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Foreword

Carla S. Nunes, CFA 

Managing Director
Kroll, LLC 

Dear Readers, 

We are pleased to launch the inaugural Cost of Capital in the Current Environment –
Global Economic and Financial Market Trends Report. This report provides valuable 
insights into the current trends in global financial markets and economic indicators that 
impact valuations. They are used to support Kroll’s guidance on global cost of capital 
inputs, which include our Recommended Equity Risk Premium and accompanying 
Normalized Risk-free Rate for the United States and the Eurozone (from a German 
investor perspective).

“In December 2021, the global economy appeared to be on a strong path to recovery 
from COVID-19, although with some unevenness across regions. Since January 2022, 
global equity markets have become more volatile as investors try to ascertain the 
magnitude and speed at which central banks will raise interest rates, as they 
attempt to fight a surge in inflation that continues to surprise—reaching 30- to 40-
year-highs in some countries. Russia’s recent war on Ukraine has placed further 
pressure on an already strained global supply chain, adding to inflationary pressures.” 

This report contains valuable insights such as trends on long-term inflation 
expectations, the balance sheet size of major central banks, stock market performance, 
along with related volatility measures, credit spreads, real GDP growth estimates for 
six regions, unemployment rates, and consumer and business confidence indicators.

We hope you find this report helpful in understanding how Kroll arrives at its cost of 
capital guidance. If you would like to receive further information or discuss any of the 
findings, please contact us.

Sincerely,
Carla Nunes

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Normalized 
Risk-Free Rate

Kroll-Recommended 
Equity Risk Premium

These are our latest equity risk premium 
recommendations for the U.S. and the Eurozone                        
(from a German investor perspective), along with 
accompanying normalized risk-free rates. 

• Normalized risk-free rates have increased for the U.S. 
(April 7, June 16) and Germany (May 17), as long-
term inflation expectations keep rising due to a variety 
of factors (see next page).

• Equity risk premiums are still higher relative to our 
recommendations prior to the outbreak of COVID-19 
in March 2020.

Global Cost of Capital Inputs
Data as of June 16, 2022

* We recommend using the spot 20-year U.S. Treasury yield as the proxy for the risk-free rate, if the prevailing yield as of the valuation date is higher than our recommended
U.S. normalized risk-free rate of 3.5%. This guidance is effective when developing USD-denominated discount rates as of June 16, 2022, and thereafter.

** German normalized risk-free rate and Kroll Eurozone Equity Risk Premium for use in EUR-denominated discount rates from a German investor perspective. Additional
country risk adjustments may be warranted when estimating discount rates for other countries in the Eurozone.

For more information, visit: kroll.com/costofcapitalnavigator
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Global supply chain disruptions and labor supply shortages stemming from the recovery from COVID-19, as well as pent-up 
consumer demand supported by generous fiscal stimulus programs, are all factors contributing to a rise in current inflation levels 
to 40-year highs in many countries. The Russia-Ukraine war has placed stress on an already strained global supply chain, 
adding further pressure to food and energy prices, with Germany and certain European countries being particularly vulnerable.
Economists are also starting to raise their long-term inflation expectations, as a result. 

Long-Term Inflation Expectations (Median) 
Data as of May 17, 2022

Sources of underlying U.S. data: Blue Chip Economic Indicators; Blue Chip Financial Forecasts, Consensus Economics, IHS Markit, Federal Reserve Bank of Cleveland, Federal
Reserve Bank of Philadelphia (Aruoba Term Structure of Inflation Expectations, Livingston Survey and Survey of Professional Forecasters), Oxford Economics and the
University of Michigan Inflation Expectations

Sources of underlying German data: Consensus Economics, Economist Intelligence Unit, IHS Markit, International Monetary Fund, Oxford Economics and PwC

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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After COVID-19 was declared a pandemic, major central banks implemented quantitative easing (QE) policies that entailed 
massive purchases of securities at an unprecedented pace. The swelling size of their balance sheets, which primarily comprised 
of government debt securities, contributed to keeping interest rates at historically low levels in most developed markets. Recent 
inflationary pressures have finally led some central banks to raise policy interest rates and to begin discussions on how to 
unwind asset purchase programs and reduce the size of their balance sheets.

