
Persistent difficulties with supply chains, soaring energy prices and, 
more generally, the gathering pace of inflation initially viewed as 
merely transitory are now seen as factors likely to hamper 
economic recovery. The spectre of stagflation hovers over markets. 
Looking at the real economy, however, corporate Q3 
announcements and guidance reflect a far more encouraging 
environment. 

The steel production sector, a huge consumer of energy and raw 
materials and one not known for its pricing power, is a prime 
example. Swedish steelmaker SSAB posted record results for Q3, 
with an EBITDA margin of 25%, a record high and twice its pre-
Covid level, all thanks to higher sales prices despite soaring direct 
costs: the price of iron ore rose by 9% and coal by 31% over the 
course of the last quarter. SSAB is reporting sustained demand, 
unaffected by the increase in prices1. 

Further downstream, Europe’s auto manufacturers are also 
thriving. Despite major investments in electrifying their vehicle 
fleets, cost inflation and a shortage of semiconductors, BMW 
recently raised its earnings guidance to a level close to that of 
previous cycle highs, even though global auto production is still at 
the bottom of the cycle2. BMW has turned the situation to its 
advantage by focusing production on its top of the range vehicles 
that offer the highest margins.  

On a broader front, industrial firms are reporting demand still 
running very high, often well above pre-Covid levels, and 
promising order books. They are also in an excellent position to 
absorb or pass on any inflation in production costs. Even firms 
unable to pass on all the increases in their costs in the immediate 
term are still benefiting from increased volumes and positive 
operating leverage that more than offset cost inflation and provide 
scope for higher margins. Earnings estimates continue to rise and a 
good many companies are upgrading their revenue and margin 
guidance for the end of the year. 

From a more global standpoint, the comparisons sometimes drawn 
between the current situation and the stagflation of the 1970s, a 
grim period for equity markets, appear to have little pertinence. 
Economic growth is set to remain strong. The return of Keynesian 
budget policies on a large scale in both Europe and the USA 
constitutes a major change, and will provide economies with 
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powerful support. Demand should also continue to be sustained 
given the excess savings that households have accumulated over 
the period of the pandemic3. Unlike what happened in the 1970s, 
the inflationary pressures now apparent are the sign of a strong 
economic recovery in the wake of an unprecedented pandemic 
that disrupted supply chains all over the world. Companies are also 
much better able to absorb these pressures and maintain their 
margins than they were then. Market structures have developed 
considerably since the 1970s. The globalisation of trade  has been 
accompanied by a move towards concentration, and hence a 
reduction in competitive intensity, in many industries. The cement 
industry, for example, has become an oligopoly in developed 
markets. In Europe, following the mergers between Lafarge and 
Holcim and then between HeidelbergCement and Italcementi, the 
three leading players now control an average 65% of the market4. 
In circumstances such as these, passing on increased costs poses 
no major difficulty. 

The negative impact of an imminent tightening of monetary policy by 
central banks to accompany economic growth also needs to be seen 
in context. Companies have access to financing on exceptionally 
favourable terms, with real interest rates in negative territory. Not 
raising nominal interest rates in line with inflation would be 
equivalent to further easing of monetary policy.   

All things considered, the current inflation in production costs is not 
sowing the seeds of stagflation. It is actually the consequence of a 
more global imbalance between persistently strong demand and 
limited supply, an imbalance that benefits companies by giving them 
pricing power, the ability to pass on price increases, such as they 
have rarely experienced during previous cycles. It is a situation that 
reflects rather the sheer strength of the economic recovery. The 
current context bears no relation to the period of stagflation 
experienced in the 1970s, and is particularly favourable to the Value 
investment style.  The vigour of economic growth, the return of 
inflation and the necessary normalisation of monetary policies will 
put issues of valuation right back at the centre of market attention. 

Sources: 

1.SSAB Q3 earnings presentation - 25 October 2021 
2.BMW ad hoc announcement -  30 September 2021 
3.J.P.Morgan Global Equity Strategy - 18 October 2021 
4.Exane BNP Paribas Equity research 
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