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INFLATION IS AT A 40-YEAR HIGH.
Inflation has risen in many parts of the world. Here in Singapore, headline inflation was at a high
of 4% in January 2022. In the United States, inflation rose to a 40-year high of 7.5% in January
2022, causing a sell-off in markets on the back of growing concern that the Federal Reserve
would tighten monetary policies more aggressively to fight inflation.

SO, IS INFLATION GOING TO REMAIN PERSISTENTLY HIGH?
The answer to that question depends on the time frame that we are looking at. If we are looking
at 2022 till year end, inflation is unlikely to stay at current elevated level. We believe that it would
peak sometime this year due to the reversal of 2 drivers of inflation. They are:

1.

High energy prices

2.

Supply chain disruptions from Covid-19

INFLATION IS LIKELY TO PEAK THIS YEAR
Higher demand for oil from the resumption of global travel and a colder winter last year led to
higher global oil prices. Geopolitical events like the conflict in Ukraine could lead to a short term
spike in oil prices. However, we think in the longer term, oil prices would settle at the $80 per
barrel level as the OPEC+ (Organization of the Petroleum Exporting Countries) nations have
sufficient capacity to meet global demand. It is also in the interests of oil producers to avoid
excessively high oil prices globally as it would accelerate investments into Shale and alternative
energy. As such, despite short term swings in energy prices, we do not expect energy prices to
be a significant driver of inflation this year.
We are all familiar with the supply chain disruptions brought about by Covid-19. A consumption
shift from services to goods and excessive orders by manufacturers to ensure adequate
inventories could have exacerbated the situation. However, these factors could reverse quickly
with the resumption of normal production as Covid-19 restrictions eases.

LONGER TERM INFLATION IS LIKELY TO SETTLE ABOVE PRECOVID-19 LEVELS
We expect inflation to peak this year but settle at levels higher than pre-pandemic levels for the
following reasons:

1.

Deglobalisation,

2.

China is becoming less able to drive prices of goods lower, and

3.

Price reduction by new disruptive/technology companies has slowed

The theory is that globalization has contributed to low inflation globally as multinational
companies have been able to cut prices by shifting to lower cost destinations. The supply
disruptions during Covid-19 made many countries realize the importance of self-sufficiency and
localization of production. This has led to a reverse of globalization which would lead to higher
longer term inflation.
Lion Global Investors

A member of the OCBC Group

2

Inflation - How High Can We Go? | Market Views

China has driven prices lower globally due to its scale and low wages. However, wages in China
have risen in recent years from an aging and shrinking workforce. As such, China could no longer
drive prices lower as their cost of production rises.
The rise of many technology companies in recent years, like platform retailers, digital payment
platforms and food delivery companies, have driven prices lower as they disrupt traditional
competitors. In some instances, such costs reductions are done by subsidizing clients to pursue
growth. However, price cuts have started to slow as these companies have reached critical mass
in terms of market share and they have started focusing on profitability instead.

INVESTMENT IMPLICATIONS
The implications of a gradual shift from a low to high inflationary environment could mean:

1.

More hawkish monetary policies by central governments to control inflation

2.

Past winning investment strategies focused on bonds and growth stocks
may no longer work

Central banks generally raise interest rates when inflation runs high. Some market participants
believe that long term inflation could remain elevated post-Covid-19 and that central banks
would need to raise rates to much higher levels which would be a structural headwind for bond
investments. Higher interest rates would also mean valuations of growth companies decline as
future value gets discounted at a higher rate.
It is currently too early to tell with much certainty how high long inflation would settle at as
current data is skewed by the impact of Covid-19 and current geopolitical events. We would
revisit this topic again when there is more clarity. The objective of this article now is simply to
reflect our thoughts on this topic and not make actual recommendations.

HOW SHOULD WE INVEST IF INFLATION STAYS ELEVATED?
The basic principle is to pick companies that are able to i) pass on the increase in cost to their
clients and ii) avoid companies with high leverage. Such an environment would also be negative
for fixed income investments.
Real estate is seen to be a good hedge to inflation as landlords generally can pass through the
cost increase by hiking rents. While the financial sector would benefit when central banks raise
rates. E.g. Banks enjoy better lending spreads and insurers benefit from higher investment
income.
A higher inflation with higher interest rates would be negative for companies that cannot pass
through the cost increase and suffer from lower profit margins. Companies with high debt would
also suffer from higher interest costs. Such an environment would also be negative for fixed
income instruments like bonds.
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Disclaimer
This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. It is for
information only, and is not a recommendation, offer or solicitation for the purchase or sale of any capital
markets products or investments and does not have regard to your specific investment objectives, financial
situation, tax position or needs. The information contained herein is confidential and must not be published,
reproduced or distributed in whole or part to any other person without the written consent of Lion Global
Investors Limited (“LGI”), and is not intended for use by any person other than the intended recipient. This
publication may not be distributed in any jurisdiction or to any person where such distribution is prohibited
(including Canada, Japan, the United States of America) or to US persons (as such term is defined in
Regulation S under the US Securities Act of 1933).
Investments in the products mentioned herein are not obligations of, deposits in, guaranteed or insured by
LGI or any of its affiliates and are subject to investment risks including the possible loss of the principal
amount invested. Any information (which includes opinions, estimates, graphs, charts, formulae or devices)
is subject to change or correction at any time without notice and is not to be relied on as advice. You are
advised to conduct your own independent assessment and investigation of the relevance, accuracy,
adequacy and reliability of any information or contained herein and seek professional advice on them. No
warranty is given and no liability is accepted for any loss arising directly or indirectly as a result of you
acting on such information. LGI, its related companies, their directors and/or employees may have positions
in the products mentioned herein and be engaged in purchasing or selling of such products for themselves
or their clients. You may wish to seek advice from a financial adviser before making a commitment to
undertake any investment. In the event that you choose not to seek advice from a financial adviser, you
should consider carefully whether the investment is suitable for you.
References to specific corporations/companies and/or their trademarks are not intended as
recommendations to purchase or sell investments in such corporations/companies nor do they directly or
indirectly express or imply any sponsorship, affiliation, certification, association, approval, connection or
endorsement between any of these corporations/companies and LGI or the products and services of LGI.
©Lion Global Investors® Limited (UEN/ Registration No. 198601745D) is a Singapore incorporated
company, and is not related to any asset or fund management entity that is domiciled in Europe or the
United States.
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