Total Assets Held by 
Major Central Banks Over Time
Data as of May 13, 2022

Sources: Capital IQ, FRED® Economic Data, Bank of England, Bank of Japan and European Central Bank

USD 24.9 Trillion

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Global 10-Year Government Bond Yields

Sources: Bloomberg (Brazil, India), European Central Bank (eurozone aggregate yield) and Capital IQ (other countries)

Data as of May 20, 2022
Long-term interest rates are still at relatively low levels in developed markets, as central banks’ policies continue to exert some 
downward pressure on yields. However, the recent surge in inflation is starting to impact short- and long-term interest rates. 
German and Dutch 10-year yields are no longer negative as the European Central Bank discusses raising policy interest rates for 
the first time in 11 years and ending purchases under QE programs. Central banks in the U.S., Canada, Sweden and the UK have 
already begun their interest rate normalization process.

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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The United States has emerged as the market with the best performance during and fastest recovery from the pandemic, 
relative to other major stock markets across the globe. However, the S&P 500 has been the worst-performing index since 2022 
began, as investors try to ascertain the impact of rising interest rates on company (equity) values. The FTSE-100 in the UK is 
the only index not in negative territory YTD 2022, but the index has yet to recover to its pre-COVID-19 levels.

Stock Market Performance 
Data through May 20, 2022

Source: Capital IQ

*The first lockdown due to COVID-19 began on January 23, 2020, in Wuhan, China.
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U.S. and European financial markets have experienced volatility since the beginning of 2022, as increased uncertainty related to
the impact of inflationary pressures on central banks’ plans to raise interest rates and the Russia-Ukraine war lead to fears of
stagflation.

Global Market Volatility
Data as of May 20, 2022

Sources: Capital IQ, FRED® Economic Data, Morningstar Direct

U.S. corporate credit spreads are based on the difference in effective yields between the ICE BofA U.S. High Yield Index and the ICE BofA U.S. Corporate Index. Euro-
denominated corporate credit spreads are based on the difference in effective yields between the Bloomberg Barclays Pan-European High Yield Index (EUR) and the
Bloomberg Barclays Euro Aggregate Corporate Bond Index. Long-term averages are based on 1995 to present for VIX daily series, 1999 to present for VSTOXX daily
series, 1996 to present for U.S. credit spread daily series and 1998 to present for EUR-denominated credit spread monthly series.
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Thanks to the inclusion of corporate debt in the Federal Reserve Bank (Fed) and European Central Bank (ECB) asset purchase 
programs, as well as investor perception that these central banks will act as a lender of last resort, U.S. and European corporate 
debt spreads between high-yield and investment-grade bonds have stayed at historical lows, although that may soon change as 
interest rates begin to rise.

Global Credit Spreads
Data as of May 20, 2022

Sources: Capital IQ, FRED® Economic Data, Morningstar Direct

U.S. corporate credit spreads are based on the difference in effective yields between the ICE BofA U.S. High Yield Index and the ICE BofA U.S. Corporate Index. Euro-
denominated corporate credit spreads are based on the difference in effective yields between the Bloomberg Barclays Pan-European High Yield Index (EUR) and the
Bloomberg Barclays Euro Aggregate Corporate Bond Index. Long-term averages are based on 1995 to present for VIX daily series, 1999 to present for VSTOXX daily
series, 1996 to present for U.S. credit spread daily series and 1998 to present for EUR-denominated credit spread monthly series.
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Global economic recovery from the pandemic is stalling. Economic growth projections for 2022 and 2023 have been 
significantly downgraded relative to December. The Russia-Ukraine war, global supply chain disruptions, inflationary pressures 
and a zero-COVID-19 policy in China are raising the specter of stagflation in some countries and regions.

Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022

2021

-3.4

5.8

2020

2022

3.4
2023

3.2

WORLD

Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022

Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings
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U.S. economic growth projections for 2022 and 2023 have been revised down relative to December. While the labor market 
continues to be tight, global supply chain disruptions and inflationary pressures are weighing down the outlook. The Fed is 
embarking on an aggressive path of interest rate hikes in an attempt to tame inflation and cool down the economy.  The Fed is
attempting to achieve a soft landing, but an overshoot could potentially lead to a recession.  

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022

Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings

EUROZONE
2021

-6.5

5.3

2020

2022
2.7 2023

2.3

After a strong recovery in 2021, the eurozone is now seeing a dramatic downward revision in growth expectations for 2022 
and 2023, thanks in good part to the uncertainty created by the Russia-Ukraine war. Commodity price increases since the war 
began and the eurozone's significant energy dependence on Russia have led to record high inflation for the common-currency 
area, while weighing down on growth prospects.  

