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Is the U.S. economy heading into a period of  higher inflation? I D E  T H I S  I S S U E :  

t causes prices to rise 2 

re interest rates come in 2 

ing ahead of inflation 3 
The answer may 
depend on whom you 
talk to, but regardless 
of the answer, one 
thing is certain: 
Inflation will leave a 
permanent mark on 
your finances.  That is 
why it is important to 
understand what it is, 
how it affects you and 
what you can do to 
minimize its negative 
consequences. 

The Basics
According to the U.S. 
Census Bureau in 
1960 the average cost 
of a home in the 
United States was 
$11,900.  In that same
year a new car could 
be bought for $2,600 
and it took 25 cents to 
purchase a gallon of 
gas.  All of these 
prices may seem 
“cheap” when 
compared to today’s 
standards, but the 
average family 
income in 1960 was 
$5,620 per year.  After
nearly 50 years, the 
equivalent items 
cannot be purchased 
for the same price 
because of inflation.   

Very simply, inflation is 
the overall rate at which 
the prices of an 
economy’s goods and 
services are increasing.  
As prices go up, your 
purchasing power goes 
down, since each dollar 
buys a smaller share of 
goods and services.  At 
3% inflation, for example, 
a bag of groceries bought 
for $100 today might cost 
you $103 next year.  
While inflation may seem 
insignificant on a shorter 
term basis, over the 
longer haul it can 
significantly impact your 
standard of living.  
Bottom line, if your 
income over that time 
period isn’t keeping pace 
with prices, inflation can 
put your financial well-
being in jeopardy.  

Inflation may not seem all 
that problematic if salary 
increases allow your 
income to keep ahead of 
it, but consider the effects
if you are living on a fixed 
income.  Using an annual 
inflation rate of 3%, an 
individual who retires with
a fixed pension of 
$40,000 per year would 
see their purchasing 
power cut by more than 
half in 25 years.  Thus, 
that $40,000 pension 
would be worth about 
$19,000 in future dollars.  
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Inflationary spirals can be triggered by a variety of t
Among them are federal budget and current accoun
and oil or other commodity price shocks.  What exa
forces prices to go up?  The first can be described a
money chasing too few goods—or “demand-pull” in
second scenario is called “cost-push” inflation.  Acc
this theory, when companies experience an increas
costs they attempt to maintain their profit margins b
those increases onto consumers in the form of high

What causes prices to rise? 

Because inflation can 
be the result of too 
many dollars chasing 
too few goods, one 
way to curb it is to 
tighten the supply of 
money circulating 
through the economy.  
To reduce the flow of 
money, the Federal 
Reserve (“Fed”) 
employs several tools 
that impact short-term 
interest rates.  By 
raising rates, the Fed 

creases the cost of 
borrowing and the 
number of loans taken 
generally declines.  
This, in turn, 
decreases the money 
in circulation, which 
lowers inflation. 
Conversely, by 

in  

Where interest rates come in 
lowering rates, the 
Fed causes money to 
become “cheaper,” 
enabling more people 
to borrow.  When 
more people are 
borrowing, there is 
more money in the 
economy and prices 
tend to rise.  

The sale or purchase 
of Treasury securities 
is one of the key 
methods the Fed 
uses to influence 
interest rates.  As 
people and 
institutions buy the 
securities with dollars, 
the dollars available 
for consumption 
decrease and money 
becomes tighter or 
“more valuable.”  
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“…inflation can put 
your financial well-
being at risk.” 
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**Investors should carefully consider their investment objectives, risks, charges 
and expenses when considering a change of investment strategy.  We encourage 
you to come in and discuss your portfolio with your financial advisor. 

 

can offer added protection if 
inflation starts to climb. 

o Short- and 
intermediate-term 
bond funds** 

o Floating-rate funds** 
o High yield bond 

funds** 
o Treasury Inflation 

Protected Securities 
(TIPS)** 

o Real assets** 
 

Again, the most prudent advice 
in any kind of economic 
environment is to avoid putting 
all your eggs in one basket and 
maintain a balanced, 
diversified approach to 
investing.  This basic strategy, 
coupled with an ongoing review 
of your portfolio, may keep you 
ahead of inflation and headed 
toward achieving your goals. 

 

So how should you protect 
yourself from inflation’s 
ability to erode the value of 
your assets?  As simple as it
sounds, the key is having 
clear investment goals and 
understanding your 
investment time horizon and 
risk tolerance.  These three 
factors—not inflation, the 
business cycle or any other 
type of economic 
fluctuation—should be the 
real factors behind how you 
invest.   

A well-diversified portfolio 
can provide a hedge against
the risks imposed by 
inflation and rising interest 
rates. Remember, some 
inflation is healthy for the 
economy and financial 
markets.  That said, you 
may periodically decide to 
make some adjustments 
to your portfolio in 
anticipation of changes in 
the economy.  Here, briefly, 
are several investments that 

Staying ahead of  inflation 
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Remember to “pay yourself first, 
because nobody else will.” 

Phone:  (805) 543-4366 
DarnellTeam@SLOFinancialPlanning.com 

 
 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


