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WEALTH & INFLATION
Reading time ~ 7 min.

This is Part II of our three-part research note on Money, Debt, Inflation & Wealth
Preservation. In part one we argued that we should not be paying too much
attention to money supply (and money printing) statistics. As shown in Chart 1 below,
the relationship between money supply and inflation broke down a long time ago.
Chart 1. Core CPI vs M2 Money Stock (YoY % change)

Source: FRED

So, what drives inflation in the contemporary world? This may sound paradoxical, but
one of the most important determinants of inflation is inflation expectations. This is the
main reason many developing economies have trouble controlling inflation – people’s
inflation expectations are unstable and the level of trust towards the government is
very low. It is much easier to ignite inflationary scares in developing economies. This is
the first point we wanted to make.
The second point is to understand the difference between price increases in certain
sectors and the overall inflation rate. As shown in Chart 2, different industries have had
different levels of inflation during the last ten years. For example, between 2010 and
2021, prices in America’s education sector have increased by around 40%. Within
the same period, prices in the communications sector haven’t increased at all. What
matters is the combined level of inflation, across all sectors.
Chart 2. United States CPI by Industries

CPI (all items) has averaged 1.9 % per year between
January 2010 and January 2021
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For example, a 50% increase in the price of copper is simply a transfer of wealth from copper
consumers to copper producers. The same can be said about any other good or service,
from natural resources to healthcare and education. A transfer of wealth from one industry to
another should not be confused with widespread inflation. This is the second point we wanted
to make.
Our third point is about inflation rates in 2021. Imagine a plastic bottle, full of water, with a
narrow bottleneck. A squeeze of the bottle will result in a stream of water pouring out of the
nozzle. The same is now happening with prices of certain goods and services – used cars,
commodities such as copper, construction materials such as lumber and so on (see Chart 3).
Chart 3. Commodity Prices (Futures Prices, Change From a Year Ago)

Source: Yahoo Finance

A sharp increase in demand combined with disrupted logistics has simultaneously created a
bottleneck and a squeeze. Supply always moves slower than demand. When supply catches
up, prices will stabilise. The only question is will this lead to a widespread inflation, throughout all
sectors? We don’t think so and the market agrees with us. The bond yields on 10-Y US Treasuries
have been stable since mid-March of 2021, at around 1.65%. This means the market is not
worried about a widespread inflation.
Moreover, in all developed countries, without a single exception, inflation rates and inflation
expectations are well under control. The fifty economies, shown in Table 1, constitute more
than 90% of the world economy. Only in five of these fifty countries the annual inflation rate
is above 10%. In all of these five countries, the level of trust towards the government and its
institutions is around zero. (See our last note on the Value of Trust available on our website).
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Table 1. Inflation Rates of 50 Largest Economies (by GDP)
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Conclusion
One of the most important determinants of actual inflation is the stability of inflation expectations.
We should not confuse a transfer of wealth from one industry to another with the overall inflation
rate. A squeeze combined with bottlenecks leads to sharp price increases, but they are almost
always temporary in nature.
In the next part (Part 3) of our report we will discuss the topic of wealth preservation, and will
address our friend’s question, from Part 1, about his inheritance.
End of Part 2

David Tavadian
Founding Partner
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Terms and Conditions
© “Armenia 2041” Charity Foundation
All rights reserved.
“Armenia 2041” Charity Foundation (the “Foundation”) has exclusive property rights to
the report.
You may not modify, edit, copy, reproduce, publish, create derivative works of the
report. All unauthorized reproduction or other use of material from the Foundation shall
be deemed violation of the Foundation intellectual property rights. The Foundation may
pursue remedies for the violation of its rights.
The Foundation is not responsible for the accuracy or completeness of the information
contained in this report. The report is current only for the date stated on the report.
The report is provided for informational purposes and does not contain advice on any
matter. The Foundation does not warrant the accuracy of information/analysis contained
in the report. The Foundation or inaccuracies shall not be liable what is written in this
report and/or for the use of any information/analysis contained in this report and/or for
any errors or omissions or inaccuracies in the report and/or or for any actions taken or not
taken based on the report. Your use of this report is at your own risk.
When you open or download the report from the Foundation web page, the Foundation
does not guarantee against any virus or malware of your computer.
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