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“How did you go bankrupt?”

“Two ways: gradually, then suddenly.”

-- Ernest Hemingway, The Sun Also Rises
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Sources: Bloomberg, Fed, BoE, ECB, Blue Chip Consensus, Haver Analytics.  Data as of May 2022.

THE PRE-PANDEMIC MIND SET

Key Messages

• Inflation was thought to be in secular decline

— Long periods of undershoot relative to 
central bank targets

— Very low levels of unemployment failed 
to pressure prices

— Money growth was robust in the 2010s, 
but the link to inflation broke

— Factors like e-commerce, technology, 
demographics, and global sourcing were 
credited for providing discipline

➢ Central banks were more worried about 
deflation

• Even after the pandemic recovery began, 
inflation forecasts were slow to react

— Forecasts for 2021 (left) remained benign

— Was anchoring at play?

➢ Don’t place the blame on central 
banks…virtually no one saw this coming!

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

U.S. (Fed) - PCE U.K. (BoE) Euro Area (ECB)

Inflation Forecasts for 2021

Central Bank Forecast (Dec 2020) Blue Chip Forecast Actual



4northerntrust.com  |  © NorthernTrust  2022Investment Professional Use Only – Not for Distribution to the Public

WHAT EVERYONE MISSED

• Pandemic-related fiscal programs were excessive

— Only visible in retrospect

• The war in Ukraine

— Long-term implications for commodities prices

• Supply chains are brittle, and they are getting worse

— Will they ever be the same?

• Policy kindled a renewed housing boom

— Shelter costs will be trending higher for the next year

• Labor has regained leverage

— Multiple effects from the pandemic

• Firms have renewed pricing power

— Secular governors muted, for now

• Expectations can lose their anchor
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Sources: Statista, Haver Analytics.  Data as of February 2022.

OVERSTIMULATED

Key Messages

• In retrospect, pandemic-related fiscal 
programs were excessive

— Fear of demand destruction set the tone 
for response

— During the initial months, concern 
centered on doing too little, not too 
much

— Programs often stressed scale and speed 
over intelligent design

— A substantial amount of GDP loss was 
recouped almost immediately

— Important amounts of stimulus remain 
undisbursed and unspent

• The ability to project the impact of 
pandemic programs on inflation was very 
limited

— Nothing comparable in the historical 
data

➢Policy makers now faced with facilitating 
demand destruction
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PLENTY IN THE PIPELINE
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Sources: IMF, Oxford Economics. Chart data as of  April 2022.

Key Messages

• Households are in a very good position to 
lead growth forward

— Residual saving from pandemic 
support programs

— Employment prospects good; wages 
rising

— Consumer leverage is modest

• Rotation of spending patterns

— Goods had taken a greater share 
during COVID waves

— Services receiving renewed 
attention (restaurant, travel 
bookings)

— Could stress capacity; substantial 
labor shortages in service sectors

➢ Recession risks not that high for 2022, 
but rising for 2023
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Sources: Oxford Economics, UNCTAD, Bloomberg.  Data as of May 2022.

THE COSTS OF WAR

Key Messages

• The combatants are substantial suppliers of 
a range of commodities

— Ukraine’s agricultural sector hindered by 
lack of labor, lack of logistics, and (in 
some cases) direct destruction

— Sanctions against Russia and Belarus 
make it difficult to transact with them

— A focus on fertilizer as a case study in how 
widespread the disruption will be

• Re-orienting supply patterns is very difficult

— Global logistics are already snarled

— Getting supplies into/out of the region 
very challenging; ports risky

— Diversion of grains, LNG, and other 
commodities to needy markets will raise 
prices globally

➢ Resolution of the conflict does not appear 
close at hand
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ENERGY COSTS
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Source: Bloomberg.  Data as of May 2022.

Key Messages

• Oil prices have risen by 50% since the start of 
the year

— Trend pre-dates the invasion; economic 
reopening has increased fuel demand

— Russia accounts for about 10% of global 
crude production; some still flowing, but 
this may end soon

— The inability of Russia to import 
equipment will impair oil production

— U.S. production has ramped up slowly

• Natural gas has doubled in price since the 
beginning of the year

— Expanded LNG exports are part of the 
picture

— Stockpiles are low

➢ Governments scrambling to offer relief and 
plan for new patterns of demand and supply
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Sources: UN, Bloomberg, IMF.  Data as of October 2021.

