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Hopefully, the end of the process….



A big global surprise, in two steps 



First, a very large global supply shock



Second, a very large (and new) energy shock 

Source: Bloomberg



A global shock to headline and core prices



Amplified by exchange rates



But country experiences varied - levels



But country experiences varied – composition

Source: Blanchard and Bernanke (2024), Analysing the inflation burst in eleven economies



As did the monetary policy strategies



Three stages of tightening 

• Raise rates quickly towards “restrictive” level to anchor inflation 
expectations  
• Has r* increased? 

• Fine tune to “sufficiently” restrictive
• Table Mountain vs Matterhorn

• Hold at sufficiently restrictive for long enough to be “confident” 
inflation will return to target 
• Does confidence require a weaker labor market? 



Did fiscal policy help?  Yes, with some luck

Source: Dao, Zizioli, Jackson, Gourinchas and Leigh (2024), Unconventional fiscal policy in times of high inflation 



Were central banks “late”? 



It doesn’t look like (for now) – inflation 



It doesn’t look like – inflation expectations 

Perli and LeSuer (2024), The effects of the post-COVID inflation and the Federal Reserve’s policy tightening 
response on financial markets 



With, so far, little damage to labor markets 



And, surprisingly, little pressure on real wages

Source: Castle and Lombardelli (2024), COVID-19 and post-pandemic challenges: High inflation and labour markets 



But clear macro financial risks

Source: Borio (2024), Macro-financial challenges in the post-COVID world  



Seven lessons for central bankers

1. Forecasting inflation is difficult, especially when both supply and 
demand move at the same time

2. Don’t “look through supply shocks”, rather set policy at right level

3. Interest rates are the tool to tighten policy – passive QT

4. Use smart forward guidance - and explain it 

5. Embrace fiscal policy – the policy mix

6. Beware of r vs g, and political pressure 

7. Plan for financial stability to better manage price stability. 



Three parting thoughts

1. Are monetary policy frameworks robust to higher r*? 

2. Do Flexible Average Inflation Targeting or π* need an update? 

3. Should the “last mile” be symmetric?  

Source: Evans (2024), Implications for the Federal Reserve’s monetary policy framework in the future



Thank you 
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