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 A number of inflationary tailwinds have started to subside, which means 
that the world is likely close to a peak in headline inflation // 03

•  Higher rates are slowing growth, derailing the commodity rally, although 
gas prices are still a problem for the European Union (EU) and the UK

• Supply chains are starting to normalize; the chip shortage is coming to  
an end and China is starting to reopen 

Perhaps of equal importance, the vast wall of liquidity launched by central 
banks during the pandemic is being withdrawn, and money supply growth 
is slowing // 07

Although inflation should start to moderate, structural problems remain; 
investors shouldn’t expect the world to return to pre-pandemic inflation 
trends in the short to medium term, and central banks must learn that 
quantitative easing is not a consequence free solution for every crisis // 08

 Measures of sticky inflation, which look at changes in price for those goods 
and services that more rarely change in price, indicate a very different 
backdrop for inflation than we’ve seen for decades. This suggests  
broad-based inflationary pressures may take some time to dissipate // 11

EXECUTIVE SUMMARY
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A NUMBER OF INFLATIONARY 
TAILWINDS HAVE STARTED  
TO SUBSIDE

HIGHER RATES ARE STARTING TO SLOW GROWTH

Inflation has proved to be far from ‘transitory’ and central banks have been left scrambling 

to regain their credibility in recent months. Monetary policy is being tightened, with the US 

Federal Reserve enacting consecutive 75bp hikes in June and July the largest single meeting 

hikes for 28 years and the European Central Bank ending its negative interest rate 

experiment. Bond purchase programs are being ended and, in the US, active quantitative 

tightening has begun. Markets have moved to price in this more aggressive policy outlook, 

with yields moving higher and forecasts for growth declining (see Figure 1). With part of the 

inflation story explained by a post pandemic rebound in activity colliding with supply chains 

struggling to reopen after lockdowns, a slowdown in aggregate demand should naturally 

help to alleviate pricing pressures, buying more time for capacity to be rebuilt.

Figure 1: Forecasts for GDP growth in 2022 have materially declined1

US

C
on

se
ns

us
 fo

re
ca

st
fo

r g
ro

w
th

 (%
)

Eurozone World

1

2

3

4

5

Jul 22Jul 21Jul 20

1 Source: Insight and Bloomberg. Data as of June 30, 2022.

A slowdown in aggregate demand should naturally 
help to alleviate pricing pressures
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THE SOFTENING GROWTH OUTLOOK HAS DERAILED THE 
COMMODITY UPTREND

The invasion of Ukraine exacerbated imbalances in a number of commodity markets, 

effectively sending an inflationary impulse around the world. Ultimately, however, as growth 

forecasts have turned downwards, so commodity prices have also tracked lower, with 

headline inflation likely to follow (see Figure 2). 

Arguably, a lack of spare capacity and investment in some sectors of commodity markets 

may suggest that this could be a pause rather than the start of a significant drawdown, but a 

loss of upward momentum would still be meaningful for inflation data. Even if the prices of 

commodities such as oil trend sideways for a period, the impact of higher commodity prices 

should start to fall out of the statistical calculation of inflation relatively quickly as the 

year-on-year change in prices moves towards zero. 

One notable exception to this is European gas prices, which are being heavily impacted by 

Russian supply, and we discuss this later in this paper. 

Figure 2: Commodity prices have been a key driver of inflation, and have declined from their 

highs2
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SUPPLY CHAINS ARE STARTING TO NORMALIZE

The global chip shortage, which restricted the supply of a range of high-tech goods and 

autos over the last few years, has started to dissipate. Chip inventories have started to build 

(see Figure 3) and this is allowing manufacturing companies to increase production, and to 

restart facilities that were forced to close due to component shortages. Inventories have 

now rebuilt to a point which has triggered some major semiconductor companies to warn 

of “excessive inventory” ahead3. Just as the chip cycle normalizes, the bipartisan US CHIPS 

for America Act will see the US government subsidizing US chip manufacturing with a $79bn 

program to increase competitiveness – potentially further expanding global capacity. The 

global chip shortage story appears to be drawing to a close. 

