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Inflation | Is It Really Transitory? 

Inflation has remained stronger for longer and the question is now 
whether major central banks can let price pressures pass through the 
economy without aggressive monetary-policy tightening.

How this will shape 2022 

Stronger for longer inflation will weigh on economies. Headline inflation readings 
came in hotter than economists anticipated in 2021. Companies in many sectors 
are relying on their ability to pass through costs to customers and consumers as 
they balance the push-and-pull between increased demand for products and 
services and the sharp rise in input prices from supply-chain disruptions. In the 
U.S., October 2021’s 6.2% jump in headline CPI from a year earlier was the sharpest 
increase since November 1990—and inflation began to accelerate again on a 
monthly basis, rising 0.9%. Similarly, eurozone consumer prices surged 4.1% on an 
annual basis—the most since the Global Financial Crisis. 

The course of inflation will determine the trajectory of central banks’ responses. 
Policy makers at the US Federal Reserve and European Central Bank have so far 
maintaining a wait-and-see approach as longer-term inflation expectations remain 
well-anchored. The Fed has announced plans to taper its asset purchases staring 
in late 2021 and Chair Jerome Powell has suggested the bank’s benchmark interest 
rate will remain near zero until late 2022 given the slack in the U.S. labor market. 
But recent data and Fed comments now suggest earlier moves. ECB President 
Christine Lagarde, too, has pushed back on calls for tighter monetary policy, saying 
to do so now to rein in inflation could choke off the region’s recovery. The ECB is 
several years from lift off in our view and is not shading its view. 

Profit margins—and, thus, credit quality—could suffer if sustained inflation 
begins to weigh heavily on demand. Corporate borrowers in 69% of the global 
sectors we surveyed have so far found it easy to pass through higher costs, while 
some—such as U.S. health-care services and European airlines—have found it 
more difficult to do so. Either way, this capability won’t last forever. 

What we think and why 

We believe inflation pressures will eventually wane, but the risks of a disorderly 
COVID exit are rising, This assessment is complicated by wide sectoral variation in 
producer-price pressures and regional differences in consumer-price inflation. 
While there’s a limit to how long inflation can be considered transitory, in our 
baseline scenario we still expect orderly reflation in major economies, including in 
the U.S. and eurozone, but with a lower probability than previously   

We think the sharp return of consumer demand from pandemic lows—along with 
supply disruptions that will eventually ease—are driving high headline CPI. More 
recently, energy prices have become a main inflation driver as well.  Rolling three-
month annualized “momentum” measures peaked back in the second quarter of 
2021 but the numbers are climbing again after the October data. Granted, inflation 
may settle at a higher clip than the low levels that have prevailed in recent decades, 
but the structural factors that have led to decades of suppressed inflation in 
developed markets—including demographic trends, technological innovation, and 
consumer behavior—haven’t changed much. The effects of the massive COVID era 
fiscal stimulus are a wildcard in our view. 

Inflation can be self-correcting, as well, although this can take time. With CPI (both 
headline and core) outpacing pay increases in the U.S. and Europe, real wages are 
falling. The subsequent dent to consumers’ purchasing power will likely weigh on 
demand—especially once historically high savings, boosted by pandemic-related 
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We believe inflationary 
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fiscal policy, start to revert to normal levels. This would likely limit companies’ 
ability to pass through costs, and keep price rises in check. 

The moderate margin pressures that companies would feel can help foster more 
orderly reflation. Simply put, the uninhibited pass-through of costs can be 
problematic, with the potential to create a wage-price spiral (see chart 17). Here, 
producers’ higher input costs are passed through fully to retail prices, consumer-
price inflation is then fully met with wage increases, and increased demand from 
greater purchasing power feeds back into higher producer prices. This cycle could 
de-anchor expectations and force central banks to aggressively raise monetary 
policy—at the risk of stifling economic recovery. 

Chart 17 

Wage-Price Spiral: A Vicious Circle 

 
Source: S&P Global Ratings. 

We now expect the Fed to raise rates sooner than it currently indicates to avoid 
such a situation. We forecast policy makers to lift the benchmark federal funds in 
the third quarter 2022, one quarter earlier than our previous prediction. The ECB 
will keep rates near zero until 2024 since core inflation pressures remain contained 
and energy price inflation appears to have peaked.  

What could go wrong 

The main risk is that central banks wait too long to tighten policy, inflation 
continues to rise, and they are forced to slam on the monetary brakes and endanger 
economic recovery. Such a policy misstep could create significant market volatility 
and put an end to what has been a historic stretch of favorable credit conditions in 
most major economies. 

Investors could demand significantly higher returns for the risks they’re 
assuming because of fears of persistently high inflation, escalating credit 
concerns, or an unexpected adverse event. This could result in the repricing of 
financial and real assets, higher debt-servicing costs, and tighter financing 
conditions. Many corporate borrowers—especially riskier credits/those at the 
lower end of the ratings scale—would be forced to pay up to borrow or be shut out 
of the credit markets entirely. 

If cost pressures persist or intensify, profit erosion could become more 
widespread and steeper than we expect, weighing on credit quality for some. And 
while welcoming markets have eased maturity pressures, the drawdown of 
government support could expose operational and structural headwinds for many.  
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