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Bottom line:
1  Inflation pressures continue to build 

beyond 2022 and will be with us for some 

time yet. Even as near-term pressures 

may ease (once the pandemic ends, 

supply chain issues are resolved, and 

more restrictive monetary policy takes 

effect), structural forces such as larger 

budget deficits and de-globalization 

risks are likely to continue to exert 

upward pressure on inflation over the 

medium term.
2  Tail risks arise: a delicate balancing act 

confronts central banks as they look to 

engineer a soft landing by raising rates to 

combat higher inflation. History suggests 

this is a difficult task, particularly for 
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Summary:
Inflation concerns have been front and centre in conversation for global 

investors and consumers alike in recent months. Since the beginning 

of the pandemic, supply-side constraints in the face of strong demand 

have created disequilibrium, driving inflation higher, and now the conflict 

in Eastern Europe will likely exacerbate that risk by boosting commodity 

prices further. Such a spike in inflation in advanced economies has not 

been experienced for decades and there is uncertainty as to how and 

when it will be resolved. For asset owners such as IFM Investors this 

adds a further challenge of navigating the maze of regional and global 

inflationary pressures confronting them daily. This paper explores the 

inflationary pressures we face today, the outlook for those pressures 

and what it means for asset owners, such as IFM. 
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those economies or sectors that are 

levered. A hard landing would see rates 

remain low whilst higher inflation would 

put upward pressure on rates.
3  Asset owners need to manage debt 

facilities carefully: traditional floating 

rate exposures have assisted in 

minimizing the cost of debt facilities 

over the last few decades. In order to 

manage interest rate exposures in this 

environment, we believe it is prudent 

to seek advice on the relative levels of 

interest rates (fixed and floating), the 

structure of debt facilities, and hedging 

alternatives. 

Inflation Pressures
Inflation rates have accelerated and 

inflation forecasts from central banks 

continue to be revised higher (chart below). 

Globally central banks underestimated the 

persistence of inflation, which stems largely 

from supply factors beyond their control.

While above-trend economic growth, 

underpinned by healthy household balance 

sheets, will continue as economies recover 

from the pandemic, central banks must 

remain cautious in how they remove 

pandemic-related accommodation. Raising 

interest rates is aimed at reducing strong 

demand to take pressure off supply side 

factors that are largely exogenous. But 

central bankers must be careful not to go 

too far and undermine full employment 

objectives. This is a reversal of the post-

pandemic paradigm in which central banks 

were attempting to push inflation upwards 

to targets, as they are now seeking to  

push inflation lower. As Deputy Governor 

Ben Broadbent from the Bank of England 

noted recently: “This is the most challenging 

period for monetary policy since inflation 

targeting began in 1992.”

Inflationary pressure ahead
Near term pressures:

Central banks forecast they will be 

successful in taming inflation over coming 

years however there is clearly a risk that 

inflation remains elevated for the remainder 

of 2022 driven by:
■ Ongoing supply chain issues and higher 

commodity prices. These issues have 

been compounded by the risks relating to 

China re-opening and the Russia-Ukraine 

conflict. Some points of note:
■ Ukraine is a sizable agricultural 

producer. Russia is a key producer of 

a variety of fertilisers– expect higher 

food prices ahead. 
■ Ukraine exports specialized products 

such as neon, which is used in the 

semiconductor industry, compounding 

supply chain issues.
■ Energy price increases are well-

documented but have region-specific 

impacts. For example, British 

households are currently expected to 

see energy bills rise an extraordinary 

54% in April as the regulator passed on 

higher energy costs.
■ Households are likely to spend 

accumulated pandemic savings on goods 

that remain relatively scarce due to 

supply constraints, this demand being a 

key driver of higher inflation. 
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This is the most challenging 
period for monetary policy since 
inflation targeting began in 1992.
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■ New projects: there could be a need to 

factor in higher discount rates and it will 

be necessary to think through our view on 

this aspect of valuation when considering 

investment over the long term. While 

we expect that risk free rates will cycle 

around a lower average than historically 

observed for an extended period, it is 

clear that in the current environment 

interest rates will be approaching a 

cyclical peak. 
■ Existing assets: The three-decade-long 

tailwind to valuations appears to have 

come to an end. However, as noted above, 

we are of the view that rates will cycle 

around a lower average than historically 

observed. We’d also stress that privately 

held infrastructure asset valuations tend 

not to price in literal moves of risk free 

rates and are assumed by independent 

valuers to be very slow-moving. This 

reduces volatility in asset valuations  

and ensures extreme moves do not have 

to be retraced.  

Implications for investors
Asset owners need to manage debt 
facilities carefully. Traditional floating rate 

exposures have worked for debt facilities 

over the last few decades. We believe 

it is prudent to seek advice on both the 

structure of debt facilities, any hedging 

required and the level of interest rates (fixed 

and floating) in order to address interest 

rate exposures in this environment.

Structural inflationary pressures:

Beyond 2022 it is worth considering 

whether there has been a regime shift in 

the structural forces impacting inflation 

- either accelerated or introduced by the 

after-effects of the pandemic and ongoing 

geopolitical tensions. Some of these factors 

include: 

Fiscal stimulus – does debt matter 
anymore? Governments have injected large 

amounts of money into economies to ensure 

they remained afloat during the pandemic. 

This fiscal largesse may continue to support 

advanced economies as central banks 

remove stimulus. 

De-globalisation:  Seeking greater supply 

chain security is a catalyst for governments 

to pursue some degree of economic 

sovereignty and ‘onshore’ key sectors of 

production.

Term structure impacts: As inflationary 

pressures persist, volatility in various 

assets classes is likely to rise, making the 

case for a higher term-premium in bonds.

How to manage inflationary 
pressures ahead
Real assets and companies
■ Existing companies. 

