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Emerging markets  
The speed of transmission: c ost pass -through in emerging vs developed markets

Building on our earlier analysis of Asian PMI ®  price data, this 

note extends the framework to examine whether and why 

the speed of cost pass -through differs between emerging 

and developed economies. Using the gap between PMI input 

cost and output price indices as a measure of inflation 

pipeline pressu re, we compare aggregate emerging and 

developed market trends over the period following Russia’s 

invasion of Ukraine.  

The key finding is striking: emerging market price gaps 

normalised much faster than those in developed markets. 

Across the private sector, the EM input -output price gap 

returned to its historical range in a third of the time it took  in 

developed markets.  

This divergence appears to reflect a combination of factors: 

the Ukraine shock was disproportionately a European gas 

crisis, developed market services faced stronger second -

round wage pressures and some emerging markets were 

partly insulated through energy -market composition or 

access to discounted Russian supply. The lesson for the 

current Middle East energy shock is that headline 

commodity move ment s alone are not enough  to explain the 

persistence of inflation ary  pressure s . 

Background    

Our earlier note, Mind the Gap: Asia’s Inflation Pipeline Has 

Further to Run , used PMI data to track how long  it took for  

rising input costs to feed through to output prices across 

12 Asian economies following Russia’s invasion of Ukraine 

in February 2022. The main  finding was that it took on 

average 13 months for cost -charge gaps to normalise 

across Asia’s private secto r. Timelines varied considerably 

across sectors and nation s . 

We now turn to an emerging versus developed markets 

comparison. Looking at manufacturing price indices in 

isolation, we see not ably sharp er cost increases in 

developed economies relative to emerging markets  during 

both  the gas shock induced by Russia’s invasion of Ukraine 

and now due to the restricted movement of vessels in the 

Strait of Hormuz amid the war in the Middle East. The same 

is true for factory gate charges.  

 

 

As was the case for Asia, the re is evidence of a  persistent 

gap between what companies are paying and what they are 

charging , suggest ing  that firms were not raising output 

prices as broadly or as quickly as input costs were rising  

(consistent with some margin absorption ). This note 

applies the same methodology as in the previous note to 

examine whether pass -through speed differs between 

emerging markets (EM) and developed markets (DM) . We 

also think about what might explain  any differences found . 
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What the PMI d ata s how  

Applying our PMI gap methodology , which  track s  the z-

score of difference s  between input cost and output price 

indices to aggregate emerging market  (EM)  and developed 

market (DM) data over the February 2022 to December 

2024 analysis window, we find a clear pattern.  In emerging 

markets, the gap between the input cost s  and output 

price s  indices in manufacturing  closed quickly. After 

peaking in May 2022, the gap normalis ed  within  three 

months.  In developed markets, it peaked in March 2022 

and the normalisation process took longer  (eight months ). 

 

There w ere st ark contrast s  between both gap magnitude 

and timeframes for normalisation between EM and DM  

service sectors . Th e former took  two months to normalise 

and for developed economies that was a year -and -a-half . 

Across  the private sector, the timeline for normalisation in 

DM (12 months)  was  three times longer than the equivalent 

EM figure  (4 months) . 

 

 

 

Demand conditions and the speed of 
pass -through  

When demand is strong, businesses have more pricing 
power and tend to pass on costs more quickly. When 
orders are falling, they absorb costs to protect volumes. 
We can test this directly using PMI new orders indices 
alongside our pass -through gap measure  (inverted) . 

In EM, stronger new orders appear to have coincided with 
faster narrowing of the input -output price gap, consistent 
with demand -supported pass -through. In DM, the 
relationship was weaker: firms initially absorbed the shock , 
but in early -2023  were raising  prices sharply even as 
demand softened, suggesting that margin pressure rather 
than demand drove the adjustment.  

 

 

Why emerging markets moved faster: 

f ive explanations  

1. The shock hit DM differently — it was a gas crisis, not 

an oil crisis   

For  developed economies, particularly those in Europe, th e 

shock  was disproportionally  a natural gas crisis. Russia 

supplied around 40% of EU gas before the invasion¹. 

Disrupted supply sent European gas prices surging through 
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2022 -2023, with indirect effects feeding through 

manufacturing supply chains for extended periods.   

