
The agility of central banks is  
currently being put to the test.
Charged with managing inflation and supporting 

full employment, the Federal Reserve and other 

global central banks are confronting rising inflation 

expectations and multiple supply shocks that are 

undermining the outlook for economic growth  

potential.
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The supply chain ramifications of COVID-19 left 

its mark on prices. According to the Bureau of 

Labor Statistics, inflation increased 7.9%1 year 

over year in February. Those same influences 

led many investors to moderate their economic 

growth expectations for 2022. 

1 Bureau of Labor Statistics, as of 10 March 2022.
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However, even the more modest growth projections are being called into question as global markets endure 

another supply shock. The Russia-Ukraine war has destabilized the energy markets and raised the potential 

for higher oil prices to weaken global growth and increase inflation. Consider that every 5% increase in oil 

prices could contribute a 0.5% increase in headline CPI and a direct negative impact on GDP.2 

Inflation and Growth Pressures Abound
We think the pressure around oil prices is unlikely to abate soon. We believe there are a number of variables 

that could contribute to continued inflation and growth pressures: 

•	 A lack of oil alternatives. The global economy finds itself in a messy transition from oil reliance to a 

more ESG-aware focus. The US is woefully unprepared for this shift. The fallout during this period has 

been declining oil inventories and lower investments in energy exploration amid slow progress toward 

achieving clean, renewable energy. 

•	 War-related shocks, including surging metals and wheat prices. 

•	 China’s zero-COVID policy has caused it to lock down major cities in reaction to rising cases. This could 

contribute to further tangling the supply chain. 

•	 Manufacturing labor costs, in the US and abroad, increased substantially even before the pandemic and 

are unlikely to shift downward.  

CPI COMPONENTS

Source: Bloomberg, as of  
10 March 2022.

2 'People will feel that': Fed's Powell says war could fuel inflation - POLITICO.
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TIPS in a Stagflation Environment
The prospects for stagflation may be gaining a hold on the global economy in our view. In the fixed income 

universe, we believe this environment could provide a solid base for healthy TIPS3 return potential. 

Total returns for TIPS and nominal Treasurys are linked to real economic growth in the long run. In an 

environment of rising inflation and low growth, we would expect real yields to fall and TIPS to outperform 

nominal Treasurys.

A breakeven inflation rate is the annualized rate of CPI-U4 inflation that makes the total return of a TIPS 

equal the total return of a similar-tenor Treasury. Breakeven rates are a proxy for the market’s inflation 

expectations. Five-year breakeven inflation (expected inflation for the next five years) is currently hovering 

around 3.5%.5 The 2022 CPI forecast of 7% to 8%6 indicates room for the five-year breakeven to potentially 

widen further.

Conclusion
While the Fed practices its agility exercises, investors may adapt to the evolving environment. When will 

inflation peak? It’s unknown. However, we do know TIPS can act as a hedge against inflation and may be 

worth consideration.

3 Treasury Inflation Protected Securities.
4 According to the Bureau of Labor Statistics, The Consumer Price Index (CPI-U) measures the change in prices paid by consumers for goods and services. 
The CPI reflects spending patterns for each of two population groups: all urban consumers and urban wage earners and clerical workers. The all urban 
consumer group represents about 93 percent of the total U.S. population.
5 Source: Bloomberg, as of 11 March 2022.
6 Source: Bloomberg, U.S. PREVIEW: CPI to Touch 8%, Peak Higher, Later in Spring, as of 9 March 2022.
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Disclosure
 
This paper is provided for informational purposes only and should not be construed as 
investment advice. Investment decisions should consider the individual circumstances of the 
particular investor. Any opinions or forecasts contained herein reflect the subjective judgments 
and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles 
& Company, L.P. Investment recommendations may be inconsistent with these opinions. 
There can be no assurance that developments will transpire as forecasted and actual results will 
be different. Data and analysis does not represent the actual or expected future performance 
of any investment product. We believe the information, including that obtained from outside 
sources, to be correct, but we cannot guarantee its accuracy. The information is subject to 
change at any time without notice.

Investing involves risks, including risk of loss. Commodity, interest and derivative trading 
involves substantial risk of loss. There is no guarantee that any investment objective will be 
realized or that the strategy will generate positive or excess return.

Performance data shown represents past performance and is no guarantee of, and not 
necessarily indicative of, future results.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US 
Patent and Trademark Office.
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