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Across the rich world, consumer prices are rising
by 10% a year -the highest rate since 1983. That
year holds a special place in the history books. It
was the final year, after many, in which annual
inflation was double digits. Thereafter it moved
downwards, paving the way for the low inflation of
the 1990s.

Today’s central bankers hope to repeat the trick
with minimal effort beyond raising interest rates in
the short term. The US Federal Reserve’s
projections suggest that by 2024 inflation will be
close to target, at the price of just a small rise in
unemployment.

 

Yet as time goes on, the inflationary surge appears to be broadening almost everywhere, so the
experience of the 1980s may become instructive. In particular, there were three tough lessons for today’s
policymakers:

1) Inflation can take a long time to come down
2) Defeating inflation requires the participation of other policy makers too
3) Bringing down inflation comes with huge trade-offs

The question is whether today’s policymakers can navigate these challenges. Specifically, whether
politicians will play their part and introduce a measure of fiscal responsibility required to bring inflation
under control. In the 1980s, policymakers across the world realized that loose fiscal policy could add fuel
to the inflationary fire. Today, politicians on both sides of the political divide seem unwilling to recognize
this.

Reducing inflation (disinflation) is painful. The world economy of the ‘80s did not benefit from a “soft
landing”, where inflation falls with provoking recession. Average unemployment across the rich world
doubled in the five years after 1970. Some parts of the economy cratered, with home construction falling
by a fifth. Public dissatisfaction was widespread, but policymakers nonetheless stayed the course.

Do policymakers today have the stomach for the fight? Coming so soon after the fiscally austere 2010s,
many are reluctant to tighten the tax-and-spending screws once again. Indeed many politicians have gone
the other way, and now seem uncomfortable with the notion that anyone should lose out from anything,
ever. They are offering hundreds of billions of dollars worth of deficit-financed fiscal support that will fuel
inflation, whether subsidizing energy bills in Europe, cost of living payments in Australia or forgiving
student debt in America.

Policy makers are thus ignoring the fundamental lesson of the 1980s. Fighting inflation is hard. It requires
all hands on deck and immense courage over a long period of time. It is also, unfortunately, almost
inevitable that some groups lose out, if only in the short term.

Global stock markets have performed measurably better since the start of Q4, based on the view that
inflationary pressures are subsiding. But as politicians run scared, the recent market rally could reverse
itself, making the price for failing to tame inflationary ultimately more painful.

Stay tuned on this and thanks for reading!
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Mutual Funds and some Segregated Funds provided by the Fund Companies are offered by Martin
Weiler, a registered representative, through Worldsource Financial Management Inc., sponsoring mutual
fund dealer. Other Products and Services are offered through First Capital Financial Corporation.This
email and any attachments are intended only for the recipient(s) named in this email and may contain
personal and/or confidential information. If you have received this email in error, please email the sender
immediately, and delete the original email. Dissemination, distribution, or copying of all or any part of this
message by anyone other than the intended recipient(s) is not authorized.The information provided in this
email and/or attachment/s is solely for general and educational purposes and is based on the
perspectives and opinions of the owners and writers. It is provided with the understanding that it may not
be relied upon as, nor considered to be, the rendering of tax, legal, accounting, or professional advice.
Please consult an appropriate professional regarding your particular circumstances. References to third
party goods or services should not be regarded as an endorsement of those goods or services. All
information provided is believed to be accurate and reliable, however, we cannot guarantee its accuracy.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund investments. Please read the prospectus and/or the fund facts before investing. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated.
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