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Introduction

Most market participants would agree that disinflation is likely to
continue.

Yet, monetary policy remains restrictive.

Today I will argue that central banks’ skepticism for easing policy
is justified.

I will even claim that moving back to strict inflation targeting
could be desirable.
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Outline

What has driven EA and US inflation?

Highlight some unnoticed facts about inflation dynamics.

A possible switch in Inflation Volatility.

What should monetary policy do?
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SVAR for EA and USA
Kataryniuk, Martinez, Pappa and Rast (2024) use SVAR:

Yt = AYt�1 +Bet

Yt: [real GDP growth , CPI inflation, Interest rate, real oil price
growth, and supply chain pressure –bottlenecks- index (Burriel et
al. 2023)]

Include COVID dummy

et uncorrelated structural shocks, identified using sign restrictions
to:

e =


demand shocks

monetary policy shocks
supply shocks

bottleneck shocks
oil price shocks

 (1)
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CPI in the EA and the US

Elevated inflation was largely caused by surging energy prices and
persistent supply constraints in EA.

Demand shocks also important in the US.
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Shocks contributions

Supply factors impacted inflation more forcefully in EA.
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Are more adverse supply shocks likely to occur?
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Medium run ination: Oil price volatility

Real oil price standard deviation has increased from 3.5 before
2004 to 10.9 post 2004.
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Medium run ination: More Natural Disasters

Graph from Gagliardi et al. (2022).

Gautier et al. (2023): Disasters induce temporary, but statistically signi�cant,
rise in headline consumer prices

Beirne et al. (2022): Disasters have signi�cant positive ination e�ects,
particularly pronounced for prices of food and beverages.
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Medium run ination: Green transition and carbon
taxes

Country Enacted Initial rate 2018 rate Coverage

Finland Jan 1990 2.14 70.65 0.36
Sweden Jan 1991 44.72 128.90 0.40
France April 2014 9.30 57.57 0.35
Poland Jan 1990 0.68 0.16 0.04
Portugal Jan 2015 8.99 11.54 0.29
Spain Jan 2014 31.82 30.87 0.03

From Konradt and Weder di Mauro (2023): carbon taxes measured as USD per ton of CO2e emissions,
coverage as the share of total GHG emissions covered by the tax in an economy.

Many countries lag behind the green transition and expected increases in
carbon taxes

Airaudo, Pappa and Seoane (2024): Increases in relative prices can pass
through to ination, especially if monetary policy not su�ciently tight.
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Why worry about adverse supply shocks?

Arndt and Enders (2024) document a more substantial pass-through of
cost and monetary policy shocks during periods of volatile inflation.

Cavallo, Lippi and Miyahara (2023), focusing on food and beverage
prices, document a sizeable increase in the frequency of price
adjustments following the large energy shocks of 2022.

Blanco, Boar, Jones, and Midrigan (2024), using UK micro data,
document higher frequency of price changes during recent rise in
inflation.

Ahlander, Klein and Pappa (2024), using Swedish firm level data,
document similar state dependent pricing effects.
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