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Background

Put simply, inflation is the increase in prices of goods over time.
While there are many different ways to measure inflation (the
consumer price index “CPI” and the personal consumption
expenditures index “PCE” are commonly observed), the Federal
Reserve’s preferred measure as it relates to price stability is based
on PCE. In January 2012, as part of a broader announcement on
long-term goals and monetary policy strategy, the Federal Open
Market Committee declared inflation at a rate of 2% as most
consistent with its statutory mandate. However, over the last
decade, core PCE has consistently fallen short of this targeted
rate. As a result of the economy constantly evolving, the Federal
Reserve recently completed a review of its 2012 policy decision
and adopted changes to the framework. One of the changes is
now to achieve an inflation rate that averages 2% over time. As a
result, the revision could result in inflation running moderately
above 2%, following periods persistently below 2%, before the
Federal Reserve intervenes.

Inflation Expectations Continue To Trend Below Target

Low and stable inflation allows individuals to hold money without
a material deterioration of purchasing power, while businesses
can make more accurate long-term financial decisions about
borrowing, lending and investment. Conversely, high inflation
reduces the ability of businesses to make accurate long-term
financial decisions. A below trend inflation rate increases the
probability of deflation, which means prices and wages are
falling and typically associated with weak economic conditions.
Maintaining at least a small amount of inflation makes it less likely
that the economy will experience deflation should economic
conditions deteriorate for an extended period of time. The
breakeven inflation rate represents a measure of expected
inflation derived from various 10-year Treasury securities. The latest
value implies what market participants expect inflation to be in
the next 10 years on average. The 10-year breakeven inflation
rate on August 31, 2020 was 1.8%. While the rate is well off the
low of 0.63% set on March 17, 2020, it continues to trail the
average inflation target rate set by the Fed. Technology,
globalization and a changing labor market have all contributed
to low inflation.

Inflation Considerations In Investment Portfolios

While inflation continues to trend below desired levels, the
possibility of unexpected high inflation cannot be ignored. In
response to the recession caused by Covid-19, there has been
massive monetary and fiscal stimulus. Throughout history,
increasing the money supply has often led to inflationary periods.
However, during the current recession consumers have largely
been saving, with the personal savings rate recently soaring.
While policy response was necessary to bring balance back to
the markets and the economy, once the recession is in the
rearview mirror, the result could be a pickup in inflation. Inflation
poses a threat to investment portfolios because it chips away at
overall savings and portfolio returns. In order to increase long-
term purchasing power, portfolios must first keep up with the rate
of inflation. For example, in a 3% inflation environment, an
investment that returns 2% before inflation will actually produce a
negative inflation-adjusted return. Unexpected high inflation can
therefore have materially negative consequences on certain
asset classes, particularly those strategies with fixed rates of return.

ACG’s Position

Recent history has been met with inflation that has fallen short of
what the Federal Reserve considers to be necessary for price
stability. With unprecedented monetary and fiscal stimulus in
response to Covid-19 and the likelihood for continued dovish
policy by the Fed, the potential for markets to encounter an
inflation surprise remains a tail risk within portfolios. Importantly,
maintaining a long-term strategic investment program is key to
achieving goals and objectives. Assuming a moderate
inflationary environment of 2%, asset classes including equities,
real estate and inflation-linked fixed income assets (TIPS) have
traditionally provided an inflation hedge.
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OVERVIEW

▪ While inflation continues to trend below target, the possibility for unexpected higher inflation shouldn’t be ignored

▪ A shift in Fed policy has resulted in a stance that lowers the likelihood of combatting inflation for the foreseeable future

▪ The impact of inflation on certain investment strategies should be considered during portfolio construction

Source: Bureau of Labor Statistics (BLS), ACG Research 
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Personal savings hit a historic 33% in April and 

remains elevated as fear over the virus curbed 

consumer spending habits. The extent to which this 

is a temporary shock vs. a structural change could 

have a lasting impact on growth and inflation.

Stimulus checks contributed to April's

record high, as a US Census Bureau 

survey found 14% of households planned 

to mostly save these payments.



The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions

of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG

believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does

not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information

contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,

“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or

performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you

should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a

range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment

risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized

financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in

deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to

which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will

experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future

producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes

only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such

matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,

annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2020 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,

techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted

by any means without the express written consent of Asset Consulting Group.
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