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Worried about inflation? We’re not.
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IN BRIEF

•	 Despite unprecedented fiscal and monetary support 
launched in response to the COVID-19 pandemic, we 
believe U.S. consumer inflation will struggle to rise 
materially above 2% in the coming years, making 
aggressive monetary tightening unlikely.

•	 The two most important drivers of consumer 
inflation are the labor market and housing demand. 
Neither will overheat anytime soon.

•	 The global backdrop does not present an inflationary 
threat, which it did in the 1970s. We do not believe 
the money supply, the U.S. dollar or commodity 
prices will spark an inflationary outbreak. 

•	 Our analysis supports our positive view on cyclical 
areas of the market. We prefer cyclical assets relative 
to inflation products such as TIPs or inflation swaps.

•	 Asset price inflation could be a concern. Valuations 
are elevated, and corporate tax hikes could impact 
equity markets.

When the coronavirus pandemic jolted the global economy last year, 
policymakers responded with unprecedented fiscal and monetary 
support. Some observers now worry that these historic actions will 
lead to an inflation impulse causing aggressive monetary tightening, 
potentially derailing the recovery. Should you share this fear? Our 
short answer—no. We think inflation will struggle to rise materially 
higher than 2%. Indeed, we don’t see U.S. inflation rising above 2% 
on a sustained basis before the second half of 2023. 

To be clear, we’re talking about consumer inflation (the price of 
consumer goods and services), not asset price inflation (the price 
of equities, corporate bonds and other financial securities).

The global backdrop seems benign, with inflation well below 2% 
in many developed economies. Nor do we spot any inflationary 
threat from the U.S. money supply, the U.S. dollar or commodity 
prices. But we do believe the Federal Reserve’s (Fed’s) easy 
monetary policy has translated into asset price inflation. Already, 
valuations are extended in many financial markets. Overall, our 
outlook for modest consumer inflation supports our positive view 
of cyclical sectors such as financials, industrials and housing. 

Inflation concerns are nothing new, of course (we heard them 
often in 2017 and 2018). And it’s worth noting that investor fears 
have flipped from deflation to inflation in less than a year—despite 
the fact that the deflationary crisis of the Great Depression and 
the inflationary crisis of the 1970s were 40 years apart. 

A narrative that shifts this quickly should be viewed with a healthy 
degree of skepticism. Still, we take inflation concerns seriously. 
In the following pages, we present our responses to some of the 
top questions we are asked about inflation.

HOW CAN YOU SAY INFLATION IS TAME? 
LOOK AT THE STOCK MARKET! 

When we say we are not worried about inflation, we mean we are 
not worried about consumer price inflation. As we’ve noted, there 
is a crucial distinction between asset inflation and consumer inflation. 
Consumer inflation doesn’t move quickly. And, more importantly, 
we understand what makes it rise and fall, as we will explain.



2

WHAT IS THE NEAR-TERM OUTLOOK FOR CONSUMER INFLATION?

In 2020, services inflation collapsed (think of the cost of an airline ticket or a haircut) while the cost of goods spiked. (Remember shortages 
for items such as toilet paper and cleaning supplies?) As the pandemic subsides, we expect the gap between services and goods inflation 
will normalize. Goods inflation should cool as global manufacturing production ramps up, given low inventories in the sector. Services inflation 
should firm as the resumption of services activity allows companies to regain pricing power.

GOODS AND SERVICES ARE INFLATION LIKELY TO NORMALIZE
YOY inflation

Core goods

Core services

Jan 2019 Jul 2019 Jan 2020 Jul 2020 Jan 2021

3.5%

2.5%

1.5%

0.5%

-0.5%

-1.5%

“Core goods” defined as goods ex food & energy commodities. “Core services” is defined as services ex energy services. 
Source: Bureau of Labor Statistics, as of January 31, 2021.

The improvement in services inflation will likely cause a temporary overshoot of the Fed’s 2% inflation objective for two reasons: transient 
supply shortages (e.g., everyone rushing to get back on airplanes, but the airlines aren’t running enough flights); and “base effects” from 
2020 (i.e., the fact that overall inflation plummeted in March, April and May of last year). That said, we expect supply to eventually catch 
up to demand beginning in the second half of 2021 and into 2022. From that point on, inflation rates will likely be determined more by 
fundamental drivers than by supply considerations.1

BEWARE OF INFLATION COMPS
Core PCE inflation YOY

Actual

Projected

2015 2017 2019 2021 2023

2.2%

2.0%

1.8%

1.6%

1.4%

1.2%

1.0%

Source: Department of Commerce, as of February 14, 2021.

