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Strategas Chairman and Chief Investment Strategist Jason 
Trennert chats about two of his firm’s most important themes: the 
structural stickiness of the current inflation and the Fed’s likely 
need to go farther than expected to fight it. 
 

DE-GLOBALIZATION    ǀ    STICKY INFLATION    ǀ    FED’S BALANCE SHEET     

ROSS MAYFIELD: It’s been a major theme for a while now, but what is your current thinking on inflation and interest rates?  

JASON TRENNERT: On inflation, I think there's a more structural nature to it now than we've seen in the past. In my opinion, 
the most important reason inflation will remain elevated is that we’re entering a period of deglobalization. Globalization 
really started with the fall of the Berlin wall, then picked up speed when China joined the World Trade Organization and, up to 
today, a good portion of the global economy was built on the disinflationary forces that globalization ushered in (e.g., better 
access to low-cost producers). Unfortunately, I think the hope that trading more with non-Western countries would make them 
more Western has turned out to be false. As a result, there will be a strong tendency to do more manufacturing at home (or 
with friendly countries that might be a bit closer). That’s a good thing overall, but it marks a very meaningful long-term change 
with regards to inflation.  

Then there are other parts of the inflation story that also seem 
difficult to tame. In the labor market, you have twice as 
many job openings as you have people who are 
unemployed. That's going to continue to put upward 
pressure on wages. Rents are another area: Housing prices 
are up 20% year over year and higher housing prices tend to 
lead to higher rents. Both of these are very sticky forms of 
inflation. And then finally, there’s energy. Unfortunately, the 
West has largely adopted environmental policies without 
having cogent energy policies to match, and I think that will 
contribute to the price of oil and natural gas staying higher for 
longer. These factors are difficult to eliminate quickly if you’re 
the Fed—that’s one of the main reasons why we believe 
they’ll have to continue to tighten into the foreseeable future. 

ROSS: Speaking of tightening, how will the Federal Reserve utilize its other tool – its balance sheet – to fight inflation?  

JASON: First, some context. The Fed had ~$800 billion in bonds on their balance sheet before Bear Stearns failed in 
2008, ~$4 trillion at the start of the pandemic, and ~$9 trillion today. That gives you a sense of how easy monetary 
policy has been. (The Fed buys bonds to inject liquidity into the financial system, suppress longer-term rates, and stimulate 
the economy.) Now, because of inflation, they need their balance sheet to shrink. And so, in the second half of September, 
you’ll start to see balance sheet runoff ramp up to about $95 billion per month. We're not sure, and I don't think the Fed is sure, 
what impact it will have on the economy or financial markets. But the the most important thing to know is that it is another tool 
to fight inflation. I think the Fed will use rate hikes more aggressively than balance sheet runoff, but I do think they can see that 
they’ve provided a little too much liquidity to the market, making their job harder on inflation. 
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IMPORTANT DISCLOSURES 
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. 

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 
distribute it to others without our express prior consent. This communication is provided for informational purposes only and 
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 
it be regarded as, investment research or a research report or securities recommendation and it does not provide information 
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 
conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 
Financial Conduct Authority.  

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee 
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or 
revise such information following such date. To the extent that any securities or their issuers are included in this 
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do 
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or 
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are 
included in this communication, each person responsible for the content included in this communication certifies that any 
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same 
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations 
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly 
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained 
in this communication.  

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 
member firm, although the two firms conduct separate and distinct businesses.  

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-
disclosures.aspx.  

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, 
Milwaukee, WI 53202. 
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