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After  nosediving  from  March  
through May as lockdowns devas-
tated US household spending, con-
sumer prices rebounded in the fol-
lowing four months.

Some fear this is  the start  of  a  
resurgence of  inflation.  The Fed-
eral  Reserve Bank of  New York’s  
survey of consumer inflation expec-

tations shows a jump from 2.4 per 
cent to 3 per cent for both one and 
three years ahead.

If  you think serious inflation is  
coming, you do not believe in the 
fundamental  power  of  excess  
global supply to depress prices.

With globalisation, Western tech-
nology  is  combined  with  cheap  
Asian labour to produce a vast array 
of goods and, increasingly, services. 
But Asian consumers purchase only 

a  fraction of  what  they  produce.  
China’s consumer spending is just 
39 per cent of gross domestic prod-
uct, compared with 68 per cent in 
the US,  resulting in a  saving glut 
that is highly deflationary.

This glut  is  unlikely to atrophy 
even  if  the  United  States-China  
trade war intensifies. Western and 
even Asian companies such as Sam-
sung, Hasbro, Apple and Nintendo 
are shifting production from China 
to  Vietnam,  Pakistan  and  other  
Asian  countries  that  have  even  
lower costs and are out of the trade 
war’s line of fire.

It is no surprise that the Federal 
Reserve, with all its power, has not 
been able to push the inflation rate 
to its 2 per cent target and is admit-
ting so by saying it will allow infla-
tion to overshoot its target for a pe-
riod of time before tightening mon-
etary policy.

To be sure, the Fed is not alone 
among central  banks  in  failing  to  
spark inflation to an acceptable level.

On a micro level, the pandemic 
has shown the power of supply and 
demand to determine prices. With 
many still house-bound, the cost of 
food at home last month was up 4.1 
per cent from a year earlier, but at 

nearly deserted schools and work-
places, food costs fell 3.4 per cent, 
according to the Bureau of Labour 
Statistics.

The differences in inflation be-
tween stay-at-home and out-and-
about spending were widespread. 
The consumer costs of recreational 
books rose 4.1 per cent last month 
from a year earlier. Cable and satel-
lite TV fees rose 5 per cent, newspa-
pers cost 5.6 per cent more, medi-
cal care was up 4.2 per cent, clean-
ing products prices climbed 4.5 per 
cent and bicycle prices jumped 1.3 
per cent.

Prices of things consumed away 
from  home  plunged,  with  airline  
fees dropping 25 per cent,  men’s  
suit jackets and coat prices declin-
ing 18.7 per cent and women’s dress 
prices tumbling 16.8 per cent, hotel 
room rates falling 15 per cent and 
city transportation costs cratering 
16.5 per cent.

Supply and demand forces are also 
revealed in slumping energy prices. 
With people staying at home and 
not driving, commuting or flying, de-
mand for crude oil has slumped.

West Texas Intermediate prices 
have fallen from US$58 per barrel 
at the beginning of the year to a re-
cent US$41 even though US frack-
ers and conventional oil producers 
have cut output from 12 million bar-
rels per day to 11 million.

And that is after the earlier drop 
from US$67 per barrel in early Octo-
ber 2018.

The Consumer Price Index (CPI) 
overstates inflation in a number of 
ways, including its accounting for 
housing. The statistics assume that 
home  owners  rent  their  abodes  
from  themselves,  paying  market  
rental rates.

This owner’s equivalent rent com-
ponent is large, 24 per cent of the 
CPI, and has risen rapidly in recent 
years as rental costs jumped along 
with robust demand.

Owner’s equivalent rent was up 
2.5 per cent last month from a year 
earlier, but if you stripped that out, 
CPI edged up just 0.8 per cent in-
stead of the reported 1.4 per cent.

I doubt that many home owners 
consider rent paid to themselves as 
part of their cost of living.

President Donald Trump’s execu-
tive  order  to reduce  prescription 
drug costs for Medicare recipients 
to what pharmaceutical companies 
charge in other countries is highly 
deflationary.  In  the  past,  Ameri-
cans have essentially paid the cost 
of developing new drugs when for-
eign governments buy them closer 
to marginal costs.

Speciality branded drug costs in 
the US are up 62 per cent since Janu-
ary 2014, compared with the 10 per 
cent rise in overall CPI.

At the same time, generic drug 
costs for Americans have dropped 
37 per cent. With the chronic rise in 
branded pharmaceutical prices, to-
tal drugs, 1.5 per cent of the CPI, are 
up 14 per cent since January 2014.

