
Inflation has jumped to a level we 
haven’t seen in 40 years. Here’s what 
that means, why it’s happening now 
and how it can impact investors.

Understanding 
Inflation



Inflation impacts all aspects of the economy. 
With war and energy shocks stacking on top of 
pandemic stimulus that was already driving up 
prices, inflation is on the rise. This has disrupted 
the markets and led investors to ask questions 
about inflation that haven’t been asked in the 
developed world since the mid-1980s.



Background

Inflation is the rate at which the prices of goods and services are rising. Put another way, it’s the 
rate at which the value of a currency is falling. It has been described as “too many dollars chasing 
too few goods.”

While moderate inflation tends to be associated with economic growth—central banks target a 
rate of typically around 2%—high inflation can be a headwind for many investments.

Inflation Is Back to Levels Last Seen 40 Years Ago 
The European Central Bank (ECB) has a 2% inflation target over the medium term.

Source: Bloomberg, Inflation Monitor, as of July 31, 2022.

The Harmonised Index of 
Consumer Prices (HICP) 
is a measure of inflation 
in the euro area.

The HICP tracks consumer price 
inflation based on the spending 
patterns of EU households.

It is “harmonised” because 
all EU countries follow the 
same methodology.
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is usually driven by an 
increase in production costs 

such as oil, energy, raw 
materials or wages.

grows out of demand for 
goods and services that 
exceeds the economy’s 

production capacity, 
pulling prices up.

is tied to market 
expectations. When 

workers expect a given 
level of inflation, they 
negotiate built-in wage 
increases. This type of 
inflation can be longer-

lasting (sometimes called 
a “wage-price spiral").

Demand-Pull  
Inflation

Built-In  
Inflation 

Cost-Push  
Inflation  

1
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Types of Inflation
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Why Is Inflation Rising?

As with most perfect storms, there is more than one cause:

COVID-19 stopped the global economy, with 20 million workers 
losing jobs in the spring of 2020. Global governments and 
central banks responded with historic stimulus programs that 
turned a brief recession into a strong recovery, restored most 
of the lost jobs and pushed household net worth to record 
highs. But the side effect of that stimulus is inflation. 

During the pandemic, many consumers around the world wanted 
to buy goods that were not available, as supply chains got 
tangled by lockdowns, loss of workers and deglobalisation. The 
resulting pent-up demand pulled ahead of supply capacities. 

Given both countries’ roles in global energy and food 
production, Russia’s invasion of Ukraine created a supply shock 
on top of energy prices that were already high due to the 
economic restart. This pushed up the volatile food and energy 
components of inflation and extended inflation's expected peak.

COVID Consequences 

Pandemic Demand

War in Ukraine
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How Are Central Banks Responding?

With inflation hovering near 40-year highs and prices surging for groceries, energy and other 
household items, the number of central banks hiking rates has sharply increased. The pace of 
tightening is accelerating in several countries, with the Federal Reserve, Bank of Canada and Bank 
of England signaling they expect to continue to hike rates. The ECB recently lifted rates for the 
first time in over a decade.

Higher real rates on government debt has led to higher borrowing costs for consumers and 
businesses, which has contributed to a steep drop in equity prices around the world. There is a 
significant risk that inflation runs well above central bank targets over the next few years. 
Specifically, markets are signaling a high probability of inflation rates of over 3% persisting in 
coming years in the U.S., euro area and the U.K.

Central banks will have to tighten more aggressively if high inflation becomes entrenched. Faster 
tightening could trigger a significant rise in unemployment and further declines in risk asset 
prices. But restoring price stability is critical for sustained economic growth, and central banks 
must act to bring demand and supply into better balance. Bringing down inflation will require 
some pain, but moving too slowly could be much more costly. 

Inflation impacts all aspects of the economy 
but not equally. While some assets tend to 
underperform when inflation is rising, others 
may be poised to benefit. Learn more about 
how to mitigate inflation risks at   
morganstanley.com/im.