1 We don’t mean to be dismissive of supply shortages—there’s no law that says they always have to be temporary—but it’s nearly impossible at the moment to disentangle what is a true supply 
shortage that can last from one that is COVID-19 related. If we are still seeing widespread supply shortages long after the pandemic is over, then it would inform our outlook on consumer price 
inflation. But for now, it’s too early to make a strong statement on their multi-year effect.
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WHY AREN’T YOU WORRIED ABOUT 
CONSUMER INFLATION OVER THE 
LONGER TERM?

In assessing the long-term outlook for inflation, it helps to break 
inflation down into two broad categories, cyclical and secular. 

Cyclical inflation moves with the business cycle (think of the cost 
of an airline ticket or a trip to Disney Word). Secular inflation 
generally does not (think of the price of a big-screen TV, for 
example). Secular inflation has been on a downward trend for 
decades, largely due to technology and globalization,2, 3 and we 
doubt this backdrop changes anytime soon. COVID-19 accelerated 
technological adoption, which increases price transparency in 
the economy, and it should continue to power ahead. Further, 
concerns about “de-globalization” are often exaggerated (as we 
wrote about here).

SECULAR INFLATION HAS BEEN DECLINING FOR DECADES
% contribution to YOY change in core PCE inflation

Cyclical core inflation
Secular core inflation
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Both series are Hodrick-Prescott filtered. 
Source: Bloomberg Financial L.P./Bureau of Economic Analysis, as of November 30, 2020.

In our view, any problem with consumer inflation is more likely 
to come from cyclical factors that are more closely tied to the 
business cycle as opposed to secular factors.

DON’T WE EXPECT A RAPID ECONOMIC 
RECOVERY FROM COVID-19? 
WON’T CYCLICAL CONSUMER 
INFLATION OVERSHOOT?

What are the prospects for higher cyclical inflation? Our proprietary 
economic model aims to answer that question. It has two main 
variables: labor market slack and a measure of housing demand.4

The model explains 82% of the variation in core cyclical consumer 
price inflation since 1985 (and the variables are highly statistically 
significant). Simply put, in a discussion of inflation, labor market 
slack and the housing sector deserve most of our attention—and 
we don’t expect much upward pressure on inflation from either 
source in the coming years. We emphasize that inflation generated 
from the labor market and housing comes from the level of activity 
in these sectors, not from the rate of growth.5

OUR MODEL EXPLAINS 82% OF CYCLICAL INFLATION
YOY core cyclical inflation

Actual
Model
R2 = 82%

3.5%

2.5%

1.5%

0.5%

4.5%

3.0%

1.5%

0.0%
’86 ’90 ’94 ’98 ’02 ’06 ’10 ’14 ’18

Model equation is 0.9 + 0.13a + .47b +.17c; a = labor market slack which is defined as the 
difference between headline unemployment and the CBO’s estimate of the natural rate of 
unemployment; b = multifamily construction (relative to population); c = inflation persistence 
variable. Annual data used. Model Durbin Watson statistic is 1.72. 
Source: Bureau of Labor Statistics/J.P. Morgan Private Bank, as of December 2019.

2 We consider PCE inflation in this secular/cyclical breakdown as opposed to CPI since PCE is the Fed’s preferred measure of inflation. This is not an important distinction for our purposes—the same 
analysis for CPI yields nearly identical results. 
3 Cyclical core PCE inflation contributes approximately 80% to core PCE inflation, whereas secular contributes approximately 20%. 
4 We also include in the model a one-period lag of the inflation rate (since inflation has “persistence,” meaning yesterday’s inflation rate has an impact on today’s) as well as a constant, which 
effectively captures anchored inflation expectations. 
5 J.P. Morgan Investment Bank has published a piece on how the growth rate can have effects on inflation, but that the effects are modest (see “U.S.: Inflationary speed limit effects are back, sort of” 
here). In our inflation model, we find no growth rate effects on core cyclical consumer price inflation; this is probably because we are using annual data, whereas our Investment Bank is using 
quarterly data. 

