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IMPORTANT THINGS ABOUT THE INFLATION RATE



What’s in CPI?

The consumer price index (CPI) methodology does not fully capture the evolution in 
the cost of living these days. These are some important points to be aware of:

I. In Europe, the cost of housing is very loosely captured in the consumer basket (CPI),

so when house prices rise consistently and briskly – as is the case now – the

increased cost of housing is underestimated in the inflation rate published

II. Historically, prices of goods and services happened fairly infrequently during the year

in countries with moderate inflation rates. There were costs and regulations that

limited price changes: for example changes prices would require changing printed

catalogues or menus (in the case of restaurants); some countries demanded

communications to the authorities on the pricing for the year or restricted sales

period to only some weeks in the year. All this is largely inapplicable in the digital age,

where prices can change at no cost to the company as many times as needed, sales

season is loosely regulated or not at all and more complex pricing structures allow

for de facto price increases in a non obvious way. This means that the CPI

methodology probably is on average underestimating upward price adjustments in

our view.



III. Historically the average usable life of goods was long – sometimes very long. Think

about buildings that would last decades, machinery that would last a decade or

even many, think about kitchen items lasting years, cars, clothing, phones…most

items had a usable life of years, if not decades. This meant that the frequency of

replacement was not an issue of inflation other than the price of the new item.

However, shortening the usable life (depreciation) of items is increasingly a critical

issue, not just for technology products that have a short life in general, but this is a

true for a vast amount of goods and services. That makes depreciation a major

source of inflation today and, worse, an unmeasured source of inflation.

What’s in CPI?
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THE IMPLICATION OF QUANTITATIVE EASING ON INFLATION



Inflation channels 

over time

What is the impact of prolonged quantitative easing on the inflation dynamics of 
countries over the short and long term?

We have thought long and hard about how to simplify the inflation channels linked to

central banks’ decisions, with a horizon of up to 10 years. This is what we have come up

with. From the shortest lag to the longest, it is useful to think about five inflation

channels:

I. Asset prices (almost coincident with monetary stimulus).

II. Commodities and housing inflation (showing quickly after monetary stimulus).

III.The output gap and demand-led inflationary pressures (working with a lag of one-to-

three years).

IV.Competition (a broad spectrum that influences the pattern of input prices in the near

term, as well as long-term shifts in different sectors).

V. Last but not least, the institutional framework (this works over many years, and it

reflects changes in physical constraints, like building a motorway or enhancing

agricultural output, as well as ideological shifts, such as changing the central banks’

mandate or increasingly sticky inflation expectations).



DISCLAIMER

I/ Copyright 2020 ADA. All rights reserved.

This report may provide information, commentary and discussion of issues relating to the state of the economy and

the capital markets. All opinions, projections and estimates constitute the judgment of the author as of the date of the

report and are subject to change without notice. ADA is under no obligation to update this report and readers should

therefore assume that AD will not update any fact, circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward looking statements or forecasts

included in the content are based on assumptions derived from historical results and trends. Actual results may vary
from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when

making any investment decision, and no investment decisions should be made based on the content of this report.

This report is not intended to provide personal investment advice and it does not take into account the specific investment

objectives, financial situation and particular needs of any specific person. Under no circumstances does any information

represent a recommendation to buy or sell securities or any other asset, or otherwise constitute investment advice.

Investors should seek financial advice regarding the appropriateness of investing in specific securities or financial

instruments and implementing investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are

encouraged to seek independent, third-party research on any companies discussed or impacted by this report.

In accordancewith rules established by the U.K. Financial Services Authority, macroeconomic analysis is NOT considered

investment research.



Materials prepared by ADA research personnel are based on public information. Facts and views presented in this

material have not been reviewed by, and may not reflect information known to, professionals in other business areas

of ADA.

To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to

express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of law

relating to the subject matter of this report. ADA research personnel’s knowledge of legal proceedings in which any

ADA entity and/or its directors, officers and employees may be plaintiffs, defendants, co—defendants or co—plaintiffs

with or involving companies mentioned in this report is based on public information. Facts and views presented in this

material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information

known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant

to such proceedings.

The information herein (other than disclosure information relating to ADA and its affiliates) was obtained from various

sources and while all effort has been made to provide accurate information, ADA does not guarantee its accuracy. This

report may contain links to third—party websites. ADA is not responsible for the content of any third—party website or

any linked content contained in a third—party website. Content contained on such third—party websites is not part of

this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any

endorsement by or any affiliation with ADA.

Any unauthorised use or disclosure is prohibited.
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