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“All-aboard!” Inflation station 
Thursday, August 23rd, 2018 

Strong correlation between inflation sensitivity and     

US equity returns in August 
 

• Inflation Sensitivity key factor for US equity returns in August 

• Best monthly performance for Inflation factor since October 2016 

• Highly shorted stocks with positive Inflation Sensitivity outperform 

 

On August 10th the BLS reported a 0.2% increase in consumer prices for July, putting the YoY CPI 
increase at 2.9%. That announcement sent the message to investors that the trend of rising prices 
remains in-tact, suggesting that the Federal Reserve’s course of hiking interest rates is also likely to 
continue. Unsurprisingly, US equities with a positive correlation to inflation have performed well in 
August. IHS Markit’s Research Signals quantitative research product produces an Inflation Sensitivity 
factor as a component of their Macroeconomic model. The Inflation Sensitivity factor tracks the 
performance of a given equity relative to historical changes in CPI.  
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Through the first three weeks of August, US equities with most positive correlation to increasing 
inflation returned 4.2%, while the stocks with the lowest correlation returned 1.9%. The last time 
inflation sensitivity had such a strong correlation to share prices was in October 2016, when YoY CPI 
change hit a multi-year high, having fallen with energy prices earlier in that year. In that month the 
stocks with a positive correlation to inflation returned -3.2%, while those with the most negative 
sensitivity to rising prices returned -10.2%. Through the third week of August, 2018 is on pace to be 
the first year of positive returns for the inflation factor since 2011, when YoY CPI increase hit the 
highest level post-crisis, 3.9% in September, before tumbling through July 2012. 

While the group of US equities with positive correlation to rising prices has outperformed the broader 
US equity market, a subset of that group has shown further outperformance: The most shorted 
stocks. The average price return of the most shorted stocks with positive inflation correlation was 
4.6% in the first three weeks of August, compared to 3.6% for the rest of the positive correlation 
group. The most shorted stocks with positive inflation correlation also outperformed the rest of the 
most shorted stocks, which only returned 2.5%. 

 

 

 

Wrap up:  

As inflation concerns continue to increase, along with the Fed path of further rate hikes, stocks which 
have a positive correlation with CPI increases have performed well, as reflected by factor returns to 
IHS Markit’s Inflation Sensitivity factor. Receiving a tailwind from rising prices, the most shorted 
stocks in that group have performed particularly well in August.  
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DISCLAIMER: The information contained in this presentation is confidential. Any unauthorised use, disclosure, 
reproduction or dissemination, in full or in part, in any media or by any means, without the prior written 
permission of IHS Markit or any of its affiliates (“IHS Markit”) is strictly prohibited. 

Opinions, statements, estimates and projections in this presentation (including other media) are solely those of 
the individual author(s) at the time of writing and do not necessarily reflect the opinions of IHS Markit. Neither IHS 
Markit nor the author(s) has any obligation to update this presentation in the event that any content, opinion, 
statement, estimate or projection (collectively, “information”) changes or subsequently becomes inaccurate. 

IHS Markit makes no warranty, expressed or implied, as to the accuracy, completeness or timeliness of any 
information in this presentation, and shall not in any way be liable to any recipient for any inaccuracies or 
omissions. Without limiting the foregoing, IHS Markit shall have no liability whatsoever to any recipient, whether 
in contract, in tort (including negligence), under warranty, under statute or otherwise, in respect of any loss or 
damage suffered by any recipient as a result of or in connection with any information provided, or any course of 
action determined, by it or any third party, whether or not based on any information provided. 

The inclusion of a link to an external website by IHS Markit should not be understood to be an endorsement of 
that website or the site’s owners (or their products/services). IHS Markit is not responsible for either the content 
or output of external websites. 
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