ECB research shows 10% gas price increases raise headline 

inflation by 0.6 percentage points, with indirect production 

effects accounting for three -quarters of the cumulative 

response after three years². The scale of 2022's gas surge 

meant DM businesses fa ced larger, broader  and  more 

persistent cost shocks than most EM firms.  

Key EM economies depend more on oil than gas, and oil 

prices began falling in the second half of 2022 , making the 

EM cost shock shorter -lived and consistent with faster 

pass -through.  

2. Some emerging markets were partially insulated or 

benefited  

There's a compositional factor in aggregate EM data worth 

noting. Russia itself is classified as an emerging market in 

our PMI aggregates. As both the shock source and major 

energy producer, Russia's domestic costs weren't hit like 

energy -importing economies. Meanwhile, some large EM 

economies were able to access  discounted Russian energy , 

providing some cushion against global energy price surges 

that DM firms couldn't access.  This was nevertheless far 

from universal  across emerging markets . 

3. Wages, contracts and the second -round effect in 

developed markets  

Another  important difference lies in what followed the 

initial shock , the second -round wage effects.  DM labour 

markets were exceptionally tight in 2022 , part ly reflecting 

post -pandemic  rehiring challenges . Europe saw unusually 

strong employment  growth  despite subdued output  

performance . Workers facing surging living costs pushed 

for pay rises, but DM wage negotiations take time through 

collective bargaining agreements and legislative minimum 

wage timetables, creating delayed second -wave cost 

pressures.  

The PMI comment tracker  data showed substantial  upward 

pressure on DM service sector costs c oming  from wages  –  

the primary source of inflation stickiness in DM services  –  

running over double  long -run averages .  

Across EM economies  combined , this second -round effect 

was limited. Labour markets are more flexible, formal 

bargaining covers fewer workers and real wage adjustment 

happens faster.  

This likely helps explain why DM service  sector pass -

through took ten  months longer than manufacturing ( 18 

versus eight months), while it was actually shorter across 

EM ( two  versus three months). That DM gap partly 

reflect ed  wage dynamics in services  –  somewhat  insulated 

from commodity prices but highly exposed to labour costs.  

 

4. EM firms had less capacity to absorb costs  

In EM manufacturing , particularly export -oriented sectors , 

firms cannot absorb significant cost increases for 

extended periods. They pass costs on quickly or face 

financial difficulty.  

Although developed markets are generally more 

transparent and institutionally sophisticated, several DM 

sectors –  especially services –  have pricing structures that 

can slow adjustment, including longer contracts, stronger 

customer relationships and greater capacity to absorb 

margin pressure . 

5. Many EM central banks moved earlier  

Several major EM central banks  like Brazil  and  Mexico  

began raising interest rates in early 2021, well before the 

Fed's March 2022 tightening. The IMF noted EM central 

banks moved to get "ahead of the curve" rather than risk 

destabilising inflation expectations 3. Early action kept 

inflation expectations anchored, reducing incentives for 

large pre -emptive price rises in contracts and wage 

negotiations, allowing faster pass -through cycles.  

It is important to be precise here: not all EM central banks 

moved early. The Reserve Bank  of India , for instance, kept 

rates on hold until April  2022, only beginning to hike after 

the Ukraine shock was already feeding through to domestic 

prices. The front -loading story is most clearly true for Latin 

American central banks and some in Central and Eastern 

Europe  –  less so for parts of Asia. The aggregate EM 

picture reflects a mix of early movers and later responders.  

What this means for the c urrent 
episode    

The 2026 Middle East energy shock shares some Ukraine 

features but differs importantly, with direct implications 

for whether the EM -DM pass -through gap is likely to  

repeat.  

0.00

1.00

2.00

3.00

Emerging Markets (Services) Developed Markets (Services)

PMI Comment Tracker: Salary Pressures

© 2026 S&P Global.

Source: S&P Global Market Intelligence.

Data Compiled: May 2026.

