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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. 

June 2021 

ON THE MARKET’S REACTION TO RECENT INFLATION DATA 

The wisdom of crowds: a phenomenon whereby, when forecasting, the group is collectively smarter than individual experts. 
It was first noted after a 1906 County Fair, when the average of 800 guesses almost perfectly nailed a dressed ox’s weight 
(1198 lbs., for those wondering). And importantly, the average was not only better than the contest winner, but also bested 
the guesses made by actual cattle experts at the fair. 

Financial markets operate similarly. Every day, billions of financial instruments are traded back and forth. And each time a 
security trades hands, investors are expressing a view as to what it might be worth: some will think a stock is underpriced 
and buy, others will think it’s overpriced and sell. And while our individual opinions may be way off, the market, in aggregate, 
is pretty good at estimating value. This doesn’t mean that mean that prices are 100% “correct” all the time,  but they do a 
solid job of reflecting all known information and incorporating new info quickly. There’s wisdom in the crowd. 

Take last year: the stock market bottomed on March 23, 2020, down 34% in a matter of days and just weeks into a global 
pandemic. But then on March 24, something funny happened: the market went up. And despite incredulity, disbelief, and 
occasionally anger on the part of many investors, 
it kept going up. The market may not have known 
for certain that several highly effective vaccines 
were imminent, but it sniffed out a faster-than-
expected recovery before most experts. 

The reason I bring this up is because after 
getting some of the hottest inflation data of 
my lifetime, the market is shrugging. The 10-
year Treasury yield has sunk over the last few 
months (Treasury yields typically rise as inflation 
expectations do, because investors demand a 
higher fixed return to combat the loss of 
purchasing power). And further, two different 
market-based inflation expectations are doing 
the same (as seen to the right). 

Of course, there are other factors at play. Plenty have noted that foreign demand, institutional buying, and Federal Reserve 
asset-purchase programs could be artificially keeping nominal bond yields low. Weak Treasury supply is another factor. But 
perhaps the simplest answer is the most accurate—the market’s Occam’s razor—and that is this: the market’s muted 
response to recent inflation data is because it believes that current inflationary pressures are temporary, that the Fed will 
fight inflation if/when needed, and that the deflationary forces of the last 40 years are not as dead as some proclaim. 

It's not to say inflation isn’t a risk or that Treasury yields can’t head higher; it is, and they can. But if the return of runaway 
inflation were imminent, one might think that some of the hotter inflation data would’ve spooked either the bond or stock 
market by now. We’ll keep an eye on it, but amid all the punditry over inflation, perhaps it’s worth the reminder that the 
collective wisdom of the market isn’t yet too worried about it. 
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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.   