Figure 3: Chip inventories are rapidly rebuilding3 
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2, 4 Source: Insight and Bloomberg. Data as of June 30, 2022.  
3 Source: https://asia.nikkei.com/Business/Tech/Semiconductors/ 
Chip-giant-TSMC-warns-of-excessive-inventory-at-clients
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2, 4 Source: Insight and Bloomberg. Data as of June 30, 2022.  
3 Source: https://asia.nikkei.com/Business/Tech/Semiconductors/ 
Chip-giant-TSMC-warns-of-excessive-inventory-at-clients

As supply chains normalize and the lead time for new products declines, the secondary 

impacts are also dissipating. In the US and UK, one notable casualty from the chip shortage 

was the auto industry, and as the waiting times for new vehicles lengthened and some 

models became unavailable, so used care prices surged. Although a small component of 

inflation indices, the rise in prices was sufficiently large to make a meaningful impact. As we 

can see in the UK (see Figure 4), this may well become a disinflationary force as prices level 

out and eventually normalize. 

Figure 4: In the UK, second-hand car prices are rapidly running out of steam5
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CHINA IS REOPENING – BUT COULD RETURN AS A PROBLEM

Although pandemic related lockdowns appear unlikely to return in many Western 

economies, they continue to be an active strategy for Chinese authorities seeking to curb 

new strains of the virus. China locked down hundreds of millions of people during its most 

recent outbreak, shutting down Shanghai, a key hub for Chinese exports, and exacerbating 

global supply shortages. With the latest wave of the pandemic coming to an end, China has 

started to reopen and activity is rebounding (see Figure 5). Although this removes a key 

bottleneck to global supply, outbreaks continue to occur, and smaller localized lockdowns 

continue to be implemented. This means there is still a notable risk that China could return 

as a future supply issue, dependent on the evolution of the virus in the years ahead. In 

addition, China is of course also a significant source of global demand, especially in 

commodity markets. If China recovers quickly, or the Chinese authorities choose to enact a 

meaningful stimulus, then the impact on global demand may erode a significant part of the 

disinflationary impact of supply chains reopening.

Figure 5: The Caixin Composite Purchasing Managers Index suggests activity is recovering 

rapidly6 
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A DOWNWARD TREND IN SHIPPING COSTS SHOULD COMPOUND 
CHINESE DISINFLATIONARY FORCES

Another industry deeply impacted by the pandemic was shipping. A heavy dependence on 

crew from the developing world, where vaccination rollouts were slow, resulted in staff 

shortages and a steep rise in global shipping costs. Businesses reliant on bulk orders of 

goods shipped from Asia and sold on low margins in the West found themselves faced with 

no choice but to raise prices. The cost of a container from Shanghai to the US and Europe 

peaked in October 2021 and has trended downwards as the shipping industry has rebuilt 

capacity (see Figure 6). If this continues it should provide considerable relief to price 

pressures within global supply chains.

Figure 6: Global shipping costs are trending downwards7
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7 Source: Insight and Bloomberg. Data as of July 21, 2022.

The cost of a container from Shanghai to the US 
and Europe peaked in October 2021 and has 

trended downwards as the shipping industry has 
rebuilt capacity
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7 Source: Insight and Bloomberg. Data as of July 21, 2022.

THE WALL OF LIQUIDITY 
INJECTED BY CENTRAL BANKS  
IS NOW BEING WITHDRAWN

As we outlined in our last inflation update: ‘How did we get here and where do we go 

next?’8, at the start of the pandemic, central bankers argued the virus would cause output 

gaps to rise. This would create disinflationary pressures with companies forced to lower 

prices to compete for demand, and workers more easily replaced and less able to ask for 

higher wages.

Convinced by this argument, central banks worked to the same monetary policy playbook 

that served them so well during the global financial crisis (GFC). They cut interest rates and 

reintroduced asset purchase programs, easing credit conditions in an attempt to stimulate 

domestic demand.

But the pandemic was very different to the GFC – an unusual supply-side shock resulting 

from severe disruptions to global supply chains caused by government lock downs. 

Although central banks were correct to identify that aggregate demand would decline, they 

don’t appear to have fully considered the impact of government policies on aggregate 

supply. With both demand and supply contracting simultaneously, output gaps didn’t 

meaningfully widen and there was no disinflationary force. Vast amounts of injected money 

were used to effectively finance increases in government spending. 