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022
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Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings

UK

Growth expectations for 2022 and 2023 have been downgraded as a surge in inflation lowers consumer purchasing power and 
dims the outlook for growth. The UK economy is vulnerable to spill-over effects from the Russia-Ukraine war, particularly due to
rising energy prices and supply chain disruptions.

https://www.kroll.com/en/cost-of-capital/cost-of-capital-infographics
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Growth expectations for 2022 have been downgraded as a resurgence of COVID-19 cases and China’s zero-COVID-19 policy 
have translated into lockdowns in many cities and ports. These measures have weighed on economic activity and have 
contributed to further bottlenecks in global supply chains.

Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022

Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings
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India saw an impressive rebound from the pandemic in 2021. However, growth expectations for 2022 have been downgraded 
from earlier in the year as rising global food and energy prices impact the India economy negatively.

Real GDP Growth (%) Estimates (Median) 
Data as of May 20, 2022
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Sources: OECD, International Monetary Fund, World Bank, Blue Chip Economic Indicators, Consensus Economics, Economist Intelligence Unit, Fitch Ratings, IHS Markit,
Moody's Analytics, Oxford Economics and S&P Global Ratings

INDIA
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The U.S. unemployment rate is now lower than in March 2020, the time when COVID-19 was declared a pandemic. The U.S. is 
still seeing pockets of labor shortages in a variety of industries. The eurozone’s unemployment rate is now lower than the level
registered in March 2020.

U.S. vs. Eurozone Unemployment Rate
Data as of April 2022

Source: U.S. Bureau of Labor Statistics and Eurostat

* Data through April 2022 for the U.S. and March 2022 for the eurozone.

2020

4.4% 7.1%March

June 11.0% 8.0%
September 7.9% 8.7%
December 6.7% 8.1%
2021

6.0% 8.1%March

June 5.9% 7.8%
September 5.2% 7.6%
December 4.2% 7.0%

2022

3.6% 6.8%March

3.6% 6.8%Latest 
available*
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Consumer sentiment declined dramatically in the U.S. and eurozone, with a rise in inflation creating some anxiety about the 
future. U.S. consumer confidence is now lower than at the height of the COVID-19 crisis, while in the eurozone confidence is at 
its lowest level since April 2020. In contrast, business confidence in the U.S. and eurozone is now higher than it was prior to the 
pandemic, but the outlook may soon darken.

U.S. and Eurozone 
Consumer Sentiment vs. Business Confidence
Data as of May 2022

Sources: Michigan University’s Index of Consumer Sentiment (updated through May 2022), OECD’s Business Confidence Index and European Commission business
and consumer surveys [The same methodology that the European Commission uses to standardize its Economic Sentiment Indicator was applied to the Eurozone
Consumer Confidence and Business Climate Indicator series.]
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For more information, please contact:

About Krol l

Kroll provides proprietary data, technology and insights to help our clients stay ahead of complex demands related to risk, governance and growth. Our solutions deliver a powerful competitive
advantage, enabling faster, smarter and more sustainable decisions. With 5,000 experts around the world, we create value and impact for our clients and communities. To learn more,
visit www.kroll.com.

M&A advisory, capital raising and secondary market advisory services in the United States are provided by Kroll Securities, LLC (member FINRA/SIPC). M&A advisory, capital raising and secondary
market advisory services in the United Kingdom are provided by Kroll Securities Ltd., which is authorized and regulated by the Financial Conduct Authority (FCA). Valuation Advisory Services in India
are provided by Kroll Advisory Private Limited (formerly, Duff & Phelps India Private Limited), under a category 1 merchant banker license issued by the Securities and Exchange Board of India.

© 2022 Kroll, LLC. All rights reserved.

About Valuation Digital Solutions

The Valuation Digital Solutions group within Kroll strives to empower companies and finance professionals with cost of capital thought leadership and high-quality valuation data that enables them
to make sound business decisions. Key data and content essential in the quantification of risk can be found in the Cost of Capital Navigator digital platform. For more information visit:
www.kroll.com/costofcapitalnavigator.

This publication contains information in summary form and is therefore intended for general guidance only. It is not intended to be a substitute for detailed research or the exercise of professional 
judgment. Whilst due care has been taken in the preparation of this document and information contained herein, Kroll does not accept any liability whatsoever for any direct or consequential loss 
howsoever arising from any use of this document or its contents or otherwise arising in connection herewith.

Carla S. Nunes, CFA
Managing Director
Kroll, LLC

carla.nunes@kroll.com

Kevin Madden
Director
Kroll, LLC

kevin.madden@kroll.com
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