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"A SENSE OF DEJA VU " 

 The fast-moving consumer staple sector lags behind 

 Soaring commodity prices to blame  

 How do manufacturers deal with this pressure on margins?  

 Regional differences should become less pronounced 

 

 

 GRAPHIC OF THE WEEK: "Ag. and food price index inverse correlation with Cons. Staples" 

 

ANALYSIS OF FINANCIAL MARKETS 

At the start of the crisis, consumer goods companies benefited from the population panicking and rushing 

to buy staples, literally emptying supermarket shelves and stocks. The sector demonstrated its resilience 

in the face of high market volatility and was one of the few pockets of revenue growth in a stalled 

economy.   
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The sector has been underperforming in recent months and investors are wondering whether companies 

will be able to maintain their margins in the face of weaker growth and rising raw material and transport 

costs.  

The sector tends to outperform massively once the inflation peak is reached. The scissor effect between 

commodity prices stabilisation and product price increase leads to strong operating leverage. This is 

usually followed by more robust net income growth, which is reflected in share prices (see Chart of Week). 

 

 A sense of déjà vu 

Commodity prices are approaching their historic highs, i.e. the levels of 2006-2008 and 2010-2012. 

Inflation is global and widespread in industrial metals such as copper, aluminium and steel, and also in 

logistics or agricultural products such as corn and soybeans. The sharp rise in agricultural commodities 

is not only due to transport issues linked to Covid-19, but also to the massive purchase of grains by China 

and the poor weather conditions that have affected the harvests in Brazil and France, two major grain-

producing countries. 

 

Fig. 2 – Summary of selected commodity price performance and forecast - year-on-year (%)   

 

 

Since the beginning of the year, most commodity prices have risen by an average of 20%. Prices for PET, 

aluminium, palm oil, barley, corn and milk powder have recorded at least double-digit year-on-year 

growth in the first quarter of 2021 (see Figure 2). These price increases have already translated into cost 

inflation of between 2% and 24% for staples and discretionary products. 

 

 

 

Source: Morgan Stanley Research, Atlantic Financial Group 
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 How to manage pressure on margins? 

Food manufacturers face rising production costs, knowing that raw materials represent between 20% 

and 40% of the final selling price. During the last inflationary surges in commodities, manufacturers 

were quick to adjust prices upwards and the same strategy is likely to take place again. Consumer goods 

giants including Coca Cola, Kimberly-Clark, JM Smucker, Procter & Gamble and General Mills have already 

announced that they will raise their prices in response to rising raw material expenses. 

In general, the impact on margins is deferred by one or two quarters thanks to hedging strategies and 

the 3 to 6 months of inventory that companies maintain out of caution. Pressure on margins could 

therefore be greatest in the first or second half of 2022. (see figure 3) 

 

Fig. 3 - Beverage sector - Theoretical impact of raw material price changes  

 

 

Finally, the companies will use all the tools at their disposal, including "price and product mix", to offset 

higher costs. Procter & Gamble management said that the exact amount of the price increase (5%-10%) 

will vary by brand and sub-brand and will take effect mid-September.  

Managers seem to be optimistic despite the pressure on margins, as inflation also means faster revenue 

growth. Moreover, since the Covid-19 pandemic, consumers are less price sensitive. This can be 

explained by the record level of household purchasing power, which is at its highest level in 20 years and 

has been inflated by massive government subsidies designed to boost the economy. Not only did these 

subsidies more than compensate for financial losses during the rise in the unemployment rate (see figure 

4), but they also enabled households to build up substantial savings (see figure 5). 
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Fig. 4 - Unemployment in the US / euro areas                Fig. 5 - Household savings  

   

 

 Regional differences should become less pronounced 

US and European consumer goods companies, because of their exposure to global markets, normally 

perform very similarly. This year we are still seeing a small but visible divergence between Europe and the 

US (see Figure 6). The difference in valuation, however, is less clear when we look at the evolution of price 

to earnings (see Figure 7). US companies have shown stronger growth since the Covid-19 crisis than their 

European or Chinese counterparts, certainly due to the sharp depreciation of the dollar over the same 

period.  

