June, 2011

Monthly Commentary
SYSTEMATIC, PROVEN & RELIABLE

Commentary
Low Inflation, Not!
The last time ‘official inflation’ CPI ran rampant in North America was in the 1970s. The inflation rate started the decade
in the low single digits and ended the decade in the low teens. The CPI increased due to an increase in commodity prices,
rents and wages.
The current CPI is in the low single digits. The sub-components of CPI: commodity prices, healthcare and education are
increasing at rates in the low teens. While housing (42% of CPI) and apparel are barely increasing. The real estate collapse in
the USA is the main reason CPI has remained low. Though the CPI is low, it certainly ‘feels’ as though the inflation rate is
much higher.
Most people say there is currently no wage inflation. The wage inflation in the 1970s was primarily the result of union
demands in the private sector. Today, unions in the private sector are insignificant. However, unions in the public sector are
very significant. Public sector union costs have been spiraling out of control mainly in the form of entitlements (pensions &
healthcare). However, much of these costs escalations have been hidden via government deficit financing and/or accruing
liabilities. Given the recent decline in public sector revenues many of these escalating costs are just starting to be paid by the
public.
Below are some of my actual price increases of various public services:
1) Water bill + 32% in 4 years
2) Sewage bill +40% in 2 years
3) Bridge tolls +50% 4 years
4) Ferry and bus ticket + 35% 4 years
5) State college tuition + 10% 1 year
6) Building permits +30% 3 years
7) Parking or moving violation tickets +40% 3 years
8) Plus, a plethora of new government taxes, fees, and fines.
None of these price increases above are directly in the CPI. But these costs are real and will most likely have to go higher
to pay for escalating public sector union entitlements.
The current rhetoric in the media might have you believe government costs are being reduced. However, unions do not
just rollover. It took over 10 years to break the backs of the private sector unions in the 1970s. When reading the paper, I still
see massive abuses: The City of Oakland approved the pay to a new City Administrator Deanna Santana at a $273,000 salary.
Include in this annual salary is 9.5 weeks of paid vacation: 4 weeks of executive leave, 3 weeks of regular vacation, and 2.5
weeks of sick leave. A city consul member stated that ‘this is a reasonable salary’.
Reasonable salary? Remember, that California public employees receive 90% of their salary as their pension, plus full
healthcare.
In conclusion, it seems obvious that actual inflation is currently higher than official inflation. Much of the structural
increase in inflation has been masked by the housing collapse, cheap Chinese imports, public sector deficit financing, absorption of higher input costs by businesses, or inaccurate accounting. The question is how much longer can these latent cost be
hidden under the carpet.
-Derek Webb
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