http://www.morganstanley.com/im
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RISK CONSIDERATIONS
Diversification neither assures a profit nor guarantees against loss in 
a declining market.
There is no assurance that a portfolio will achieve its investment objective. 
Portfolios are subject to market risk, which is the possibility that the 
market values of securities owned by the portfolio will decline and that 
the value of portfolio shares may therefore be less than what you paid 
for them. Market values can change daily due to economic and other 
events (e.g. natural disasters, health crises, terrorism, conflicts and social 
unrest) that affect markets, countries, companies or governments. It is 
difficult to predict the timing, duration, and potential adverse effects 
(e.g. portfolio liquidity) of events. Accordingly, you can lose money 
investing in a portfolio.
There is no guarantee that any investment strategy will work under all 
market conditions, and each investor should evaluate their ability to invest 
for the long-term, especially during periods of downturn in the market. 
A separately managed account may not be appropriate for all investors. 
Separate accounts managed according to the Strategy include a number 
of securities and will not necessarily track the performance of any index. 
Please consider the investment objectives, risks and fees of the Strategy 
carefully before investing. A minimum asset level is required.
For important information about the investment managers, please refer 
to Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material 
and are subject to change at any time without notice due to market or 
economic conditions and may not necessarily come to pass. Furthermore, 
the views will not be updated or otherwise revised to reflect information 
that subsequently becomes available or circumstances existing, or changes 
occurring, after the date of publication. The views expressed do not reflect 
the opinions of all investment personnel at Morgan Stanley Investment 
Management (MSIM) and its subsidiaries and affiliates (collectively the 
Firm”) or the views of the firm as a whole, and may not be reflected in 
all the strategies and products that the Firm offers.
This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding the 
reliability of such information and the Firm has not sought to independently 
verify information taken from public and third-party sources. 
This material is a general communication, which is not impartial and all 
information provided has been prepared solely for informational and 
educational purposes and does not constitute an offer or a recommendation 
to buy or sell any particular security or to adopt any specific investment 
strategy. The information herein has not been based on a consideration 
of any individual investor circumstances and is not investment advice, nor 
should it be construed in any way as tax, accounting, legal or regulatory 
advice. To that end, investors should seek independent legal and financial 
advice, including advice as to tax consequences, before making any 
investment decision.
The Firm has not authorized financial intermediaries to use and to distribute 
this material, unless such use and distribution is made in accordance with 
applicable law and regulation. Additionally, financial intermediaries are 
required to satisfy themselves that the information in this material is 
appropriate for any person to whom they provide this material in view 
of that person’s circumstances and purpose. The Firm shall not be liable 
for, and accepts no liability for, the use or misuse of this material by any 
such financial intermediary. 
This material may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are 
any discrepancies between the English version and any version of this 
material in another language, the English version shall prevail. 
The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, performed, 
displayed, published, posted, licensed, framed, distributed or transmitted 
or any of its contents disclosed to third parties without the Firm’s express 
written consent. This material may not be linked to unless such hyperlink 

is for personal and non-commercial use. All information contained herein 
is proprietary and is protected under copyright and other applicable law

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would 
not be contrary to local laws or regulations. 
MSIM, the asset management division of Morgan Stanley (NYSE: 
MS), and its affiliates have arrangements in place to market each 
other’s products and services.  Each MSIM affiliate is regulated as 
appropriate in the jurisdiction it operates. MSIM’s affiliates are: Eaton 
Vance Management (International) Limited, Eaton Vance Advisers 
International Ltd, Calvert Research and Management, Eaton Vance 
Management, Parametric Portfolio Associates LLC, and Atlanta Capital 
Management LLC. 
This material has been issued by any one or more of the following 
entities: 

EMEA
This material is for Professional Clients/Accredited Investors only. 
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund 
Management (Ireland) Limited (“FMIL”). FMIL is regulated by the Central 
Bank of Ireland and is incorporated in Ireland as a private company 
limited by shares with company registration number 616661 and has its 
registered address at The Observatory, 7-11 Sir John Rogerson’s Quay, 
Dublin 2, D02 VC42, Ireland. 
Outside the EU, MSIM materials are issued by Morgan Stanley Investment 
Management Limited (MSIM Ltd) is authorised and regulated by the 
Financial Conduct Authority. Registered in England. Registered No. 1981121. 
Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA. 
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. 
International plc, London (Zurich Branch) Authorised and regulated by 
the Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered Office: 
Beethovenstrasse 33, 8002 Zurich, Switzerland. 
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance 
Management (International) Limited (“EVMI”) 125 Old Broad Street, 
London, EC2N 1AR, UK, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority. 
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo 
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM 
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 
1 1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de 
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle 
Serrano 55, 28006, Madrid, Spain. Germany: MSIM Fund Management 
(Ireland) Limited Niederlassung Deutschland Junghofstrasse 13-15 60311 
Frankfurt Deutschland (Gattung: Zweigniederlassung (FDI) gem. § 
53b KWG). 

