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SHOULD U.S.  INVESTORS CON SID ER IN F L AT ION PROT ECTI ON? 

Historically, expansionary monetary policy has often resulted in inflation.
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CHART 1. INFLATION EXPECTATIONS HAVE PLUMMETED
INFLATION EXPECTATIONS, OCTOBER 2011–OCTOBER 2014

CHART 2. HISTORICALLY, INFLATION HAS BEEN HIGHER
ANNUAL CONSUMER PRICE INDEX, 1983–2013

Source: Bloomberg. Five-year inflation expectation is represented by the five-year 
zero coupon inflation swap rate.

Source: Bureau of Labor Statistics.

The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results. Investors may 
experience different results. Returns during other times may vary. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction or expenses, and 
are not available for direct investment.

Past performance is no guarantee of future results. The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest rates fall, the prices  
of debt securities tend to rise. As rates rise, prices tend to fall. Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt from state and 
local taxes.

The extraordinarily accommodative monetary policy imple-
mented by the Federal Reserve since the financial crisis of 2008–09 
has led many investors to worry about inflationary pressures. Some 
have been predicting a dramatic rise in inflation since November 
2008, when the first round of quantitative easing began. 

Pricing pressures, however, have generally remained subdued as 
a result of slack in the labor markets and declining commodity 
prices. The Consumer Price Index (CPI) has been declining since 
2011, and in 2013 it rose by only 1.5%. In 2014, the CPI has been 
declining as well. In August, the monthly CPI reading declined by 
0.2%, the first month-over-month drop since April 2013, according 
to the Bureau of Labor Statistics.

It’s not surprising, then, that inflation expectations (as repre-
sented by the five-year zero coupon inflation swap rate) have 
recently taken a sharp downward turn. Given an environment of 
sluggish growth in the United States, slowing in emerging markets, 
and flat or contracting economies in parts of Europe, inflation could 
remain low for quite some time.

On the other hand, history shows that central banks can some-
times make mistakes, and that economies that have implemented 
expansionary monetary policy have experienced high inflation, 
though sometimes with a lag. For example, high rates of inflation in 
the 1970s were due, at least in part, to loose money that began in 

the 1960s, according to Milton Ezrati, Lord Abbett Partner, Senior 
Economist and Market Strategist. More recently, inflation rose from 
2005 to 2008, following an uptick in money growth between 2001 and 
2004, Ezrati said. 

Given that the market is predicting that inflation will remain at 
2.0%, well below the long-term average, for another five years, now 
may be an opportune time to invest in inflation protection while it is 
attractively priced.

What kind of inflation protection works best? Treasury inflation-
protected securities (TIPS) may be the most frequently mentioned 
option, but their performance tends to be highly correlated with 
Treasuries. In fact, year to date as of September 30, 2014, TIPS (as 
represented by the Barclays U.S. TIPS Index) have rallied 3.67%, 
along with Treasuries, which have returned 3.06% (as represented 
by the Barclays U.S. Treasury Index), reminding investors of these 
asset classes’ positive correlation. (The positive correlation was 
also evident in 2013, when Treasuries declined.) If TIPS have per-
formed well in a period of low inflation and declining rates, is it likely 
they also would do so in a period of rising inflation and rising rates?

Those who want to add inflation protection to their portfolio may 
want to consider a more targeted approach: combining inflation-linked 
securities with a low-duration bond portfolio to pay a relatively high 
current income today—and benefit from higher inflation tomorrow.
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IMPORTANT INFORMATION

A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. The value 
of investments in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest rates fall, the prices of debt securities tend to rise, and as interest rates rise, the prices of 
debt securities tend to fall. Bonds may also be subject to other types of risk, such as call, credit, liquidity, interest-rate, and general market risks. Moreover, the specific collateral used to secure a loan may decline in value 
or become illiquid, which would adversely affect the loan’s value. Longer-term debt securities are usually more sensitive to interest-rate changes. The longer the maturity date of a security, the greater the effect a change in 
interest rates is likely to have on its price. 

Market forecasts and projections are based on current market conditions and are subject to change without notice. No investing strategy can overcome all market volatility or guarantee future results.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt from state and local taxes. Although U.S. government securities are guaranteed 
as to payments of interest and principal, their market prices are not guaranteed and will fluctuate in response to market movements.

The Barclays U.S. Treasury Index is the U.S. Treasury component of the U.S. Government Index. The index includes public obligations of the U.S. Treasury with a remaining maturity of one year or more.

The Barclays U.S. TIPS Index is an unmanaged index composed of U.S. Treasury inflation-protected securities with at least $1 billion in outstanding face value. 

A five-year zero coupon inflation swap enables investors to increase or decrease their exposure to the risk of inflation. An income stream that is tied to the rate of inflation is exchanged for one with a fixed interest rate. 

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.


