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With inflation top-of-mind for investors, we dive deep into 

recent language from the Federal Reserve to get at what truly 

matters and highlight some key resources along the way. 
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TRANSITORY     |     TRAN·SI·TO·RY / TRANSƏˌTÔRĒ     |     OF BRIEF DURATION; NOT PERSISTENT 

Forgive me for using the grade school trick of starting an essay with a definition, but I couldn’t help myself given how much 
the word is being tossed around these days (and I’m used to getting mediocre grades anyway). So why is “transitory” the 
word of the week? Because it has become the premier buzzword used when talking about everyone’s favorite topic: inflation.  

Let’s start here: The Federal Reserve has made it very clear that they will keep monetary policy easy (low rates, etc.) until 
the economy, specifically the job market, recovers. And despite the vaccine progress, we are still ways away from that. But 
the Fed also has to manage price stability, and with rising inflation concerns around every corner, the question is “what level 
of inflation will cause the Fed to raise rates (and likely harm their employment goals in the process)?”  

It’s an important question for stocks, too. As Strategas CEO Jason Trennert 
recently said in our Market Strategy Weekly, “I do think inflation is going to be 
higher this year, there's almost no question about it…” but “it's not until the Fed 
starts to fight it aggressively that it becomes a real problem for the (equity) 
market.” Baird’s Mike Antonelli noted the same idea in a recent Market 
Mailbag, writing, “If we hear a Fed governor or committee member start to talk 
about changing that (dovish) stance, then that in my opinion would present a 
headwind to the market. The carnage we saw at the end of 2018 was because 
the Fed was hiking and tightening monetary policy—let’s be on the lookout for 
a similar situation here.” 

And that’s the thing—despite inflation being a well-covered societal concern, it’s less discussed that we have the tools to 
fight it. If the Fed saw inflation spiraling out of control and hurting economic growth, they could raise interest rates to break 
it. Of course, as noted above, there are plenty of spillover effects from this (especially if done quickly). Key amongst them: 
it tends to be bad for stocks and the economy. Markets love easy monetary policy (perhaps too much) and any shift 
would have big implications.  

So for investors, perhaps inflation isn’t the most pressing concern, but rather, the Fed’s potential reaction. Stocks have 
performed pretty well through inflationary periods, actually. And that’s where we finally get to “transitory.” The Fed has 
clearly spelled out that any temporary, or “transitory,” inflation as a result of weird year-over-year comparisons vs. the early 
days of the pandemic and/or one-time reopening pressure is NOT going to get them to tighten policy. Point blank. A single 
hot year is not going to convince them that long-term, damaging inflation is back. 

And they’ve made a point to spell this out so clearly exactly because pricing pressure is almost certain to pop up this year. 
But this is where the differentiation between “transitory” and “true” inflation (i.e. year over year-over-year price increases, 
when the cost of the whole basket of goods and services is perpetually rising) is critical. Anything the Fed deems “transitory” 
won’t get them to jump, and they are committed to that idea. This is an important distinction for investors to get used to. 

Anyway, let me step off my soapbox for now. If I haven’t bored you to tears with the intricacies of Federal Reserve language, 
check out this video that Baird Market Strategist Mike Antonelli recently put out on inflation—it’s a down-to-earth, realistic, 
and actionable look at the phenomenon, and a must-watch for any folks especially worried about inflation. 
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“If we do see what we 
believe is likely a transitory 
increase in inflation…I expect 
that we will be patient”   
 

Fed Chair Jerome Powell  

https://www.youtube.com/watch?v=7tEbM2H_weA
https://bairdwealth.com/insights/Market-Mailbag-What-Dangers-Lurk-Around-the-Corner
https://bairdwealth.com/insights/Market-Mailbag-What-Dangers-Lurk-Around-the-Corner
https://www.bairddigest.com/sites/bairddigest/2021/winter/market-mailbag.html#.YFy_f9KSmUk
https://www.youtube.com/watch?v=8n45_x9UkBc
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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.   


