Inflation

Lots of questions on inflation and let's take a deeper look at it.

First, what is inflation  - the increase in the price of goods and services.  Typically running between 1 and 3% (meaning costs are usually 1 to 3% higher this year verses last year).

Second, when will the  inflation rate reduce?  The simplest answer is....when people reduce their demand.  When the demand for goods falls, the price of those goods and services falls and the inflation rate falls.

Third, when will people reduce their demand?  That depends.  Let's look at this.
We were always going to have inflation as we come out of covid-19 there would be pent up demand for items we could not have (I.e. travel, sporting events and other services that people could not have during lock downs).  Our buying patterns have shifted during the pandemic where we could not consume services and we collectively decided to consume more goods (sporting goods, outdoor equipment, home renovations, etc).  This forced up the price of these goods.

As an example, let's look at the price of lumber future this year.   We started the year at $716.90 on January 1, 2021 and rallied $1,733.50 in May and then fell to a low of $448 in August.  There was some supply issues earlier this year, but a substantial reason for the increase in the price of lumber was increased demand - people could spend money on services and decided to spend money on home renovations, improvements and other items that take lumber.  As a result, we see a substantial increase in the price of lumber.  As lumber went higher, people made the rational decision to forgo or delay projects.  This causes the demand for lumber to fall and as a result the price has fallen.

Now, what will have to occur to have the demand drop for other goods and services?  One is rational decision making by consumers.  Another in interest rate increases.  As I mentioned in my July client email (note: all of these emails are posted to my website a few months after I send them to you - there is a delay as clients get to see this first not the general public) and where I  discussed inflation, I indicated that inflation can be handled if Central banks handle it well.  One example of good handling from the Bank of Canada which told us that their purchases of bonds would stop immediately and that an interest rate increase is likely in the 2nd quarter of 2022.  When the Bank of Canada makes this announcement, the bond market immediately moves longer term interest rates higher although the central bank did not move the prime rate.  This communication, done effectively, moves interest rates and allows consumers and businesses start to adjust to higher interest rates and higher interest rates do start to decrease demand.  A more direct move by the central bank is a move in prime rate which gets everyone's attention and immediately impacts everyone's costs who borrows on a line of credit (either personally or business).  You typically won't notice day to day movements in the bond market like I do, but you would notice a move in prime rate.  As a conclusion to this paragraph, interest rates have moved somewhat higher and that will start to reduce demand somewhat.  Possibly the biggest thing what the Bank of Canada has done is set expectations for the bond marker and that is communicated to you via myself.

Another issue impacting inflation is China's zero covid policy.  Under this policy, they try to stamp out any covid infections by imposing lockdowns and substantial testing when any infection arises.  One example is when they locked in 30,000 visitors to Disney China when a case was discovered in the park on a Sunday.  All visitors were locked in the park and had to show a negative test to get out of the park.  Another example is stopping a train from Shanghai to Beijing and forcing everyone on the train to take covid test because one passenger was a close contact to a positive covid case.  As a result of these lockdowns, it is very difficult for plant managers to schedule production  of goods (if you don't know of your workforce is going to show up because some (or all) of your workforce is forced to be home due to COVID-19 lockdowns or quarantines.

As a conclusion to this section, inflation will fall as demand falls.  The exact timing of this is unknown.

Executor Services

I have had 5 clients ask about executor services in the last 3 months.  When 5 individual clients ask about 1 topic, I need to let everyone know that we do offer a service where BMO Trust can act as your executor or power of attorney either alone or with a family member.  This can make things easier when an estate situation comes up.    If you would like to discuss this service, please let me know.

Capital Gains
Finally, for those of you who have a non-registered taxable account, you may notice that we will have more capital gains to pay tax on this year than in the past couple of years.  In general, there has been solid returns in markets and your accounts this year and there will be capital gains tax  to be paid.  I just don't want you surprised in April when you file your taxes.

I hope you have a wonderful holiday season!  Stay safe.

Don
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