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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and provide 

some perspective to investors. 

May 2021 

A HOT CPI REPORT SPOOKED INVESTORS, BUT WHAT’S THE REAL STORY? 

After taking a few weeks off, what else can we do but return to the topic on everyone’s mind: inflation. With a smoking CPI 
report now a few weeks behind us (featuring the highest jump in core inflation since 1981), let’s talk through some of the 
dynamics at play. The April report both beat expectations and was incredibly interesting, but was also maaaybe not that 
prescriptive due to some of the unique forces at play (mostly Covid-related). To dig into it, let’s use one of the main examples 
of price insanity—used auto prices—which were up 21% year over year and had an outsized effect on the headline number: 

• Base effects. When looking at year-over-year data, don’t forget about the denominator. In this case, the 
denominator—last year’s used car prices—cratered as consumers tightened the belt (anticipating a recession) and 
big firms liquidated rental fleets (also anticipating recession). In hindsight, the big drop in used car prices was a 
one-off effect of the temporary pandemic/lockdown (same as the one-off spike in, say, hand sanitizer prices). 
 

• Reopening demand. Bolstered by a healthy, stimulus-juiced 
consumer and better-than-feared results from car rental services, 
demand for used autos is returning at a breakneck pace. Rental car 
companies are desperately rebuilding their fleets as travel demand 
temporarily surges, creating short-term spikes in prices. 
 

• Supply constraints. Nothing embodies the pandemic-related 
supply-chain issues like semiconductors, and nowhere has their 
shortage been more noted than in auto manufacturing. With 
demand surging, supply remains constrained by shuttered 
production (Covid + worker shortage) and a lack of needed parts. 

And this combination of issues is playing out all across the economy. 
Reopening-linked items (e.g. airfare, hotels) are seeing massive demand, and many goods (e.g. microprocessors, lumber) 
are dealing with supply issues. Still, these are mainly Covid-related issues; there is little to suggest that these types of 
pressures will be permanent and result in the type of year-over-year-over-year inflation that is genuine cause for concern.  

In fact, supply for many goods (cars, iPhones) are being beefed up as we speak. Some improvements will take longer than 
others (it takes longer to build a new copper mine than a microprocessor), but producers are ramping up to meet demand 
and technological improvements across industry will help with speed. As Goldman Sachs notes, the most prominent 
example of the current supply chain disruption—the shortage of microchips for autos—is set to fade later in Q2. Past that, 
consumers are also increasingly likely to start shifting dollars to services over goods—travel, NBA games, Marvel movies.  

But Covid weirdness aside, there are also reasons to think inflation could be a little more persistent this time. There’s a lot 
of money in the economy, and the Fed has a challenging dismount ahead after years of easy policy. Further, signs of real 
and persistent wage growth (esp. in lower income segments) paired with skyrocketing home prices both could easily juice 
the inflation data. And unfortunately, neither of these issues are as easily solvable as “turn the factory back on.” 

Still, I ultimately land on the conclusion that while inflation may run hotter than we got used to in the 2010s (and maybe for 
longer than some are comfortable with), it won’t veer into problematic territory (much less hyper-inflation). This was a unique 
crisis, with a unique recovery, spurred by historic policymaking. But as we return to normalcy, the inflation data should 
begin to, as well. Reach out to your Baird Advisor with any questions or for further commentary on inflation.  
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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.   


