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Inflation, the general increase in prices 
over time, is a key economic indicator that 
significantly influences financial markets 
and wealth management strategies. 
Beyond its economic implications, the 
psychology of inflation, i.e. how indivi-
duals and investors perceive and react to 
it, plays a crucial role in shaping financial 
decisions.

HOW INFLATION AFFECTS INDIVIDUALS

The impact of changing prices on an indi-
vidual’s psychology can vary. One signifi-
cant effect is the perception of value.

As general price indices rise, the perceived 
value of money declines, leading to a 
sense of urgency to spend rather than 
save, as the purchasing power of cash 
erodes over time. This behaviour can 
push prices even higher as both consumer 
demand and spending increase.

Media coverage plays a significant role, 
as sensationalist headlines can reinforce 
this sentiment. Unstable prices also create 
uncertainty about future costs and econo-
mic stability, exacerbating anxiety among 
consumers and businesses, potentially 
leading to more conservative financial be-
haviours, such as postponing investments.

ANCHORING EXPECTATIONS AND CEN-
TRAL BANK

Anchoring expectations refers to the trust 
businesses and consumers place in central 
banks to keep inflation stable. Future in-
flation expectations can influence current 
inflation: if businesses expect higher in-
flation, they may raise prices and workers 
may demand higher wages, leading to a 
self-fulfilling cycle. Conversely, low expec-
tations can dampen actual inflation.

Thus, central bank credibility, forward 
guidance, and clear communication are 
essential. If market participants doubt 
central banks' commitment or receive 
ambiguous messages, expectations may 
become unanchored, making policy ef-
forts ineffective.

"Media coverage plays a significant 
role, as sensationalist headlines can 
reinforce this sentiment."

In the 1970s and 1980s, the USA faced 
severe inflation, with the Consumer Price 
Index (CPI) increases exceeding 13% YOY 
due to oil shocks, fiscal policies, and la-
bour unions pushing for higher wages. To 
control this, interest rates were raised to 
nearly 20% in 1981, causing two severe 
recessions lasting nearly two years.

Comparing 2020-2024 to the 1980s, the 
inflation drivers differ: the 1980s were 
driven by supply-side shocks, while the 
2020s saw demand-side factors, supply 
chain disruptions, and labour market 
tightness. The 1980s highlighted the 
importance of timely action and central 
bank credibility, a lesson current Federal 
Reserve members have applied with swift 
actions.

WHERE DO WE STAND?

In the US, recent economic data shows 
stabilizing inflation expectations, a 
slowing job market, slower wage growth, 
and improved productivity. The Fed is 
closely monitoring upcoming indicators.
In Europe, inflation is more contained, 
with a significant decline to 2.7% from 
7.1% a year ago. European consumers are 
less driven by stock market performance, 
so it should have limited impact on future 
demand and prices.

While some uncertainties remain, central 
banks have done a commendable job in 
containing price pressures. Inflation is 
perceived very differently among people: 
lower-income classes feel the pain more 
intensely than higher-income groups, 
though differences also arise within these 
classes depending on individual circums-
tances (homeowner versus renter, needing 
to borrow money soon, etc.). 

Another human bias is that wage growth 
is perceived as deserved, while inflation 
is viewed as unfair. The impact of losing 
purchasing power is more painful than 
the gradual increase in wages over time, 
making inflation an intensified form of 
loss aversion bias. Given that the bulk of 
the pain from recent and quick price in-
creases have been integrated by economic 
stakeholders, the comparison base is now 
higher, and future perceptions of inflation 
might then be less pronounced.
 
THE WEALTH MANAGEMENT IMPLICA-
TIONS

Analysing inflation regime, including 
psychological factors, and correlation 
between asset classes is essential for ef-
fective wealth management and financial 
planning.

Inflation influences investor behaviour, 
asset prices, and market dynamics in 
complex ways. By recognizing these 
effects, integrating central bank moves, 
and implementing strategic adjustments, 
such as investing in inflation-protected 
securities, and favouring companies with 
strong pricing power with the ability to 
pass on higher costs to consumers, allows 
us to navigate these uncertain times more 
effectively.

Regularly reviewing and adjusting in-
vestment strategies ensures one remains 
aligned with clients' financial goals and 
risk tolerance.
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IMPORTANT INFORMATION - This content is being provided 
by REYL & Cie Ltd or/and its affiliates (hereinafter referred to 
as “REYL”) solely for information purposes and is not intended 
to be a solicitation or offer, recommendation or advice to buy 
or sell interests in any financial instrument mentioned in it, 
to effect any transaction, or to conclude any transaction of 
any kind whatsoever, in particular to any recipient who is not 
a qualified, accredited, eligible professional or institutional 
investor. It is intended for the sole use of the recipient and may 
not be forwarded, printed, downloaded, used or reproduced for 
any other purpose. It is not intended for distribution/offering 
to, or use by, natural or legal persons that are nationals of 
a country or subject to a jurisdiction of which the laws or 
regulations would prohibit such distribution/offering or use. 
Whilst REYL shall use reasonable efforts to obtain information 
from sources which it believes to be reliable, REYL, its directors, 
officers, employees, agents or shareholders assume no liability 
regarding this content and give no warranty as to the accuracy, 
completeness or reliability of any mentioned data and thus 
assume no liability for losses arising from the use of this content. 
The information, opinions and assessments contained in the 
present document shall apply at the time of publication and 
may be revoked or changed without prior notice. This content is 
intended only for recipients who understand and are capable of 
assuming all risks involved. Before entering into any transaction, 
recipients should determine if the relevant financial instrument  
mentioned in the content suits particular circumstances and 
should ensure that they independently assess (together with 
their professional advisers) the specific risks, the legal, tax, 
accounting consequences and eligibility requirements of any 
purchase, holding or sale of financial instruments mentioned 
in the content. REYL, its directors, officers, employees, agents 
or shareholders may from time to time have interests and/
or underwriting commitments in the financial instruments 
described herein. REYL makes no representation as to the 
suitability of the mentioned information, opinions or securities 
and financial instruments. Historical data on the performance 
of the financial instruments or on the underlying assets are no 
indication for future performance. The present content has been 
compiled by a department of REYL which is not an organisa-
tional unit responsible for financial research.REYL is subject 
to distinct regulatory requirements and certain services and/
or financial instruments may not be available in all jurisdictions 
or to all recipient types. Recipients are therefore responsible 
to comply with all applicable laws and regulations. There is 
no intention to offer services and/or financial instruments in 
countries or jurisdictions where such offer would be unlawful 
under the relevant laws and regulations.


