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What Can Frogs Teach Us About Inflation 

 

The parable of the boiled frog has been around for years and has taken many forms, but basically it goes 

something like this:   

If you put a frog on your kitchen counter while you are making spaghetti (Kids do the darndest 

things after all!), and the frog happens to hop into the pot of water when it is at a full boil, that 

little fellow will hop right back out.  However, if the frog is unfortunate enough to hop into the 

pot while it is still room temperature (Evidently, he thinks he has found the perfect place to hide 

from junior.), he will slowly boil to death. This is because he won’t notice the subtle but deadly 

change happening to his environment before it is too late. 

Now, I realize that this story has been subjected to the rigors of modern science end effectively debunked.1  

However, it is still a useful metaphor when explaining the creeping financial disaster that inflation can inflict upon 

the unwary.  

The best way to illustrate this point is by looking at the following scenario:   

Let’s suppose that you retired on July 3, 1984 with $100,000 when the rate on a one-year CD averaged 11.27%.2  

You would be generating a tidy $11,270 of interest to live on that first year.   

Well now let’s fast forward to September 10, 2018. According to bankrate.com, the average one-year CD rate this 

week is 0.72%3 (which is an improvement compared to the average rate on January 6, 2016 when it was at a 

meager 0.27%.2)  So that same $100,000 CD today is generating a paltry $720 annually. 

If you were relying on that income to fund your retirement, you would need to put $1,565,277.78 into a CD now 

in 2018 to be able to generate the same $11,270 you were receiving in 1984.  As my Dad would say, “It doesn’t 
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take Einstein to realize that you have a problem” because if you were spending all of the interest every year, your 

CD principal is still only going to be worth $100,000 (and that assumes that you were able to avoid raiding the 

principal all this time). 

However, if that is the only problem you see, then you have missed the bigger picture.  To have the same 

purchasing power in 2018 that you had with $11,270 in 1984, you would need $27,335.4  To generate that at a 

rate of 0.72% you will have to put $3,796,527.78 into that CD.  Are you starting to feel like a boiled frog yet?  Now 

yes, there are banks that run promotional CD specials; and if you look around, you can probably find a 

promotional rate that is higher than the national average.  But I doubt you will find one paying over 27.33%, which 

is what you would need to maintain your standard of living in this example.  Inflation is often-overlooked, but risk 

comes in many disguises. 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. http://www.abc.net.au/science/articles/2010/12/07/3085614.htm 
2. https://www.bankrate.com/banking/cds/historical-cd-interest-rates-1984-2016/ 

3. https://www.bankrate.com/cd.aspx?prods=15 
4. https://www.usinflationcalculator.com/ 

 

This is a hypothetical example for illustration purpose only and does not represent an actual investment. 
 

The foregoing information has been obtained from sources considered to be reliable, but we do not guarantee that it is accurate or complete, it is not a 
statement of all available data necessary for making an investment decision, and it does not constitute a recommendation. Any opinions are those of the 

author and not necessarily those of Raymond James. 
 

CDs are insured by the FDIC and offer a fixed rate of return, whereas the return and principal value of investment securities fluctuate with changes in market 
conditions. 
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