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Price keeps rising, Fed is trying to prevent what happened in the 1970s
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There’s a rising concern that the US economy will fall back into a period of stalling growth and high inflation similar to the late
1970s. The late 1970s stagflation era ended when the federal Reserve began raising interest in December 1979, Eventually reaching
a record 20% the following year. The latest November Fed meeting summary noted that the officials would be willing to raise
interest rates “sooner than participants currently anticipated.”
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Learning from history: What to invest under (hyper) inflation? 

Here’s an analysis of the S&P historical performance 
by sector from 1960 to 2018 under different inflation 
policies enacted by Fed. 

When under an inflationary regime (similar to now), 
or even hyperinflationary regime (might happen 
soon), sectors that out performed others are mainly 
Energy, REITs and commodities like precious metals.
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Learning from history: What to invest under (hyper) inflation? 
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When breaking down into years

The dotcom 
bubble

Financial crisis

Oil shortage

= inflation>3%
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Learning from history: Bond & its correlation with Equity

5

Bonds, which often considered as a complements to 
diversify risk from other assets, were valuable too 
under hyper inflation. Government bonds even had 
negative performances in real terms in the period 
from 1977 to 1980 as interest rates skyrocketed from 
7.4% to almost 16% in 1981.

Equities and bonds can be treated as “complements” 
under a non-hyper-inflation condition.
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Our takeaways
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o Despite few short term fluctuations, S&P (S&P 500 YTD 25.17%) in general performed well during most 
inflation, and hyperinflation period in history. Investors should keep invested in stock markets. 

o Among all the sectors in S&P, Energy sector out performed others the most during inflationary periods. 
There are Energy related ETFs, despite the challenging market environment, largely outperformed the 
market this year. E.g., the Energy Select Sector SPDR Fund (XLE, YTD 57.85%).

o REITs, another star player in the league. E.g. 823 HK Equity (Link REIT , YTD -1.7%,dividend yield 4.44% 
); USRT US Equity (iShares Core US REIT, YTD 37.3%); REET US Equity (iShares Global REIT, YTD 27.3%)
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