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HOW INVESTORS CAN KEEP UP
WITH INFLATION

Whether inflation causes a sharp jump in prices or erodes purchasing power gradually, it's important for investors to build long-term
portfolios with these factors in mind.

The most challenging situations that investors face aren't always sudden and obvious but can play out over many years. In the case of
inflation, the risk of both sharp price increases and the gradual erosion of purchasing power are affecting financial markets today.

For investors who lived through the inflation of the 1970s and early 1980s, or the price surges that followed the pandemic, this pattern
should feel familiar. On the one hand, inflation is more stubborn than many would like, and there are continuing concerns that tariffs will
raise consumer prices. On the other hand, today's inflation is occurring alongside healthy employment, consumer spending, and corporate
profits. This creates a complex environment for both investors and policymakers as they balance growth and inflation.

Rather than waiting for inflation to become a problem, long-term investors should build portfolios that can handle many scenarios while
staying focused on their financial goals. What do recent inflation reports tell us about the economy and investing?
Inflation Erodes Purchasing Power Over Time

Most investors understand that overcoming inflation is one of the key purposes of investing. Maintaining the purchasing power of a
portfolio is critical to ensuring you can afford a comfortable lifestyle in the future. The chart below highlights this fact. What cost $1 a
century ago now costs $18. It's also clear that these price pressures accelerated in the 1970s, and again more recently.
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From this perspective, it may seem as if an inflation rate of zero — or even deflation where prices fall over time — may be helpful. However,
inflation is not just about what we all pay for goods and services, it's also about the health of the broader economy. Modern theory is built
on the idea that a low but positive inflation rate, usually around 2%, creates the best balance for individuals and the overall economy.

A moderate inflation rate provides central banks with room to implement monetary policy, incentivizing spending and investment when
appropriate. Additionally, some inflation helps prevent the economy from falling into deflationary spirals, a situation in which falling prices
lead consumers to delay purchases since they expect lower prices in the future.

While inflation of 2-3% may have historically supported a healthy growth environment, even this moderate level of inflation can be harmful
to savers. These rates may seem manageable compared to the double-digit inflation of the 1970s or the recent post-pandemic surge,
however they still compound and build up over time. For example, at just 3% annual inflation, the cost of goods doubles roughly every 24
years, within the span of the average retirement period. This is particularly challenging for retirees and savers holding cash. For all
investors, inflation creates a "hurdle” that their investment returns need to exceed in order to grow their wealth.
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Inflation Continues to Be Sticky

When it comes to today's inflationary environment, many have been worried about the "earthquake" effect that tariffs may have on
inflation. The latest Producer Price Index report shows that the prices charged by businesses jumped in July by the largest monthly increase
since June 2022, and far above what economists had expected. The prices of goods rose 0.7% over the period, while services jumped 1.1%
in just a single month.

These numbers matter because increases in wholesale prices often show up in consumer prices with a lag of several months, as inflation
makes its way through the supply chain. This is consistent with companies absorbing some of the costs of tariffs up to this point but
potentially beginning to pass higher prices on to customers.

The latest Consumer Price Index report shows a less dramatic increase in prices, but still confirms that inflation is stickier than many would
like. Recent figures show that prices rose 2.7% over the past year for headline inflation, or 3.1% when excluding food and energy prices
which have been flat or negative. Much of this was due to increases in shelter costs (i.e., the cost of housing).

Keeping up With Inflation Requires Careful Asset Allocation

While these increases are notable, inflation is still well below the double-digit rates experienced from 2021 to 2022. However, even if tariffs

do not cause sudden jumps in inflation, they may raise the average level of prices over time, eroding the value of cash. This is especially

true if wage gains don't keep up with price increases, and if investors do not have long-term asset allocations that exceed inflation rates.
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So, it's important to keep in mind what inflation means for portfolios. The chart above shows that the average level of interest earned on
cash hasn't kept up with inflation. In addition, the amount held in money market funds is still at all-time highs of $7.1 trillion, even as
short-term interest rates have declined.

While the past is no guarantee of the future, history shows that stocks, bonds, and private assets have outpaced inflation over long
periods. However, stocks can often be volatile during inflationary periods, as demonstrated in 2022. This is why a balance of asset classes
that can withstand both inflation and periods of volatility can help investors stay on track.

Perhaps most importantly, investors should resist the urge to make dramatic portfolio changes based on monthly inflation readings or
concerns over tariffs. While it's crucial to ensure portfolios are positioned for different scenarios, overreacting to short-term data often
leads to poor timing decisions that can derail long-term financial goals.
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Disclosure

Legacy Capital Wealth Partners, LLC (“Legacy Capital”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients
where Legacy Capital and its representatives are properly licensed or exempt from licensure.

The information provided is for educational and informational purposes only and does not constitute investment advice, nor should not be relied on as
such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment
objectives, strategies, tax status or investment horizon. You should consult with your attorney or tax advisor.

The views expressed in this commentary are subject to change based on market and other conditions. These documents may contain certain statements
that may be deemed forward looking statements. Please note that any such statements are not guarantees of any future performance and actual results or
developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should
not be construed as indicative of actual events that will occur.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the
current accuracy, reliability, or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.
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