With monetarism9 no longer deemed a relevant economic theory, there was little thought 

given to the potential inflationary impact of injecting such massive levels of liquidity into an 

economy that wasn’t experiencing a credit crunch. Money supply accelerated sharply, 

especially in the US, and arguably this was a key factor in driving prices higher as excess 

liquidity chased limited production. 

As central banks move to tighten policy, quantitative easing programs have been 

terminated, and in the US quantitative tightening has started. With the Fed’s balance sheet 

contracting, money supply growth has returned to historical averages (see Figure 7). 

Arguably, this removes a significant tailwind to global inflation. 

Figure 7: Money supply growth closely tracked the Feds balance sheet expansion during the 

pandemic10 
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Note: The orange line represents the projected change in Fed balance sheet assuming a 
$50bn reduction between June and August 2022, with a $95bn run rate thereafter.

8 https://www.insightinvestment.com/globalassets/documents/recent-thinking/inflation- 
update-how-did-we-get-here.pdf 9 A guide to monetarism has been published by the IMF  
here: https://www.imf.org/external/pubs/ft/fandd/2014/03/basics.htm 10 Source: Insight and  
Bloomberg. Data as of June 30, 2022.

https://www.insightinvestment.com/globalassets/documents/recent-thinking/inflation-update-how-did-we-get-here.pdf
https://www.insightinvestment.com/globalassets/documents/recent-thinking/inflation-update-how-did-we-get-here.pdf
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BUT SOME INFLATIONARY 
TAILWINDS REMAIN

IN THE SHORT TERM, THE BATTLE TO CONTAIN WAGES IS PROVING 
DIFFICULT

After years of economists searching for ways to explain a breakdown in the relationship 

between the level of unemployment and the rate of inflation (a hypothesis originally proposed 

by William Phillips and known as the Phillips Curve), this relationship appears to have been 

re-established. Wage growth has accelerated sharply in the recent cycle (see Figure 8). 

Although the increase in labor costs can be absorbed via reduced profit margins in the short 

term, if sustained it risks an inflationary spiral, as companies are forced to raise prices to pay 

higher wages, leading to calls for even higher wages to maintain purchasing power. It is 

difficult to see wage pressures subsiding until inflation moderates, and there will likely be a 

period of catch-up, when wage pressures remain high even after inflation has dissipated as 

workers try to return real incomes back to the levels seen before the pandemic. 

Figure 8: Wages have accelerated sharply11 
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THE UK IS OF NOTABLE CONCERN

In the UK there are two factors which may prolong the impact of wage inflation. Firstly, the 

UK’s withdrawal from the EU is exacerbating labor shortages in some industries which are 

struggling to replace highly skilled but low-cost workers from Eastern European countries. 

Secondly, public sector wages have lagged private sector wages, and unions are co-

ordinating strike action as they fight for higher settlements. Strikes are exacerbating supply 

problems, and a round of large public sector pay increases could trigger further wage 

inflation in the private sector later in the year. 

IN EUROPE, A COMMITMENT TO SHIFT AWAY FROM RUSSIAN OIL 
MAY BE COSTLY

As part of sanctions imposed on Russia, the EU and the UK have agreed to ban all Russian oil 

imports that come by sea by the end of 2022. The EU has also committed to reduce imports of 

gas from Russia by two thirds within one year. Replacing Russian oil imports will be 

challenging, especially for countries such as Germany and the Netherlands (see Figure 9). For 

gas, although there are alternative suppliers, such as liquefied natural gas (LNG) from Qatar or 

the US, there will need to be heavy investment in LNG terminals and there is a significant 

question mark regarding whether these alternatives will be sufficient to meet demand. 

11 Source: Insight and Bloomberg. Data as of June 30, 2022, Germany to March 31, 2022.  
Germany is Average wages and salaries year on year. US is Average hourly private earnings  
year on year. UK is Average weekly earnings year on year. 
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11 Source: Insight and Bloomberg. Data as of June 30, 2022, Germany to March 31, 2022.  
Germany is Average wages and salaries year on year. US is Average hourly private earnings  
year on year. UK is Average weekly earnings year on year. 

In the UK, a price cap system limits the amount that suppliers can charge for energy to 

households. The cap is changed twice per year, in April and October, with the potential for a 

rise in excess of 50% at the October 2022 reset. 

