PERSPECTIVES

Will Inflation Hurt Stock Returns? Not Necessarily.
Sep 16, 2021

Investors may wonder whether stock returns will suffer if inflation keeps rising. Here’s
some good news: Inflation isn’t necessarily bad news for stocks.
A look at equity performance in the past three decades does not show any reliable
connection between periods of high (or low) inflation and US stock returns.
Since 1992, one-year returns on US stocks have fluctuated widely. Yet weak returns
occurred when inflation was low in some periods, and 23 of the past 30 years saw positive
returns even after adjusting for the impact of inflation (see Exhibit 1).
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Exhibit 1
The Real Thing
Annual inflationadjusted returns of S&P
500 Index vs. inflation,
1992–2021

Past performance is no guarantee of future results.

Indices are not available for direct investment; therefore, their performance does not reflect
the expenses associated with the management of an actual portfolio. Copyright 2022 S&P
Dow Jones Indices LLC, a division of S&P Global. All rights reserved.

Over the period charted, the S&P 500 posted an average annualized return of 8.1% after
adjusting for inflation. Going all the way back to 1926, the annualized inflation-adjusted
return on stocks was 7.3%.
History shows that stocks tend to outpace inflation over the long term—a valuable
reminder for investors concerned that today’s rising prices will make it harder to reach
their financial goals.
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Real returns illustrate the effect of inflation on an investment return and are calculated using the following method: [(1 + nominal
return of index over time period) / (1 + inflation rate)] − 1. S&P data © 2021 S&P Dow Jones Indices LLC, a division of S&P Global. All
rights reserved.
Based on non-seasonally adjusted 12-month percentage change in Consumer Price Index for All Urban Consumers (CPI-U). Source:
US Bureau of Labor Statistics.
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Neither Dimensional Ireland Limited (DIL) nor Dimensional Fund Advisors Ltd. (DFAL), as applicable (each an “Issuing Entity,” as the context
requires), give financial advice. You are responsible for deciding whether an investment is suitable for your personal circumstances, and we
recommend that a financial adviser helps you with that decision.
NOTICE TO INVESTORS IN SWITZERLAND: This is an advertising document.
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Central Bank of Ireland (Registration No. C185067). Information and opinions presented in this material have been obtained or derived from
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Financial Conduct Authority (FCA). Information and opinions presented in this material have been obtained or derived from sources believed
by DFAL to be reliable, and DFAL has reasonable grounds to believe that all factual information herein is true as at the date of this document.
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is no guarantee an investment strategy will be successful. Indices are not available for direct investment. Their
performance does not reflect the expenses associated with the management of an actual portfolio.
JAPAN: Provided for institutional investors only. This document is deemed to be issued by Dimensional Japan Ltd., which is regulated by the
Financial Services Agency of Japan and is registered as a Financial Instruments Firm conducting Investment Management Business and
Investment Advisory and Agency Business. This material is solely for informational purposes only and shall not constitute an offer to sell or
the solicitation to buy securities or enter into investment advisory contracts. The material in this article and any content contained herein may
not be reproduced, copied, modified, transferred, disclosed, or used in any way not expressly permitted by Dimensional Japan Ltd. in writing.
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