QA  Steven Podnos MD CFP

-  I am worried about inflation in the not to distant future.  What types of investments do well if this happens?

A-	It is easier to know what does poorly with inflation than what does well.  
Fixed income in general does poorly with inflation.  Your return is “fixed” while interest rates are going up.  The longer the term of the bond, the worse you will do, as the bond will keep paying the older lower rates of interest while new bonds pay a higher return. In addition, by the time you get back your original investment of the bond principal, the money will buy a smaller amount of goods.  Even cash loses value quickly in an inflationary environment, as money market rates rarely keep up with the steady erosion of purchasing power.

How stock markets do with inflation is a little harder to describe. Domestically, some companies are able to increase prices and profits enough to keep up with inflation, while other stocks may not.  High dividend paying stocks  are more bond like and tend to do poorly.  However, stocks outside of the U.S. may do well if our nation has inflation and the non U.S. locations do not.  Their currencies would presumably appreciate against our dollar, adding to their returns.

Generally things you can touch do well with inflation.  Think of real estate and commodities.  It has become much easier to invest in these asset classes through liquid markets using mutual funds, REITS and exchange traded funds.  The classic commodity that most people think of as doing well with inflation is gold.  However, many other tangible things will also do well (mining stocks, energy investments, real estate and others).

In general, keeping your fixed income short term and liquid is one suggestion.  Having a well diversified global portfolio of equities with an allocation to natural resources is the other.  Having such a portfolio should do reasonably well even if we do not have significant inflation.  However, your asset allocation must be appropriate to your particular situation and tolerance of risk.
