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Themes and takeaways

® One Annual Report theme
Could an inflation flare-up bring the expansion to an end?
How much do we really know about the inflation process?

® Takeaways
We may be underestimating globalisation’s influence on inflation
If so, a flare-up in inflation may not be that likely...
...and refinements to monetary policy (MP) strategies may be desirable
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Structure of the remarks

® Globalisation and inflation
A closer link than we think?

® Implications for the inflation outlook
Not the main risk to the expansion?

® Implications for monetary policy
A weaker link than we think?
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[ - Globalisation and inflation: an underappreciated link?

® The domestic slack/inflation link has proved weak and elusive
Especially for prices; a bit less for wages (Graph 1)

® Why? Possibly...
...not just more credible monetary policy anchoring expectations...

- Evidence they have been sticky around targets (Graph 2)

...but also greater contestability from more integrated product, labour
and capital markets...

- ..alongside the huge increase in the effective labour force (Graph 3)
- Eg delocation threat

® Two effects (Graph 4)
Symmetrical: greater sensitivity to global slack
Asymmetrical: secular downward pressure on inflation
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A flatter Phillips curve for prices and (less so) for wages

Graph 1
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Source: 87th Annual Report.
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Inflation expectations remain well anchored

Graph 2
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Sources: Consensus Economics; national data; BIS publications.
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Globalisation greatly boosts the global effective labour force

Graph 3
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Sources: World Bank, World Development Indicators: Population ages 15-64; BIS calculations.
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Graph 4

Two types of effect of globalisation on inflation
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[ — Globalisation and inflation: an underappreciated link?

® Evidence 1: higher global component of domestic inflation
Eg for unit labour costs (ULCs) (Graph 5)
But this does not pinpoint underlying forces

® Evidence 2: growing relevance of global relative to domestic slack
But evidence is ambiguous

® Evidence 3: global value chains (GVCs) help explain relative
importance of global slack

Both across countries and over time (Graphs 6 and 7)

® Evidence 4: measures of secular decline in labour’s “pricing” power
help explain the flattening of domestic Phillips curves

Surely globalisation has influenced that pricing power
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Inflation and ULCs become more global

Graph 5
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Source: 87th Annual Report.
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GVCs grow much more than final trade

Graph 6
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Source: 87th Annual Report.
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GVCs make inflation more global across countries and over time

Graph 7
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ITO = (exports & imports of intermediate goods and services)/GDP.
Relative global factor (RGF) = the impact of the difference between global and domestic slack on domestic inflation.

Source: R Auer, C Borio and A Filardo, “The globalisation of inflation: the growing importance of global value chains”, BIS
Working Papers, no 602, January 2017.
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I — Implications for inflation risks

® [n principle, ambiguous
Higher: slack is simultaneously vanishing in many economies (Graph 8)
Lower: persistent globalisation headwinds

® On balance, the second effect may well dominate
Expansion synchronisation is not unusually high (Graph 8)
Wage pressures still appear remarkably low
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Output gaps are closing but are not unusually synchronous

Graph 8
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Sources: IMF, World Economic Outlook; national data; BIS calculations.
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[l - Implications for monetary policy

e I1:"Inflation is always and everywhere a monetary phenomenon”?
Dictum needs to be nuanced

- Inflation requires MP accommodation
- MP can bring inflation down
- But real-sector forces may have persistent effects
® [ 2: Should not overestimate central banks’ ability to fine-tune inflation

Raising inflation against powerful headwinds may prove hard

- Recent experience confirms this?
® I 3: This puts a premium on understanding inflation drivers

If supported by globalisation or technology, disinflation is benign
Longer horizon and more tolerance for inflation shortfalls?

® If globalisation were rolled back, what would happen to inflation?
Probably higher: back to the future...
..but the “solution” would be worse than the “problem”

" BANK FOR
" INTERNATIONAL
SETTLEMENTS



	How much do we really know about inflation? 
	Themes and takeaways
	Structure of the remarks
	I – Globalisation and inflation: an underappreciated link?
	A flatter Phillips curve for prices and (less so) for wages
	Inflation expectations remain well anchored
	Two types of effect of globalisation on inflation
	I – Globalisation and inflation: an underappreciated link?
	Inflation and ULCs become more global 
	GVCs grow much more than final trade
	GVCs make inflation more global across countries and over time
	II – Implications for inflation risks�
	Output gaps are closing but are not unusually synchronous
	III – Implications for monetary policy 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