These factors are likely to keep upward pressure on European energy prices until at least 

2023. In the eurozone, energy has been a significant driver of inflation (see Figure 10), while 

the anticipated rise in the UK energy price cap is one reason the Bank of England expects a 

further increase in UK inflation towards 13% later in the year. The price cap is also likely to 

lead to a slower decline in UK inflation after the peak, as energy companies will likely 

attempt to maintain a premium within pricing to compensate for losses incurred when 

energy prices were trading above the level at which they could charge to consumers.

Figure 9: Germany remains highly exposed to Russian energy imports12 
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Figure 10: Energy has been a key driver of inflation within the eurozone13 
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BUT FOR SOME EMERGING MARKETS, CHEAPER RUSSIAN OIL IS 
HELPING TO INSULATE THEM FROM ENERGY INFLATION

With Europe indicating that it will no longer purchase Russian energy, Russia is working to 

find new markets. India, Brazil and China are all beneficiaries of this shift, refusing to 

implement Western sanctions and instead purchasing Russian oil at a discount to market 

rates. Although inflation in many major economies is now at a 40-year high, inflation in India, 

for example, remains well below the levels experienced as recently as 2013. 

12, 13 Source: Macrobond. Data as of July 20, 2022.

It is difficult to see wage pressures subsiding 
until inflation moderates, and there will likely be a 
period of catch-up, when wage pressures remain 

high even after inflation has dissipated
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DEGLOBALIZATION MAY BE  
A KEY LONG-TERM CHANGE

Although inflation may be close to a short-term peak, the pandemic and 

invasion of Ukraine have likely caused a structural change to the world 

economy that will make it difficult for the disinflationary forces that have 

prevailed in recent decades to reassert themselves. 

Since China’s acceptance to the World Trade Organization in 2001, the trend 

of shifting production to countries with low labor costs (globalization) 

accelerated exponentially. A reassessment of globalization started under 

President Trump, who used tariffs as a tool to incentivize corporations to 

prioritize domestic production. This had limited success, with multinational 

corporations more likely to shift production out of China to another low-cost 

country than to resource it from the US. 

However, the rapid breakdown of global supply chains that occurred during 

the pandemic, and the realignment of global politics after the war in Ukraine 

are likely to see a deeper re-assessment of production models. At the same 

time, a focus on decarbonization and more sophisticated assessments of 

corporate carbon footprints, are likely to decrease the appeal of long-distance 

transportation for goods in future. 

This means that the lower costs and efficiency of globalized, just-in-time 

supply chains may no longer be a model that works as effectively for many 

multinationals as it did in the past. Discussion around the onshoring of 

production amongst major US companies has now far eclipsed the levels seen 

during the Trump presidency (see Figure 11). As a result, we may be at the 

start of a longer-term trend which sees the disinflationary force of 

globalization gradually give way to the more inflationary force of 

deglobalization.

Figure 11: Number of S&P 500 companies mentioning re-/near-/on-shoring has 

skyrocketed14
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CONCLUSION

It will be difficult for inflation data to continue to run at such elevated levels 

against a backdrop of weaker growth, declining commodities and the 

breakdown of supply bottlenecks in technology and China. Perhaps as 

important, the wall of money injected by central banks into major economies 

during the pandemic is now over, and money supply growth is subsiding. 

A peak in headline inflation data, therefore, appears to be close. But not all 

countries will see inflation peak at the same time, with the UK notable in its 

vulnerability to a further acceleration in inflation data, at least in the short 

term. Given Bank of England warnings that inflation will reach 11% by year-

end, this shouldn’t come as a surprise.

Once inflation peaks, the statistical impact of base effects could cause 

inflation data to moderate relatively rapidly, and investors may start to look 

for a return of to the inflationary environment seen before the pandemic. We 

believe that such optimism would be misplaced. Inflation is likely to take 

considerable time to return to central bank targets and, once the statistical 

effects wash out, prove to be stickier than many believe. We would highlight 

the Atlanta Fed Sticky Inflation Index, a measure of inflation in goods and 

services that more rarely change in price. This suggests that not only is 

headline inflation at multi decade highs, but that the underlying inflationary 

environment has changed dramatically, with broad-based increases in prices 

not seen since the 1970s and 1980s (see Figure 12).

Figure 12: The Atlanta Sticky Inflation index suggests a very different 

environment15 
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15 Source: Insight, Bloomberg, Federal Reserve Bank of Atlanta. Data as of June 30, 2022.
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