https://privatebank.jpmorgan.com/gl/en/insights/investing/are-rising-us-china-tensions-hurting-supply-chains
https://jpmcsso.jpmorgan.com/sso/action/federateLogin?URI=https%3a%2f%2fmarkets.jpmorgan.com%2fcontainer-web%2fua%3fsourceUrl%3dhttps%3a%2f%2fmarkets.jpmorgan.com%2fresearch%2fcontent%2fGPS-3650790-0%253f&msg=+&securityLevel=0&multiDomainRequiredCheck=true&app=585580&ref=585579&cs=WUb3RlCjrRW8vSRUYAMs3myWcwo%3d
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Turning to the labor market, we expect the unemployment rate to 
continue its rapid descent, falling below 5% by the end of this year, 
given recent upward revisions to fiscal stimulus expectations. But 
we don’t see a return to the pre-pandemic 3.5% unemployment 
rate before 2023 at the earliest—and that is assuming we don’t 
encounter another unexpected negative shock along the way. The 
spike in the number of permanent job losers is about half of what 
we saw after the 2008 global financial crisis (GFC). Yet it is a 
meaningful increase, and it suggests we won’t jump immediately 
back to the pre-COVID-19 labor market by the end of this year.6

RISE IN PERMANENT UNEMPLOYMENT ABOUT HALF OF 
WHAT OCCURRED DURING GFC
Permanently unemployed as % of working age population

4.5%

3.7%

2.9%

2.1%

1.3%

0.5%

12.0%

7.0

2.0

-3.0

-8.0

3.5%

2.5%

1.5%

0.5%
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Permanently unemployed rate defined as those who have permanently lost their jobs 
(as opposed to temporary layoffs) as a % of the working age population. 
Source: Bureau of Labor Statistics, as of January 31, 2021.

On the housing front, inflation seems similarly tame. Yes, home 
prices are on a tear in many locations, amid low mortgage rates 
and accelerated migration trends from COVID-19. (See our housing 
article here.) We think the home purchase market will stay strong, 
especially in the South, where there is considerable new 
construction, and in the suburbs across the United States.

But consumer inflation comes from housing rental rates, not from 
home prices, since paying a rent is a consumption item that recurs, 
whereas buying a home is treated as a one-time investment. 
Typically, home prices and rental rates rise and fall in tandem, 
but COVID-19 sent the two markets in opposite directions (chart 
below). The rental inflation rate is currently still falling, and this 
is acting as a headwind to overall consumer inflation, despite the 
pickup in home prices. Rental inflation, which carries an 18.5% 
weight in the core PCE inflation basket (and nearly a 40% weight 
in core CPI) will recover, but likely at a slow pace. This reflects the 
fact that the multifamily market is somewhat oversupplied on a 
fundamental basis (even absent the pandemic), particularly in 
densely populated metro areas.

HOME PRICES AND RENTS DECOUPLED DURING COVID-19
YOY change

Rental inflation (left)

Home prices (right)
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Source: Federal Housing Finance Industry/Bureau of Labor Statistics, as of December 31, 2020.

6 Trends in labor force participation are saying something similar. The headline rate, which is currently at 6.3%, would be nearly 10% if adjusted for the decline in labor force participation induced by 
the COVID-19 shock.

https://privatebank.jpmorgan.com/gl/en/insights/living/the-us-housing-market-is-suddenly-booming


5

DO YOU SEE ANY PARALLELS TO THE 1970S?

Investors often look to the 1970s as a period when inflation had devastating consequences for portfolios, but the analogy doesn’t apply: 
The 1970s’ inflation problem was global in nature, whereas today the sole focus is on the United States.

Given the depth and breadth of today’s globalization versus the 1970s, we find it hard to believe the United States could have its own 
inflation problem while Europe and Japan are grappling with inflation well below 2%, with interest rates stuck at or below 0%. In addition, 
the inflation rate in China continues to fall.

If there were an inflation problem in the United States alone, businesses would find arbitrage opportunities to source lower-cost resources 
from outside the United States (unless the dollar were depreciating on a sustained basis, a subject we address below). 

INFLATION HAS FALLEN ACROSS THE DEVELOPED WORLD
CPI inflation, 10-year rolling average

United Kingdom
United States
Japan
France
Germany

1971 1981 1991 2001 2011 20211961
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11.5%
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6.5%
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-5.5
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80
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Source: Bank of International Settlements, as of December 31, 2020.

The 2010–14 North Dakota shale fracking boom is an instructive example of sourcing lower-cost resources. North Dakota faced inflation 
pressures early on, but eventually it drew in resources from the rest of the country. This shift subsequently cooled the inflation rate, long 
before global oil prices collapsed (chart below). Increased globalization suggests that national economies are increasingly linked, much 
as state economies are connected within the United States.

INFLATION IN NORTH DAKOTA COOLED BEFORE OIL PRICES COLLAPSED

Oil prices ($/barrel) (left)

YOY North Dakota GDP inflation (right)

2009 2011 2013 2015
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Source: Bureau of Economic Analysis/Energy Information Administration, as of December 31, 2020.
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One final point on the 1970s. During this period, inflation was primarily driven by policymakers attempting to exploit the tradeoff between 
inflation and unemployment (i.e., to push unemployment low at the expense of higher inflation). This was well before central banks 
established political independence and formalized the concept of an inflation target to anchor expectations. In addition, the inflation 
outcome of the 1970s was exacerbated by two large energy supply shocks. 

