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Firms and workers both have to 
make compromises 

  

The driver of the recent surge in inflation in the euro area, but 
also elsewhere, was a meteoric rise in energy prices. And not 
just since the brutal invasion of Ukraine. Prices for gas and elec-
tricity had already risen significantly in 2021. Energy prices have 
now been falling from their peaks last summer. In March, energy 
prices even contributed negatively to euro area yearly inflation.  

So why is inflation still so high? This can be explained simply: In 
the wake of rising energy prices, the prices of other goods and 
services also increased, and not only because everything we 
consume has an inherent energy component. Food example: 
Fertilizer, tractor fuel, processing, cooling, and transportation all 
use energy. Food is currently the main driver of inflation. 

The first leg of inflation: Price-profit spiral 

But that is only half the truth. Companies, as well as retailers, 
have taken advantage of inflation to dig deeper into their cus-
tomers' pockets. After all, when everything around is getting 
more expensive, it becomes increasingly difficult for consumers 
to judge which price increases are disproportionate. Many com-
panies have therefore raised prices above what would have 
been necessary to pass on their own rising costs. As broken sup-
ply chains reduced competition between suppliers in the past 
year (some simply couldn't deliver!), pricing power increased.  

This explains why, for example, DAX companies as a whole in-
creased sales and profits last year despite the war and inflation. 

The second shoe is yet to drop: Price-wage spiral 

"Wait a minute, that's totally unfair!" you may be saying here. 
Sure, it is, because the price-profit nexus is one-sidedly at the 

  

Many compa-
nies have hiked 
their mark-ups  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.blog.230330%7E00e522ecb5.en.html
https://www.ecb.europa.eu/press/blog/date/2023/html/ecb.blog.230330%7E00e522ecb5.en.html
https://twitter.com/LBBW_Research


 

Landesbank Baden-Württemberg 
Cross-Asset- and Strategy-Research  |  05-05-2023 

 

expense of consumers and workers. That's why, completely pre-
dictably, wage demands are now increasing. This is intended to 
offset the loss of real incomes. The unions' wage ambitions are 
just as understandable from the employees' perspective as were 
the companies' exploitation of their pricing power.  

All have to lose a little 

The partial logics of corporations and unions add up to an infla-
tionary spiral. Let's remember: Inflation was fed by higher energy 
prices. However, Europe imports more than half of its energy, 
Germany even around 70%. This means that we have lost pros-
perity. Part of our wealth is now in Qatar, Norway, Abu Dhabi 
and wherever else we import energy from.  

If we have become somewhat poorer as a society as a whole, 
then it is a logical impossibility that companies and employees 
will both be able to put themselves back in the same position of 
prosperity they had been in before energy inflation. After all, the 
cake to distribute has become smaller.  

An "eye for an eye" approach, where neither party is willing to 
accept some loss of prosperity is not only inconsistent with the 
new reality, it also leads inevitably to unremitting inflationary 
pressures. The ECB would then be forced to tighten interest 
rates even more and longer to combat the price-driving distribu-
tional struggle. The economy would suffer, and ultimately every-
one would lose. Therefore, please apply moderation! Not only 
the unions, but also the companies.  

 

 
 

Now workers 
demand that 
their loss of in-
come is offset 
 

 
 
 
 
 
 
 
 
 

Energy inflation 
has left us 
poorer. This loss 
of prosperity 
needs to be dis-
tributed fairly 
 

 

Disclaimer: 2023-05-05 08:21 
This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the United Kingdom.  
This report is not being distributed by LBBW to any person in the United States and LBBW does not intend to solicit any 
person in the United States. 
LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstraße 22, 60314 Frankfurt/Main (Ger-
many) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer Str. 108, 53117 Bonn (Ger-
many) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). 
This publication is based on generally available sources which we are not able to verify but which we believe to be reliable. 
Nevertheless, we assume no liability for the accuracy and completeness of this publication. It conveys our non-binding 
opinion of the market and the products at the time of the editorial deadline, irrespective of any own holdings in these 
products. This publication does not replace individual advice. It serves only for informational purposes and should not be 
seen as an offer or request for a purchase or sale. For additional, more timely in-formation on concrete investment options 
and for individual investment advice, please contact your investment advisor. 
We retain the right to change the opinions expressed herein at any time and without prior notice. Moreover, we 
retain the right not to update this information or to stop such updates entirely without prior notice. 
Past performance, simulations and forecasts shown or described in this publication do not constitute a reliable indicator 
of future performance. 
The acceptance of provided research services by a securities services company can qualify as a benefit in supervisory 
law terms. In these cases LBBW assumes that the benefit is intended to improve the quality of the relevant service for the 
customer of the benefit recipient. 
Additional Disclaimer for recipients in the United Kingdom: Authorised and regulated by the European Central Bank (ECB), 
Sonnemannstraße 22, 60314 Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority 
(BaFin), Graurheindorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). 
Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and 
limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows 
EEA-based firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial 
Conduct Authority’s website. 

  

https://www.umweltbundesamt.de/daten/energie/primaerenergiegewinnung-importe

