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“Conflict” Inflation 

Looking Under the Hood 

“COVID” Inflation

• COVID related demand & supply 
shocks

• More supply side and commodity 
driven

• More durable goods & discretionary 
in source

• More services & less discretionary in 
source

• More transitory in nature • More “enduring” in nature (de-
globalization, ESG, supply side)

• Less detrimental to growth • More detrimental to growth 

For much of the last two years, “COVID” inflation was centered largely around increased demand for 
“durable goods”, which by definition, was more “discretionary”, more “transitory,” and therefore “less” 
detrimental to growth. Demand surges, in turn, exacerbated COVID-related supply chain dislocations. 
Following Russia-Ukraine and China’s Omicron lockdowns, COVID inflation has now combined with 
“conflict inflation”, which by comparison is more driven by services and commodities, and 
unfortunately, likely to be more “enduring” and “more” detrimental to US growth.
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Inflation & Unemployment 
As the economy has recovered closer to full employment during the two year COVID crisis, 
successive demand and supply shocks (COVID, Ukraine, China lockdown) have driven inflation 
sharply higher

Source: (1-2 ) Bloomberg. Data as of May 12 , 2022. 
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US Inflation Near 40 Year Highs
US Headline inflation slowed to 8.3% in April, down from a 40 year high of 8.5% in March, though 
persistently high and above consensus expectations of 8.1%. While the composition of inflation has 
shifted in recent months from goods to commodities and services, the modest moderation in April’s 
inflation numbers benefitted from a 6.1% retreat in gasoline prices, following an 18.3% surge in March.

Source: (1-2 ) Bloomberg. Data as of May 13 , 2022. John Authers. Sticky inflation is US CPI all items less food, shelter, energy & used cars & trucks is NSA. 
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Services Inflation at 30 Year High 
While goods inflation continues to surge, services inflation has recently risen to 30 year highs. As 
the price of durable goods moderated within a high range in April, the cost of services accelerated 
rapidly as consumers emerged from a third COVID winter, with high vaccination rates and strong 
pent-up demand for travel, leisure and “experiences.”

Source: (1)  Bloomberg. Data as of Mary 13, 2022. Services inflation is CPI services ex energy. Goods inflation is CPI durables. 
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Inflation Pressures Vary by Sector
Inflation pressures, which centered around durable goods during the early phase of COVID, have 
since shifted to services and commodity prices, which by definition, are likely to be more “enduring” 
and “detrimental” to growth.

Source:  (1)   Bureau of Labor Statistics. CPI Report April 2022. 

Energy Food Core goods Core services US inflation by sector (y/y)
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Inflation Pressures Vary by Sector (Cont.) 
Inflation pressures, which centered around durable goods during the early phase of COVID, have 
since shifted to services and commodity prices, which by definition, are likely to be more “enduring” 
and “detrimental” to growth.

Source:  (1)   Bureau of Labor Statistics. CPI Report April 2022. 

Energy Food Core goods Core services US inflation by sector (y/y)
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Commodity Prices Surging Higher 

Source:  (1-9) Bloomberg. Data as of May 16, 2022.
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Energy as % of Total Inflation Basket

Source: (1)  Bloomberg. 
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Near Term Inflation Expectations Rising More Rapidly

Source:  (1-4)   Bloomberg. Data as of May 16, 2022. 

While the Fed has abandoned use of the term “transitory,” inflation breakevens are still trading with 
more optimism of a “soft landing” 
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Real Wage Inflation Still Negative 
As wages continue to rise at the fastest pace in two decades, they are having the two-fold adverse 
effect of dragging corporate earnings lower, while not keeping pace with inflation

Source: (1)  Bloomberg. Data as of May 12, 2022. 
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Wage Inflation Varies by Sector 

Source: (1-10) Bloomberg. Data as of May 16, 2022. 
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Wage Inflation Varies by Income Level 

Source: (1)  Atlanta Fed Wage Growth Tracker. 12-month moving average of median wage growth, hourly data. Data as of May 16, 2022. 
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The Fed’s Dilemma 
According to the Atlanta Fed, “sticky prices” (prices which are difficult to change quickly) are rising at 
the fastest rate in three decades. To this end, we believe it will be much easier for the Fed to reduce 
inflation from 8-9% down to the 4-5% area, than from 4-5% to 2-3%, without precipitating a hard 
landing. The Fed’s demand side tools are well equipped to address inflation in interest rate sensitive 
sectors (durable goods, auto, housing), though less able to impact supply side sources of inflation 
which are likely to get worse in the months ahead (i.e., food, energy). 

Source:  (1)   Bloomberg. Data as of May 13, 2022. 
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History Suggests “Hard Landing” Risk High 
In a study of 12 Fed tightening cycles dating back to the 1950s, an Oxford Economics analysis shows 
that the Fed only avoided recession on three occasions (mid-1960s, 1983-94, and 1994). The study 
found that recessions were more likely to follow tightening cycles when the total rate increases were 
larger and when initial and peak inflation were higher. 

Source: (1)  Oxford Economics, “What History Tells us About Rate Hikes and Recession Risk” (May 9 , 2022). 2017 -2018 tightening cycle not included because interrupted by 
exogenous COVID shock.

US rate cycles and recession periods 
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1964 – 1966 210 bps 3.8% Soft
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2004 – 2006 425 bps 4.7% Hard
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Global Growth Revised Downward 
Growth will likely decelerate in almost every major global economy in 2022,  but still remain “above 
long term trend” in most advanced economies. Visibility remains low, and variability on current 
forecasts high, with elevated recession risk for Europe in particular, depending on the forward path 
of the Ukraine crisis and related rise in energy prices.

Source:  (1)   Oxford. Data as of May 10, 2022. 
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MUFG’s Capital Markets Strategy Team
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presenting to Boards and C-Suite executives, on a broad range of transformative themes driving 
the FX, rates and credit markets including: the COVID-19 recovery, ESG’s acceleration, tax code 
policy changes, US-China decoupling, corporate strategy, geopolitical risk and central bank 
monetary policy.
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