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Inflation: Transitory or Troublesome?

Of all the fears investors have faced over the past 30 years, high inflation wasn’t among them. In 2021, that’s changed.

Today, the biggest questions for investors revolve around inflation: How high will it go and how long will it last? Is it 
“transitory” as the Federal Reserve claims? Or is elevated inflation the new normal amid labor shortages, supply chain 
bottlenecks, and a severe energy crunch?

The uncertain path of the pandemic makes near-term conditions difficult to predict but, over the long term, the picture 
comes into better focus, says Pramod Atluri, principal investment officer of The Bond Fund of America®.

“While we are facing a cyclical rise in inflation and interest rates today, when I look out five years, I think U.S. economic 
growth will be slower and inflation may be lower,” Atluri says. Economic growth should slow due to high debt levels and 
fading stimulus. Consequently, interest rates should stay relatively low as well.

“In the meantime, we are laser focused on inflation because that’s the biggest risk to investors’ portfolios over the near term.” 

STICKY AND FLEXIBLE PRICE INFLATION, YoY CHANGE (%)

TWO FLAVORS OF INFLATION: STICKY AND FLEXIBLE

A source of uncertainty today is that there are two different types of inflation: sticky and flexible. Sticky inflation, currently 
around 2.6% annualized, tends to exhibit longer staying power. Sticky categories include rent, owners’ equivalent rent, 
insurance costs and medical expenses.

Flexible inflation has climbed this year to nearly 14% — the highest since the 1970s. However, this level of inflation 
likely won’t last. The flexible category contains products such as food, energy and cars, where prices can move a lot 
higher or lower over time. For instance, that’s already happened with lumber, copper and soybeans. Prices for those 
products skyrocketed this spring and have since come down.

Sources: Federal Reserve Bank 
of Atlanta; Refinitive Datastream. 
Sticky and flexible prices reflect 
the Atlanta Federal Reserve 
sticky and flexible consumer price 
indexes (CPI). If price changes 
for a particular CPI component 
occur less than every 4.3 months, 
that component is a “sticky-price” 
good. Goods that change prices 
more frequently are “flexible-
price” goods. As of August 2021.



BEWARE OF STICKY INFLATION

As anyone who has tried to buy a used car knows, flexible inflation categories have spiked due to pandemic-related 
shortages, a lack of available labor and supply chain disruptions. A quick resolution to these challenges is unlikely, but 
more normal conditions should return by mid to late 2022, says Ritchie Tuazon, principal investment officer of American 
Funds Strategic Bond FundSM.

“What that means is, the upside risk is in the sticky components,” Tuazon explains. “Many of the flexible price categories 
moved higher for transitory reasons, but inflation in those areas may come back down to zero or even go negative. The 
sticky components will drive inflation in 2022 so that’s what investors need to keep an eye on.”

In short, flexible inflation is transitory, but sticky inflation could be troublesome.

INVESTMENT IMPLICATIONS

It’s important to remember that sustained periods of elevated inflation are rare in U.S. history and it’s mostly at the 
extremes — when inflation is 6% or above — that financial assets tend to struggle. Stocks have also come under 
pressure when inflation goes negative.

For investors, some inflation can be a good thing. Even during times of higher inflation, stocks and bonds have 
generally provided solid returns as shown in the chart below.

STOCKS AND BONDS HAVE DONE WELL IN VARIOUS INFLATION ENVIRONMENTS

Sources: Capital Group, Bloomberg Index Services Ltd., Morningstar, Standard & Poor’s. All returns are inflation-adjusted real returns. U.S. equity 
returns represented by the Standard & Poor’s 500 Composite Index. U.S. fixed income represented by Ibbotson Associates SBBI U.S. Intermediate-Term 
Government Bond Index from 1/1/1970–12/12/1975, and Bloomberg U.S. Aggregate Bond Index from 1/1/1976–12/31/2020. Inflation rates are defined by 
the rolling 12-month returns of the Ibbotson Associates SBBI U.S. Inflation Index.



Wishing you a happy  
and healthy 2022! 

Erica Dekko LPL Financial Planner
Alisha Norris LPL Registered Sales Assistant
Elizabeth Pilnock LPL Registered Sales Assistant

“Like” Dekko Investment 
Services on Facebook! 

Visit us at facebook.com/dekkoinvesmentservices, click “Like,” 
and follow us on Facebook. We will be posting updates, links to articles, 
plus provide important reminders and other information throughout the year.

IRA Contribution Reminder!
The deadline for Traditional and Roth IRA contributions for the 2021 tax year is April 15, 2022.

Tax Season Mailing Schedule
1099 Consolidated Tax Statements are mailed between January and March to ensure you receive it as early as possible 
and meet all IRS deadlines, while reducing the need to mail a corrected 1099.

*Please consult your tax accountant for suitability and tax related questions.

Age 2021 Contribution Limits

49 and under 100% of compensation, up to $6,000

50 and older Additional $1,000

Form Name Week Of

Form 1099-R & Form 1099-Q January 31

Consolidated 1099 Tax Statement

Includes accounts with the simplest tax information and not subject to income reclassification
January 21 & 28

Accounts holding more complex securities, for which issuers provided final tax information after 
January 28

February 4, 11, 18 & 25

Preliminary 1099-Consolidated Tax Statement – Draft Copy

Includes accounts that will not receive a final 1099 Consolidated Tax Statement until all income 
data is finalized

February 18

Includes tax information that investment companies did not furnish to LPL Financial, the broker     
of record, in time for the anticipated February mailing deadline, such as:

Accounts holding securities that may be subject to income reclassification

Accounts holding securities that provide mortgage-backed income reporting information (AMBIR)

March 4, 11, & 18

IRS Tax Filing or Extension Request Deadline April 15

Form 5498 February 25 & May 27

IRS Extension Tax Filing Deadline October 15



The opinions voiced in this material are for general information only and are not intended to provide specific 
advice or recommendations for any individual. To determine which investment(s) may be appropriate for 
you, consult your financial advisor prior to investing. All performance reference is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested into directly. Unmanaged 
index returns do not reflect fees, expenses, or sales charges. Index performance is not indicative of the 
performance of any investment. Past performance is no guarantee of future results.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful.

Portions of this newsletter have been prepared by Capital Group.

Stock investing involves risk including loss of principal.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will 
decline as interest rates rise and bonds are subject to availability and change in price.

The market indexes are unmanaged and, therefore, have no expenses. Investors cannot invest directly in 
an index.

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks 
representing all major industries.

The Barclays Capital U.S. Aggregate Index is comprised of the U.S. investment-grade, fixed-rate bond market.

U.S. Consumer Price Index is a measure of the average change over time in the prices paid by urban 
consumers for a market basket of consumer goods and services.

Consumer Price Index for All Urban Consumers is a core index calculated by the U.S. Bureau of Labor 
Statistics and covers households of all Metropolitan Statistical Areas, which is around 80% of the   
country’s population.

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-
diversified portfolio. Diversification does not protect against market risk.

Securities and Advisory offered through LPL Financial, a Registered Investment Advisor. Member    
FINRA/SIPC.
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