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Inflation Rises from the Ashes 
Monthly Year-Over-Year Inflation since April 2020
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Inflation has returned with strong force in recent months, as monthly and year-over-
year reports have quickly reached rates  not seen in decades. This has left investors in the 
precarious position of dealing with a sharp rise of inflation and also making a longer-term 
determination as to the future degree of its path. 

The anomalous economic conditions created by the COVID-19 virus have played the predominant role in the  
re-emergence of inflation. Simply put, the economic shock incurred by the pandemic’s onset in the spring of 2020, 
followed by the fastest economic recovery on record in little more than a year’s time, has resulted in a roller coaster 
of consumer activity to which modern day precedents do not exist. Thus, the future course of inflation currently 
stands as perhaps the market’s most challenging riddle as investors look upon the longer-term horizon. 
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UNDERSTANDING WHERE WE HAVE BEEN

The rapid ascent of consumer prices seen in recent months has arrived at a most impactful point in that 
inflation over the past decade has proven to be extremely benign by historical standards. This is spelled 
out in the 12-year average for consumer price index (CPI) increases following the conclusion of the 
global financial crisis in 2009, which tallied less than 1.50% annually, its lowest average rate of change 
for such a time frame in more than a half century.

The reasons inflation remained historically low and nonthreatening during the years between the 
global financial crisis and COVID-19 recession are believed to be varied. They include the globalization 
of supply chains, the rise in technology-driven distribution channels, official inflation targeting by 
the Federal Reserve, changing age demographics within the workforce, and a more than decade-long 
recovery that avoided contraction but still averaged gross domestic product (GDP) growth only slightly 
above 2%.  

While these factors have been debated as to their degree of impact and contribution to the ongoing 
low inflation of these years, it is clear that at least some or all of them dramatically changed inflation 
expectations even during a period when unemployment rates reached their lowest levels in more than 
50 years. This backdrop of the past 12 years has made the recent inflationary upsurge appear even 
more dramatic. 

Previously Benign Inflation Environment 
Calendar Year CPI 2012–2020
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THE CASE FOR TRANSITORY INFLATION

At the heart of the debate as to whether higher inflation rates are here for a prolonged time or just 
passing through is whether the current pace of price increases, established since this past April, will 
ultimately prove to be transitory in nature, perhaps lasting only into the early months of 2022, or more 
permanent in nature and representing a secular shift in the longer-term trend. Regarding this debate, 
there are a few pertinent points to consider supporting the transitory perspective:

Base Effects Comparisons: Inflation is measured as a rate of change between two points in time, and 
this year’s monthly annualized comparisons have been somewhat exacerbated by highly suppressed 
levels during 2020. Thus, when looking at two-year annualized rates of inflation, the broader measure 
appears less concerning. For example, year-over-year July headline CPI of 5.40% compared to just 1% 
in July 2020, equating to a two-year annualized rate of 3.20%. 

COVID-19 Environment: The severe COVID-19-induced recession imposed highly unusual operating 
conditions upon businesses during the most volatile of short-term macroeconomic environments. 
During the historic shock in the spring and early summer of 2020, many companies were forced to shut 
down or liquidate entire inventories to survive, only to immediately reopen and repurchase as demand 
almost instantaneously re-emerged during the economy’s meteoric recovery in the year to follow. This 
most heavily pertained to companies in the travel and lodging industries, where prices have seen the 
highest increases in recent months.   

Concentrated Inflation: Business areas most impacted by last year’s shutdowns and this year’s 
reopenings include used cars, car rentals, airlines, hotels, and long-term lodging. On a combined basis, 
these five categories accounted for more than half of the total price increase of the July core CPI’s  
(ex food and energy) 4.30% year-over-year increase. One might infer, as the economy normalizes and 
this smaller group of businesses potentially experiences a leveling of price increases, so too should the 
broader inflation indexes.

For these reasons, we view the argument of a more transitory profile for inflation, perhaps one in which 
the headline and core measures of CPI and other broad inflation measures once again reach the mid-
2% range by 2Q 2022, as being a strong one. However, for the remainder of 2021, we believe monthly 
inflation reports will continue to run hot and well above the pre-2021 trend.

