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With inflation top-of-mind for investors, we take a look at the 
other side of the story, and examine a few of the key reasons 
that inflation has been tame for the last several decades. 

April 2021

ANOTHER ANGLE ON THE INFLATION STORY: DEFLATION 

! With $5T in stimulus 
over the past year (much of it directly to consumer pockets), we have entered uncharted waters regarding money growth. 
Combined with vaccine and reopening momentum, there is reason for genuine concern over near-term inflationary pressure. 

 and steady (if choppy)

da  i.e. 
-style stagflation. This has been the trend through 

many business cycles, and remained so even after the 
extraordinary measures used to fight the 2008 recession.  

A big reason for this is that several deflationary forces have 
been asserting their influence on the global economy over 
the last 20-40 years. Below, we address a few of those items: 

Technology. Massive improvements in technology over the 
last forty years have made goods and services cheaper 
across the board. Technology has facilitated efficiency gains 
in production, reduced waste in supply chains, and improved 
price transparency for consumers in almost every sector. 
These advancements show no sign of slowing, either. 

Globalization. Globalization has made goods and services cheaper by both reducing labor costs (outsourcing production, 
etc.) and facilitating specialization that results in a more efficient trade landscape. While we may be moving to a more insular 
world in some respects, several decades of global supply chain buildout seems unlikely to fully reverse overnight.

Labor power. Sustained inflation is often the result of a wage-price spiral (where wage increases set off broader inflation). 
But de-unionization, globalization of the labor force, and automation have removed a lot of power from the hands of the 
worker. While the winds in Washington are shifting in favor of higher guaranteed wages and a stronger labor force, only 
time will tell if this will play out AND transform into steady inflationary pressure. 

There are plenty of other forces at play, as well. Shifting demographics could portend future inflation as the share of the 
working age population increases, or the highly indebted nature of our modern economy could place a limit on the upward 
bound of inflation. The modern economy is truly a complex beast, and inflation is one of its most confounding forces.

Of course, the biggest factor -ish penchant for spending trillions (with a T). Could this 
combined with infrastructure-led commodity inflation and historic GDP growth forebode a regime change that reverses forty 
years of falling inflation? We already know that base effects from the pandemic-recession will cause a spike in readouts this 
year, but will they be anything more than transitory? Hard, and important questions. And the reason that a well-diversified 
portfolio should contain a mix of assets that perform well in either environment. As always, please reach out to your Baird 
Advisor to discuss this or any other issue further.  
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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.   


