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WHAT IS CAUSING INFLATION?




FRED. w — Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
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\ Yearon-year inflation

FREDo MJ/ — Personal Consumption Expenditures: Chain-type Price Index Less Food and Energy
— Personal consumption expenditures: Durable goods (chain-type price index)
—— Personal consumption expenditures: Services (chain-type price index)
— Personal consumption expenditures: Nondurable goods (chain-type price index)
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‘Services share from NIPA Personal Consumptiot

Services Share (Services/(Goods + Services))
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Fast-food prices and wages, change vs. a year ago

\ Wages and Prict
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\ Quantity of labor
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Price of labor:slquartile (yellow) is lowest wages

6

5

4

TZ-InC
Tg-uer
0z-InC
0z-uer
6T-INC
6T-Uer
8T-InC
gT-uer
LT-INC
JT-uer
9T-INC
9T-Uer
GT-INC
gT-uer
pT-INC
pT-uer
eT-InC
eT-uer
ZT-Inc
ZT-uer
TT-InC
TT-uer
0T-INC
oT-uer
60-INC
60-uer

2nd —3rd —4th

1st




Inflation swaps: 1 year, 5 year, 10 year
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mUSSWIT1 BGN Curncy (L1) 4.1630
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‘ Uneven inflation around the world

FRED .2/ — consumer Price Index: All Items Excluding Food and Energy for United Kingdom
= Consumer Price Index: All Items Excluding Food and Energy for Canada
— Consumer Price Index for All Urban Consumers: All items Less Food and Energy in U.S. City Average
— Consumer Price Index: All items Excluding Food and Energy for Germany
== Consumer Price Index: All items Excluding Food and Energy for Japan
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'Uneven downturn and recovery (real GDP annue

- 2020 2021 est 2022 IMF proj

United States -3.8% 5.7% 4.3%
Germany -4.6 2.9 4.4
United Kingdom -10.2 6.4 4.4
Canada -6.4 5.1 3.8
Japan -4.3 2.7 3.6

Italy 8.6 5.9 4.3

11



Fiscal support differences

_ Fiscal Support (% of GDP) Loans, Equity, Guarantees

Us 25.6% 2.4%
UK 16.2 16.1
Australia 16.1 1.8
Japan 15.9 28.3
Canada 14.6 4.0
Germany 11.0 27.8

ltaly 8.5 35.3




Blue = US; White = Germany, Red = Japan
All series are-year CPI Inflation Swap
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UK inflation swap is RPI (overstates by about 19
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5y-5y forward inflation: US (blue); Euro (white)
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INTEREST RATES




'Charlie Evans (President of Chicago Fed) in 201

OSuppose we faced a ver
Imagine that inflation was running at 5% against o
Inflation objective of 2%. Is there a doubt that any
banker worth their salt would be reacting strongly i
t hi s high 1 nfl ation r ai
would be acting as If their hair was\Biie &eould be

similarly energized about improving conditions in t
mar ket . O

Source: https://www.chicagofed.org/publications/speeches/2011/09-07-dual-mandate 17



Taylor Rule with only inflation (i.e., u near u*)
Qo P 17 P P’
If inflation at 4.1%; target (P*) is 2%
Suppose growth rate steady state is 1% (r*)

T h e n"Qgshould be 7.2%
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Inflation and Interest rates

Expected inflation is now about 4.1% for the next one year
One-year nominal rates around 0.5%
Real rate =-3.6%

Buy stuff now? But what é tr ¢
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Taylor Rule with only inflation (i.e., u near u*)
Qo P 17 P P’
If inflation at 3%; target (P*) is 2%
Suppose growth rate steady state is 1% (r*)

T h e n"Qgshould be 5%
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Fed Funds Futures
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10 year bond yields: US(white), UK (red), Germany (purj
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