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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and 
provide some perspective to investors. 

                                                                                                                                                                         November 2022 

HOW DO STOCKS AND BONDS PERFORM AFTER “PEAK” INFLATION? 

If  the financial term of 2021 was “transitory” (the ultimately failed descriptor of our current battle with inflation), then the term of 
2022 might be “pivot.” That being, the unknown point when the Federal Reserve will ease off the gas on its aggressive interest 
rates hikes and “pivot” to easier (and more market-friendly) policy. And with both stocks and bonds in bear markets based 
largely on those higher rates, the eagerness on the part of investors for a pivot makes a lot of sense. While rates may remain 
elevated given the stickiness of inflation, a downshift at the Fed (and, hopefully, in inflation) could potentially give stocks 
and bonds the green light to begin rallying in earnest. 

Over the last decade, markets got used to the Fed 
coming to the rescue when things got dicey—but 
the pervasiveness and breadth of today’s inflation 
means that the era we’re in today is different. As a 
result, the Fed has outlined a commitment to 
bringing inflation down at all costs – recession 
or not. Therefore, it’s hard to see a world where the 
Fed pivots its policy prescription without inflation 
both peaking and beginning a clear descent. While 
there is a chance inf lation has peaked, the still-
historically high 8.2% October reading probably 
doesn’t merit the pivot that markets are looking for.  

But it remains top of mind for investors. So, with that 
in mind, we took a cue from our friends at Strategas 
and looked at how assets have performed following 
peaks in inflation of past, including all cycles where 
inf lation topped 5% in the post-WWII era. 

Somewhat reassuringly, both stocks and bonds largely performed well in the af termath of “peak inf lation.” This was likely 
spurred on by the falling interest rates and looser financial conditions that came in anticipation of – or alongside – an easing 
Fed (aka, a “pivot”). As inflation fell and the Fed eased off the gas, falling interest rates could have provided a nice 
tailwind to returns. In 2022, the high-water mark for headline CPI was the 9.0% seen in June. While performance since then 
has been soft, if June does prove to be the peak, the above table seems to suggest that history is on our side.  

But that’s not all there is to today’s story. Headline inflation has likely peaked, but core inflation (excludes food and energy) hit its 
post-pandemic high just last month. Wages and housing are providing upward pressure to core inflation, keeping the Fed from 
making the distinct pivot that markets want to see. While the Fed has hinted that they see reasons to slow their pace (i.e., a 
slowing economy), the rate of inflation – even if it has peaked – remains far too high for comfort.  

Markets tend to begin rallying from bear market lows well before economic data bottoms, but in order for the equity and bond 
markets to match the post-peak inflation performance noted in the table, inflation needs to keep coming down – and at 
a faster pace than we’ve yet seen. Until the Fed signals the “pivot” is near, things could remain challenging. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here ref lect our judgment at this date and are subject to change. The information has been obtained f rom sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  
This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses  would be required to make an 

investment decision about any individual security identified in this report.  

 
For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 
other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  
 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 
classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 
 

 

 

 

 
 

 

 


