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How Real Is Post-Pandemic Inflation Risk?
By Alex Kluesner

Governments around the world have made unprecedented efforts to support the global economy 
in response to COVID-19 by increasing spending and getting cash into the hands of both 
consumers and companies. Steps taken thus far may well have been necessary to help fight the 
pandemic’s economic fallout – but at what cost? Pundits are starting to point their collective 
finger at a dramatic increase in inflation, which is the idea that currency depreciates – buys less – 
as time goes on.

Is this specter real? Is a rapid post-pandemic rise in inflation worth fretting about? To start, it may 
help to keep in mind that inflation in and of itself isn’t something to fear, and that your long-term 
plan was designed to anticipate such events. But let’s begin answering these questions by viewing 
today’s low inflation in its historical context.

Many of you remember periods of high inflation in the mid-1970s and early 1980s that stemmed 
from a brutal combination of expansionary monetary policy, a Middle East oil crisis, and full 
departure from the gold standard. The Federal Reserve was forced to aggressively tighten 
standards and raise interest rates into the double digits.

Expansionary monetary policy alone doesn’t guarantee higher inflation. For inflation to increase, 
the money supply and/or rate at which it’s spent must rise as well. In the 1970s, banks and 
consumers used a bigger money supply to make loans and seek more goods and services. 
American Nobel Prize-winning economist Milton Friedman would describe this phenomenon 
simply as “too much money chasing too few goods.”

Fast-forward to today. We’ve been living in an extended period of low relative inflation. From 
January 2010 to March 2020, the U.S. has been at or above the Fed’s targeted 2% inflation rate 
only 8.9% of the time. That’s just 11 months of the last decade. But trillions of dollars have entered 
the money supply. Surely, we are past due for periods of high inflation like the 1970s?  
(continued on page 2)

U.S. Historical Inflation Rate

Source: Personal Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index), Percent Change from  
Year Ago, Monthly, Seasonally Adjusted, St. Louis Federal Reserve Economic Data, 2020
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Wealth Planning for Life’s Uncertainties
As events this year have reminded us, uncertainty is always a factor when it comes to the 
economy and markets. It’s also a common companion in other areas of our lives, often with  
real financial ramifications in those instances as well. But you have a plan for that. It’s built  
with an eye toward managing those inevitable uncertainties and controlling what you can. 
Importantly, it should include a wealth transfer component designed to achieve the legacy  
you envision while providing for your loved ones in the way you intend. So, check off each of  
the following must-have documents you’ve prepared to solidify your wealth transfer plans. See 
where you stand. Then consider sharing this list with someone you care about. 

Will

A will is a legal document that allows you to dictate where your assets will go. If you 
don’t leave one, the state steps in and controls the distribution of your assets. In your 
will, you also name an executor to manage and settle your estate and a legal guardian 
for your minor children.

Durable Power of Attorney

A durable power of attorney permits you to authorize someone you trust to manage 
your financial affairs in the event you become incapacitated. This person can do things 
like pay bills, collect benefits, keep tabs on your investments, and file taxes.

Healthcare Power of Attorney

A healthcare power of attorney allows you to appoint a representative to make medical 
decisions on your behalf in case you are unable to express your wishes yourself. It’s 
sometimes known as a healthcare proxy.

Advance Medical Directive (Living Will)

An advance medical directive, also called a living will, lets others know what medical 
treatment you would wish, especially in cases of terminal injury or illness. Think of it as a 
roadmap for doctors and loved ones that spells out what you want – or don’t.

(continued from page 1) Not necessarily. 

In fact, there are a few key differences about today’s economic environment that suggest quite 
the opposite. First, many Americans are saving any financial aid they might receive, rather than 
spending it, because their employment future is too uncertain. Second, U.S. Gross Domestic 
Product (GDP), which is a measure of all goods and services produced domestically, contracted in 
the first quarter of 2020, with further decline expected to come. This means real economic output 
is forecast to lag potential economic output more widely. The opposite would need to occur over 
a sustained period to force inflation higher. Even though anything is possible, especially in today’s 
uncertain environment, the market’s near-term inflation expectations are still low.

Perhaps the most important thing to remember is that our portfolio construction process takes 
many inflation scenarios into account. Your plan is built to protect you against these and other 
maladies that may harm your portfolio, as well as to afford you the best odds of achieving your 
most important life and financial goals.
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Inflation is most risky to the bonds in a portfolio because of how they are structured and valued. 
For most conventional bonds, the periodic payments that investors receive are fixed at a certain 
amount and frequency over a predetermined length of time. As a result, inflation poses a greater 
risk to bonds with longer maturities. We typically limit maturities to 10 years or less and reinvest 
proceeds into new bonds at higher rates that have already adjusted to new inflation levels.