Today, the backdrop is very different. Yes, the Fed is making a bold commitment to average 2% inflation through the cycle, but it has by 
no means abandoned its inflation target, and market inflation expectations are thus still firmly anchored. In addition, the energy intensity 
of the economy has fallen structurally and will likely continue to decline as new, cheap sources of clean energy emerge.

ENERGY INTENSITY OF THE ECONOMY HAS DECLINED
Thousands of BTUs/real dollar of GDP (2019 $s)

1969 1979 1989 1999 20191959

15

10

5
2009

Figures show three-year moving average. 
Source: Energy Information Administration, as of December 31, 2020.

WHAT ABOUT FISCAL STIMULUS—WHY WON’T IT SPARK INFLATION?

President Joe Biden recently signed into law a USD1.9 trillion stimulus package. That is substantially more than the prior stimulus package 
of USD900 billion signed into law in December. By definition, then, fiscal stimulus poses a new level of risk. But will it be inflationary?

Most of the elements in the fiscal package will have a very low, if not zero, economic multiplier—that is, the elements will have modest 
ripple effects in the broader economy. 

For example, as jobs come roaring back, less unemployment insurance support will be required. As state and local tax revenues rebound, 
less federal support will be used. The significance of these diminishing multipliers is often overlooked by market participants who 
somewhat simplistically compare the size of the latest fiscal package (USD1.9 trillion) to the size of the output gap (~USD650 billion, 
according to the Congressional Budget Office).7

However, if stimulus checks, which have a more static economic multiplier, become a permanent feature of fiscal policy, then the risks of an 
inflation problem would rise considerably, in our view. Yet we expect stimulus payments (set at one-time checks of USD1,400 to households 
up to certain income limits) will be discontinued once the pandemic has been brought to heel, limiting their inflationary potential.

One further point. It is misleading to look at the aggregate savings of U.S. households over the past year (which is around USD1.5 trillion) 
and conclude that another round of stimulus checks (totaling roughly USD450 billion) is like adding fuel to an already lit fire. The increase 
in savings since the outbreak of COVID-19 has been highly concentrated among wealthier individuals, who have lower propensities to 
consume. Less wealthy individuals (the targeted recipients of the fiscal checks) have accumulated much less of a cash buffer.8

7 In addition, we certainly would not treat the CBO’s estimate of the output gap as definitive. According to the CBO’s estimate, the economy was overheating in 2018/2019, but where was the inflation? 
Alternative estimates suggest potentially a much larger output gap than the CBO’s estimate. (See: “There is more slack than they think,” Hatzius and Struyven, Goldman Sachs, February 16, 2021.) 
8 See “Americans Are Sitting on Lots of Spare Cash. It May Not Boost Growth Much” here. 

https://www.barrons.com/articles/americans-are-sitting-on-a-lot-of-spare-cash-it-may-not-boost-growth-as-much-as-youd-think-51614366901
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BUT WON’T FISCAL STIMULUS DESTABILIZE THE DOLLAR?

If the U.S. dollar were depreciating on a sustained basis as a result of excessively large fiscal deficits, then spiraling import inflation could 
possibly lead to a consumer inflation problem. However, there hasn’t been a meaningful relationship between the U.S. budget deficit and 
the dollar since the 1990s (see chart below). Case in point: During the Trump Administration, the dollar rose during a period of expanding 
budget deficits.

USD/BUDGET DEFICIT CORRELATION FELL AS DOLLAR GLOBAL RESERVE STATUS SOLIDIFIED
Correlation between the dollar and the budget deficit

0.75%

0.55%

0.35%

0.15%

-0.05%
1990s 2000s 2010s

Calculated using three-year changes in broad trade-weighted U.S. dollar versus three-year changes in U.S. structural budget deficit as a % of GDP. 
Source: Bloomberg Finance L.P./J.P. Morgan Private Bank, as of February 2021.

The relationship between the dollar and the deficit broke down, we think, because the dollar’s status as a global reserve currency has 
grown since the 1990s. This has allowed the United States to take on more government debt, while its debt service cost has actually fallen.

On this important metric, the U.S. fiscal position is much improved compared with the 1990s, when the interest coverage ratio was about 
3x higher.9 In our view, today’s fiscal limits are more connected to the domestic economy (i.e., labor and housing) than to the dollar (we 
don’t expect the dollar to lose its reserve status anytime soon10).

