
How Investors Can Keep Up with

Inflation

           

  

When it comes to natural disasters, it's important to be prepared for earthquakes and erosion alike. 

Even though one is immediate and dramatic while the other is slow and gradual, both require 

careful planning and protective measures. Economic forces are no different - the most challenging 

situations that households and businesses face aren't always sudden and obvious, but can play out 

over many years. In the case of inflation, the risk of both sharp price increases and the gradual 

erosion of purchasing power are affecting financial markets today.

For investors who lived through the inflation of the 1970s and early 1980s, or the price surges that 

followed the pandemic, this pattern should feel familiar. On the one hand, inflation is more 

stubborn than many would like, and there are continuing concerns that tariffs will raise consumer 

prices. On the other hand, today’s inflation is occurring alongside healthy employment, consumer 

spending, and corporate profits. This creates a complex environment for both investors and 

policymakers as they balance growth and inflation.

Rather than waiting for inflation to become a problem, long-term investors should build portfolios 

that can handle many scenarios while staying focused on their financial goals. What do recent 

inflation reports tell us about the economy and investing?
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Inflation erodes purchasing power over time

Most investors, savers, and retirees 

understand that overcoming inflation is 

one of the key purposes of investing. 

Maintaining the purchasing power of a 

portfolio or cash in a bank account, 

whether through stocks, bonds, certificates 

of deposit, or other investments, is critical 

to ensuring you can afford a comfortable 

lifestyle in the future. The chart above 

highlights this fact. What cost $1 a century 

ago now costs $18. It’s also clear that 

these price pressures accelerated in the 

1970s, and again more recently.

From this perspective, it may seem as if an 

inflation rate of zero – or even deflation 

where prices fall over time – may be 

helpful. However, inflation is not just about what we all pay for goods and services, it’s also about 

the health of the broader economy. Modern economic theory is built on the idea that a low but 

positive inflation rate, usually around 2%, creates the best balance for individuals and the overall 

economy. 

A moderate inflation rate provides central banks with room to implement monetary policy, 

incentivizing spending and investment when appropriate. Additionally, some inflation helps prevent 

the economy from falling into deflationary spirals, a situation in which falling prices lead 

consumers to delay purchases since they expect lower prices in the future.

So, it’s important to distinguish between the micro- and macro-economic perspectives. While 

inflation of 2-3% may have historically supported a healthy growth environment, even this 

moderate level of inflation can be harmful to savers. These rates may seem manageable compared 

to the double-digit inflation of the 1970s or the recent post-pandemic surge, however they still 

compound and build up over time.

For example, at just 3% annual inflation, the cost of goods doubles roughly every 24 years. This 

means that $100,000 in today's purchasing power would require $200,000 in two decades – within 

the span of the average retirement period. This erosion is particularly challenging for retirees and 

savers holding cash. For all investors, inflation creates a “hurdle rate” that their investment returns 

need to exceed in order to grow their wealth.
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Inflation continues to be sticky

When it comes to today's inflationary 

environment, many have been worried 

about the "earthquake" effect that tariffs 

may have on inflation. The latest Producer 

Price Index report, for instance, shows that 

the prices charged by businesses jumped 

in July. Wholesale prices surged 0.9%, the 

largest monthly increase since June 2022, 

and far above what economists had 

expected. The prices of goods rose 0.7% 

over the period, while services jumped 

1.1% in just a single month.1

These numbers matter because increases 

in wholesale prices often show up in 

consumer prices with a lag of several 

months, as inflation makes its way through 

the supply chain. This is consistent with companies absorbing some of the costs of tariffs up to this 

point but potentially beginning to pass higher prices on to customers.

The latest Consumer Price Index report shows a less dramatic increase in prices, but still confirms 

that inflation is stickier than many would like. These recent figures show that prices rose 2.7% over 

the past year for headline inflation, or 3.1% when excluding food and energy prices which have 

been flat or negative. Much of this was due to increases in shelter costs (i.e., the cost of housing).2

Again, while these numbers help us understand the economy in an abstract way, they also directly 

impact the budgets of everyday households. The price increases are appearing where consumers 

feel them most: restaurant meals rose 3.9% over the past year, medical care 3.5%, and car 

insurance jumped 5.3%. Even household items like furniture have risen 3.4%, adding pressure to 

family budgets that have already been stretched by years of higher prices.
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Keeping up with inflation requires careful asset allocation

While these increases are notable, inflation 

is still well below the double-digit rates 

experienced from 2021 to 2022. However, 

even if tariffs do not cause sudden jumps 

in inflation, they may raise the average 

level of prices over time, eroding the value 

of cash. This is especially true if wage 

gains don’t keep up with price increases, 

and if investors do not have long-term 

asset allocations that can exceed inflation 

rates.

