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Turning point of the Inflation  
Inflation becomes a drag on the economy 

Dr. Michael Heise on Global Economics 
March 2022 

 

An almost global increase in consumer prices will make 2022 
very unpleasant for consumers in many countries. Here in Ger-
many and in the EMU, consumer prices are already more than 7% 
higher than in the previous year and threaten to rise further if 
energy raw materials remain at their current high levels or even 
rise further, as would be expected in the event of an energy im-
port freeze from Russia. 

 

  

  

The additional expenditure on imported energy and other raw ma-
terials, as well as agricultural products, is a huge drag on private 
consumption. The additional burdens flow away and are not avail-
able for the consumption of other goods. Less affluent house-
holds are particularly affected, with heating and electricity costs 
and food accounting for a high share of monthly spending. Con-
tractionary effects can also be expected on the supply side of the 
economy. This is because the higher production costs resulting 
from the expensive use of energy and raw materials will reduce 
companies' profits and thus their ability to invest. In particularly 
energy-intensive sectors, losses may be imminent.  

 

Economy on a knife edge 

The risk of a recession in the developed economies is high. 
Whether a recession can be avoided depends first and foremost 
on the development of energy and raw material prices. A positive 
scenario for the economy would be an early decline in energy and 
raw material prices - at least to the level before the outbreak of 
the war in Ukraine. 
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Such a "normalization" would cause consumer inflation rates to 
fall significantly again. This would also limit the economic set-
backs in the Western industrialized countries.  

However, the development of energy and commodity prices is 
currently extremely uncertain and probably inextricably linked to 
the political scenarios in the Ukraine-Russia conflict. A rapid de-
cline is just as conceivable as a further increase due to a lack of 
success in negotiations and continued fighting. In the event of a 
supply freeze of Russian energy to Western European countries, 
further price jumps are likely. The ECB, for example, is still rather 
cautious about this risk in an unfavorable (severe) scenario with 
significantly weaker growth but at the same time significantly 
higher inflation. In this scenario, consumer price inflation in 2022 
is not 5.1%, as in the base scenario, but 7.1%, on an annual aver-
age. Over a period of two or three years, energy and commodity 
prices then return to normal, which also reduces inflationary pres-
sure at the consumer level. 
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A decline in the current upward price trend would also be ex-

pected if the global supply bottlenecks for supplies were over-

come. This hope was raised in the past winter months, when the 

supply bottlenecks and long delivery times worldwide eased 

somewhat. However, new pressures have since arisen. Re-

strictions on trade with Ukraine and Russia have already led to 

interruptions in production. Although these countries are not par-

ticularly important for global trade in industrial goods, disruptions 

to energy trade or raw material exports can also severely impair 

the functioning of global supply chains. In this respect, the con-

tinuing war in Ukraine also means continuing inflationary pres-

sure in the Western world. In addition, upstream supplies from 

China continue to be interrupted due to widespread lockdowns as 

part of the pandemic response. China's handling of the pandemic, 

which remains difficult to assess, remains another critical prob-

lem for the functioning of international supply chains.  

Inflation likely to become reinforced 

There is a high risk that the previous inflationary impetus will be-

come entrenched over a longer period. For example, in view of the 

tight labor markets in many places, significant secondary effects 

can be expected via higher wages. This has already occurred in 

the USA and is to be expected in Europe. At any rate, this would 

be in line with the historical experience that rising consumer price 

inflation also slows down wage increases in Europe with a lag of 

about one year. A firming of inflation is also likely due to the al-

ready elevated inflation expectations. Based on prices on the fi-

nancial markets, short- and longer-term inflation expectations 

can be derived for both the USA and the EMU which are well above 

the target values of the central banks.  Financial contracts in the 

EMU show inflation expectations of around 6% in the one-year 

range and values of around 3% over the next five to ten years. 

The very strong increase in the money supply over the past two 

years, which has far outstripped growth in nominal GDP, is also 

likely to give market participants reason to expect higher inflation. 

There is more money in circulation than would actually be needed 

to finance the total transactions of private households and com-

panies. If this surplus cash is reduced, and this is likely to happen, 

it will boost demand and the price-increasing tendencies in the 

economy. 

The so-called financial repression will not be over soon 

Could government fiscal policy take the pressure off prices? At 

best, this is likely for a short period of time, when state energy 

taxes and levies are reduced. In the medium term, fiscal policy 

will not contribute to deflation. First, the prices of energy-inten-

sive products are likely to be increased in the long term via higher 

taxes, such as the CO2 tax. Second, fiscal policy is likely to con-

tinue to support the development of demand and capacity utiliza-

tion through deficit-financed spending policies instead of damp-

ening inflation, for example, through tax increases. Especially in 

times of rapid monetary devaluation, tax increases are com-

pletely unattractive politically. 

