
Making Sense 
of Inflation 
Inflation in the US economy was relatively low and steady 

from the 1990s until 2020. Then supply chain disruptions, 

labor and material shortages, and other factors pushed 

inflation up. It’s still getting more attention than it had in 

a long time. Here is some general information to help you 

make sense of inflation. When you find out more, you may 

decide to change your approach to spending, saving and 

retirement planning. 

Inflation refers to the rising cost of goods and 

services over time. It means your money will  

not buy as much tomorrow as it did today.

You might hear about the Consumer Price Index 

(CPI) when you hear about inflation. The CPI 

measures changes in the price of goods and 

services monthly in the US. Moderate, steady 

inflation levels can be a sign of a healthy economy. 

High, persistent inflation makes managing personal 

finances harder. 

More about Inflation

The causes of inflation are complex and can be 

unpredictable. Two basic types of inflation are 

demand-pull inflation and cost-push inflation. 

Demand-pull inflation is when demand is greater 

than the supply companies can provide. Because 

an item or service is scarce, people are willing to 

pay more to get it. When this happens, prices are 

pulled higher. Increased consumer, business and 

government spending or material shortages are 

some causes of this kind of inflation.

Cost-push inflation happens when it costs a 

company more to offer a product or service. If the 

cost of wages or raw materials goes up, a company 

may raise their prices to cover their costs. Natural 

disasters, labor shortages, strikes, increasing wages 

or world events may cause this type of inflation.

The Federal Reserve and Inflation

The Federal Reserve (the “Fed”) policies influence 

inflation. When the Fed lowers short-term interest 

rates, banks may borrow more from the central bank 

and from each other. More borrowing increases the 

money supply in the economy. Banks make more 

loans to businesses and consumers, stimulating 

spending and economic activity. As economic 

growth picks up, inflation can increase. The opposite 

effect can happen when the Fed raises short-term 

interest rates. Higher interest rates can discourage 

borrowing and decrease the money supply. Less 

borrowing and less money circulating can slow the 

economy and lower inflation.

Inflation in the US economy was relatively low 

and steady from the 1990s until 2020. Then supply 

chain disruptions, labor and material shortages, 

and other factors pushed inflation up. While no 

longer as high as it was during the post-pandemic 

peak, inflation often makes headlines. Here is 

some general information to help you make sense 

of it. When you find out more, you may decide to 

change your approach to spending, saving and 

retirement planning. 

Making Sense of Inflation



Visit standard.com/retirement for more information about retirement planning. You can also 

log in or create your retirement account. You’ll find information, tools and calculators to help 

you plan ahead. 

Inflation, Interest Rates and Tips 
for Managing Your Finances

Credit card companies, banks and other lenders set 

interest rates on credit cards, mortgages, auto loans 

and savings accounts. Their interest rates are based 

on Federal Reserve rates. Here are some ways 

raising interest rates, meant to keep inflation lower, 

can affect your finances:

Credit Cards. Most credit cards have an interest 

rate that goes up and down. The rate depends on the 

bank’s prime rate — the rate banks charge their best 

customers. Banks often raise their prime rate within  

a short time after the Fed increases interest rates. 

TIP: Use credit cards only when necessary. If you can, 
pay down any balance you have when interest rates are 
low. If you have more than one credit card with a 
balance, focus on the paying off your card with the 
highest rate first. You’ll pay less interest over time. 

Mortgages. Monthly payments stay the same over 

time with a fixed rate mortgage. If you have an 

adjustable-rate mortgage (ARM), it’s likely that you 

will have to make larger payments when interest 

rates go up. It depends on the terms of your loan. 

TIP: If you have an adjustable-rate mortgage, 
understand the terms of the loan including how 
increases to prime rate could change your payment 
amount. Expect higher payments if interest rates rise.

Auto Loans. Car prices have gotten higher in recent 

years. Manufacturers have had a hard time keeping 

up with demand. If you finance buying a vehicle, the 

price plus interest could add up to more than you 

expect when interest rates are high.

TIP: A bigger down payment can lower your monthly 
payments and could help you get a lower interest rate.

Inflation and Your Investments

The real rate of return on investments is the return 

on your investment minus the inflation rate. For 

example, if your investment portfolio earns an 8% 

return in a particular year, and the inflation rate that 

year is 5%, your real rate of return is 3%. 

Stocks tend to be a good investment compared to 

inflation over the long term. Companies can raise 

prices for their products even when their costs 

increase due to inflation. Higher prices may lead to 

higher earnings. Historically, stock prices have kept 

ahead of inflation over longer time periods. Even so, 

past performance is no guarantee of future results. 

TIP: Create a plan for your retirement plan account that 
considers how much you have saved, how long you 
have until you retire and how much risk you can tolerate. 
Include a variety of investment types to help manage 
inflation risk. 

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is no 
assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks including 
possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.
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