Mentions of greater salary pressures

1
 =

 l
o

n
g

-r
u

n
 a

v
e
ra

g
e

https://www.spglobal.com/market-intelligence/en/news-insights/research/global-employment-trend-softens-in-november-but-labour-shortages-and-hiring-challenges-support-continued-jobs-growth
https://www.spglobal.com/market-intelligence/en/news-insights/research/global-employment-trend-softens-in-november-but-labour-shortages-and-hiring-challenges-support-continued-jobs-growth
https://cdn.ihsmarkit.com/www/pdf/0126/SP-Global-PMI-Comment-Tracker-Factsheet.pdf


Copyright © 20 26  S&P Global. All Rights Reserved.  4 

The shock composition differs  as it is primarily oil -driven 

rather than a gas crisis. Pass -through tends to be stronger 

when inflation is higher, demand more robust and labour 

markets tighter , whereas today's conditions depart  from 

early -2022. Also, l ess tight DM labour markets could 

reduce second -round wage effects that extended DM 

pass -through previously.  

DM service sector stickiness poses a low  risk  as  developed 

markets in general now face much softer labour market 

conditions  than they did back in 2022 .  

Implications for monetary policy  

The EM -DM divergence has direct, asymmetric implications 

for policymakers.  For EM central banks, faster 

transmission means cost shocks feed into consumer prices 

quickly , but pipelines also clear faster. Sustained inflation 

risk is lower in EM than DM, provided initial policy response 

is credible. This argues for acting early and decisively when 

cost pressures emerge.  

For DM central banks, structural features slowing pass -

through  –  wage stickiness, services pricing inertia, longer 

contracting  –  mean inflation pipelines are harder to clear 

even after original shocks fade. The 12-month private 

sector timeline means DM central banks face longer 

elevated price pressure periods than commodity 

movements alone would suggest.  

The divergence means EM and DM central banks will likely 

find themselves at different policy cycle points  –  EM 

needing to hike sooner before potentially easing earlier, 

while DM policymakers may need greater patience  before 

they can start looking to ease policy again . That divergence 

in itself has implications for capital flows, exchange rates 

and EM asset valuations that are worth monitoring closely.  

Methodology   

We measure the price gap as the PMI input price index 

minus the PMI output price index. A positive result 

indicates that input costs are rising more broadly than 

output charges. We standardise this gap using pre -shock  

historical mean and standard deviation  (January 2016 to 

December 2019 ). Normalisation means the gap has 

returned to its historical range , it does not necessarily 

imply full cost pass -through . 
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Links to more resources  

− Sign up to receive updated commentary in your  

inbox here . 

− Calendar of upcoming PMI releases  

− Running commentary on the PMI survey findings  

− PMI Frequently Asked Questions  

− Background to the PMIs (video)  

− Understanding the headline PMI and its  

various subindices  

− PMI data use -case illustrations , from nowcasting to 

investment strategy  

− PMI podcasts  

− How to subscribe  to PMI data  

https://www.weforum.org/stories/2022/11/europe-gas-shortage-russia/
https://www.weforum.org/stories/2022/11/europe-gas-shortage-russia/
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2968~e514c92723.en.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2968~e514c92723.en.pdf
https://www.piie.com/blogs/realtime-economics/2026/amid-wartime-disruptions-most-emerging-market-central-banks-will
https://www.piie.com/blogs/realtime-economics/2026/amid-wartime-disruptions-most-emerging-market-central-banks-will
https://www.spglobal.com/marketintelligence/en/mi/Info/0220/subscription-pmi-blog.html
https://www.spglobal.com/marketintelligence/en/mi/Info/0220/subscription-pmi-blog.html
https://www.pmi.spglobal.com/Public/Release/PressReleases
https://www.spglobal.com/marketintelligence/en/mi/research-analysis/pmi.html
https://www.spglobal.com/marketintelligence/en/mi/products/pmi-faq.html
https://www.spglobal.com/marketintelligence/en/mi/videos/pmi-101.html
https://www.spglobal.com/spdji/en/indices/research-analysis/understanding-the-headline-pmi-and-its-subindices.html
https://www.spglobal.com/spdji/en/indices/research-analysis/understanding-the-headline-pmi-and-its-subindices.html
https://www.spglobal.com/marketintelligence/en/mi/research-analysis/third-party-articles-illustrating-pmi.html
https://www.spglobal.com/marketintelligence/en/mi/podcasts/ecr.html?t=Purchasing%20Managers%E2%80%99%20Index%20(PMI)
https://www.spglobal.com/marketintelligence/en/mi/products/pmi.html
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