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After several years of disinflation, inflation should be back on investor’s radar despite slow economic growth.  
While core inflation and personal consumption expenditures are both below the Federal Reserve’s 2% inflation 
target, it has reached a 2-year high in the US and has retraced its pre-crisis levels in developed economies 
(except Europe) despite modest global economic growth.  The bond market is signaling rising inflation 
expectations.  The Treasury breakeven inflation rate has risen from 1.21% in February to 1.72%.  We think there 
are four inflationary factors to consider:  
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Four	Inflationary	Factors	
• The	prices	of	key	items	such	as	commodities,	

health	care,	energy	and	housing	are	rising	
• Tight	labor	markets,	rising	hourly	wages	and	

low	 productivity	 growth	 are	 contributing	 to	
rising	unit	labor	costs		

• Central	 banks’	 changing	 attitudes	 toward	
zero	 to	 negative	 rates	 and	 higher	 inflation	
levels	means	less	monetary	stimulus	

• Potential	 for	 rising	 deficits	 and	 fiscal	
stimulus	under	a	new	US	administration	

	
	

Preserver is positioned for mild stagflation characterized by rising inflation and modest economic growth.  
Most longer duration, fixed coupon securities have limited appeal given the risks of rising rates as central 
bankers and market participants respond to higher inflation expectations.  We believe Treasury inflation-
protected securities, leveraged loans, non-agency mortgage-backed securities and selected mortgage 
REITs are sensible income-oriented investments in an inflationary environment with by modest economic 
growth.  
	

Investment Idea Yields 
Interest Rate 

Risk 
 Comment 

US TIPs .625-2.25% Varies 
Explicit inflation protection and are undervalued 

based on current break-even rates. 

Leveraged Loans 5% 
  

Medium 
 Floating-rate coupons reset with rising short-

term rates. 

Real Estate Income 4-10% 
  

Low 
 Non-Agency Residential Mortgage-Backed 

Securities (RMBS) can be floating rate and select 
mortgage REITs hold floating rate securities. 

Source: Yield data from Federal Reserve Bank St. Louis, as of 11/1/16, S&P/LSTA Leveraged Loan Index, FTSE NAREIT Mortgage REIT                                      
Index and IHS Markit. 

	



	

 perspectives on confidence and optimism. Increased confidence may lead to greater capital investment, 
mergers & activity, employment levels and ultimately corporate profits. Investor Intelligence sentiment 
indicators recorded their highest levels since July 2014. Animal spirits tend to increase the price multiples that 
investors are willing to pay for each dollar of corporate earnings, leading to higher share prices. 
 
We may be in the early stages of a rebound in animal spirits. It is worth noting that the rebound would be 
occurring late in the economic cycle. The current economic expansion is over seven years old. After a dip in the 
first half of 2016, the U.S. economy has shown signs of accelerating growth. In the best of scenarios, animal 
spirits will help extend the economic expansion, labor market gains and share prices, but will be tempered by 
reasonable regulation and pragmatic economic policy to mitigate risky, myopic behavior and unintended 
consequences. 
	
  
Disclaimer 
Investing involves risks, including the loss of principal. Past performance is not indicative of future results. There 
is no guarantee that this, or any, investing strategy will be successful.	
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