Key Messages

• A series of factors have pressed food prices 
around the world

— Poor harvests

— Logistic limitations (trucks, in particular)

— Shift to eating at home and back again

— Energy costs (processing/transport)

— Protectionism

— Currency levels

• Scarcity of items has been common

• A particular challenge for emerging 
markets

— Food composes a large fraction of 
consumer price baskets in many 
countries

— Some central banks in emerging markets 
have been forced to tighten

➢Food scarcity and food prices are causing 
unrest in several parts of the world

80.0

90.0

100.0

110.0

120.0

130.0

140.0

150.0

160.0

170.0

2010 2012 2014 2016 2018 2020 2022

United Nations Global Food Price Index

FOOD FOR THOUGHT



10northerntrust.com  |  © NorthernTrust  2022

SUPPLY CHAIN FRICTION PERSISTS

Sources: Oxford Economics, Bloomberg, Freightos, Shanghai Shipping Exchange, Goldman Sachs.  Chart data as of April 2022.
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RAISING THE ROOF

Key Messages

• Pandemic policy renewed the global housing 
boom

— Fiscal support to households

— QE held down borrowing costs

— Purchases of mortgage-backed securities 
(U.S.)

• Remote work has placed a premium on living 
space

• Housing supply has grown slowly in many 
developed markets since the 2008 financial crisis

• Higher home prices slowly enter inflation rates

— Through “equivalent rent”

— A very large component of many CPIs

— IMF calculations: 10% increase in home prices 
adds 2% to inflation

— Long lags make this contributor more 
persistent

➢ This process could influence inflation well into 
2023

Sources:Haver Analytics, OECD, IMF.  Chart data as of April 2022.
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Sources: Oxford Economics, OECD.  Data as of April 2022.

Key Messages

• Wage increases have risen and broadened

— Worker shortages have led to intense 
competition for labor

— Some progress attracting workers back to the 
labor market, but substantial friction remains; 
views here

➢ Employee leverage has re-emerged with a 
vengeance

• Firms appear to have more pricing power than at 
any time in recent memory

— High saving levels have made consumers slightly 
less price conscious

• How the spiral gets started

— Workers desire to preserve/increase purchasing 
power

— Demand raises commensurate with inflation

— Firms pass the higher wages along

➢ In this way, transitory price increases can become 
more permanent

WAGE/PRICE FEEDBACK LOOP
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WHERE HAVE WORKERS GONE?

Investment Professional Use Only – Not for Distribution to the Public

Sources: Federal Reserve Bank of St. Louis, Equifax, Moody’s Analytics.  Chart data as of February 2022.

Key Messages

• About 2.4 million Americans say they 
have retired in the last two years, above 
what demographic trends would have 
predicted

― High COVID concerns

― A significant number do not have 
college degrees; may need to return 
to the workforce

• We are missing 2 million legal immigrants 
that would have normally arrived since 
the pandemic started

• The demand is there, and the supply may 
follow; but matching is a problem

― Mismatches of skills and geography

― Wages will have to continue adjusting 
to overcome this
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Sources: BLS, Haver Analytics, Oxford Economics.  Data as of May 2022.

Key Messages

• Leveling off: categories that surged, but 
are unlikely to continue rising at their 
recent paces (or may even decline)

— Energy

— Food

— Transportation 

• Lingering: areas where endemic 
problems are unlikely to cure anytime 
soon

— Goods produced by global supply 
chains

— Shelter costs

• Question marks:

— Chip-sensitive products

— Service prices

HOW WE ARE BREAKING DOWN INFLATION
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MONETARY POLICY OUTLOOK
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Sources: Northern Trust, Haver Analytics.  Data as of May 2022.

Interest Rates

• Our latest call:

— An additional 200 basis points of interest rate 
hikes, with 50 basis point increases in June and 
July

— Balance sheet reductions of $2 trillion over the 
next two years; our views on quantitative 
tightening can be found here

— Financial conditions will be monitored carefully 
to avoid an overcorrection

Europe

• Bank of England near the end of its tightening cycle

— Inflation reducing purchasing power; 
consumption is faltering

— Trade stress with the rest of Europe presents 
downside risk

• The ECB seems likely to join the rate hiking club

— We expect the benchmark deposit rate to rise 
50 basis points this year, bringing it back to zero

— Given uncertainty related to the war, we think 
they will stop there
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RISK OF RECESSION?
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Sources: BLS, Haver Analytics, Northern Trust.  Data as of May 2022.

Key Messages

• Inflation and poor equity returns are 
concerns, but economic fundamentals are 
sound

• Employment recovery continues apace

— Over 400,000 jobs created every month for 
past year

— 1.1 million workers shy of February 2020 
peak, a gap that can be closed

— Almost 2:1 ratio of job openings to 
unemployed people

— Unemployment rate 3.6%, weekly claims 
low

• Remaining pent-up saving from pandemic 
stimulus

• If the opportunity arises, inventory rebuilding 
will also be a tailwind

• Policy will be less supportive, but not overly 
restrictive

— Financial conditions will be key

➢ Recession probability is modest in 2022
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Confidentiality Notice: This communication is confidential, may be privileged, and is meant only for the intended recipient. If you are not the intended 

recipient, please notify the sender as soon as possible. All materials contained in this presentation, including the description of Northern Trust, its systems, 

processes and pricing methodology, are proprietary information of Northern Trust. In consideration of acceptance of these materials, the recipient agrees 

that it will keep all such materials strictly confidential and that it will not, without the prior written consent of Northern Trust, distribute such materials or any 

part thereof to any person outside the recipient’s organization or to any individual within the recipient’s organization who is not directly involved in 

reviewing this presentation, unless required to do so by applicable law. If the recipient is a consultant acting on behalf of a third party client, the recipient 

may share such materials with its client if it includes a copy of these restrictions with such materials. In such event, the client agrees to comply with these 

restrictions in consideration of its accepting such materials.