Inflation Breaks Decade-Long Trend 
Monthly Year-Over-Year CPI Jan. 31, 2012–July 31, 2021
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FEDERAL RESERVE IN THE EYE OF THE STORM

Perspectives and policy actions taken by the Federal Reserve will likely play a key role regarding investor judgments 
of inflation’s path during the months ahead. The Fed currently maintains a dual mandate of maximum employment 
and price stability with an official 2% long-term inflation target. How it goes about keeping that target in check 
carries major implications, not only within the realm of consumer prices but the overall markets as well.

In August 2020, Chairman Jay Powell announced the Fed’s “Statement on Longer-Run Goals and Monetary 
Policy Strategy,” presenting strong interpretations as to how the committee would attempt to manage its long-
term inflation target of 2%. Specifically, based on the previous several years in which inflation had run below its 
2% target, the committee appeared more inclined to let inflation run above 2% for some sustained time as well. 
Investors must now determine, in this changing environment, how long and how much above 2% that will be. It is  
also important to remember the Fed’s preferred measure for inflation is the personal consumption expenditures 
(PCE) price index, which has shown a slightly less rapid trend in recent months than the CPI.  

Given the rising inflationary trends since April 2021 as well as improving employment reports in recent months,  
we see a high probability the Fed initiates tapering of its monthly open market Treasury bond and mortgage-backed 
securities purchases in 4Q 2021, with a lesser but still realistic probability it does so in 1Q 2022. We continue to 
believe an actual rate hike before CY 2023 is unlikely.

THE LONGER-TERM PERSPECTIVE

Following more than a decade of benign impact, inflation has clearly emerged from the ashes and as CY 2021 hits  
its final stretch is now top of mind among investors. With this in mind, we highlight two important points: 

1. While the post-COVID-19 economic recovery and expansion is without historical precedent, we lean toward  
a more transitory profile regarding recent inflation and one in which major inflation indexes such as the CPI  
and PCE will likely revert toward 2% by 2Q 2022. We say this in large part due to improving base effects 
comparisons, the unique characteristics of the post-COVID-19 economic reopening, and the prospect of  
a handful of business areas driving a heavy concentration of price increases eventually leveling off in the  
months ahead. 

2. Perhaps more importantly, we also believe inflation should ultimately be considered within the context of  
longer-term economic and market cycles. Over the past 50 years, the CPI has averaged just below 4% on  
an annualized basis, with separate stints above double digits in the 1970s and 1980s. Yet over the entire half  
century since 1971, U.S. GDP has averaged annualized growth of 2.60% and the S&P 500® has provided an 
annualized total return of approximately 11%. 
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S&P 500® Index: A market-capitalization weighted index of 500 large U.S. companies with common stock listed on the New York Stock 
Exchange or NASDAQ Stock Market.  
Indexes are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, but do not reflect the deduction of any fees or expenses  
which would reduce returns. Investors cannot invest directly in indexes. Past performance does not guarantee future results.
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Investments are subject to market risk, including the loss of principal. Asset classes or investment strategies described may not be appropriate for all investors. 
Past performance does not guarantee future results. 
 Inflation risk is the risk that inflation could outpace a bond’s interest income. 
The information included in this document should not be construed as investment advice or a recommendation for the purchase or sale of any security. This material 
contains general information only on investment matters; it should not be considered as a comprehensive statement on any matter and should not be relied upon 
as such. The information does not take into account any investor’s investment objectives, particular needs, or financial situation. The value of any investment may 
fluctuate. This information has been developed by Transamerica Asset Management, Inc. and may incorporate third-party data, text, images, and other content to  
be deemed reliable. 
Comments and general market-related projections are based on information available at the time of writing and 
believed to be accurate; are for informational purposes only, are not intended as individual or specific advice, may 
not represent the opinions of the entire firm, and may not be relied upon for future investing. Investors are advised 
to consult with their investment professional about their specific financial needs and goals before making any 
investment decisions. 
Transamerica Asset Management, Inc. is an SEC-registered investment adviser. The funds advised and sponsored 
by Transamerica Asset Management, Inc. include Transamerica Funds, Transamerica Series Trust and DeltaShares® 
exchange-traded funds. Transamerica Asset Management, Inc., is an indirect wholly owned subsidiary of Aegon  
N.V., an international life insurance, pension, and asset management company. 1801 California Street, Denver,  
CO 80202, USA
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Therefore, while inflationary periods can be painful as they play out, as anyone 
remembering the 1970s or early 1980s can tell you, investors are still perhaps best 
served interpreting inflationary trends through a longer-term lens and in association 
with ongoing economic growth and market opportunities.  

The future starts today.
VISIT 
transamerica.com


