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Inflation is a steady increase in average prices for goods and services over time. Inflation reduces the purchasing power of the currency. In everyday terms, this means that as inflation occurs, you will eventually have to spend more to buy products such as a gallon of milk or a gas tank. Lower inflation means you pay less for these products. Inflation is one of
the broadest available indicators of current economic indicators. Thus, inflation is an important tool for investors and politicians. The central bank of the government relies on inflation data in the development of economic and fiscal policy. In the U.S., the central bank is the Federal Reserve.Economists often use interest to represent the rate of inflation - the
rate of inflation changes the prices of goods and services over a period. Economists measure inflation during a month, quarter or year. Positive inflation indicates an increase in food prices. For example, the inflation rate per gallon of milk is 2 per cent per year. This year, a gallon of milk costs $3. With inflation at 2 percent next year, a gallon of milk will cost
$3.06.Most economists consider inflation over 3-4 percent as high inflation. Inflation below 0 per cent indicates deflation, indicating a fall in prices. Most developed countries, such as the United States, target a 2 percent annual rate of inflation. Developing countries such as Brazil and India often tend to meet 4 per cent inflation. Is inflation good or bad?
Healthy inflation is a natural part of a functioning economy. In the US, a 2 percent annual inflation rate is a good thing and generally means that the economy is working properly. However, prolonged high inflation, deflation or sudden changes in inflation can shock the economy and lead to recession. The trick is to maintain the right balance. The impact of
inflation can be positive or negative, depending on your point of view. For consumers, inflation is bad because it means that goods and services are more expensive than they were before. Inflation also hurts investors in fixed income securities as their purchasing power declines as inflation rises. But some people may benefit from inflation. This includes
people with debt because rising inflation can lower the cost of their debt. For example, let's say you have a $50,000 loan under 5 percent and inflation is 10 percent. Inflation halves your responsibility (5 percent). Another way borrowers can benefit from inflation is through wage growth. Higher inflation could mean higher wages for workers. However, inflation
guarantees a pay rise. In addition, inflation can compensate for higher employee compensation. How is inflation measured? There are two main measurements of inflation in the United States. One is the Consumer Price Index (CPI). The CPI measures the average change in prices, prices, pay for goods and services. The CPI includes items such as food and
clothing, electronics and fuel. The Bureau of Labor Statistics (BLS) compiles the CPI monthly. The costs of 7,000 families living in urban areas in the U.S. include CPI. About 87 percent of Americans live in urban areas, according to the BLS. Another way to measure inflation with the Personal Consumer Expenditure Index (PCE). PCE tracks the price changes
that U.S. consumers pay for goods and services. The Bureau of Economic Analysis makes PCE every month. PCE is like the CPI, but the critical difference between the two indices is that each measures. The CPI tracks the prices consumers pay for goods and services. PCE surveys the costs that businesses sell their products and services. Like the CPI,
PCE includes prices for goods such as food, clothing and fuel. But both indexes include the so-called core rate. The base rate excludes food and fuel because the prices of these commodities can change rapidly. Often, when politicians and the media discuss the CPI, the main rate is what they refer to. What causes inflation? There are two main causes of
inflation: demand-pull and cost-push. The most common cause of inflation is demand-related inflation. This occurs when the demand for a good or service exceeds the manufacturer's ability to meet this demand. In other words, demand-attraction inflation is when demand exceeds supply. The increased demand for the new electronic device is an example of
demand inflation. If demand exceeds the supply of the device, prices can increase and lead to an increase in inflation. Costs push inflation when it becomes more expensive to produce a product or service. Cost inflation can occur when the supply of something necessary to ensure a good or service increase. An example of this kind of cost inflation is the
decline in oil production by oil-producing countries. When they do this, oil supplies decrease. Lower supply is causing more demand, leading to inflation. Does inflation affect house prices? Inflation can affect house prices because inflation affects most goods or services that are in limited supply. And housing is a commodity that is in limited quantities. As
inflation rises, so do house prices, as the cost of housing increases. In addition, inflation can increase the cost of borrowing money to buy a home. A central bank such as the Federal Reserve can raise the federal funds rate during periods of high inflation. This step makes the mortgage more expensive because the interest rate on this loan increases.
