Govt likes inflation.
Here’s why

When a govt borrows money, it brings down its value.
It then pays back in the depreciated value

If vou are not feeling
happy with the pay rise

to as inflation. Inflation is stealth or
invisible tranifer of wealth from o
payer (o tax collector. This is over and
above the tax you are requined to pay
The efficlency of government in us-
age of capital |s widely debatable, un-
like private sector, ms 1t does pot own
that capital but merely produces it
(printing), which redults in |
crease in money supply or gets
it as a transfer (laxation or

borrowing).

When we borrow money we have (o
pay it back. When the government bor-
s morey in perpetty it just brings
doam thie value of monsey 5o that it can
pay you in depreciated value of that
money. For example, if the
rurss & hoge pubdhe debs, the bt way to
get out of that debt (which Greece,

a printing press to print euro) is to in-
troduce controlled release of infla-
tion &0 that it can pay back in cur-
rency whose value has deproc)-

ated. Inflation is a by-product of inefl)-
by and wastoful expenditure which
the common man fonds unknowinglx
While the povernment wasies money
and as a corollary foels inflation, fT}-
chent small and mediom sized enter-
prisess are bilng sarved of cash, A good
wary to contain inflatkon is to maintain
money sapply st n growth rade in line
with production. India’s gross domes-
tic prodoct (GDP) has growsn by 8.43%
annualissd over the last five years
whereas public debt has bloated by
14.02% anmualised over the samse pori-
od. S0 growth in debt has outpaced
growth In production of poody and
servioes which i not a healthy sign. For
simplicity purpose we have not added
stade povernment debt which will com-
plicate the picture further.

This increase in public

debt |5 government
horrowing. In-

creased povernment borrowing makes
it daffcult for (e private enterprises fo
borrow money Onver a perbod of time,
with the pool of money remaining the
s, B incTeddes [ debt beads to rise
in interest rates in the sconomy: If the
government has ever fo pay back its ac-
cumnlated debt then it ejther chocmes
to borrow more or print more money
Both have thelr respective impacts on
the economy, While borrowing more
moesey beads 1o first, & general rise in
interest rates and then rise in prices;

pall out the extra money, but this is
harder bo do than putting the maney
imto the system.

The purposs of this article Is to
ke readers sware that i B nportant
tir ke right irvestment decisions o as
to maintain purchasing power bocatse
inflation is baked in futiore. Thaas, a 3%
rise in house prices over the Last ocoupls
of years does notd pecessarily demand
& pat on the back of the imestor as a

major part of the appreciation in the

property prios may hanes todo with
the vahoe of money ooming down.
Irmvestors should look bo diver-
sifying from traditional in-
vestment avenoes like equi-

Ilﬁmnndlmmmw
chous metals like pold.

Gold has fong been consbdersd as an
e curmency and is slowly and
belng Jooked Gpon &t an In-
assed class. Gold has main-
tadmed its robe as an inflatbon hedge and
this in current inflationary periods i
has assmmed higher importancs. The
mwetal has also penerated refurns which

are comparnbde to equity and fved in-
Ceodd prices rode for the tenth
year in 2010, Thus in total-

ity the asset class presents o combins.
thon of safety and refurns to restors.
Ivestors need to start inculcating pold
ms an asset class inko thelr investment
portiolios to hedge against povernment
confiscating thelr purchasing power
While there has boen news of gold
belng bn & bubble phase, we belbrve that
with pold being umder 2% of global as-
ks currently as compared to 1981 (it
was at an all-time high of $850 then)
when it was 26%, there is still i a long
way 10 go before we see the top,
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