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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 2021 
WHAT IF INFLATION LINGERS? 

With inflation back in the zeitgeist, the question of the year has become, Will inflationary pressure ease once the shorter-

term consequences of the pandemic wear off, or will it linger—perhaps even for the entire decade? The answer is likely 

a mix of both, but there are increasingly reasons to think that inflation could be both sticky and above-average going forward.  

Reason #1: Wage growth is running hot. Higher wages, particularly at the lower-income end of the spectrum, like we’re 

seeing now, can force employers to raise prices (which can then cause consumers to demand higher wages). This classic 

wage–price spiral is one of the ways that inflation can rise quickly and stick around. And with the labor market being as tight 

as we’ve seen in some time, the American worker has more power than usual to sustain wage gains.  

Reason #2: A once-in-a-generation shock for home prices. Rising home prices have made headlines as supply-side issues 

(lack of labor, raw materials, etc.) have collided with demand-side trends (work-from-home, millennials aging, etc.). Inevitably, 

rising home prices will start to appear in the inflation data, and these pressures show no signs of easing in the near-term.  

How have stocks performed in inflationary periods since 1951? We 

looked at every three-year period since 1951 in which the monthly inflation 

rate averaged 3.0% or higher. And while 3.0% might seem low compared 

to the double-digit inflation of the 1970s, it’s still a big shift from the sub-

2.0% of the last 15 years. As the chart on the right shows, the S&P 500 

returned 23% in stretches of higher inflation compared to 29% for all 

periods (dividends not included in the return calculation). However, a 

deeper look reveals that the high inflation average return was dragged 

down by truly some horrific stretches in the stagflation era of the 1970s.  

What if we took the 1970s out of the equation? If we look only at the 

past 40 years (post-Volcker), higher inflation stretches actually 

outperformed the all-period average (34% to 33%). That’s a good sign if 

you believe, as I do, that we’re unlikely to see a repeat of the 1970s 

economic experience. And if you’re not so convinced, the still-quite-

positive return over the entire period should provide some comfort. 

Why did stocks outperform in inflationary periods since 1981? Over the last four decades, periods of higher—but not out 

of control—inflation often lined up with rising profitability, higher productivity, and healthy economic growth. Publicly traded 

companies tended to raise prices and defend margins in these environments, and stockholders are seeing that again today.  

The bottom line? As long as inflation isn’t spiraling out of control, stocks have been a strong hedge against it. Of 

course, inflation remains a risk—and has stuck around longer than many expected—so it’s natural to have concerns and 

questions. Reach out to your Baird Advisor to talk through this or any other question you may have. 
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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 reflect our judgment at this date and are subject to change. The information has been obtained from 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 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 2020 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.   