Trillions of dollars have entered the economy both directly and indirectly. But that doesn’t 
translate into increased inflation today or even necessarily in the years to come. As time goes on, 
we will get a better idea of how the economy has grown and how that affects prices. Until then, 
rest assured that we are keeping a watchful eye on the markets, so you can instead focus on what 
really matters to you. 

Source: Federal Reserve Bank of St. Louis IRN-20-576

Revocable Living Trust

While not a part of every estate plan, a revocable living trust is a means to transfer 
property to heirs in a way that helps avoid costly, public, time-consuming probate. 
You control the property in the trust (proper titling is important) and the trust itself 
while you’re alive but name a trustee to take over upon your incapacity or passing.

Beneficiary Designations

The beneficiary designations on retirement accounts, annuities and life insurance 
policies generally take precedence over instructions in a will. Keep these up to date, 
so they accurately reflect your wishes and align with your overall plan.

Letter of Intent

A letter of intent is an informal, nonlegal document that you use to record your 
personal thoughts and directions regarding what’s in your will. Some provide funeral 
details or other special requests, and they can be hugely helpful to family members.

Important Document and Account List

Does your family know where to find everything you’ve prepared? Create a list of 
documents and accounts (financial or otherwise) and where they can be found. 
Include appropriate contact information where it makes sense.
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It is often said that stock prices take the stairs up and the elevator down. In the first half of 2020, we saw how 
fast that elevator ride down could be. In just two months, U.S. stocks lost effectively years of gains. In fact, 
this was the fastest decline of 30% or more that we’ve ever experienced.

U.S. stocks weren’t alone on the elevator ride down. Joining them were stocks of all developed and 
emerging countries, as well as many commodities, like oil. True, oil’s decline was exacerbated by a debate 
between Russia and Saudi Arabia over the amount being produced, but no one expected it to briefly trade at 
a negative $37 per barrel.

Why Prices Sometimes Fall Fast

Given these wild swings, can we trust market 
prices? Further, was it “right” for prices to fall this 
fast, and then subsequently start to rise while 
economic data continued to get worse?

To answer these somewhat related questions, 
we need to think about how market prices are 
determined. Like with many items, supply and 
demand help set the price for stocks, bonds 
and commodities. If a lot of people want to buy 
something, the price usually goes up. And, if a lot 
of people want to sell something, the price usually 
goes down.

This is exactly what happened during the declines 
we saw earlier this year. Some investors started to 
get nervous about the impact of the coronavirus 
on the global economy and their investments, and 
they sold stocks. Prices typically fall faster than they 
rise because investors fear loss.

This fear of loss typically causes additional selling 
pressure. Imagine, for example, that a group of 
investors plans to sell when their losses reach 
10%, or who maybe just can’t stomach a drop of 
this size. When a 10% market decline occurs, that 
group of investors start to place their sell orders. 
All those new shares for sale increase the supply 
of stock available, so prices head even lower. Then 
imagine there is another group that plans to sell at 
a 15% decline, and another group that plans to sell 
at a 20% decline, and so on. Once each of these 
thresholds are hit, the supply of sell orders goes 
up and prices continue to go down. Ironically, an 
investor’s plan to avoid losses could cause markets 
to fall further.

To stop the declines, there needs to be a change 
in what is happening so that investors near their 
“get-out-of-the-market” point decide not to sell, or 

that a new group of investors might find the lower 
prices attractive and start to buy. Investors who 
end up waiting to sell help relieve the supply of 
shares for sale, and the new investors increase the 
demand for shares to buy. The buyers outweigh the 
sellers, and market prices start to rise.

What Is the Right Price?

While this example may seem overly simplified, it is 
essentially what is happening in the markets every 
day, regardless of whether a global pandemic exists 
or not. Buyers and sellers are constantly negotiating 
for what is essentially the right price to trade with 
each other. New information is what causes people 
to want to buy or sell. If the news is poor, expect 
markets to decline. If the news is positive, expect 
them to rise.

We think it makes perfect sense that stock and 
commodity prices fell when they did and as fast 
as they did. Because prices rapidly reflect new 
information, news that millions of people were 
not going into the office, that businesses were 
shuttering, that millions of lives were in peril, and 
that life as we knew it was sure to change for 
the foreseeable future will certainly make some 
investors want to sell.

The good news is that these are the attributes of a 
highly efficient marketplace. When new information 
is introduced, prices adjust. This is exactly what we 
want to see happen, and we should be concerned 
if it didn’t. While we may not like the direction and 
speed of some price adjustments, they ultimately 
represent a price where a buyer and a seller are 
comfortable exchanging a share of stock, an 
amount of a commodity, or a bond certificate for 
cash. In our mind, that seems like the right way to 
determine a price.
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