MIDDLE EAST
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-
Unit 701 and 702, Level 7, Gate Precinct Building 3, Dubai International 
Financial Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 
(0)14 709 7158).
Latin America (Brazil, Chile Colombia, Mexico, Peru, and Uruguay) This 
material is for use with an institutional investor or a qualified investor only. 
All information contained herein is confidential and is for the exclusive use 
and review of the intended addressee, and may not be passed on to any 
third party. This material is provided for informational purposes only and 
does not constitute a public offering, solicitation or recommendation to 
buy or sell for any product, service, security and/or strategy. A decision 
to invest should only be made after reading the strategy documentation 
and conducting in-depth and independent due diligence.
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ASIA PACIFIC 
Hong Kong: This material is disseminated by Morgan Stanley Asia Limited 
for use in Hong Kong and shall only be made available to “professional 
investors” as defined under the Securities and Futures Ordinance of Hong 
Kong (Cap 571). The contents of this material have not been reviewed 
nor approved by any regulatory authority including the Securities and 
Futures Commission in Hong Kong. Accordingly, save where an exemption 
is available under the relevant law, this material shall not be issued, 
circulated, distributed, directed at, or made available to, the public in 
Hong Kong. Singapore: This material is disseminated by Morgan Stanley 
Investment Management Company and should not be considered to be 
the subject of an invitation for subscription or purchase, whether directly 
or indirectly, to the public or any member of the public in Singapore other 
than (i) to an institutional investor under section 304 of the Securities 
and Futures Act, Chapter 289 of Singapore (“SFA”); (ii) to a “relevant 
person” (which includes an accredited investor) pursuant to section 305 
of the SFA, and such distribution is in accordance with the conditions 
specified in section 305 of the SFA; or (iii) otherwise pursuant to, and in 
accordance with the conditions of, any other applicable provision of the 
SFA. This publication has not been reviewed by the Monetary Authority 
of Singapore. Australia: This material is disseminated in Australia by 
Morgan Stanley Investment Management (Australia) Pty Limited ACN: 
122040037, AFSL No. 314182, which accept responsibility for its contents. 
This publication, and any access to it, is intended only for “wholesale 
clients” within the meaning of the Australian Corporations Act. Calvert 
Research and Management, ARBN 635 157 434 is regulated by the U.S. 
Securities and Exchange Commission under U.S. laws which differ from 
Australian laws. Calvert Research and Management is exempt from the 
requirement to hold an Australian financial services licence in accordance 
with class order 03/1100 in respect of the provision of financial services 
to wholesale clients in Australia. . 
This material does not constitute an offer to sell or the solicitation of 
an offer to buy any services referred to expressly or impliedly in the 
material in the People’s Republic of China (excluding Hong Kong, Macau 
and Taiwan, the “PRC”) to any person to whom it is unlawful to make the 
offer or solicitation in the PRC. The material may not be provided, sold, 
distributed or delivered, or provided or sold or distributed or delivered 

to any person for forwarding or resale or redelivery, in any such case 
directly or indirectly, in the People’s Republic of China (the PRC, excluding 
Hong Kong, Macau and Taiwan) in contravention of any applicable laws.
EVMI is registered as a Discretionary Investment Manager in South 
Korea pursuant to Article 18 of Financial Investment Services and Capital 
Markets Act of South Korea.
Japan: For professional investors, this material is circulated or distributed 
for informational purposes only. For those who are not professional 
investors, this material is provided in relation to Morgan Stanley 
Investment Management ( Japan) Co., Ltd. (“MSIMJ”)’s business with 
respect to discretionary investment management agreements (“IMA”) and 
investment advisory agreements (“IAA”). This is not for the purpose of a 
recommendation or solicitation of transactions or offers any particular 
financial instruments. Under an IMA, with respect to management of assets 
of a client, the client prescribes basic management policies in advance and 
commissions MSIMJ to make all investment decisions based on an analysis 
of the value, etc. of the securities, and MSIMJ accepts such commission. 
The client shall delegate to MSIMJ the authorities necessary for making 
investment. MSIMJ exercises the delegated authorities based on investment 
decisions of MSIMJ, and the client shall not make individual instructions. 
All investment profits and losses belong to the clients; principal is not 
guaranteed. Please consider the investment objectives and nature of risks 
before investing. As an investment advisory fee for an IAA or an IMA, 
the amount of assets subject to the contract multiplied by a certain rate 
(the upper limit is 2.20% per annum (including tax)) shall be incurred in 
proportion to the contract period. For some strategies, a contingency fee 
may be incurred in addition to the fee mentioned above. Indirect charges 
also may be incurred, such as brokerage commissions for incorporated 
securities. Since these charges and expenses are different depending on a 
contract and other factors, MSIMJ cannot present the rates, upper limits, 
etc. in advance. All clients should read the Documents Provided Prior to 
the Conclusion of a Contract carefully before executing an agreement. 
This material is disseminated in Japan by MSIMJ, Registered No. 410 
(Director of Kanto Local Finance Bureau (Financial Instruments Firms)), 
Membership: the Japan Securities Dealers Association, The Investment 
Trusts Association, Japan, the Japan Investment Advisers Association and 
the Type II Financial Instruments Firms Association.


