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Key questions

• What does history tell us about wages and prices after episodes similar to 
today’s?

• How well has recent wage growth been explained by inflation expectations 
and labor market conditions? 

• Could wage and price pressures post-COVID lead to high and persistent 
wage and price inflation? 
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Current circumstances have occurred before but no 
evidence of wage-price spirals afterwards.

Sources:  OECD; ILO; US Bureau of Economic Analysis; IMF Staff Calculations.
Note: The chart shows the developments following episodes where at least 3 out of the last 4 quarters has (i) rising inflation,  (ii) positive nominal 
wage growth, (iii) falling or constant real wages, and (iv) declining or flat unemployment. 22 such episodes are identified within a sample of 30 
advanced economies going back to 1960. The pandemic episode (illustrated in yellow) is an average of economies for the period starting in 2021Q4. 

Changes in Wages, Prices, and Unemployment after Similar Past Episodes
(Percentage point differences relative to first quarter where criteria are fulfilled)

• Cases display pre-trends similar to
average circumstances in 2021 for 
advanced economies:

1. Rising inflation
2. Positive nominal wage growth
3. Flat or falling real wages
4. Flat or falling unemployment rate

• Similar past episodes after pre-trend 
do not show wage-price 
acceleration/spiral on average, but 
wide heterogeneity.
o US case in late 1979 is an extreme, 

with rising inflation for longer, but also 
falling real wages and rising 
unemployment.
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COVID crisis and recovery were unique, but wage 
Phillips curve seems to be coming back. 

Decomposition of Changes in Year-on-year Nominal Wage Growth
(difference in wage growth relative to 2019:Q4; percent)

Source: IMF staff calculations.
Note: Bars show contributions of each component relative to the contributions observed in 2019:Q4. Contributions are calculated using pooled wage Phillips curve coefficients for the indicated economy group. Line depicts 
average overall nominal wage growth per worker relative to 2019:Q4. Only economies with continuously available data from 2018:Q1-21:Q4 are used for the contributions. They are aggregated using GDP purchasing-power-
parity weights. “Other” category contains the contributions of productivity growth, the residual, and time fixed effects.
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More adaptive expectations prolong high inflation and call for 
more front-loaded and stronger monetary tightening.

Note: The responses illustrate scenarios calibrated to the United States, assuming that the inflationary shocks as of early 2022 dissipate as estimated based on previous experience. The horizontal axes 
show time in quarters since 2021:Q4. Model is a standard, small DSGE model, incorporating wage and price Phillips curves and alternative expectation formation processes. It is estimated using standard 
Bayesian techniques, with quarterly data from 1998:Q1 through 2019:Q4. See October 2022 WEO Chapter 2 for further details on the model.

Near-Term Scenarios with Set Interest Rate Path under Different Expectations

2

4

6

8

10

12

0 4 8 12

1. Core Inflation

–1

0

1

2

3

4

0 4 8 12

5. Output Gap

–4

–3

–2

–1

0

1

0 4 8 12

4. Real Wage Gap

0

1

2

3

4

0 4 8 12

6. Interest Rate

4

5

6

7

8

9

0 4 8 12

3. Nominal Wage Growth

0

3

6

9

12

0 4 8 12

2. Inflation Expectation

Adaptive learning baseline Fully adaptive expectations Rational expectations



INTERNATIONAL MONETARY FUND 6

Key conclusions and findings

• Wage growth and inflation picked up in 2021, but real wages flat or falling.

• No evidence for subsequent wage-price spiral after past similar inflationary episodes 
inflation fell while nominal wages caught up. 

• Latest wage dynamics well explained by changes in inflation expectations and slack 
(wage Phillips curve)  important to manage expectations.

• Future wage and price developments depend on expectations formation and shocks.

o Analysis suggests risk of wage-price spiral low since inflationary shocks do not originate in labor 
market.

o If expectations more adaptive, stronger monetary tightening response required to avoid de-
anchoring.

• Narrow path for policymakers to manage inflation and expectations through tightening 
actions and communications without too much of an adverse effect on labor markets.
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