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PLANNING

Chances are, neither you nor I have experienced during our 
careers an inflation rate that matches today’s stunning 7% 
readings. We may be in uncharted waters, yet we can also 
begin to chart a path towards building financial plans that 
stand the test of such hot inflation rates.

Broadly speaking, prices are rising more than they have 
in the past 40 years, which leads to the question: At what 
point would inflation become so abnormal that it would be 
time for an advisor and client to start talking about changing 
financial plans?

Hopefully, it doesn’t get to that point. One or two years of 
abnormally high inflation that then returns to something 
resembling normal shouldn’t have too much effect on a 
client’s long term financial plan.

We at Horizon Investments are still optimistic that 
countervailing forces are gathering strength to throw 
cold water on inflation. We see glimpses of those 
countervailing forces in rising company inventories, a shift 
in consumer spending to services from goods, a rolling 
over in transportation costs, more people re-entering the 
workforce, and the start of a Federal Reserve rate-hike 
cycle. But our optimism is tempered by the fact that housing 
and rent inflation is still strong and that prices generally are 
not rolling over.

While you and I may have never experienced today’s 
inflation rates, we have been professionals long enough to 
know that nothing is constant in the financial world. Trends 
change, and sometimes that change happens quickly. 
Inflation is no different. Today’s hot print could turn into 
tomorrow’s cold streak.

The silver lining of today’s inflationary environment may be 
that it causes advisors and their clients to base financial 
targets on long-term inflation rates, rather than on the low 
rates of the recent past or on today’s elevated numbers.
What we think advisors should know about inflation–and 
that we doubt you’re reading in the media–is that it’s 
typically volatile and mean-reverting. 

GOALS-BASED PLANNING®

IN AN INFLATIONARY AGE

What impact does that have on advisors as they’re 
formulating financial plans? Let’s look at a specific example 
that could apply to a broad set of financial targets.

Let’s assume that a goal-based client wants to buy a second 
home in 20 years. Let’s further assume that the house they 
like is currently worth $350,000. What is a reasonable 
monetary target for this goal?

We approached the answer by calculating the cumulative, 
average, year-on-year long-term percentage change of the 
Case-Shiller National Home Price Index1 – currently 3.88% 
since the index’s inception in 1987. With that information in 
hand, it’s a reasonable planning assumption to use a roughly 
4% inflation rate to set a future home price objective. In this 
example, it would be a good idea for the client to shoot for a 
housing nest egg of $800,000.

But thinking through the problem further, a question arises: 
does that 4% assumption hold true over the limited time 
our client has to reach their goal? After all, they don’t get to 
choose the circumstances in which they live.

So, we went back to our Excel spreadsheet and calculated 
the cumulative, 12-month percent change in home prices for 
three different 20-year periods.

Whether that goals-based investor started their journey in 
1990, 1995 or 2001, we found that using a roughly 4% long-
term inflation rate served them well. We say that because the 
cumulative percent changes were 3.02%, 3.61% and 4.22%, 
respectively, despite home prices taking very different paths 
during each time period (see chart below). 
The 1990 goals-based investor (the blue line) may have 
initially felt they were saving too much as home prices fell; but 
the ‘’good’’ times didn’t last as home prices bounced back 
during the back-half of their financial journey. 

The 2001 investor (the gray line) may have had the opposite 
feeling, thinking they were saving too little as home prices 
galloped higher in the early years of their journey during the 
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The exercise begs a question: Why are CPI or housing 
prices mean-reverting? Let’s turn to a rule of thumb from 
high school physics to help find the answer. If you’ll 
remember, the rule is that for every action, there is an equal 
and opposite reaction.

Raise prices high enough and customers typically react 
by buying less or not buying at all, buying in bulk to get a 
discount, substituting a cheaper product, or seeking out 
another vendor who’s figured out how to deliver a better or 
comparable product at the same price. 

And don’t think the Federal Reserve won’t react either. 
It is committed to raising interest rates this year to cool 
inflation. The higher interest rates rise, the more economic 
activity is choked off, which could dent inflation. The danger 
from the Fed’s rate hiking path is that higher rates have 
historically caused recessions. Yes, that would take the 
steam out of inflation–but the cost may be painful in terms 
of the potential for lost jobs, interrupted careers, bankrupt 
companies and financial stress.

Real life is messy. All of those things, and probably others, 
are happening as we speak. Consumers, businesses, 
and central bankers will reach a breaking point regarding 
higher prices. They will react, perhaps in surprising and 
unpredictable ways. And so we are reluctant to make 
forecasts. We would rather watch to see how the economic 
data and consumer behavior evolve over the months ahead.

What are goals-based planning lessons from our  
inflation exercise? 

• One, setting a client’s financial target based on a long-
term inflation rate that’s measured over a full business 
cycle can be helpful. If that waswn’t done, it’s never too 
late to re-examine the plan. 

• Two, advisors may want to be wary of making big 
changes midway through a financial plan during both 
high and low inflation regimes – that regime may soon 
change.  

• Three, while it may be difficult sometimes, sticking with 
a financial plan that rests on a solid inflation assumption 
can be beneficial.

We’ve attempted to show that in the case of inflation, 
volatility can be an advisor’s friend.

housing bubble. However, the bust that followed unraveled 
what had occurred early on. 

The 1995 investor (the red line), experienced a path that was 
somewhere in the middle of the two with pricing rising for 
the first half and decreasing the latter half. All of which ended 
their 20 years period hovering around the average of 3.88%.

Calculations: Horizon Investments

From Housing to Broad Inflation
Broadening it out from the housing specific example above, 
the overall price level index most commonly discussed in the 
media, the Consumer Price Index (CPI), also has been volatile 
and mean-reverting over the last three decades.

To show that, we calculated the average CPI year-on-year 
change over 30, 20 and 10 years - including the current eye-
popping readings. Would you have guessed that the rate is 
nearly the same for all three, clustering around 2%?
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DISCLOSURES
The commentary in this report is not a complete analysis of every material fact in respect to any company, industry or security. The opinions expressed here are 
not investment recommendations, but rather opinions that reflect the judgment of Horizon as of the date of the report and are subject to change without notice. 
Any forecasts, figures, opinions or investment techniques and strategies set out are for informational purposes only, based on certain assumptions and current 
market conditions, and are subject to change without notice. Forward looking statements cannot be guaranteed. 
We do not intend and will not endeavor to provide notice if and when our opinions or actions change. Horizon Investments is not soliciting any action based on this 
document. This document does not constitute an offer to sell or a solicitation of an offer to buy any security or product and may not be relied upon in connection 
with the purchase or sale of any security or device.
More information about the calculations provided by Horizon is available upon request. Index information is
intended to be indicative of broad market conditions. The performance of an unmanaged index is not indicative of the
performance of any particular investment. Individuals cannot invest directly in any index. 
Information has been obtained from sources considered to be reliable, but the accuracy and completeness cannot be guaranteed.
Horizon Investments Goals Based Planning and the Horizon H are registered trademarks of Horizon Investments.
© 2022 Horizon Investments, LLC.
NOT A DEPOSIT | NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY
NOT GUARANTEED | CLIENTS MAY LOSE MONEY | PAST PERFORMANCE NOT INDICATIVE OF FUTURE RESULTS
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1 Cumulative means that with every new data point the average percent change is recalculated using all of the data in hand.


