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We hope your summer is off to a fun start and 
that everyone in your life is safe and healthy.  If 
you are doing any shopping or paying attention 
to the news, you know that prices are soaring – 
“price inflation.”  What is going on, and what 
should you do? 

We are going to give our outlook for the future.  
Trying to predict the future is always tricky. We 
do not control the policies that get 
implemented, much less what happens around 
the world, so there are a lot of influences that 
shape our lives that are not predictable. Even 
when we are right, if we are too early or too late, 
you may still miss any benefit from our 
predicting what might happen. Take this 
commentary as thoughts on what may be 
coming, not as absolute guidance in what will 
happen.   

Return to Stagflation?  

One of the advantages of having grey hair – 
oops! as I am reminded, it is “silver” hair – is that 
we have seen some of this before.  I was in 
college during the 1970’s studying for my 
economics major by learning why all the 
economic theories of the “Go-Go 60’s” were not 
working in the Stagflation 1970’s.   

Are we headed back to those Stagflation days? It 
appears we might be.  A year ago, June 2021, we 
published an article on “Higher Inflation 
Coming.”  (That article is on our website under 
Resources/TAG Articles and we recommend re-

reading it.  We appear to have been pretty 
accurate with our predictions.)   

One thing we did not expect at that time was the 
Russian invasion of Ukraine in February of this 
year.  The invasion has increased the levels of 
inflation, especially regarding food and energy, 
as well as extended the “supply chain 
disruptions” we hear so much about.  It does not 
appear that there will be a resolution of this 
conflict any time soon, so we expect rising 
disruption as the war continues – not just in 
those two countries, but in countries worldwide 
who will be missing the grain and petroleum 
from that area.  These shipments support 
economies and food supplies for a big swath of 
the world.   

Federal Reserve Moving Slowly 

In our opinion, the U.S. Federal Reserve has 
been moving too slowly to address the 
increasing inflation we are seeing.  There is a 
significant lag time in making changes in 
monetary policy and seeing the desired effects. 
Federal Reserve actions made today can take 
years to take full effect – but many folks 
demanding the policies think they will take 
effect immediately.   

Think of it as changing direction with a large ship 
(with my Marine Corps background, I use the 
example of an aircraft carrier).  Turning the 
rudder to one side does not mean that the ship 
will turn any time soon.  It can take a LOOOONG 
time before the ship moves into the direction 
desired.  Slamming the rudder over can cause 
disruption to the activities on board the ship.  



Gradual moves on the other hand, allow 
operations to continue smoothly but they take 
the vision to do advance planning.  

We believe that implementing smaller interest 
rate increases and Quantitative Tightening (QT) 
starting last year would have a better long-term 
effect than the dramatic interest rate changes 
that we are seeing now. Politically though, that 
may not have been possible.  

Unlike the battle against inflation in the 1970’s, 
this time the Federal Reserve has a “dual 
mandate.” Since 1977, the Federal Reserve has 
operated under a mandate from Congress to 
"promote effectively the goals of maximum 
employment, stable prices, and moderate long 
term interest rates." So not only are they 
charged with controlling inflation, they are also 
charged with maintaining maximum 
employment.  To achieve these goals could 
require contradictory policies.   

The Head of the Federal Reserve in the early 
1970’s, before Paul Volker stepped into that 
position and implemented dramatic actions to 
pull down the rate of inflation, was Arthur F. 
Burns.  A year after his term ended in 1978, Mr. 
Burns gave a lecture where he seemed to 
explain how such fierce inflation could arise.  His 
presentation had several conclusions that we 
find instructive.  One that you may find helpful 
is: 

“My conclusion that it is illusory to 
expect central banks to put an end to 
the inflation that now afflicts the 
industrial democracies does not mean 
that central banks are incapable of 
stabilizing actions; it simply means that 
their practical capacity for curbing an 
inflation that is continually driven by 
political forces is very limited… the very 
caution that leads politically to a policy 
of gradualism may well lead also to its 

premature suspension or 
abandonment in actual practice.” 

We can provide a copy of Mr. Burns’ full 
presentation – it makes for interesting reading.  

Recession Coming?  

If, as many expect, there is a recession in the 
next few months or year, will the Federal 
Reserve abandon its attempts to control 
inflation in order to once again spur the 
economy for the short-term?  Time will tell.  We 
believe the political will to fight inflation first will 
decline if/when the economy slackens.    

As our article last year predicted, regardless of 
the actions of the Federal Reserve, we see 
inflation as a long-term trend.  Even if the 
current conditions are resolved – demand 
slackens and the supply chain disruptions are 
fixed – we see demographic conditions around 
the world that lead us to believe that inflation 
will be an ongoing phenomenon.   

What Should You Do Now?  

So what is a prudent investor to do? Even 
though for many years they have not added 
much value, hard assets may add some 
protection – using investments such as 
commodities, gold, or managed futures. While 
stock markets have not done well historically 
during inflationary environments, having 
income producing investments, such as growth 
and income stocks and mutual funds, seem to be 
a good place to go. Of these, our “go-to” 
investments are the growth and income mutual 
funds that invest in stocks of high quality 
companies. Not only do the prices of the stocks 
tend to rise with inflation, but the income that is 
produced also increases. Put market volatility in 
your favor.  Automatically reinvesting that 
income as stocks rise and fall can add value. 

The biggest thing NOT to do during inflationary 
times is to flee to the short-term “safety” of 



cash, bank accounts, or short-term bonds, no 
matter how tempting it may be during wild 
market fluctuations. After taxes and inflation, 
these investments can lose significant spending 
power – what we not so fondly refer to as “Going 
broke safely.” The greater the inflation rate, the 
faster these investments “go broke.” 

As always, we at The Advisory Group are here to 
help! We are available to review your 
investment portfolio and overall financial 
picture with you. We understand that each 
client has a unique financial situation and will 
consider your distinctive needs and goals when 
providing any recommendations. 

We pride ourselves in offering:   

 consistent and strong communication,  

 a schedule of regular client meetings, and 

 continuing education for members of our 
team on the issues that affect our clients.   

A good financial professional can help make your 
journey easier.  Our goal is to understand our 
clients’ needs and then try to create plans to 
address those needs.  While we cannot control 
financial markets, inflation, or interest rates, we 
keep a watchful eye on them.  We can discuss 
your specific situation at your next review 
meeting or you can call to schedule an 
appointment. As always, we appreciate the 
opportunity to assist you and your financial 
matters.
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Update your calendars now so you 

won’t miss any of these important 

events. 

Additional information will be sent 

prior to each scheduled event. 

 

http://www.tagfinancial.com/