 

Fig. 6 - Index performance by region Fig. 7 - Valuation ratios by region (P/E) 
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This divergence should fade. Indeed, the first quarter results showed that domestic consumption in mature 

markets was better than expected. European companies such as Nestlé, Unilever and Pernod Ricard should 

also benefit from their greater exposure to emerging markets and the improved economic outlook in key 

countries such as China and India. Finally, the impact of exchange rates and inflation on the price/product 

mix suggests future upward revisions to estimates. European Staples are well set to outperform US peers. 

 

Conclusion: 

Commodity price inflation will have an impact on both companies’ margins and consumers ‘purchasing 

power. However, if this cycle is no different from previous ones, the consumer staples sector should 

perform better than the rest of the market once the inflation peak is reached, which we estimate will be 

in the third quarter of this year. High household savings should also allow them to absorb price increases. 

In the meantime, the sector pays attractive dividends of around 3.1% in Europe and 2.7% in the US, and 

benefits from much lower volatility than the market. These defensive characteristics merit investors' 

interest as markets beat new records every day. 
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RETURN ON FINANCIAL ASSETS 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 706.0         43.39 -1.9% 1.2% 10.3% 16.9% 27.3%
USA (S&P 500) 4 166          43.37 -1.9% 1.1% 11.7% 18.4% 31.5%
USA (Dow Jones) 33 290       28.72 -3.4% -2.0% 9.8% 9.7% 25.3%
USA (Nasdaq) 14 030       57.60 -0.3% 5.5% 9.2% 45.1% 36.7%
Euro Area (DJ EuroStoxx) 452.3         51.67 -1.1% 2.2% 15.8% 0.8% 27.3%
UK (FTSE 100) 7 017          44.60 -1.6% 0.0% 10.5% -11.4% 17.2%
Switzerland (SMI) 11 941       75.11 0.8% 7.2% 14.6% 4.3% 30.2%
Japan (Nikkei) 28 011       50.61 0.1% 2.0% 6.3% 18.3% 20.7%

Emerging (MSCI) 1 361          48.64 -1.4% 2.4% 6.2% 18.8% 18.8%
Brasil (IBOVESPA) 128 405     58.77 -0.8% 4.4% 7.9% 2.9% 31.6%
Russia (MOEX) 3 803          58.23 -0.9% 3.8% 18.1% 14.8% 38.4%
India (SENSEX) 52 128       62.80 -0.2% 4.7% 10.3% 17.2% 15.7%
China (CSI) 5 075          40.60 -2.2% -1.3% -1.6% 29.9% 39.2%

Communication Serv. (MSCI World) 113.32       50.78 -0.9% 3.4% 13.2% 24.2% 25.1%
Consumer Discret. (MSCI World) 399.4         50.72 -0.9% 2.9% 5.8% 37.0% 28.2%
Consumer Staples (MSCI World) 275.2         36.38 -2.2% -0.9% 4.1% 8.8% 22.4%
Energy (MSCI World) 179.8         43.54 -4.1% -0.4% 27.0% -27.7% 13.9%
Financials (MSCI World) 142.5         27.97 -4.1% -3.5% 16.8% -3.1% 24.1%
Health Care (MSCI World) 341.2         56.79 -0.9% 2.0% 8.3% 15.4% 23.3%
Industrials (MSCI World) 317.5         34.27 -2.8% -1.2% 10.7% 11.8% 27.2%
Info. Tech. (MSCI World) 493.6         60.93 0.3% 6.6% 9.1% 46.2% 47.5%
Materials (MSCI World) 357.1         25.24 -5.9% -7.0% 10.4% 21.6% 20.8%
Real Estate (MSCI World) 222.6         49.82 -2.5% 3.8% 15.2% -5.7% 24.0%
Utilities (MSCI World) 151.7         33.30 -2.9% -2.0% 1.7% 4.8% 22.3%

Bonds (FTSE)
USA (7-10 Yr) 1.39% 65.96 0.4% 2.0% -3.1% 9.3% 7.4%
Euro Area (7-10 Yr) 0.09% 51.41 -0.5% 1.2% -2.3% 4.5% 6.7%
Germany (7-10 Yr) -0.21% 62.07 0.0% 1.2% -2.6% 3.0% 3.0%
UK (7-10 Yr) 0.75% 52.95 -0.4% 0.8% -4.1% 5.4% 4.8%
Switzerland (7-10 Yr) -0.21% 58.45 -0.1% 0.7% -1.2% 0.4% 2.0%
Japan (5-10 Yr) 0.05% 55.18 -0.2% 0.1% -0.1% -0.1% 0.0%
Emerging (5-10 Yr) 4.25% 66.60 0.0% 1.6% -1.2% 5.2% 13.3%

