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Our call on global inflation
Inflation – it's complicated. And it has dominated headlines for the
past two years. Here's what we think is going to happen next

Industrial unrest has
been increasing as
workers demand
higher wages to match
inflation. 'For our
wages' reads this
banner at a recent
protest in France

A complicated story
The drivers behind inflation have been discussed extensively. Lockdowns and reopenings, supply
chain frictions, the war in Ukraine and an energy crisis pushed up headline inflation in most
industrialised economies into double-digit levels this year. While inflation in Europe is still mainly
driven by higher energy, commodity and food prices, it's become much more domestically driven
in the US.

At the end of the year, headline inflation in the States had started to come down significantly, and
it seemed to have approached its peak in the eurozone. The big question for 2023 is whether
headline inflation will retreat further and, if it does, how fast will the fall be? As we've seen over the
past couple of years, the inflation outlook varies between regions. 

The long road towards lower inflation
Generally speaking, manufacturing firms across developed markets are reporting lower orders and
rapidly rising inventory levels. Coupled with lower input prices for many commodities and also
shipping, this points not only to lower inflation but also potentially to outright price falls in some
durable goods categories; we already see that with used cars. That’s consistent with history, too:
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Goods inflation, particularly consumer durables, tends to be more volatile, but trends are also less
persistent than services inflation. Just as goods price inflation surprised higher during Covid, it also
has the potential to do the same on the downside.

In the US, the latest ex-food and energy inflation readings are undershooting expectations, with
some evidence that weakening corporate pricing power is spreading as businesses become more
cautious about the outlook and see their inventory levels rise. However, Federal Reserve officials
have signalled concern about services excluding housing (around 25% of the inflation basket) with
the latest strong wage data set to keep them cautious.  We believe that the high share of shelter
and used cars in the inflation measure (more than 40% of the basket) could push down headline
inflation faster than many policymakers currently expect. After all, they reflect assets, so there is
greater scope for outright price falls than for services.

In the eurozone, however, headline inflation could prove to be a bit stickier, certainly if our house
view is correct and gas prices stay high into winter 2023. Also, the pass-through from higher
wholesale gas prices to consumers comes in waves and is likely to continue far into next year. As a
consequence, headline inflation will just gradually come down and will only reach the ECB’s 2%
target in 2024.

Labour markets pose more of a conundrum but are crucial for the outlook for core inflation. While
there’s little doubt hiring appetite is weakening as recession sets in - and that will continue -
structural labour shortages suggest firms have an incentive to ‘hoard’ staff more than in past
recessions. Given that demographics are less favourable in Europe than in the US, labour hoarding
could be more accentuated in Europe. That suggests wage growth may also not slow as much. In
any case, let’s not forget that wage growth is one of the most lagging indicators and even with a
looming recession, wage negotiations at the start of 2023 will still be highly impacted by the
inflation developments of the past two years and less by the looming recession. Remarkably, the
UK faces a unique situation of an uptrend in the proportion of adults neither employed nor actively
seeking a job, a situation exacerbated by healthcare problems.

Longer-term factors likely to push up inflation again
Our base case scenario remains that inflation in the developed economies will return to around 2%
in 2024. However, this is no reason for relief and could be a very short-lived experience. In the
longer term, structural shifts in the global economy are likely to push up costs and hence inflation.
Deglobalisation - the restructuring of supply chains but also new trade barriers - presents new
costs for corporates. Climate change and the transition to net zero will also initially push up costs
for energy and commodities and will lead to more volatile inflation over the coming years.

While 2022 saw higher gas prices due to the Ukraine war, those prices were already volatile in
2021, which was partly linked to periods of poor renewables' output. Until advances in energy
storage become more widespread, the switch to zero-carbon electricity - and the associated
volatility in output - implies periods of more volatile European power prices. Extreme weather also
points to more volatility linked to supply chain pinch-points, as we saw with the drought-affected
river Rhine in the summer. Demographic change, already leaving its mark on labour markets, will
only grow and add to upside pressure on wages unless jobs are automated.

Against this background of gradually declining but structurally higher inflation, the key question is
what central banks will do if core inflation doesn’t return fully to target over the next 12 to 18
months. One option would be to keep policy rates high or higher for longer. The other option could
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be to become more flexible once inflation falls much lower. But it does suggest a return to
consistently below-neutral interest rates is less likely in the medium-term.

Author

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

James Knightley
Chief International Economist, US
james.knightley@ing.com

James Smith
Developed Markets Economist, UK
james.smith@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

mailto:carsten.brzeski@ing.de
mailto:james.knightley@ing.com
mailto:james.smith@ing.com
https://www.ing.com

