Where to Look for Inflation

Conventional economics tells us something that would seem to be
obvious: when the government creates more money, there is more
money available to buy things, and therefore the prices of things rise—
and we get inflation.

For some reason, this logical sequence of events seems not to be
happening today. The amount of money in the U.S. economy is 25%
higher than it was at the start of 2020—the fastest pace of growth since
the U.S. Federal Reserve banking system was established in 1913.
You can see from the chart that we have experienced steady growth of
the money supply until around 2009, when the slope increased
(remember the Great Recession?), and then in early 2020 the growth
of dollars in the system made another dramatic shift upwards.
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Yet the published inflation rate, as measured by the Consumer Price
Index, was up just 0.4% in December, and we finished calendar 2020
with the CPI up 1.4%-1.6%. Inflation, despite the flood of new dollars,
appears to be extremely tame.

But is it really? There is evidence that the inflation effect is, at least
temporarily, being squeezed into a few sectors that are not accounted
for in the CPI. One of them is the cost of buying a house. U.S. housing
prices, in aggregate, rose 8.4% last year, and median listing prices for
houses on the market were up 14.4%—two numbers which would be
considered highly-inflationary. And if we are looking for the pain caused
by inflation, then you can point to the housing affordability crisis that is
emerging in 2021.

An even more dramatic example of inflation is a place where most
people tend not to look for it: in the investment markets. A recent article
took an unusually perceptive look at the impact of record stock prices
and historically low bond rates. Noting that high stock prices reduce
the value of dividends proportionately, and low bond rates make interest
iIncome more expensive, the authors looked at how much it would cost
to “buy” $1,000 a year of income in the investment markets. Historically,
if you invested $25,000 in a 50/50 stock/bond portfolio, that portfolio
would generate $1,000 a year of income. That figure is roughly $80,000
today—and you can see from the chart that we are way, way above
historical norms since 1870.




The High Cost of Income
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The rise in housing prices, stocks and bonds suggests that the influx of
dollars is being felt in the economy, just not in ways that impact the CPI.

Sources:

https://www.advisorperspectives.com/articles/2021/01/25/why-
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https://www.noradarealestate.com/blog/housing-market-predictions/

https://www.advisorperspectives.com/articles/2021/01/25/what-to-do-
about-the-high-cost-of-investment-income
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If you have any questions about this article or want to discuss your
family finances, investment portfolio, or financial planning advice,
please call on me anytime at my number (215) 325-1595 or you
can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know
who might have financial questions or need some unbiased
advice. Most financial advice is sales advice. In stark contrast, we are
fee-only (non-commissioned) fiduciary advisors. We just provide
truthful, unbiased advice to our clients.

About the advisor: Jeff Broadhurst is a wealth manager at Broadhurst Financial Advisors,
Inc. He focuses on providing wealth management solutions to business owners and family
stewards in the Philadelphia area. Together with his partners, he helps affluent clients

address their five biggest concerns:

1.
2.
3.
4.
5.

Preserving their wealth

Mitigating taxes

Taking care of their heirs

Ensuring their assets are not unjustly taken

Charitable giving.
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