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The Inflation Policy Cycle

Guggenheim, For Lessons on Fighting Inflation, Skip Over 
Volcker to 1946, March 22, 2022

The recent surge of inflation has led the media and market pundits to fall back on comparisons to the 1970s, resulting in shrill cries of inflationary panic. 
While the rise in inflation during that time may invite comparisons to today, its root causes were a decidedly different set of circumstances. A more 
appropriate corollary from history may be 1946-1948, the post-World War II inflationary episode resulting from supply shortages due to manufacturing 
disruptions during peace-time retooling, rebounding demand for consumer goods, high levels of savings, and soaring money growth, which sounds a lot 
like the scenario playing out today. The execution of monetary policy over the coming months will determine whether inflation ends gently or with a serious 
recession and further market instability.
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Inflation: Uncomfortably Hot
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Source: JP Morgan; Data as of 4/30/22

The Consumer Price Index (CPI) reached the highest levels since the 1980’s 
driven by excess demand, fiscal stimulus, and supply chain issues. This poses a 
risk to both consumer wallets and corporate margins, though both have proven 
resilient so far.  The Ukraine war has pushed commodity prices up further.
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Global Inflation
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Inflation Components
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Source: JP Morgan; Data as of 5/11/22



Job openings still far outpace available workers. The “Great 
Resignation” continues in the competition for talent.

Labor Market Remains Tight: Too many jobs open……..
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Source: Bloomberg, U.S. Department of Labor, 5/12/2022



There are nearly 2x as many job openings, as workers available

…….Not Enough Workers
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Source: Bloomberg, U.S. Department of Labor, 5/12/2022



Labor force is smaller and workers haven’t come back, 
yet…..
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Source: JP Morgan: Data as of 3/31/22



Low Unemployment Rate & Rising Wages: Sign of Overheating?
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Source: JP Morgan: Data as of 5/11/22



Global Supply Chain Pressures
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Improvement in ships waiting…….
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% of PCE on Goods vs. Services
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Gasoline prices soar……
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High gas prices are a major “tax” on the consumer but also impacts all sort of 
price/industries where delivery, logistics and production are energy intensive.
This also comes are a time where numerous other hard commodities (nickel 
and metals) and soft commodities (agriculture, food inputs and fertilizers) have 
their own high prices from supply shortages colliding with high demand.



…… and jet fuel
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Global Commodity Prices and Impact from Russia/Ukraine
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Source: JP Morgan; Data as of 5/11/22

The war in Ukraine is disrupting the global commodity supply chain, 
causing shortages in many markets and driving prices higher across metals, 
oil, and food categories.
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Surge in home prices may be peaking amidst higher mortgage rates
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Fed’s preferred measure
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Source: Bloomberg 



Market expectations for inflation
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Source: Bloomberg 



What does yield curve shape mean?
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Source: Bloomberg



Peak in 10- year yields?
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Source: Strategas



How much higher?
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Source: Strategas



Nearing top?
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Source: Strategas



Market expecting more rate hikes
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Source: Bloomberg 



Bonds recover initial losses
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Case for bonds post tightening
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Bond returns not as negative as thought
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Why own bonds…
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Markets decide rates…
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Conclusions:

1. Current inflationary pressures have revolved around supply/demand mismatch for 
products (autos/semiconductors), transportation bottlenecks, tight labor markets, high 
energy/food costs, surging commodity and feedstock, and loose monetary policies.

2. Headline inflation may be approaching peak levels and is likely to fall in 2H’22 and 2023. It 
will stay higher for longer as a result of elevated food and commodity prices, partially due 
to the Russia-Ukraine war.  

3. Inflation is likely to ‘normalize’ at higher levels than experienced during the last 10+ years

4. Focus on companies with pricing power and the ability to pass through higher input costs 
to customers 

5. Federal Reserve playing catch-up and will have to move faster and higher with rate 
increases and balance sheet roll-off

6. Bond market pricing in higher likelihood of policy error

7. Rising mortgage rates will have an impact on housing value and turnover

8. A benefit of rising rates: savers will earn more interest. Cash may become a short-term 
strategic position within asset allocation framework.

9. Recent actions: trimmed commodity exposure, increased fixed income to narrow 
underweight, maintained neutral equity exposure
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Cash account returns

30



Rate hikes do NOT mean stocks automatically go down
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