USA (IG Corp.) 2.05% 71.18 0.8% 2.2% -1.2% 9.9% 14.5%
Euro Area (IG Corp.) 0.33% 60.79 -0.1% 0.7% -0.4% 2.8% 6.2%
Emerging (IG Corp.) 3.79% 70.00 0.2% 0.7% 0.7% 8.1% 13.1%

USA (HY Corp.) 3.96% 74.40 -0.1% 1.1% 3.0% 7.1% 14.3%
Euro Area (HY Corp.) 2.81% 71.42 -0.2% 0.9% 3.1% 2.3% 11.3%
Emerging (HY Corp.) 6.06% 62.43 -0.3% 1.0% 1.3% 4.3% 11.5%

World (Convertibles) 445.0         54.90 -0.7% 3.4% 3.9% 38.8% 17.3%
USA (Convertibles) 599.9         59.05 0.1% 4.9% 4.3% 54.5% 22.8%
Euro Area (Convertibles) 4 170          59.36 -0.2% 2.3% 1.3% 6.1% 7.6%
Switzerland (Convertibles) 186.7         58.71 -0.1% 0.2% 0.0% 0.5% 2.4%
Japan (Convertibles) 198.8         51.86 0.0% 0.8% 2.3% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 716.3         66.44 n.a. 2.6% 5.5% 2.5% 9.3%
Distressed 942.4         65.98 n.a. 1.7% 8.0% 1.5% 1.4%
Event Driven 787.9         76.71 n.a. 1.9% 8.3% 3.1% 8.2%
Fixed Income 388.6         73.87 n.a. 1.2% 3.4% 2.2% 6.1%
Global Macro 1 200.7      77.62 n.a. 3.5% 6.4% 2.0% 10.4%
Long/Short 907.3         72.40 n.a. 0.4% 6.0% 3.6% 12.2%
CTA's 337.4         68.15 n.a. 2.7% 5.0% -3.2% 9.0%
Market Neutral 284.4         66.63 n.a. 2.4% 3.3% -0.1% 1.6%
Multi-Strategy 686.6         78.60 n.a. 2.2% 4.4% 1.4% 7.3%

Volatility
VIX 20.70         58.79 32.3% -3.0% -9.0% 65.1% -45.8%
VSTOXX 20.76         58.97 37.0% -2.6% -11.1% 67.5% -41.5%

Commodities
Commodities (CRB) 554.5         n.a. -1.6% 2.3% 24.9% 10.5% -1.9%
Gold (Troy Ounce) 1 777          32.01 -4.8% -5.5% -6.4% 24.9% 18.3%
Oil (WTI, Barrel) 71.64         66.86 1.1% 9.4% 47.7% -20.5% 34.5%
Oil (Brent, Barrel) 73.24         66.78 1.2% 7.1% 43.0% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 92.222       72.58 1.9% 2.4% 2.5% -6.7% 0.2%
EUR 1.1872       28.61 -2.0% -2.5% -2.8% 9.7% -2.2%
JPY 109.91       46.61 0.1% -0.9% -6.1% 5.3% 0.9%
GBP 1.3811       31.12 -2.1% -2.4% 1.0% 2.8% 3.9%
AUD 0.7501       30.83 -2.7% -3.0% -2.5% 9.5% -0.4%
CAD 1.2463       26.36 -2.6% -3.2% 2.1% 1.8% 5.0%
CHF 0.9221       30.52 -2.4% -2.6% -4.0% 9.8% 1.4%
CNY 6.4638       35.78 -1.0% -0.5% 1.0% 6.7% -1.2%
MXN 20.637       31.88 -3.3% -3.3% -3.5% -4.9% 3.8%
EM (Emerging Index) 1 737.9      39.54 -1.0% 0.0% 1.1% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness , accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information a nd opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 