■ Revenues: Real assets and companies 

that can pass on inflationary costs  

to the end consumers will benefit in  

this environment.
■ Expenses: Treasurers will need to 

navigate rising interest expenses. 

Seeking advice on the relative levels 

of interest rates (fixed and floating) 

and ways to manage various debt 

exposures via the structure of debt 

facilities, and hedging alternatives will 

likely become increasingly important. 
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Real assets and companies that can  
pass on inflationary costs to the end  
consumers will benefit in this environment.
Darren PascoBroadbent, Bank of England Deputy Governor
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The following disclosure applies to this material and any information 

provided regarding the information contained in this material. By 

accepting this material, you agree to be bound by the following terms 

and conditions. The material does not constitute an offer, invitation, 

solicitation, or recommendation in relation to the subscription, purchase, 

or sale of securities in any jurisdiction and neither this material nor 

anything in it will form the basis of any contract or commitment. IFM 

Investors (defined as IFM Investors Pty Ltd and its affiliates) will have no 

liability, contingent or otherwise, to any user of this material or to third-

parties, or any responsibility whatsoever, for the correctness, quality, 

accuracy, timeliness, pricing, reliability, performance or completeness 

of the information in this material. In no event will IFM Investors be 

liable for any special, indirect, incidental, or consequential damages 

which may be incurred or experienced on account of a reader using or 

relying on the information in this material even if it has been advised of 

the possibility of such damages.

Certain statements in this material may constitute “forward looking 

statements” or “forecasts”. Words such as “expects,” “anticipates,” 

“plans,” “believes,” “scheduled,” “estimates” and variations of these 

words and similar expressions are intended to identify forward-looking 

statements, which include but are not limited to projections of earnings, 

performance, and cash flows. These statements involve subjective 

judgement and analysis and reflect IFM Investors’ expectations and are 

subject to significant uncertainties, risks, and contingencies outside 

the control of IFM Investors which may cause actual results to vary 

materially from those expressed or implied by these forward-looking 

statements. All forward-looking statements speak only as of the date of 

this material or, in the case of any document incorporated by reference, 

the date of that document. All subsequent written and oral forward-

looking statements attributable to IFM Investors or any person acting 

on its behalf are qualified by the cautionary statements in this section. 

Readers are cautioned not to rely on such forward-looking statements. 

The achievement of any or all goals of any investment that may be 

described in this material is not guaranteed. 

Past performance does not guarantee future results. The value of 

investments and the income derived from investments will fluctuate 

and can go down as well as up. A loss of principal may occur. 

This material may contain information provided by third parties for 

general reference or interest. While such third-party sources are 

believed to be reliable, IFM Investors does not assume any responsibility 

for the accuracy or completeness of such information. 

This material does not constitute investment, legal, accounting, 

regulatory, taxation or other advice and it does not consider your 

investment objectives or legal, accounting, regulatory, taxation or 

financial situation or particular needs. You are solely responsible for 

forming your own opinions and conclusions on such matters and for 

making your own independent assessment of the information in this 

material. Tax treatment depends on your individual circumstances and 

may be subject to change in the future. 

This material is confidential and should not be distributed or provided to 

any other person without the written consent of IFM Investors.

Investments in fixed income securities are subject to the risks 

associated with debt securities generally, including credit, interest rate, 

call and extension risk. 

Australia Disclosure
This material is provided to you on the basis that you warrant that you 

are a “wholesale client” or a “sophisticated investor” or a “professional 

investor” (each as defined in the Corporations Act 2001 (Cth)) to whom a 

product disclosure statement is not required to be given under Chapter 

6D or Part 7.9 of the Corporations Act 2001 (Cth). IFM Investors Pty Ltd, 

ABN 67 107 247 727, AFS Licence No. 284404, CRD No. 162754, SEC File 

No. 801-78649.

Netherlands Disclosure 
This material is provided to you on the basis that you warrant that you are 

a Professional Investor (professionele belegger) within the meaning of 

Section 1:1 of the Dutch Financial Supervision Act (Wet op het financieel 

toezicht). This material is not intended for and should not be relied on by 

any other person. IFM Investors (Netherlands) B.V. shall have no liability, 

contingent or otherwise, to any user of this material or to third parties, 

or any responsibility whatsoever, for the correctness, quality, accuracy, 

timeliness, pricing, reliability, performance, or completeness of this 

material. 

United Kingdom Disclosure
This material is provided to you on the basis that you warrant that you 

fall within one or more of the exemptions in the Financial Services 

and Markets Act 2000 (“FSMA”) [(Financial Promotion) Order 2005] 

[(Promotion of Collective Investment Schemes)(Exemptions) Order 

2001, or are a Professional Client for the purposes of FCA rules] and 

as a consequence the restrictions on communication of “financial 

promotions” under FSMA and FCA rules do not apply to a communication 

made to you. IFM Investors (UK) Ltd shall have no liability, contingent 

or otherwise, to any user of this material or to third parties, or any 

responsibility whatsoever, for the correctness, quality, accuracy, 

timeliness, pricing, reliability, performance, or completeness of the 

information in this material. 

Switzerland Disclosure 
This Information is provided to you on the basis that you warrant you 

are (i) a professional client or an institutional client pursuant to the 

Swiss Federal Financial Services Act of 15 June 2018 (“FinSA”) and 

(ii) a qualified investor pursuant the Swiss Federal Act on Collective 

Investment Schemes of 23 June 2006 (“CISA”), for each of (i) and (ii) 

excluding high-net-worth individuals or private investment structures 

established for such high-net worth individuals (without professional 

treasury operations) that have opted out of customer protection under 

the FinSA and that have elected to be treated as professional clients 

and qualified investors under the FinSA and the CISA, respectively.
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