From a fiscal policy point of view, some inflation is quite benefi-

cial and tolerable, because it helps to devalue the high debt bur-

dens in real terms and allow tax revenues to rise through inflation 

alone. The combination of low interest rates and some inflation 

is a much more convenient way to reduce debt than raising taxes 

or cutting spending. Currently, the difference between yields on 

ten-year government bonds and the annual average inflation rate 

in Germany is around 4.5%. Even if the real interest rate is likely 

to rise slightly in the future, there will still be a substantial real loss 

for investors in safe government securities. The so-called finan-

cial repression will not be over any time soon. 

Monetary policy must act 

For the ECB's monetary policy, the situation is becoming increas-

ingly difficult due to the drastic increase in energy and commodity 

prices. The Ukraine war is fueling inflation and threatens to slow 

economic growth to zero. Nevertheless, the ECB should push 

ahead with the exit from its very expansionary monetary policy in 

order to prevent inflation from becoming dangerously entrenched 

over longer periods of time. After all, in the long term, price level 

stability is a crucial prerequisite for adequate and stable growth.    

In the difficult balancing act of monetary policy, it might be helpful 

to rethink the planned sequence of "normalization". So far, the 

ECB has announced that it will first end its bond-buying programs 

before considering interest rate steps. However, in the current sit-

uation, it might make sense to first raise negative deposit rates 

and the key interest rate in order to dampen the growth of the 

money supply in circulation and support the external value of the 

euro, and only then, if the situation allows, to end bond purchases 

and reduce the balance sheet. This would tend to keep long-term 

capital market yields under control, which is particularly im-

portant for economic activity and investment in the economy. 
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Conclusion  

There are many indications that we are experiencing a turnaround 

in inflation. The currently very high price level increases will de-

cline again in the coming quarters as the drastic energy and raw 

material price increases subside and the Corona-related procure-

ment and supply bottlenecks ease. In the medium term, however, 

inflation will remain significantly higher than has been observed 

in recent years and decades. Higher wage settlements, extremely 

dynamic money supply developments and an expansionary fiscal 

policy overall will keep upward pressure on prices. 

 

Monetary policy will know how to prevent inflation from acceler-

ating further, but the tightening of policy will slow down economic 

activity. For the financial markets, this suggests that volatility will 

remain high. Investments that are to some extent protected 

against inflation, such as equities, shareholdings or real estate, 

will continue to be in demand, but will also show significant price 

fluctuations.  

.  
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General  

The investment strategy and/or investment recommendations (hereinafter referred to as "analyses") 
are prepared by LeanVal Research GmbH for information purposes only.  

Neither LeanVal Research GmbH nor its employees assume any liability for damages arising from the 
use of the analyses or their contents or in any other way in connection with them. The analyses do not 
constitute an offer or invitation to subscribe to or purchase any security, nor do they or the information 
contained therein form the basis for any contractual or other obligation of any kind. An investment de-
cision should be made on the basis of a duly approved prospectus or information memorandum and in 
no case on the basis of the analyses. Investors should seek the advice of an investment adviser in 
making their investment decision. In this respect, the analyses cannot assume an advisory function. 
The opinions, estimates and forecasts contained in the analyses are solely those of the respective au-
thors. They are date-related, not necessarily the opinion of LeanVal Re-search GmbH and may change 
at any time without prior notice.  

The information and evaluations ("Information") reproduced here are primarily intended for clients of 
LeanVal Research GmbH in Germany.  Should the original recipient forward the analysis, he/she is 
obliged to do so in compliance with existing regulations and laws and no obligation of LeanVal Research 
GmbH towards a third party arises from this. In particular, the information is not intended for clients or 
other persons domiciled or resident in the United Kingdom, the United States or Canada and may not be 
passed on to such persons or imported into or distributed in these countries. Distribution of the Analyt-
ics in other jurisdictions may be restricted by law and persons into whose possession the Analytics 
come should inform themselves about and comply with any restrictions. Any failure to comply with 
these restrictions may constitute a violation of applicable securities laws. Reprinting, redistribution, and 
publication of the analyses and their contents in whole or in part are permitted only with the prior written 
consent of LeanVal Research GmbH. 

 

Information sources 

All analyses are prepared on the basis of data from a data provider as well as from generally acces-sible 
sources ("information") that LeanVal Research GmbH considers to be reliable. However, Lean-Val Re-
search GmbH has not verified the accuracy or completeness of the Information and assumes no liability 
for the accuracy or completeness of the Information. Possible incomplete or incorrect information does 
not justify any liability of LeanVal Research GmbH for damages of any kind, and LeanVal Research 
GmbH is not liable for indirect and/or direct damages and/or consequential damages. In particular, 
LeanVal Research GmbH assumes no liability for statements, plans or other details contained in these 
analyses with regard to the investigated companies. Although the anal-yses are compiled with all due 
care, errors or incompleteness cannot be excluded. LeanVal Research GmbH, its shareholders, corpo-
rate bodies and employees assume no liability for the accuracy or completeness of the statements, 
assessments, recommendations derived from the information contained in the analyses. Data source 
for all historical prices is Morningstar and LeanVal Research. 