Price spikes due to the emerging 
Covid-19 crisis in the spring are be-
ing retraced as production and sup-
ply  chains adjust.  Slaughterhouse 
closings due to infected plant work-
ers failed to stop animals from grow-
ing  and  adding  weight.  So  now  
chicken wings and  prime rib  are  
abundant and cheaper than before 
the pandemic.

Mr  Trump’s  contraction  of  
Covid-19 has brought home the per-
sistence of the pandemic and the de-
flation-spawning  weak  economic  
growth that lies ahead.

So does the deteriorating house-
hold income and employment pic-
ture. Personal income dropped 2.7 
per cent in August as the extra un-
employment insurance benefits ex-
pired, and despite the looming elec-
tion,  Washington  is  yet  to  pump  
more money into households.

Although the unemployment rate 
fell to 7.9 per cent last month from 
8.4 per  cent  in  August,  that  was  
mainly  due  to  temporary  layoffs  
that became permanent as employ-
ers abandoned hopes for a quick re-
covery.

Walt  Disney  is  axing  28,000  
theme  park  workers  who  previ-
ously were on temporary furlough, 
and American Airlines and United 
Airlines are terminating 32,000. In 
April, 88 per cent of those who lost 
jobs reported their layoffs were tem-
porary, but only 51 per cent thought 
so  last  month,  according  to  the  
Labour Department.

Those reporting  permanent job 
losses jumped from two million in 
April to 3.8 million last month.

As the pandemic-sired recession 
persists into next year, even lower 
inflation,  if  not  deflation,  looms.  
That  would  be  accompanied  by  
even lower yields on US Treasury se-
curities.

Commodity prices, not just crude 
oil,  would  fall.  Online  retailers  
would  continue  to  benefit  from  
stay-at-home  consumers  but  the  
pressure on shopping malls would 
intensify. Many more heavily lever-
aged retailers and others with huge 
debt service would fold. BLOOMBERG

• The writer is the author of The Age
Of Deleveraging: Investment 
Strategies For A Decade Of Slow 
Growth And Deflation.
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Enhanced coverage

With health insurance covering his hefty

medical fees,MrMadanlal Aitabir was able

to focus onmaking a remarkable recovery—

walking again after two years of paralysis
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Following his
surgery, Mr
Madanlal Aitabir
(left) was confined
to a wheelchair for
two years before
regaining the
ability to walk.
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Great Eastern financial representative Johnny Tan (left)
explains why you should consider extra coverage on
top of MediShield and CareShield Life.

I’m already covered under compulsory health
insurance schemes by the Government. What
more do I need?
These schemes provide the insured with basic hos-
pitalisation and disability coverage at an affordable
price, fully paid for by MediSave.

With rising healthcare costs, additional insurance will
provide greater financial support in the event of illness,
severe disability, or loss of income caused by an unex-
pected accident or debilitating diseases, like stroke.

I lead a safe lifestyle. Are integrated shield
plans adequate?
Certainly not. Shield plans mainly cover hospitalisa-

F
rom suffering a stroke, becoming para-
lysed and then having his business shut-
tered due to the Covid-19 pandemic, pro-
fessional tattoo artist Madanlal Aitabir’s

last six years have been an inspiring journey
from adversity to hope.

“It just happened,” says the 58-year-old of the
stroke he suffered in 2014. He recalls feeling a
weakness in his legs and hearing his son, then
16, frantically calling for an ambulance before
blacking out that fateful Saturday morning.

When he regained consciousness at Khoo
Teck Puat Hospital, he could not feel his legs.

He had suffered a stroke. Doctors operated on
him for six hours after they discovered a growth
pressing on the nerves of his lower back. De-
spite the successful removal of the growth, it left
him paralysed from the waist down.

“It was the worst news I ever heard in my life.
I’ve never felt so useless,” says Mr Aitabir, who
broke down when he received the news.

He spent the next nine months in recovery be-
fore being admitted to an SPD rehabilitation cen-
tre. SPD, previously known as the Society for the
Physically Disabled, is a local charity that provides
services to support persons with disabilities.

“Even with two years of rehabilitation, they
told me my chances of walking again were slim.”

But the father of three refused to be defeated.
After 10 gruelling months of rehabilitation, he
regained the ability to walk again.

He explains that the thought of being a bur-
den to his three children motivated him to get
back on his feet. “They are grown up and have
their own problems to deal with. I wanted to be
independent.”

