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In economics, inflation refers to a general
increase in the prices of goods and services in
the economy. Where general price levels rise,
each unit of currency buys less of either.
Consequently, inflation corresponds to a
reduction in the purchasing power of money.

Case in point: a single dollar in 1950 had the
same purchasing power as twelve dollars today.
To further put things into perspective, it is
estimated that the U.S. Civil War’s direct cost
was about $7 billion in 1860 -which would be
$140 billion today. In other words, over the past
century and a half, inflation has eroded the value
of money by an eye-popping 20 fold.

Hyperinflation occurred in Germany in the
interregnum period (1919-1939), leading to great
social unrest and paving the way for the rise of
National Socialism. The purchasing power of
money fell so sharply that the German Mark (their
equivalent of the dollar) became less valuable
than firewood. Germans were better off warming
their homes by burning money than sticks and
logs.

Historians have noted that war and inflation go
hand-in-hand, and every war in the last century
has brought high(er) inflation. The two examples
of currency collapse in the United States were
following the Revolutionary War and Civil War
respectively. Here, the corrosive impact of
inflation can be seen and it the reason why
Central Banks around the world are reacting with
rapid, successive interest rate hikes. Bringing
inflation under control is of paramount socio-
economic importance.

Today’s war in the Ukraine is further evidence of
the correlation between conflict and inflation. The
Russian invasion has resulted in food and energy
prices skyrocketing, the result of disruptions to the
supply of Russian oil and gas to Europe, and
Ukrainian grain exports globally. Our expectation
is that higher prices are largely a function of the
success or failure of the Ukrainian army on the
battlefield. Recent advances auger well for
inflationary pressures, though the outcome of this
senseless conflict remains unclear.

The overriding challenge for Central Bankers
derives from the event-driven nature of current
inflationary pressures.

If Russia stops all energy exports to Europe (which is largely expected), prices for goods and services will
rise. This is a supply-drivenoutcome, and no amount of interest rate hikes will bring lower inflation. So the
hope is that higher rates will slow the economy enough to reduce broader aggregate demand, without
causing a recession.

Stock markets price securities as a function of interest rates. And rates are dependent on inflation. This
dynamic is the reason why markets have been so volatile this year. Calculating the present value of a
future income stream (corporate profits + dividends) is nearly impossible absent of interest rate certainty.
And that depends on inflation expectations.

So what are investors to do? Rule number one is to remember that stocks have historically offered the
best protection from inflation, and that higher inflation does not mean that stock prices will necessarily
trade lower. For markets to move forward, they simply need to know what the medium term expectation is
for inflation, and then build that into stock valuations. We expect greater clarity on this before year-end.
2023 isn’t too far around the corner and markets way well have turned the corner on their range-bound
pessimism by then.

More on this to come as data comes in over Q4.Thank you 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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