However, in times of low inflation, loans may become more affordable because interest rates Fall. But a direct correlation between inflation and house prices is not guaranteed. Other factors, such as regional differences, play a role in the cost of buying a home. For The For real estate growth often exceeds inflation in urban areas of the United States. This is
because there is a higher demand for, but less supply, land and housing stock in these places. This relationship can lead to house prices rising faster than inflation. How does inflation affect real estate investment? Investors can use housing to capitalize on inflation in three ways: rising costs, increasing rents and reducing debt. First, inflation increases the
value of real estate. Housing is a major human problem. And there is a limited supply of houses. This relationship between supply and demand means that the cost of housing tends to rise every year. And in the U.S., house prices tend to keep up with or exceed inflation. This means that the cost of investing in housing does not exceed the rising value of
these investments. For example, you buy a house for $100,000. The house values 5 percent each year. If there is 2 percent inflation, the value of your home values more than the value of that investment. Another way property investors can benefit from inflation is by increasing rents. Inflation makes owning a rental property more expensive. But because of
inflation, you can increase the rent you charge. This will cover your increased cost. Let's say you charge $1,000 a month in rent, and inflation is 2 percent a year. Increasing your rent by $20 allows your investment to keep pace with inflation. Debt reduction is the third way that real estate investors profit from inflation. Inflation depreciates over time. For
example, if you take a $100,000 mortgage to buy a home, the cost of that debt in the first year of the loan is $100,000. But if inflation is 2 percent every year for 10 years, your debt decreases by $20,000 ($100,000 x 2% x 10 and $20,000). Source: Thinkstock There are few signs that inflation is creeping into the U.S. economy. This is not surprising to
investors who follow the Federal Reserve, which significantly increases cash reserves as part of its quantitative easing program. Even with the latest taper program in place, the fact remains that the Federal Reserve is increasing the monetary base by about 1 percent per month. Now the growth of monetary supply does not immediately lead to an increase in
prices. There are several factors that go into pricing. The fact that banks do not lend to the extent they were in the past indicates that they have a very high demand for money. Since prices are determined by both supply and demand for money, we have not yet seen inflation. But lately we have seen hints of inflation coming into the market. While the CPI is a
dubious indicator, the growth in April last year 0.3 per cent year-on-year to inflation of 3.66 per cent, or about twice as high as in the recent past. In addition, we have to see commodity prices rise. Take a look at the performance of a few broader commodity ETFs a year to date. The widest thing I follow - Rogers Commodity ETF (RJI) - is 5.3 percent year-ondate. Specific commonly used commodities such as oil and maize are even bigger than this, despite the fact that the economy has been somewhat weak. As a result, I think investors should start preparing for inflation. But there is a lot of misinformation out there regarding the best way to prepare for inflation, and so in that it follows, I want to point out some
assets to avoid in an inflationary environment, despite the fact that others will argue otherwise. Source: Thinkstock 1. Inflation Protected Securities (i.e. TIPs) Treasury sells inflation-protected treasury bonds and they are sold as good inflation hedges. Don't be fooled. There are problems with using TIPs as a hedge against inflation. First, it is tied to the CPI,
so payments increase if the CPI increases. But the CPI is a dubious index that uses several methods that suppress the stated level of inflation. For example, the CPI uses a method called substitution bias, which essentially says that if the price of something goes too much, then consumers will switch to a similar alternative, which essentially means that the
statisticians who calculate the CPI remove items from the basket of goods if they rise too much in price. Second, TIPs' income is taxable. So even if the CPI were absolutely accurate, you wouldn't be completely immune from inflation. Source: Thinkstock 2. Shares of stocks are part of the property in the real business, and people claim that the shares
therefore protect you from inflation. After all, the real value created by businesses is still the same or no currency loses value or not. While this is true to some extent, keep in mind that these businesses have input costs, and if these input costs rise, then businesses must decide whether to pass the increase on to consumers or not. For example, in the first
quarter, Chipotle (NYSE:CMG) increased commodity costs and its margins declined. While the company responded with higher prices, it still lost some of its profits due to inflation. Also, the fact that the company has raised prices now means that fewer consumers will eat at Chipotle. In short, there is a very real and complex interaction between business and
commodity prices in the market, and as an investor in an inflationary environment you need to be prepared for this. Some businesses may benefit because their production costs are rising more slowly than their selling prices. But others will suffer, like Chipotle. It's not easy to see which businesses will benefit from inflation, if inflation is high and prices
become more volatile. volatile. Thinkstock 3. Real estate Contrary to popular belief, real estate is not a good asset to own in an inflationary environment. People think that, like stocks, real estate is a tangible asset, the real value of which differs from fluctuations in exchange rates. But it's just not. There are three reasons for this. First, real estate is a
depreciating asset. It wears out over time if you spend money on repairs. In inflationary conditions, these costs are rising, which in turn makes real estate less attractive. Secondly, the value of real estate depends heavily on interest rates. If interest rates fall, it costs less money to service the debt, and therefore this income can be used to service a larger
amount of debt. The opposite is also true if rates rise. If inflation rises, then interest rates will rise because the amount of money that lenders are willing to take on a loan depends on what the money will cost in the future. If inflation is high, creditors will demand higher returns. So if we see inflation pick up then mortgage rates are likely to rise, meaning that
this wage can afford to service less debt. So while the lost value of the dollar will put upward pressure on real estate, rising interest rates will put downward pressure on property prices as well. Thirdly, another factor in the valuation of real estate is rental prices. If interest rates rise, most likely in an inflationary environment, the amount of rent that the investor
wants on a piece of property given the value will rise. If the rent does not increase, the value of this property will fall to reflect the investor's demand return on invested capital. Disclosure: Ben Kramer-Miller has no position in the promotions mentioned in this article. More from The Wall st. Cheat Leaf: Leaf: demand pull inflation diagram explanation. demand
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