
 

 

 
 

How Will Inflation Affect Your Investments? 
By: www.ProfitableInvestingTips.com 

Inflation is when prices within an economy go up from year to year. For the average person this economic 
concept is important because it tells us how quickly the purchasing power of money is eroded and how fast an-
otherwise stable investment will decrease in value. Because inflation seems to be picking up this is important 
today. How will inflation affect your investments? From the point of view of an investor, knowing the rate of 
inflation tell you what rate of return you need to get on your investments in order to retain their purchasing 
power and for you to maintain your standard of living.How Does Inflation Work? 

As an example, if the rate of inflation refrigerators is 10% a year, a $700 refrigerator will cost you $770 next 
year, $847 the year after, and $931.70 the following year. From the viewpoint of the value of your money, 
$1,000 today will be worth $900 next year in purchasing power compared to today, $810 the next year, and 
$729 the following year. Inflation does not just happen. It is caused by a broadly based cascade of price 
increases affecting prices and wages with each increase in prices causing a drive for higher wages. Economists 
say that this is simply too much money chasing not that many products. 

Why Is Inflation a Concern Today? 
The huge sums of money spent by the U.S. government to rescue Americans from the economic effects of the 
Covid-19 crisis were life-saving for many who were out of work and in danger of being thrown out of their 
home. But, as the economy shows signs of recovering, some of that money may be falling into the “too much 
money going after too few products” category. The same could be true with Biden’s proposed spending on 
infrastructure. To the extent that money flows into the economy faster than it can be applied to producing 
products and services we will have inflation. 

How Does the Government Fight Inflation? 
At the beginning of the 1970s when inflation was driven up by spending for the Vietnam War and new social 
programs, President Nixon imposed wage and price controls which were a disaster. The eventual solutions 
were for the Federal Reserve to reduce their bond purchases and raise interest rates and raise reserve 
requirement for banks. Raising rates tend to drive money into bonds and long term savings accounts and out 
of circulation. As rates go up so does the value of the dollar so that imports become cheaper and exports 
become more expensive and less competitive. The end result is to slow the economy. 

How Will Inflation Affect Your Investments? 
Extremely low interest rates ever since the Financial Crisis have favored stocks as investments over bonds and 
bank savings. The stock market today is probably overpriced if compared to what it would be if interest rates 
were two, three, or four percent higher. If rates were to go up to the teens like in the 1970s we would 
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probably see stagflation in which the economy stagnates while prices keep going up. During the 1970s the best 
performing investments were gold and real estate. The stock market basically traded sideways during this 
period. Considering that much of today’s stock market is perhaps overpriced we can probably expect a 
correction before it goes into sideways mode. This is probably a good time to look at which investments will 
prosper during an inflationary cycle and which will be poorly and then to adjust your portfolio accordingly. 

For more insights and useful information about investments and investing, visit 
www.ProfitableInvestingTips.com. 

FREE training materials. 
 

Free Weekly Investing Webinars 
Don’t miss these free training events! 

http://www.profitableinvestingtips.com/free-webinar 
 

Forex Conspiracy Report 
Read every word of this report! 

http://www.forexconspiracyreport.com 
 

Get 12 Free Japanese Candlestick Videos 
Includes training for all 12 major candlestick signals. 

http://www.candlestickforums.com 

 

Disclaimer: Trading and investing involves significant financial risk and is not 
suitable for everyone. No content on this document should be considered as 
financial, trading, or investing advice. All information is intended for educational 
purposes only. 
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