His elder son, 29, and daughter, 24, are mar-
ried and have their own homes. Mr Aitabir and
his wife divorced in 2016. He now lives with his

tion and related treatments. Even with a safe lifestyle,
we are still exposed to sudden unforeseeable situa-
tions and should plan ahead for it.

Insurance coverage for areas such as long-term care,
loss of income, critical illness and personal accident will
provide you with greater peace of mind so daily living and
care costs can be defrayed in such unfortunate events.

As a young and healthy individual, I don’t see
a need for health insurance at the moment
and would rather invest my money.
Growing our wealth is always more attractive than
buying health insurance. It is human nature never to
think of ourselves in ill health.

The key difference is that we can buy investments, but
we can’t buy good health. I would strongly encourage that
you purchase health insurance while you are young and
in good health when premiums are more affordable.

Gateway to aGreat Life

youngest son, 22, in a rental Housing Board flat
in Woodlands.

Calamity struck again this year. He was forced
to shutter his tattoo studio in Yishun following
the Covid-19 circuit breaker measures imple-
mented on April 7.

It pays to be prepared
Thankfully, over the last six months, Mr Aitabir
has been able to rely on his savings and stay
afloat by continuing his tattoo business from
home after the circuit breaker measures were
lifted on June 19.

But he is most grateful for his health insurance
plans, specifically integrated shield plans (IPs),
which covered the total cost of his estimated
five-figure medical and rehabilitation fees.

Throughout the entire ordeal, Mr Aitabir
shares that he was not required to pay for any-
thing with his own money.

“If not for insurance, I would still be drowning
in debt trying to pay off all the medical bills.”

While he doesn’t remember the specifics, Mr
Aitabir shares that his ex-wife bought supple-
mentary private health insurance for him a few
years before his stroke.

“When I was able-bodied, I didn’t know how
important insurance was. Now I’ve realised the
value of it.”

In addition to hospitalisation insurance, Mr
Aitabir could also have benefited from other
forms of health insurance coverage.

He would, for example, have received a lump
sum payout if covered under critical illness in-
surance, which covers stroke.

Mr Aitabir’s rehabilitation costs could have
been covered by disability insurance as well. He
would have received a monthly benefit to sup-
plement his loss of income.
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Prepare for the
unexpected with
supplementary
health coverage.

Terms and conditions

apply. Protected up

to specified limits by

Singapore Deposit

Insurance Corporation.

*Based on Great Eastern’s GREAT SupremeHealth IPs. Great Eastern is one of seven private
insurers that offer MediSave-approved IPs.
**MediSave that can be used for IPs premiums is capped at Additional Withdrawal Limits
based on age.

Hospital/ward
class entitlement

Annual claim limits

Pre- and post-
hospitalisation
charges

Premiums Payable by MediSave**

MediShield Life

Class B2/C wards
in public hospitals

$100,000

Not covered

Integrated Shield Plans*

Class A/B1 wards in public
hospitals and private hospitals

$150,000–$1,500,000

Covers expenses incurred

^Based on Great Eastern’s GREAT CareShield coverage plans.
^^In addition to CareShield Life monthly benefit.
^^^ADLs are defined as washing, dressing, feeding, going to the toilet, walking or moving
around, and getting from the bed to a chair or vice versa.
^^^^MediSave that can be used for CareShield supplementary plans is capped at $600 per
calendar year per person insured.

Payable by MediSave^^^^

Supplementary Plans^

$300–$5,000^^

Inability to perform at
least two ADLs

Monthly benefit

Criteria

Premiums

CareShield Life

$600

Inability to perform at
least three ADLs^^^

To cushion potential income loss and cover long-term care costs, selected private
insurers such as Great Eastern are now rolling out supplementary plans for
CareShield Life (careshieldlife.gov.sg) — a compulsory long-term care insurance
scheme that the Government launched on Oct 1.

These supplementary plans will provide additional coverage and benefits such
as premium waivers with the inability to perform one of the activities of daily
living (ADLs) and additional monthly payouts.

Private insurer IPs are an add-on to MediShield Life (medishieldlife.sg), a
compulsory basic health insurance plan that subsidises hospitalisation costs for
Singaporeans and permanent residents.

Excess global supply 
is depressing prices 
and the glut is not
likely to atrophy 

With globalisation, 
Western technology is 
combined with cheap Asian 
labour to produce a vast 
array of goods and, 
increasingly, services. But 
Asian consumers purchase 
only a fraction of what they 
produce. China’s consumer 
spending is just 39 per cent 
of gross domestic product, 
compared with 68 per cent 
in the US, resulting in a 
saving glut that is highly 
deflationary.