So, it’s important to keep in mind what 

inflation means for portfolios. The chart 

above shows that the average level of 

interest earned on cash hasn’t kept up with 

inflation. In addition, the amount held in 

money market funds is still at all-time highs of $7.1 trillion, even as short-term interest rates have 

declined.3

While the past is no guarantee of the future, history shows that both stocks and bonds have 

outpaced inflation over long periods, as depicted in the first chart above. However, stocks can be 

volatile during inflationary periods, as demonstrated in 2022. This is why a balance of asset classes 

that can withstand both inflation and periods of volatility can help investors stay on track.

Perhaps most importantly, investors should resist the urge to make dramatic portfolio changes 

based on monthly inflation readings or concerns over tariffs. While it's crucial to ensure portfolios 

are positioned for different scenarios, overreacting to short-term data often leads to poor timing 

decisions that can derail long-term financial goals.

The bottom line? Inflation's gradual erosion of purchasing power is a key investment 

challenge. Holding an appropriate portfolio that can generate income and growth is the 

best way to achieve financial goals.

1. https://www.bls.gov/news.release/ppi.nr0.htm

2. https://www.bls.gov/news.release/cpi.t01.htm

3. https://www.ici.org/research/stats/mmf

Powered by Clearnomics 4



Intelligent Capitalworks is the tradename for ICW Investment Advisors LLC ("ICWIA"). ICW 

Investment Advisors LLC is registered as an investment adviser with the Securities and Exchange 

Commission (SEC) and only transacts business in states where it is properly registered, or is 

excluded or exempted from registration requirements. SEC registration does not constitute an 

endorsement of the firm by the Commission, nor does it indicate that the firm has attained a 

particular level of skill or ability.

This publication has been prepared for informational purposes only and is not an offer to buy or sell 

or a solicitation of an offer to buy or sell any securities, or to participate in any trading strategy.

ICWIA believes the information presented in this publication is factual and up-to-date, but does not 

guarantee its accuracy and you should not regard this publication as a complete and exhaustive 

analysis of the subjects discussed herein.

All opinions expressed reflect our judgment as of the date of publication and are subject to change. 

You should not construe the content of this publication as being personalized investment advice. 

You should engage a professional advisor before pursuing any of the investment ideas or 

implementing any of the strategies presented in this publication.

Past performance may not be indicative of future results. All investment strategies have the 

potential for profit or loss. Different types of investments involve varying degrees of risk, and there 

can be no assurance that any specific investment or strategy will be suitable or profitable for your 

portfolio. There can be no assurances that an investment or portfolio will match or outperform any 

particular benchmark.

Working with a financial advisor is not a guarantee of future financial success.

Always consult an attorney or tax professional regarding your specific legal or tax situation. ICWIA 

does not provide legal, tax, accounting, actuarial, or pension consulting advice or services.

Clearnomics® is the author this material and the legal entity responsible for the production of this 

publication.

_________________________________________________________

Copyright (c) 2025 Clearnomics, Inc. All rights reserved. The information contained herein has 

been obtained from sources believed to be reliable, but is not necessarily complete and its 

accuracy cannot be guaranteed. No representation or warranty, express or implied, is made as to 

the fairness, accuracy, completeness, or correctness of the information and opinions contained 

herein. The views and the other information provided are subject to change without notice. All 

reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services 

are issued without regard to the specific investment objectives, financial situation, or particular 

needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell 

any securities or related financial instruments. Past performance is not necessarily a guide to 

future results. Company fundamentals and earnings may be mentioned occasionally, but should 

not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions, 

forecasts, and estimates for any and all markets should not be construed as recommendations to 

buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded 

funds, or any similar instruments. The text, images, and other materials contained or displayed in 

this report are proprietary to Clearnomics, Inc. and constitute valuable intellectual property. All 

unauthorized reproduction or other use of material from Clearnomics, Inc. shall be deemed willful 
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infringement(s) of this copyright and other proprietary and intellectual property rights, including 

but not limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection 

with its intellectual property, including without limitation the right to block the transfer of its 

products and services and/or to track usage thereof, through electronic tracking technology, and 

all other lawful means, now known or hereafter devised. Clearnomics, Inc. reserves the right, 

without further notice, to pursue to the fullest extent allowed by the law any and all criminal and 

civil remedies for the violation of its rights.
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