



 

Earlier this month, a prominent 
U.S. economic think tank 
invited the Atlanta regional 
Federal Reserve president 
Raphael Bostic to deliver a 
speech on the outlook for 
inflation. He showed up with 
his Transitory Jar. “Over the 
past few months, this has 
become something of a swear 
work to my staff and me”. Say 
the word ‘transitory’ and you 
have to put a dollar in the jar,” 
Bostic told a virtual event 
hosted by the Peterson Institute 
for International Economics.  

As the current surge in inflation -not just in Canadian and the United States, but many countries 
of the world drags on and even deepens, ‘transitory’ has become, if not a dirty word, an 
increasingly unhelpful one to describe the situation. 

Statistics Canada reported this month that the year-over-year increase in the consumer price 
index (CPI) -the standard gauge for inflation- hit 4.4 per cent in September, an 18 year high. U.S. 
inflation was even higher, reaching 5.4%, the first time since 1991. 

For consumers and businesses enduring the sharp rise of prices for housing and food, gasoline 
and motor vehicles, raw materials and parts, the questions are growing more urgent. If this is 
indeed a storm that will pass, then when? How long is transitory? 

Most private sector economists expect inflation to remain north of 4 per cent through the end of 
the year. Nevertheless, they expect the inflation rate to moderate to between 2 per cent and 2.5 
per cents by Q4 in 2022.  



 

A portion of that reversal will be 
essentially automatic and largely a 
function of inflation arithmetic. This is 
what is referred to as base effects. The 
base -the year earlier price levels, 
again which current prices are 
compared when calculating the 
inflation rate, was unusually weak a 
year ago, as prices were restrained by 
the initial shock of the pandemic (see 
formula). That had the effect of exaggerating the scale of this year’s price increases, when 
reported in year-over-year terms. By the same token, as 2021 becomes the base, it could have a 
muting effect on the inflation rate next year.  

It is true that higher consumer demand and labour shortages could translate into revising wages 
that would create mouth more entrenched inflation in the near term. But longer term structural 
changes are taking place that are not transitory. High public and private debt burdens, aging 
demographics and the emergence of disruptive technologies are all factors that mitigate 
inflationary pressures. As with Japan which has been in a deflationary environment for the past 
generation, Europe and Western Europe could well face a weak inflationary outlook once the 
global economy puts the pandemic behind it. 

So to answer the question how long is transitory?, our definition is the middle to end of 2022. 
After that we will have a clearer idea of whether we are entering a new inflationary future. This 
is one issue that we are focussed on and will be incorporating into our investment portfolios 
going forward. 

Enjoy Around-the-World in its current daily format, as starting next week, our ATW blog will be 
weekly on Wednesday. Thank you for reading! 

Be safe, be well! 
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