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‘Inflation’ used to be a word that, when
discussed in economic circles, often
dealt in worrisome implications – fear of
too much inflation or concern over not
enough inflation (or at worst, deflation).
Rarely have we seen inflation running at
subdued, acceptable levels for long
stretches of time, as we have arguably
seen in the last decade or so:

maximum employment, stable prices,
and moderate long-term interest rates.”

The early 1990s saw the Fed’s inflation
target land in the 1.5% to 2% range, and
following the Great Recession, the Fed
moved to make the official target 2%. As
you can see from the chart above, much
of the current economic expansion has
featured inflation just under the Fed’s
official target – even with the U.S.
economy at full employment and
interest rates near historic lows. The
question is, why and how has inflation
remained so low?2
2 Reasons Inflation has not
Responded to Low Interest Rates and
Full Employment

Source: Federal Reserve Bank of St. Louis1

Indeed, from 1965 through the late
1980s, inflation posed a stubborn risk to
U.S. economic health and growth. In the
post-war boom with baby-boomers and
women entering the workforce in
droves, the Federal Reserve’s essential
task was keeping inflation in check. So
critical was the need to control inflation
that in 1977, Congress mandated the
Fed to “promote effectively the goals of
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So where did all the inflation go? I think
you could point to two key drivers that
are keeping prices in check, even
without the Federal Reserve’s or other
central bank’s involvement. They are:
technological innovation and global
supply chains.
On the technological innovation front,
there is constant downward pressure on
prices as technological innovation
reduces the need for certain goods and
services. Smartphones, for example,
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have reduced demand for cameras,
which have driven prices lower.
Technological innovation also puts
pressure on its own prices, as new
iterations of smartphones and other
gadgets put downward pressure on the
gadgets themselves. Finally,
technological innovation has also
increased labor productivity, thereby
reducing unit labor costs. In a statistical
analysis produced by the Federal
Reserve Bank of St. Louis, the research
found that an increase in labor
productivity of three percentage points
is associated with a reduction of
inflation by about two percentage
points.3

As long as this innovation persists and
creates new efficiencies in the U.S.
economy, I would argue that the
downward pressure on prices is not
likely to subside anytime soon,
regardless of the monetary policy stance
of the Fed.
The existence and increasing complexity
of global supply chains is another factor
I would cite as a key driver of low
inflation. Although it seems as though
protectionist rhetoric and policy is in
vogue at the current economic moment,
I do not think it’s likely to impact the
already existing and rapidly growing
supply chains across the world. As the
cost of producing goods in other
countries and the cost of moving the
goods across the world lower with
competition and innovation, so too will
prices passed along to consumers.
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Bottom Line for Investors
Looking back to the original question
posed in the title of this week’s column,
“Is Inflation No Longer a Threat to the
U.S. Economy?”, I would argue that
under the current circumstances – with
technological innovation and global
supply chains keeping downward
pressure on prices even as
unemployment is historically low –
inflation is arguably pretty low on the
list of concerns facing the U.S. economy
(and is likely to remain that way
throughout 2019).

One could even make the argument that
when deciding the direction of
monetary policy, the Fed would be
better served turning their attention to
other non-inflation indicators, especially
given that the U.S. is more of a servicesbased economy today versus a goodsbased economy (as it was when the Fed
was originally given its mandate). An act
of Congress may be required to shift this
Fed mandate, which is to say, don’t plan
on it happening anytime soon.
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DISCLOSURE
Past performance is no guarantee of future
results. Inherent in any investment is the
potential for loss.
Zacks Investment Management, Inc. is a whollyowned subsidiary of Zacks Investment Research.
Zacks Investment Management is an independent
Registered Investment Advisory firm and acts as an
investment manager for individuals and institutions.
Zacks Investment Research is a provider of earnings
data and other financial data to institutions and to
individuals.

Certain economic and market information contained
herein has been obtained from published sources
prepared by other parties. Zacks Investment
Management does not assume any responsibility for
the accuracy or completeness of such information.
Further, no third party has assumed responsibility for
independently verifying the information contained
herein and accordingly no such persons make any
representations with respect to the accuracy,
completeness or reasonableness of the information
provided herein. Unless otherwise indicated, market
analysis and conclusions are based upon opinions
or assumptions that Zacks Investment Management
considers to be reasonable. Any investment
inherently involves a high degree of risk, beyond any
specific risks discussed herein.

This material is being provided for informational
purposes only and nothing herein constitutes
investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do
not act or rely upon the information and advice given
in this publication without seeking the services of
competent and professional legal, tax, or accounting
counsel. Publication and distribution of this article is
not intended to create, and the information
contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is
being given as to whether any investment or
strategy is suitable for a particular investor. It should
not be assumed that any investments in securities,
companies, sectors or markets identified and
described were or will be profitable. All information is
current as of the date of herein and is subject to
change without notice. Any views or opinions
expressed may not reflect those of the firm as a
whole.
Any projections, targets, or estimates in this report
are forward looking statements and are based on
the firm’s research, analysis, and assumptions. Due
to rapidly changing market conditions and the
complexity of investment decisions, supplemental
information and other sources may be required to
make informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
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