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A little inflation can really add up 
 
As consumers we know that prices of most goods and services go up over time. However, the rate of 
increase is not uniform. Prices sometimes go up fast. Other times they go up slow. Investors need to take 
inflation into account when anticipating both the performance and purchasing power of their portfolios 
over time.  
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History shows that inflation can be very damaging 
to an economy and to investors’ wealth. If prices 
rise too rapidly, consumers and businesses often 
have to reduce spending on non-essential goods 
and services in order to afford more expensive 
necessities. These cuts in spending can lead to 
decreased corporate profits, rising unemployment 
and recession. That is why most central banks, 
including the Federal Reserve, attempt to maintain 
price stability. However, price stability is not zero 
inflation.  
 
In reality, most central banks are willing to live 
with some inflation rather than zero inflation. 
That’s because zero inflation would probably be a 
combination of some inflation offset by some 
deflation, averaging out to zero inflation. However, 
most central bankers appear to believe that the 
impact of inflation and deflation are not 
symmetrical. Deflation hurts more than inflation 
because deflation reduces the value of assets and 
incomes while the value of most debts remain 
unchanged. Therefore, in societies with a lot of 

debt, deflation is a bigger problem than inflation. 
That is why many Central Banks have an inflation 
target slightly above zero. As a result, investors 
need to prepare for potential inflation.  
 
This report shows a history of inflation over the 
past six decades. Inflation is the rate that prices go 
up each year. Over time, even a little inflation each 
year can add up to substantial increases in prices 
over 10 years because of the effect of compound 
growth rates. For example, during the past decade, 
inflation was relatively low, averaging only 2.56% 
per year from 2000 through 2009. However, for 
the whole decade, consumer prices increased a 
total of 28.79%.  
 
Of course, not all consumer prices increase at the 
same average annual inflation rate. Some prices 
go up faster than the average, while others go up 
slower or even go down over time. The following 
table highlights the different inflation rates for 
some but not all essential consumer goods and 
services over the same six decade period.

 
 

10 years ended in:  Average annual consumer price 
inflation rate, in percent 

Total increase in consumer 
prices, in percent 

1959  2.04%  22.44% 

1969  2.33%  25.84% 

1979  7.06%  97.84% 

1989  5.50%  70.81% 

1999  3.00%  34.37% 

2009  2.56%  28.79% 
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10 years ended in:  Food inflation,  
average annual rate in 

percent 

Clothing inflation, 
average annual rate in 

percent 

Medical inflation, 
average annual rate in 

percent 

1959  1.70%  0.98%  3.77% 

1969  2.27%  2.36%  4.04% 

1979  7.97%  4.10%  7.77% 

1989  4.58%  3.39%  8.26% 

1999  2.75%  1.02%  5.32% 

2009  2.88%  ‐0.89%  4.13% 
 
Unfortunately, some people experience more 
inflation than the official government data portray. 
For example, a consumer who buys more medical 
care than the average urban consumer probably 
experiences a higher personal inflation rate. 
Alternatively, someone who spends less on medical 
care and more on apparel probably has a lower 
personal inflation rate than the government’s 
official rate. 
 
Some investment portfolios will also be more 
affected by inflation than others. That’s because 
investment performance varies depending on the 
asset allocation and whether inflation is increasing 
or decreasing. For example, history shows that 
when inflation was high and then decreased (prices 
went up more slowly) both equities and fixed 
income investments did relatively well, although 
not every period. Moreover, when inflation was low 

but increasing, equities tended to do better than 
bonds because many companies were often able to 
raise prices a bit in order to protect profit margins. 
In the worst case, when inflation was high and 
rising, the economy suffered and both stocks and 
bonds did not tend to do well. Obviously, there 
were exceptions to these generalizations.  
 
These illustrations should remind investors that 
rising inflation can affect the performance and 
purchasing power of their investments. If 
policymakers allow inflation to increase and 
portfolios do not perform well, then conservative 
investors may need to save more money in order 
to meet their future financial goals. At the other 
end of the spectrum, aggressive investors wanting 
to offset increased inflation risk may want to 
consider how much investment risk they are willing 
to take to meet their future financial goals. 
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Investment and Insurance Products:   NOT FDIC Insured   NO Bank Guarantee   MAY Lose Value 

 
Information provided in this report is for educational and illustrative purposes only and should not be construed as individualized 
investment advice. The investment or strategy discussed may not be suitable for all investors. Investors must make their own decisions 
based on their specific investment objectives and financial circumstances. The Standard & Poor’s indexes are unmanaged, weighted 
indexes of stocks providing a broad indicator of price movement. Individual investors cannot directly purchase an index.  
 
Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC, and Wells Fargo 
Advisors Financial Network, LLC, Members SIPC, non-bank affiliates of Wells Fargo & Company.   
 
H.D. Vest Investment ServicesSM, Member SIPC, a non-bank subsidiary of Wells Fargo & Company, and an affiliate of Wells Fargo 
Advisors. 
 
©2011 Wells Fargo Advisors, LLC. All rights reserved.   
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Important Information, Risk Factors and Disclaimers: 
 
 Past performance is not a guarantee of future results. 
 
 
 
 
Wells Fargo Advisors is one broker/dealer affiliate of Wells Fargo & Company; other broker/dealer 
affiliates of Wells Fargo & Company may have differing opinions than those expressed in this report. 
Contact your Financial Advisor if you would like copies of additional reports. 