DEBT SERVICE BURDEN PROJECTED TO FALL
Interest expense, % of GDP

March 2020 
projection

Latest 
projection

Historical

1960 1980 2000 20201940

3.5%

3%

2.5%

2%

1.5%

1%

0.5%

Source: J.P. Morgan Private Bank, CBO, Committee for a Responsible Budget, as of December 31, 2020.

9 Last year, the Fed refunded $88 billion, roughly 0.4% of GDP, to the Treasury. This was based on interest that it had collected on the bonds it held. In effect, this means that the Treasury paid an 
amount of interest equal to 0.4 percentage points of GDP to the Fed, which then handed the money right back to the Treasury. That leaves the actual interest burden around 1.0% of GDP, or about 
one-third of where it was in the 1990s. 
10 And certainly not to Bitcoin. See “Bitcoin and Baseball Cards” here.

https://www.cepr.net/bitcoin-and-baseball-cards/?__cf_chl_jschl_tk__=118bf8645d32b87c54185e5541b58b4dc24f6703-1615827698-0-AR4UxvdWzt3O-TVzhYIbf2QEQbwcfpYhen8MR-LrCis0Oa2FektONsDMbRBR_yxFOq6EMzVURBzrSxUuhyjteMMxDbzvV2Q5jVqaW_XwVywtz0Nh5o_4QqPJ3WuaUc2zEauQeq81NcNXdSRCaY9UfkZmKQbCaf4eNVo_IaqZR7zCJurEX4_LvPhhEHYPy0yUWde_lu723jQhbrropFFaxRq29yTby3LgyIvKm5QguBZAqRPS9FLnumoQB0gCSKmCGnlWB2rRIZVklzaTgDgaDDr3goOqkUGjOSso2A7LIIie_pfFcuqNuJuwglwXBz3SKpkzMePr6LEQujw5WZi_ojKXuG8bKaV0Or74SlyA4XxCWM-Ujc4l6XX6NCY9uI3aqhpmXAoD5aeYXWr-lGaELrWyuBP4bxWYeDjHR0jkyZsF
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BUT WHAT ABOUT QUANTITATIVE EASING 
AND FED MONEY PRINTING? 

Exceptionally simulative monetary policy won’t spur consumer 
inflation either, in our view. Indeed, monetary variables haven’t 
been useful in explaining consumer inflation for decades. We 
illustrate this point in the chart below. It shows how the fit in our 
cyclical inflation model changes when we substitute in money 
variables for labor market slack/housing demand. 

MONETARY VARIABLES DON’T EXPLAIN INFLATION WELL
% contribution to our inflation model’s fit
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Model considers YOY change in variables, and what’s shown above is the change in R^2 from 
each variable to the inflation model. “Money supply” is defined as M2. “Velocity of money” is 
defined as GDP/M2. 
Source: J.P. Morgan Private Bank/Federal Reserve Board/Bureau of Labor Statistics, as of 
February 2021.

Why don’t these money variables drive inflation? It’s an ongoing 
subject of academic research, but we suspect the answer connects 
to several factors. First, bank regulations have stifled the transmission 
of monetary easing into bank lending. In the wake of the GFC, 
new regulations resulted in banks nearly doubling their capital, 
which equates to less money to lend.11 Furthermore, regulations 
restricted the ability of banks to lend to riskier borrowers. As a 
result, 70% of all U.S. mortgages are now underwritten to 
borrowers with a FICO score above 760, up from 25% pre-GFC.12

Second, the introduction of interest on excess reserves (IOER) is a 
key distinction between the 1960s and 1970s and today.13 Since the 
GFC, the Fed has paid interest to banks that hold liquidity at the 
Fed. In doing so, the Fed reduces the incentive for a bank to make 

risky loans, as IOER is often set at a level above risk-free rates 
available in the market. In short, the Fed effectively slows down 
the flow of money and credit through the economy.

COMMODITY PRICES ARE BOOMING—ARE 
YOU WORRIED THEY SIGNAL INFLATION?

Look at the chart below, which overlays the variation of commodity 
prices on core cyclical consumer prices. It plainly shows that 
commodity prices provide little-to-no predictive power on 
consumer prices.

COMMODITIES DON’T EXPLAIN INFLATION WELL
YOY inflation
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CRB Spot Index used to proxy commodities. 
Source: Bureau of Labor Statistics/Bloomberg Finance L.P./J.P. Morgan Private Bank, as of 
December 31, 2019.

