INFLATION PROOFING YOUR PORTFOLIO
market returns. While Siegel’s point is well taken,
it should be noted that it is a generalization,
and there is no way to guarantee or predict the
volatility and performance of any specific security.

WHAT MAY NOT WORK
CASH OR MINIMAL INTEREST SAVINGS
ACCOUNTS
Storing money in savings accounts or, even
worse, holding it in cash, is a losing proposition
during high inflationary times. Just think about
how much less expensive things such as bread,
stamps, and medical insurance were 10 years
ago. If your money had been under the mattress
during that time, it definitely would not buy today
what it would buy back then. On the other hand,
if it had been invested in appreciating assets at
an average annual rate of seven percent, it would
have, approximately, doubled during that 10-year
period (not including taxes or fees).

I

’m sure that, like me, you used to wonder
when the low-interest rates and all of the
easy-money policies of the early years of the
2000s were going to result in inflation. This
was certainly a wonderment and concern of
mine long before we experienced the economic
seizure at the end of 2008. Then, from 2009 on,
we witnessed the extreme become even more
extreme. Money printing significantly increased,
the bank lending rates dropped to zero, and
again, like me, you probably asked: “Is this not
the exact thing that creates inflation?”
Still, despite all of the blatant catalysts, the
inflation rate has been anything but alarming
– so far.
There are very good reasons, and a very
good chance, that will change. We are hearing
our biggest bond buyer, China, is weary of our
overuse of debt. We are just a couple of interest
rate upticks away from concluding that the
inflationary spiral we have been wondering about
has already begun. Even without a crystal ball,
many see the day of reckoning for devaluing our
currency on the horizon and runaway inflation
soon becoming our nation’s biggest challenge.
Will this actually happen? We don’t know for
sure, but if it does, it would not come as much
of a surprise to me and many other financial
experts. Because of that looming concern that
could easily become a reality, you should be
acting right now to make sure you are doing all
you can to protect yourself against it. In order to
be prudently prepared, there are a few things to
consider.

PRUDENT CONSIDERATIONS
REAL ASSETS
Think “valuable” and “finite quantity” as ways
of protecting yourself from a shrinking dollar.
These things would include investments in
real estate, precious metals and raw materials.
As an example, look at the need for silver and
palladium in electric car batteries. These metals
can’t be mass produced, and are expensive and
difficult to find in nature. Those two metals, like
most of our planet’s natural resources, are in
short supply. Thus, demand for them is soaring in
the worldwide marketplace, especially in Asia.
TREASURY INFLATION PROTECTED
SECURITIES (TIPS)
These bond yields are tied to the Consumer
Price Index (CPI) and will increase or decrease as
the CPI changes. In general, if things cost more,
these pay more, and vice versa.
STOCKS AND INDEXED ANNUITIES
While inflation may cause stocks to suffer in
the short-term, over the long-term, they tend to
keep your money growing ahead of inflation.
Jeremy Siegel, who wrote the book, “Stocks for
the Long Run” (McGraw-Hill Companies, 1998),
points out that stock returns have historically
been immune to the inflation rate over long
stretches of time. Although rising prices could
crimp profits in the short term, Siegel argues that
companies can eventually pass on those costs to
consumers, making inflation a wash for stock
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LONG-TERM BONDS
Inflation has a lot to do with bond rates, and
since rates are relatively low, we run the risk that
rates will rise. That is bad for the current value
of long-term bonds. Remember, if new bonds are
being issued that pay higher rates than the ones
you own, no one would want to buy yours, except
at a discounted price.
Finally, inflation-proofing your portfolio
comes down to being invested in a diversified
mix of assets that have a high probability of
either keeping pace, or appreciating at a faster
rate, than inflation. While cash reserves are vital
for short-term financial security, the threat of
inflation gives a good reason to keep long-term
money invested in assets that have the potential
to appreciate.✦
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