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We believe in the old saying: a picture’s worth a 

thousand words. Here, we aim to recap recent market 

action and provide some perspective to investors. 

September 2020 

ON THE PROSPECT OF INFLATION AND INVESTMENTS TO HEDGE 

Inflation has long been an investing enigma. In the 1970s it ran rampant, in the 2010s it went mysteriously missing, and it 

is never far from relevance at any time. Given the historic policy response to the coronavirus pandemic (read: $$$) and 

recent changes at the Federal Reserve, inflation concerns have bubbled to the surface once again. 

This crisis has created an interesting dynamic in overall price stability. Initially—as the pandemic shuttered storefronts, 

closed factories, and generally scared the heck out of the public—demand evaporated. Retail sales plummeted, savings 

rates skyrocketed, and corporate earnings dried up. Just a few months ago, it was actually deflation that was the big concern.  

A solid rebound in inflation has ensued since then, however. This quick reversal marked a significant change from what 

happened following the Great Financial Crisis, when inflation remained elusive after the recession ended and the labor 

market began to recover (see below). The quick bounce this time, coupled with the size and speed of the policy response 

and the unique nature of the crisis (i.e. a vaccine essentially solves it), is raising inflation antennae across the spectrum. 

 

But as our partners at Strategas have put it: relative price changes are not sustained inflation. Inflation occurs when the 

whole basket of goods and service prices is perpetually rising. To find inflation, we probably need to see a wage-price spiral 

that becomes entwined with inflation expectations (often showing up in higher rents). That is, until pay begins to rise across 

the board, don’t overly worry about it. With unemployment still historically high, a big jump is likely well down the road. 

Still, it’s hard not to look at everything that has happened (and is likely to come), and not feel some concern. Any rise in 

realized inflation may be years away, but inflation expectations will sniff out this move well ahead of time. So what to do?  

Well, gold has historically hedged inflation well and broad stock indexes have also held up decently. Energy, Financials, 

and Industrials have been top performers. In fixed income, TIPS remain the premier inflation (and “surprise” inflation) hedge, 

while bank loans and convertible bonds also offer reprieve. Ultimately, if you’re concerned about the prospect for future 

inflation, work with your Baird Advisor to address these issues and position your portfolio for long-term success. 

In the Markets Now 
Is inflation on the horizon? 

 

PWM Equity & Fixed Income Research 
Ross Mayfield, CFA 

Investment Strategy Analyst 
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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.   


