate change, war, protectionism and diseases on food and energy 
prices 

“My view is that it will be difficult to return to the earlier world in which inflation 
tracked in a very narrow range. The increased prevalence of supply shocks, 
deglobalisation, climate change, the energy transition and shifts in demographics 
mean either steeper supply curves or more variable supply curves. While this doesn’t 
mean that the inflation target can’t be achieved on average, it does mean that 
inflation is likely to be more variable around that target.” – Closing remarks of ex-RBA 
Governor Philip Lowe 

We could not agree more. Climate change, together with war, protectionism and 
diseases have and will continue to threaten food supply and boost global commodity 
prices. Already, we saw this during the periods of lockdown during the COVID-19 
pandemic which saw a disruption in global supply chain, sending the FAO Price Index 
(FAO) spiralling upwards by 3.2% y/y in 2020 and 28.1% y/y in 2021 and world inflation 
accelerating from 3.2% y/y to 4.7% y/y for the same years. No doubt, Russia invasion 
of Ukraine has a larger impact on prices. In 2022, the FAO Price Index shot up by 14.2% 
y/y, while the CRY Index, which includes hard commodities like energy, spiked 35.5% 
y/y. World inflation jumped to 8.7% y/y in 2022 and is expected to stay elevated at 
7.0% y/y for the whole of 2023 before moderating to 4.9% in 2024, based on IMF 
forecast. 

Inflation has moderated globally; some central banks have dialled down 
expectations of further rate hikes 

As it is, headline and core inflation rates have moderated globally as compared to the 
beginning of the year. Policy makers for some majors have started to dial back 
expectations for more rate hikes but others, like the ECB, continued to reiterate that 
inflation remains too high and thus, they are prepared to raise rates further and 
intend to hold policy at a restrictive level until they are confident that inflation is 
moving sustainably down towards their 2% target. RBA also pledged to do more if 
required despite assessment that inflation expectations had remained stable. 

…but commodity prices are flaring up again 

1. Brent have scaled to above $95/barrel as of the point of writing after OPEC+ 
leaders extended their crude oil production cuts 

2. The FAO Food Price index rose by 1.5ppts in July largely driven by prices for 
vegetable and rice. The FAO Vegetable Oil Price Index jumped 12.1% m/m after 
Russia’s decision to end implementation of the Black Sea Grain Initiative. The 
FAO All Rice Price Index increased 2.8% m/m after India’s prohibition of non-
parboiled Indica exports on 20 July. In fact, this index rose another 9.8% m/m 
in August, to its 15Y high and the United Nation warned that the latter raised 
food security concerns for the poorest countries and potentially exacerbate 
high domestic food inflation in many countries.   

3. Over a longer term, impact from climate change which has resulted in and will 
continue to result in shortages and price hikes for soybeans, olive oil and rice. 

Figure 1: Commodity prices have started to 
tick up in July 

 
Source: Bloomberg, UN 
 

Figure 2: Upside risks to world inflation, 
transient or permanent 

 
Source: Bloomberg, IMF, UN 
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Highlights from the World Economic Forum’s article entitled “Record 
temperatures are driving food prices higher. Here are some of the crops facing 
the biggest impacts” include:  

• 160m hectares or 16.2% of wheat is at moderate to extreme risk of drought 

• 97m hectares or 33.9% of soybean is at moderate to extreme risk of drought 

• 134m hectares or 12.9% of maize is at moderate to extreme risk of drought. 

According to NASA, maize crop yields could be down 24% by 2030 as a result 

of climate change. 

Our thoughts on how far rates can go and for how long 
While one can argue that central bankers will largely focus on core prices in their 
monetary policy decision making, the volatile food and energy prices, be it transient or 
permanent, cannot be ignored as they account for a huge proportion of most household 
spending and will have a spillover/profiteering effect to general prices. This is already 
observed in the latest ECB monetary policy statement and decision, where rates were 
hiked amidst an upward revision in inflation outlook due to energy and not core.   
 
Based on our simple calculation, it is also estimated that every 1ppt increase in the CRB 
or FAO index has increased world inflation rate by 0.05ppts each in the past 10 years 
(Correlation: 0.64 and 0.94) and +0.03 and +0.06ppts in the past 20 years. Our study also 
showed that in general, the impact is more prevalent for European economies. The 
negative impact in Japan, US and Canada could be due to the saving nature in Japan or 
that inflation could have been driven by other factors, like services in the US during the 
period of time. 
 

 

Correlation between 
inflation rates & CRB, FAO 

Impact from 1ppts change in 
CRB, FAO on inflation rates 

 CRB FAO CRB FAO 

Canada 0.54 0.78 0.04 -0.19 

France 0.55 0.76 0.08 0.07 

Germany 0.63 0.82 0.04 0.16 

Italy 0.63 0.80 0.14 0.20 

Japan 0.39 0.48 -0.03 -0.48 

United Kingdom 0.66 0.80 0.02 0.22 

United States 0.59 0.83 0.04 -0.03 

Average 0.57 0.75 0.05 -0.01 
Source: UN, Bloomberg, IMF, HLL Global Markets 

 
As such, a “hawkish pause” is especially apt at this juncture and while we expect most 
central bank rates to have peaked or near peak at this cycle, we are also cognizance 
of the fact that policy rates have scaled higher peaks prior to this and a much lower 
inflation environment. While the ECB’s main refinancing rate last peaked at 4.75% in 
2000 and was typically left unchanged for 3 months, the Bank of England has brought 
the cash rate as high as 6.00% in February 2000 for 1 year, 7.50% in June 1998 for 4 
months and even higher at 17.0% in 1980s. More importantly, the fed funds rate 
reached as high as 6.00% in Feb 1995 and 6.50% in May 2000 and was left unchanged 
on average of 5-8 months.  

To conclude, we expect one more rate hike for the Fed to 5.50%-5.75% followed by a 
pause in 1H of 2024 and rate cuts in 2H of 2024. We expect ECB’s main refinancing 
rates to have peaked at 4.50% and BOE to likely pause after hiking by another 25bps 
to 5.50% tonight.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 3: Key policy rates 

 
Source: Bloomberg 
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DISCLAIMER 

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any 
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation 
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a part of any contract or 
commitment whatsoever. 
 
The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable 
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the 
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of 
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not 
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader 
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently 
becomes inaccurate.  
 
HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of 
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in 
or derived from or omission from the reports or matter.  
 
Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. These 
entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other activities for their 
own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their own account or for the 
account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with its business activities, may possess 
or acquire material information about the financial instruments. Such activities and information may involve or have an effect on the financial 
instruments. HLB Group have no obligation to disclose such information about the financial instruments or their activities.  
 
The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts made in 
this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report are based 
on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a representation 
that the matters referred to therein will occur.  Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors 
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No assurance 
can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or institutional 
investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on the 
recommendations in this report.  
 
HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses, 
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB does 
not accept responsibility whatsoever for any such material, nor for consequences of its use. 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country 
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the 
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without 
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose 
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof 
agrees to be bound by the foregoing limitations. 
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