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Looking for Inflation Protection in Equities
Which Equities Help Hedge Potential Inflation Risks?

Inflation Risk Mitigation Will be Important if Inflation Breaches 2.75%

Even before Fed Chair Powell suggested a more dovish Fed inflation stance, we
had seen many more questions about mitigating inflation risks in Equity portfolios.
The good news is that inflation needs to be above 2.75% for Equities to struggle.

Inflation is Always and Everywhere a Pro-Cyclical Phenomenon

High Equity multiples are inconsistent with higher inflation and good long-run
equity returns. Higher bond yields undermine long-duration assets such as Tech
and Healthcare, with Cyclicals and Value outperforming vs Defensives & Growth.

Higher inflation favours EM, CARBNS and Banks at the expense of Tech

We identify inflation risk mitigation strategies for PMs who fear rising inflation: They
should prefer Banks vs Tech; EM vs DM equities and Commodity Producer markets
(the ASR CARBNS or UK). We also give long-short inflation screens at a stock level.

For Equity Investors Inflations is:
‘Always and Everywhere a Menetary Pro-Cyclical Phenomenon’

16 1.6

1980 1985 1990 1995 2000 2005 2010 2015 2020

US CPI Inflation
World Cyclical / Defensive Sectors (RH Scale)
——— Cyc (ex Tech) / Defensive Sectors (RH Scale)

Source: ASR Ltd. / Refinitiv

Authorised and Regulated by the Financial Conduct Authority

www.absolute-strategy.com 1-2 Royal Exchange Buildings, London, EC3V 3LF


http://www.absolute-strategy.com/
http://www.absolute-strategy.com
mailto:ian.harnett@absolute-strategy.com
mailto:david.bowers@absolute-strategy.com
mailto:Anthony.Abrahamian@absolute-strategy.com
mailto:Anthony.Abrahamian@absolute-strategy.com
https://www.portal.absolute-strategy.com/file/Regime_Shift_Signals_Time_to_Downgrade_the_US.pdf?docRef=d71e589c-bf5f-4882-b7e3-eee40377ce6d
https://www.portal.absolute-strategy.com/file/Regime_Shift_Signals_Time_to_Downgrade_the_US.pdf?docRef=d71e589c-bf5f-4882-b7e3-eee40377ce6d
https://www.portal.absolute-strategy.com/file/Regime_Shift_Signals_Time_to_Downgrade_the_US.pdf?docRef=d71e589c-bf5f-4882-b7e3-eee40377ce6d
https://www.portal.absolute-strategy.com/file/COVID_as_a_Catalyst_for_a_New_Regime_Shift.pdf?docRef=b19f5d8a-71b3-483d-9b17-d84decc15df6
https://www.portal.absolute-strategy.com/file/COVID_as_a_Catalyst_for_a_New_Regime_Shift.pdf?docRef=b19f5d8a-71b3-483d-9b17-d84decc15df6
https://www.portal.absolute-strategy.com/file/The_lessons_from_the_Covid_crisis.pdf?docRef=63c1d79a-2efe-4607-a3af-e07abd32355c
https://www.portal.absolute-strategy.com/file/The_lessons_from_the_Covid_crisis.pdf?docRef=63c1d79a-2efe-4607-a3af-e07abd32355c
https://www.portal.absolute-strategy.com/file/Signposts_to_a_US_Dollar_Downtrend.pdf?docRef=e51fd2dd-50ff-4f0d-a9ca-738ca522a063
https://www.portal.absolute-strategy.com/file/Signposts_to_a_US_Dollar_Downtrend.pdf?docRef=e51fd2dd-50ff-4f0d-a9ca-738ca522a063