The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc. The information is not intended 

for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. Northern Trust and its affiliates 

may have positions in and may effect transactions in the markets, contracts and related investments different than described in this information. This 

information is obtained from sources believed to be reliable, and its accuracy and completeness are not guaranteed. Information does not constitute a 

recommendation of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor. 

Opinions and forecasts discussed are those of the author, do not necessarily reflect the views of Northern Trust and are subject to change without notice.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation 

with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information 

as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers 

are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and 

trademarks are the property of their respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, 

adviser risk and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be 

achieved, or that any investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can 

guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise any level of performance or guarantee against 

loss of principal. Any discussion of risk management is intended to describe Northern Trust’s efforts to monitor and manage risk but does not imply low 

risk.

Past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns 

contained herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication of the performance of a particular 

segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs 

or expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment management fees and other expenses 

relating to the management of the account. Gross performance returns contained herein include reinvestment of dividends and other earnings, transaction 

costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For additional information on fees, please refer to 

Part 2a of the Form ADV or consult a Northern Trust representative.

Important Information
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Forward-looking statements and assumptions are Northern Trust’s current estimates or expectations of future events or future results based upon proprietary 

research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ materially from the results 

indicated by this information. If presented, hypothetical portfolio information provided does not represent results of an actual investment portfolio but reflects 

representative historical performance of the strategies, funds or accounts listed herein, which were selected with the benefit of hindsight. Hypothetical performance 

results do not reflect actual trading. No representation is being made that any portfolio will achieve a performance record similar to that shown. A hypothetical 

investment does not necessarily take into account the fees, risks, economic or market factors/conditions an investor might experience in actual trading. 

Hypothetical results may have under- or over- compensation for the impact, if any, of certain market factors such as lack of liquidity, economic or market 

factors/conditions. The investment returns of other clients may differ materially from the portfolio portrayed. There are numerous other factors related to the 

markets in general or to the implementation of any specific program that cannot be fully accounted for in the preparation of hypothetical performance results. The 

information is confidential and may not be duplicated in any form or disseminated without the prior consent of Northern Trust.

This information is intended for purposes of Northern Trust marketing of itself as a provider of the products and services described herein and not to provide any 

fiduciary investment advice within the meaning of Section 3(21) of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”). Northern Trust 

is not undertaking to provide impartial investment advice or give advice in a fiduciary capacity to the recipient of these materials, which are for marketing purposes 

and are not intended to serve as a primary basis for investment decisions. Northern Trust and its affiliates receive fees and other compensation in connection with 

the products and services described herein as well as for custody, fund administration, transfer agent, investment operations outsourcing and other services 

rendered to various proprietary and third party investment products and firms that may be the subject of or become associated with the services described herein.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Northern Trust Fund Managers 

(Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors Inc. (NTGA), 50 South Capital Advisors, LLC and investment personnel of 
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© 2021 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. Incorporated with limited liability in the U.S. Products and 
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directed to professional clients only and is not intended for retail clients. For Asia-Pacific markets, it is directed to expert, institutional, professional and wholesale 

clients or investors only and should not be relied upon by retail clients or investors. For legal and regulatory information about our offices and legal entities, visit 
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Northern Trust Global Investments Limited; Northern Trust Securities LLP. Northern Trust Global Services SE, 10 rue du Château d’Eau, L-3364 Leudelange, 

Grand-Duché de Luxembourg, RCS B232281; Northern Trust Global Services SE UK Branch, 50 Bank Street, London E14 5 NT; Northern Trust Global Services 

SE Sweden Bankfilial, Ingmar Bergmans gata 4, 1st Floor, 114 34 Stockholm, Sweden; Northern Trust Global Services SE Netherlands Branch, Viñoly 7th floor, 

Claude Debussylaan 18 A, 1082 MD Amsterdam; Northern Trust Global Services SE Abu Dhabi Branch, registration Number 000000519 licenced by ADGM under 

FSRA # 160018. The Northern Trust Company Saudi Arabia, PO Box 7508, Level 20, Kingdom Tower, Al Urubah Road, Olaya District, Riyadh, Kingdom of Saudi 

Arabia 11214-9597, a Saudi Joint Stock Company – Capital 52 million SAR. Regulated and Authorised by the Capital Market Authority License # 12163-26 CR 

1010366439.. Northern Trust (Guernsey) Limited (2651)/Northern Trust Fiduciary Services (Guernsey) Limited (29806)/Northern Trust International Fund 
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