One possible exception is the mid-2000s commodities super-cycle, 
which eventually filtered into core PCE inflation rising modestly 
above 2% (core PCE inflation peaked at 2.4% in 2006). However, 
that cycle was driven by China’s insatiable demand for industrial 
commodities, which lasted about a decade. It’s not clear how much 
of the past year’s upward pressure on commodities reflects 
COVID-19-related supply restrictions, which will wane, as opposed 
to lasting demand that will continue to drive commodity prices 
exponentially higher over a multi-year window. But even if we are 
in the early stages of another commodities super-cycle (which we 
very much doubt), the mid-2000s experience suggests a modest 
pass-through of commodity prices to consumer prices even during 
a multi-year boom. 

11 Sourced from the New York Federal Reserve. As of Q3 2020, Tier 1 capital ratios at the largest bank holding companies in the United States were 12.7%, up from 6.5% in Q3 2007. 
12 Sourced from the Federal Reserve Economic Snapshot Q3 2020. 
13 See “Debt Monetization: Then and Now” here.

https://www.stlouisfed.org/on-the-economy/2018/april/debt-monetization-then-now
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OK, YOU’RE NOT WORRIED ABOUT CONSUMER INFLATION. BUT WHAT ABOUT ASSET 
PRICE INFLATION?

Although we are skeptical of using money or liquidity variables to explain consumer price inflation, these variables do have an impact on 
asset price inflation.

To illustrate the link between monetary expansions and asset prices, we ran a statistical test that attempts to determine whether one 
variable “causes” another by examining how lagged changes in the two variables interact.14 We found that there is a causal relationship 
between changes in the Fed’s balance sheet and changes in both equity multiples and corporate bond prices. That causal relationship does 
not exist when it comes to the impact of the Fed’s balance sheet on consumer prices.15 The chart below shows the results of the test.

FED BALANCE SHEET CAUSAL FOR EQUITY MULTIPLES AND CORPORATE BOND PRICES, BUT NOT FOR CONSUMER 
INFLATION
p-value
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(more statistically significant)
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Model utilizes two lags of each variable. We confirmed that the relationship in reverse was not significant. Equity variable is the change in Shiller CAPE ratio. The Dow Jones Corporate Bond index is 
used to calculate changes in corporate bond prices. Fed balance included as a % of potential GDP. Quarterly data from Q1 2000 to Q4 2020 used. 
Source: J.P. Morgan Private Bank/Haver Analytics/Federal Reserve Board, as of February 2021.

IS THERE A PROBLEM WITH THE CONSTRUCT WHERE MONETARY INJECTIONS ARE MORE 
STIMULATIVE TO ASSET PRICES THAN CONSUMER PRICES? 

We see two potential problems. First, the construct could result in an asset bubble that threatens economic and financial stability. For now, 
while we see some frothy pockets in the market (e.g., in SPACs, crypto assets or in highly valued low free cash flow companies), we think 
aggregate comparisons to the late 1990s dot.com stocks or the mid-2000s housing market are overblown. For home prices in particular, 
while the migration-driven re-rating has been abrupt, buying has occurred against the backdrop of very tight supply in the single-family 
market. Unlike in the 2000s, leverage isn’t a concern, as buying has been concentrated among either high-quality borrowers or people 
making all-cash offers.

Another potential problem with asset price inflation is that it widens wealth gaps in society. Financial assets are highly unequally 
distributed, which means that when their valuations improve, inequality worsens.16 Large wealth gaps are a potential issue for investors, 
as they may induce redistributive policies that attempt to narrow the gaps, especially in the form of higher taxes. From a markets 
perspective, we are most concerned with a potential broadening of the corporate tax base. 

 
14 The formal name for this test is a Granger Causality Test.  
15 To be more precise (for the wonks out there), we haven’t “proved” causality, but rather we can reject the hypothesis that there is not a causal relationship between the Fed’s balance sheet and the 
equity and bond markets.  
16 We wouldn’t be a harsh critic of the Fed here: Its tool kit is blunt, limited, and operates via financial assets (increasing their valuation is the point of quantitative easing). Additionally, wealth 
inequality was a growing issue before the era of QE, so it tells you more is at work than just the Fed.
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While we doubt that tax policy changes will prove to be the cause of the next recession, they may well have significant impacts on specific 
companies or market sub-sectors in the years ahead.

WEALTH INEQUALITY HAS INTENSIFIED
% of total financial assets held by household income bracket

Top 10% (left)

Bottom 50% (right)

Fed balance sheet 
& equity multiples

Fed balance sheet 
& corporate bond prices

Fed balance sheet 
& core PCE inflation
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71%

69%

67%

65%

63%
1989 1994 1999 2004 2009 20192014

4%

3

2

Source: Federal Reserve Board, as of Q3 2020.