Summary of the valuation fundamentals  

The valuations underlying the investment recommendations for stocks analyzed by LeanVal Re-search 
GmbH are based on generally accepted and widely used methods of fundamental analysis, such as the 
DCF model, peer group comparisons, NAV valuations and - where possible - a sum-of-the-parts model. 
The calculated scores (Value, Quality, Stabilty, Growth) are the result of a proprietary model of LeanVal 
Research GmbH. They result from the comparison of fundamental key figures of the quantitatively an-
alyzed company in relation to comparable companies within a sector (or region). Information on the 
general approach can be found at www.leanval.investments. The abso-lute target price and the associ-
ated absolute assessment (undervalued, neutrally overvalued) are determined using a forward-looking 
DCF or ROIC (return on invested capital) method. Estimates of future earnings serve as the basis for 
this. The earnings estimates are either based on a consensus or are made by LeanVal Research GmbH 
itself. 

Updates  

The recipients are not entitled to the publication of updated analyses. LeanVal Research GmbH reserves 
the right to update analyses without prior notice. A regular update of this document is not intended. 

Compliance  

LeanVal Research GmbH has taken internal organizational and regulatory precautions to avoid conflicts 
of interest in the preparation and dissemination of financial analyses. In particular, there are internal 
information barriers that prevent analysts from accessing insider information. Compliance is monitored 
by the Compliance Officer. 

 

 

 

 

 

 

 

 

 

Explanation of the recommendation system  

The relative assessment is based on the various scores of the individual companies in the areas of 
Value, Quality, Stability, Growth and Momentum which are compared with the average scores of the 
overall market and/or also with the respective sectors. The companies are ranked on a scale from 0 to 
100. From this, the three ratings "unattractive" (0 to 30 on the scale), "neutral" (31 to 70 on the scale) 
and "attractive" (71 to 100 on the scale) are derived. The relative assessment can change at short notice 
due to the high complexity of the scores and the multiple interdependencies between the companies 
analyzed. 

LeanVal Research GmbH's rating system for absolute valuation comprises the ratings "undervalued", 
"fairly valued" and "overvalued". The rating of a share is based on the expected return for the next six to 
twelve months. The expected return is composed of the prog-nostic change in the share price and the 
expected dividend yield. Changes in the discount factor or projected cash flows can lead to significant 
changes in the target price. 

 

Rating system of the absolute valuation 

Buy Potential > +15% 

Hold Low upside and downside potential 

Sell Potenzial < - 15% 

 

 

Conflicts of interest  

In the financial analyses, circumstances or relationships that could give rise to conflicts of interest be-
cause they could jeopardize the impartiality - of the employees of LeanVal Research GmbH who pre-
pared the analysis, - of LeanVal Research GmbH as the company responsible for the preparation or of 
companies affiliated with it, or - of other persons or companies working for LeanVal Research GmbH 
and contributing to the preparation, must be disclosed. Information on interests or conflicts of interest 
that must be disclosed exists in particular if 

1. significant shareholdings (= shareholding > 5 % of the share capital) exist between the above-men-
tioned persons or companies and the issuers who are themselves or whose financial instru-ments are 
the subject of the financial analysis,  

2. the above-mentioned persons or companies manage financial instruments which themselves or their 
issuers are the subject of the financial analysis on a market by placing buy or sell orders (market mak-
ing/designated sponsoring),  

3. the above-mentioned persons or companies have been involved in the management of a consorti-um 
for an issue by way of a public offering of such financial instruments which are themselves or whose 
issuers are the subject of the financial analysis within the previous twelve months,  

4. the above-mentioned persons or companies have been bound by an agreement on services in con-
nection with investment banking transactions with issuers who are themselves or whose finan-cial in-
struments are the subject of the financial analysis within the previous twelve months or have received 
a service or a promise of service from such an agreement within this period, insofar as no confidential 
business information is affected by the disclosure of this information,  

5. the above-mentioned persons or companies have entered into an agreement with issuers, who them-
selves or whose financial instruments are the subject of the financial analysis, for the prepara-tion of 
the financial analysis,  

6. the above-mentioned persons hold management or supervisory board mandates with issuers whose 
financial instruments are the subject of the financial analysis, or 

7. the above-mentioned persons or companies have any other significant financial interests in relation 
to the issuers whose financial instruments are the subject of the financial analysis. 

 

LeanVal Research GmbH, the Management, 

Cologne, 2022 

 

Notes on investment strategy - investment recommendation pursuant to Section 85 of the German Securities Trading Act (WpHG) in 
conjunction with the German Securities Trading Act (WpHG). VO (EU) No. 596/2014 