Warning signs 
of deflation are 
growing stronger
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Barry Ritholtz

I am not a fan of bold pronuncia-
tions about spending,  like:  Never 
buy  a  boat!  Stop  drinking  lattes!  
Don’t buy a new car! 

They seem designed more to at-
tract  attention  than  impart  wis-
dom.  I  prefer  rational  guidelines  
that help consumers make better 
spending decisions.

No, you do not need to be a mil-
lionaire or make almost half a mil-
lion dollars per year to purchase a 
new mid-sized sedan or small sport 
utility vehicle (SUV). What is more 
important  is  what  makes  people  
happy and how people often make 
financial decisions unconsciously.

With that in mind, consider this 
as a better approach to big-ticket 
purchase decisions.

BUDGET

It is surprising how often people do 
not operate with a written monthly 
budget. Consumers need to under-
stand their own balance sheets to 
be able to make intelligent financial 
decisions.

Nothing  is  more  basic  than  
putting  your  financial  life  on  a  
spreadsheet, including income and 
monthly expenses. Keeping track of 
annual costs such as travel or vaca-
tion,  and  the  occasional  irregular  
spending on items such as weddings 
or home repairs is a smart idea.

You need to know what you can 
afford before you can even get to 
the question of whether you should 
buy it or not. If you do not know 
what you can afford, how can you 
possibly make an intelligent finan-
cial  decision?  This  is  as  true  for  
those shopping for a Hyundai as it is 
for a Bentley.

PRIORITISE

Every purchase made is a trade-off 
against some other use of that capi-
tal. If you spend money on this, you 
have less cash available to spend on 
that.  This  is  especially  true  for  
homes, cars or any big-ticket item.

Figure out your priorities and de-
cide what is important to you and 
your family and what matters less. 
And  there  are  trade-offs  even  
within  purchases.  Do  you  want  
speed or efficiency? Style, quality, 
room, utility, comfort or safety? All 
vehicles are a blend of these quali-
ties,  with  different  emphasis  de-
pending  upon  the  audience  the  
manufacture is targeting.

DON’T ENGAGE IN

MINDLESS CONSUMERISM

Beyond  the  simple  question  of  
what you can afford is the underly-
ing reason why you are making pur-
chases. There is much to be said for 
having an awareness of what you 
consume and why. I am not a fin-
ger-wagging  nag  telling  people  
NOT to buy things, but I want those 
decisions to be purposeful, bring-
ing life satisfaction and happiness.

If you really want a manual gear-
stick, high horsepower convertible 
because it puts a grin on your face 
every time you drive it, that’s fine. 
But if you are purchasing an expen-
sive, unreliable luxury British SUV 
because your neighbours did, that 
raises problematic issues.

Consumerism of this sort has got 
so bad my colleague Ben Carlson re-
cently wondered if expensive and 
(for  many,  unnecessary)  pickup  
trucks are partially responsible for 
the pending retirement crisis.

NEEDS

Do you need a new car? Today’s  
cars are extremely well made, reli-
able  and  long-lasting.  Used  cars  
built  in  the past  five  to  10 years  
should  deliver  100,000  trouble-
free miles. Brands with reputations 
for reliability can easily double that 
amount.  While  cars  made  today  
have safety features not available 
10 years ago, the 2010 model cars 
are much safer than the cars from 
the 1990s.

UNDERSTAND WHAT WILL 

AND WILL NOT BRING YOU JOY

We know a lot about what makes 
people happy and brings life satis-
faction.  Experiences  beat  con-
sumer goods, and creating memo-
ries  is  better  than  accumulating  
stuff.

But we also know we are very bad 
at  predicting  what  will  actually  
make us happy. I can say without 
reservation that fast, beautiful cars 
bring me joy. I have owned lots of 
them, and each one has brought me 

pleasure until they were eventually 
replaced with something faster and 
prettier  (but  not  necessarily  
newer). But I’m a car guy, and what 
makes me happy may not make you 
happy.

Find out what you really want to 
do with your time and money, what 
brings  you  life  satisfaction.  And  
whatever you do, stop making pur-
chases to show off to neighbours.
BLOOMBERG 

Know what you can afford, and avoid mindless consumerism

Tips for buying 
big-ticket items 
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