WHAT ARE THE INVESTMENT IMPLICATIONS OF YOUR INFLATION OUTLOOK? 

How do our views on inflation inform our overall investment outlook? We do not expect that rising consumer prices will cause the Fed to 
move aggressively to raise rates and thus potentially derail the recovery. That supports our bullish stance on cyclical areas of the market 
that should benefit from a healing global economy. Among them: financials, industrials and construction-related sectors (particularly 
infrastructure and single-family housing). Because core bonds currently offer negative after-inflation yields, we think investors can find 
attractive risk-adjusted returns in high yield municipals, bank-preferred stocks and core real estate/infrastructure exposures. Finally, we are 
hard-pressed to find value in traditional inflation hedges such as TIPs or inflation swaps, whose value is directly tied to consumer price moves.17

17 For TIPs and inflation swaps, timing is everything. Last summer, we did see value in these products. (See: “Why you shouldn’t fear inflation or government debt” here.)

https://privatebank.jpmorgan.com/gl/en/insights/investing/why-you-shouldnt-fear-inflation-or-government-debt
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IMPORTANT INFORMATION

J.P. Morgan is committed to making our products and services accessible to meet the 
financial services needs of all our clients. If you are a person with a disability and 
need additional support, please contact your J.P. Morgan team or email us at 
accessibility.support@jpmorgan.com for assistance.

GENERAL RISKS & CONSIDERATIONS
Any views, strategies or products discussed in this material may not be appropriate 
for all individuals and are subject to risks. Investors may get back less than they 
invested, and past performance is not a reliable indicator of future results. Asset 
allocation does not guarantee a profit or protect against loss. Nothing in this material 
should be relied upon in isolation for the purpose of making an investment decision. 
You are urged to consider carefully whether the services, products, asset classes 
(e.g., equities, fixed income, alternative investments, commodities, etc.) or strategies 
discussed are suitable to your needs. You must also consider the objectives, risks, 
charges, and expenses associated with an investment service, product or strategy 
prior to making an investment decision. For this and more complete information, 
including discussion of your goals/situation, contact your J.P. Morgan team.

NON-RELIANCE 
Certain information contained in this material is believed to be reliable; however, JPM 
does not represent or warrant its accuracy, reliability or completeness, or accept any 
liability for any loss or damage (whether direct or indirect) arising out of the use of all 
or any part of this material. No representation or warranty should be made with 
regard to any computations, graphs, tables, diagrams or commentary in this material, 
which are provided for illustration/reference purposes only. The views, opinions, 
estimates and strategies expressed in this material constitute our judgment based on 
current market conditions and are subject to change without notice. JPM assumes no 
duty to update any information in this material in the event that such information 
changes. Views, opinions, estimates and strategies expressed herein may differ from 
those expressed by other areas of JPM, views expressed for other purposes or in other 
contexts, and this material should not be regarded as a research report. Any 
projected results and risks are based solely on hypothetical examples cited, and actual 
results and risks will vary depending on specific circumstances. Forward-looking 
statements should not be considered as guarantees or predictions of future events.

Nothing in this document shall be construed as giving rise to any duty of care owed to, 
or advisory relationship with, you or any third party. Nothing in this document shall be 
regarded as an offer, solicitation, recommendation or advice (whether financial, 
accounting, legal, tax or other) given by J.P. Morgan and/or its officers or employees, 
irrespective of whether or not such communication was given at your request. 

J.P. Morgan and its affiliates and employees do not provide tax, legal or accounting 
advice. You should consult your own tax, legal and accounting advisors before 
engaging in any financial transactions. 

IMPORTANT INFORMATION ABOUT YOUR INVESTMENTS AND POTENTIAL 
CONFLICTS OF INTEREST
Conflicts of interest will arise whenever JPMorgan Chase Bank, N.A. or any of its affiliates 
(together, “J.P. Morgan”) have an actual or perceived economic or other incentive in its 
management of our clients’ portfolios to act in a way that benefits J.P. Morgan. Conflicts 
will result, for example (to the extent the following activities are permitted in your 
account): (1) when J.P. Morgan invests in an investment product, such as a mutual fund, 
structured product, separately managed account or hedge fund issued or managed by 
JPMorgan Chase Bank, N.A. or an affiliate, such as J.P. Morgan Investment Management 
Inc.; (2) when a J.P. Morgan entity obtains services, including trade execution and trade 
clearing, from an affiliate; (3) when J.P. Morgan receives payment as a result of 
purchasing an investment product for a client’s account; or (4) when J.P. Morgan receives 
payment for providing services (including shareholder servicing, recordkeeping or 
custody) with respect to investment products purchased for a client’s portfolio. Other 
conflicts will result because of relationships that J.P. Morgan has with other clients or 
when J.P. Morgan acts for its own account.

