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Events raise the risk 
of higher inflation

“Events, my dear boy, events”, 
ex-PM Harold Macmillan
Image source: Wikipedia
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Disclaimer

This seminar is of a general nature and is not a 

substitute for professional advice. No responsibility can 

be accepted for the consequences of any action taken 

or refrained from as a result of what is said. Details 

sourced from https://www.frc.org.uk/auditors/audit-

assurance/standards-and-guidance/current-ethical-

standards, correct as at 23 September 2021.

Tax and government legislation is that prevailing at the 

time, is subject to change without notice and depends 

on individual circumstances. Clients should always seek 

appropriate tax advice from their financial advisor 

before making financial decisions.
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1. Key events in history have 
influenced inflation
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The “Nixon Shock” event moved the world to a 
pure fiat currency system and more inflation

“Nixon Shock” event, 

15 August 1971



Inflation has picked up sharply since the pandemic

President LBJ’s Great Society 

reforms, Cold war/Vietnam

military spending, falling 

unemployment

President Nixon breaks the 

US$ link with gold, 15 Aug ‘71

President Reagan sacks 11k air traffic 

controllers – weakens unions, 5 Aug ‘81

Tim Berners-Lee starts the 

internet with the 1st web 

page, 6 Aug ‘91
China joins WTO, 

11 Dec ‘01

European leaders bailout Greece, but 

force investors to accept losses of Greek 

bonds – austerity, 21 July ‘11

Pandemic forces 

unprecedented policy 

response globally, 2020-21



The pandemic could reverse decades of low inflation

• Policy constraints on debt sustainability and inflation are probably not binding anymore

Debt sustainability: 2020-21

Political agenda has changed to favour reducing inequality
Inflation: August 2020

Major change in US monetary policy

“Wow. These prices on Amazon have really gone up”

Image Source: Federal Reserve, Twitter



A qualitative assessment of traditional inflation drivers show:

Higher inflation: ESG, inflation anchoring, globalisation, Tech

Inconclusive: Demographics

Lower inflation: Demographics, Tech, inflation anchoring, globalisation

2. Assessing inflation drivers
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The Environmental Social and corporate Governance 
(ESG) agenda is driving up energy prices and inflation



Anchors away! - most people think that inflation is going 
up



Globalisation is no longer reducing imported inflation



US tech consumer prices are rising for the time in 30 
years



Demographics - Chinese labour supply has peaked



3. Investing in an inflationary 
environment
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Stocks are a long-term hedge against inflation
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Asset class average annualised performance (in real terms) since August 1971*

Source: Global Financial Data, **Robert Shiller/Smith & Williamson Investment Management LLP, data as at 31 December 2019

*Performance is calculated in real terms in local currency, deflated using US CPI, annualised since 1 January 1971



Higher inflation is a greater challenge for bonds than 
equities



4. Risks and issues for markets
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Consumer “demand destruction” from higher inflation 
could reduce growth



Speculative froth in house prices could reverse



Conclusions

• The unprecedented policy response from the 

pandemic and a pro-union US president are events 

that could lead to a turn up in the inflation cycle

• Stick with equities over bonds for now

• However, higher inflation creates economic 

imbalances and comes with market risks



Important information

These notes form part of a webinar presentation and are 

not for onward distribution. The notes have been produced 

for the guidance of recipients for which they were prepared 

and are not a substitute for detailed professional advice. 

Capital at risk. The value of investments and the income 

from them can go down as well as up and investors may 

not receive back the original amount invested. Past 

performance is not a guide to future performance. 

The opinions expressed are those held by the author at the 

time of going to print and are subject to change. This 

material should not be considered by the recipient as a 

recommendation relating to the acquisition or disposal of 

investments.

This material does not contain sufficient information to support an 

investment decision and investors should ensure that they obtain all 

available relevant information before making any investment. Smith 

& Williamson Investment Management Limited accepts no legal 

responsibility or liability for any matter or opinion expressed in this 

material. 

This document contains information believed to be reliable but no 

guarantee, warranty or representation, express or implied, is given as 

to their accuracy or completeness. Smith & Williamson Investment 

Management documents may contain future statements which are 

based on our current opinions, expectations and projections. Smith & 

Williamson Investment Management does not undertake any 

obligation to update or revise any future statements. Actual results 

could differ materially from those anticipated. Appropriate advice 

should be taken before entering into transactions. No responsibility 

can be accepted for any loss arising from action taken or refrained 

from based on this publication. 

The source Smith & Williamson refers to Smith & Williamson 

Investment Management LLP. 

Issued by Smith & Williamson Investment Management LLP which is 

authorised and regulated in the UK by the Financial Conduct 

Authority. Registered address: 25 Moorgate, London EC2R 6AY. 
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