Investment strategies are selected from both J.P.  Morgan and third-party asset 
managers and are subject to a review process by our manager research teams. From 
this pool of strategies, our portfolio construction teams select those strategies we 
believe fit our asset allocation goals and forward-looking views in order to meet the 
portfolio’s investment objective.

As a general matter, we prefer J.P. Morgan managed strategies. We expect the 
proportion of J.P. Morgan managed strategies will be high (in fact, up to 100 percent) 
in strategies such as cash and high-quality fixed income, subject to applicable law 
and any account-specific considerations. 

While our internally managed strategies generally align well with our forward-
looking views, and we are familiar with the investment processes as well as the risk 
and compliance philosophy of the firm, it is important to note that J.P. Morgan 
receives more overall fees when internally managed strategies are included. We offer 
the option of choosing to exclude J.P. Morgan managed strategies (other than cash 
and liquidity products) in certain portfolios.

The Six Circles Funds are U.S.-registered mutual funds managed by J.P. Morgan and 
sub-advised by third parties. Although considered internally managed strategies, 
JPMC does not retain a fee for fund management or other fund services.

LEGAL ENTITY, BRAND & REGULATORY INFORMATION
In the United States, bank deposit accounts and related services, such as checking, 
savings and bank lending, are offered by JPMorgan Chase Bank, N.A. Member FDIC.

JPMorgan Chase Bank, N.A. and its affiliates (collectively “JPMCB”) offer investment 
products, which may include bank-managed investment accounts and custody, as part 
of its trust and fiduciary services. Other investment products and services, such as 
brokerage and advisory accounts, are offered through J.P. Morgan Securities LLC 
(“JPMS”), a member of FINRA and SIPC. Annuities are made available through Chase 
Insurance Agency, Inc. (CIA), a licensed insurance agency, doing business as Chase 
Insurance Agency Services, Inc. in Florida. JPMCB, JPMS and CIA are affiliated companies 
under the common control of JPMorgan Chase & Co. Products not available in all states.

In Luxembourg, this material is issued by J.P. Morgan Bank Luxembourg S.A. (JPMBL), 
with registered office at European Bank and Business Centre, 6 route de Treves, L-2633, 
Senningerberg, Luxembourg. R.C.S Luxembourg B10.958. Authorized and regulated by 
Commission de Surveillance du Secteur Financier (CSSF) and jointly supervised by the 
European Central Bank (ECB) and the CSSF. J.P.  Morgan Bank Luxembourg S.A. is 
authorized as a credit institution in accordance with the Law of 5th April 1993. In the 
United Kingdom, this material is issued by J.P. Morgan Bank Luxembourg S.A., 
London Branch, registered office at 25 Bank Street, Canary Wharf, London E14 5JP. 
Authorized and regulated by Commission de Surveillance du Secteur Financier and 
jointly supervised by the European Central Bank and the CSSF. Deemed authorized by the 
Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority 
and limited regulation by the Prudential Regulation Authority. Details of the Temporary 
Permissions Regime, which allows EEA-based firms to operate in the United Kingdom for 
a limited period while seeking full authorization, are available on the Financial Conduct 
Authority’s website. In Spain, this material is distributed by J.P. Morgan Bank 
Luxembourg S.A., Sucursal en España, with registered office at Paseo de la Castellana, 
31, 28046 Madrid, Spain. J.P. Morgan Bank Luxembourg S.A., Sucursal en España is 
registered under number 1516 within the administrative registry of the Bank of Spain and 
supervised by the Spanish Securities Market Commission (CNMV). In Germany, this 
material is distributed by J.P. Morgan Bank Luxembourg S.A., Frankfurt Branch, 
registered office at Taunustor 1 (TaunusTurm), 60310 Frankfurt, Germany, jointly 
supervised by the Commission de Surveillance du Secteur Financier (CSSF) and the 
European Central Bank (ECB), and in certain areas also supervised by the Bundesanstalt 
für Finanzdienstleistungsaufsicht (BaFin). In Italy, this material is distributed by 
J.P. Morgan Bank Luxembourg S.A., Milan Branch, registered office at Via Cordusio 3, 
20123 Milano, Italy, and regulated by Bank of Italy and the Commissione Nazionale per le 
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