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Fall in the permanent component of inflation
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Notes: The grey lines plot the coefficients of a simple autoregressive model (estimated with quarterly data
and a 12-year window for the US, UK and Japan, and a six-year window for the Eurozone) and black lines
plot the values of # obtained with the Stock and Watson model.

2 Source: Miles et al (2017)



Fall in the common component of inflation

Time-varying traction ot total price- Variance decomposition of 12-month Dynamic factor model
change variance due to the common headline PCE inflation3 |
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3 Source: Borio et al (2017)



Fall in the aggregate relative component

B: Eurozone

Figure 2.2 Decomposition of inflation into pure inflation, relative price component
and idiosyncratic shocks
A: United States A

10 - * 4 -

Mot ‘ ! T/

B ‘%'ﬁ’ 1) ! // | \',|\/

| 0 /, H H ]

0 t | v \l '

v \/
\ N
|
=2 - |
_5 - I
ﬁ .
| | | | | | | | |
_10 - 2000g1 200291 200491 20061 2008g1 201091 2012g1 201491 201691

| | | | | | | | |
2000q1 2002q1 2004q1 2006g1 2008q1 2010g1 2012q1 2014q1 2016q1

AF, =la, + I'R,

Notes: The solid thick black lines plot ‘pure’ inflation, the thin black line plots inflation, the solid grey
lines plot the aggregate relative prices component of inflation and the grey dotted lines the idiosyncratic
component differs across goods. For the US, we introduce a floor at -9 for all series.

| he aggregate relative price component is the covariance term

4 Source: Miles et al (2017)



In 2 model: the transmission of M policy
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Monetary policy shocks and inflation

The impact of monetary policy on prices varies across sectors

In per cent Graph 3
Response of prices to a monetary Proportion of statistically significant  Proportion of statistically significant
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' Weighted percentiles of the response of prices across 131 narrowly defined personal consumption expenditure (PCE) sectors to a monetary
policy shock of 25 basis points. The weights are equal to the sector-specific average expenditure shares. 2 Significant at 10% level. 3 In

this specification, positive (ie contractionary) and negative (ie expansionary) monetary policy shocks of 25 basis points are allowed to have
differential effects on prices.

Sources: Board of Governors of the Federal Reserve System; US Bureau of Economic Analysis; authors’ calculations.
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What about the present and near future!

» Conjecture: increase in variance, increase in impact of policy?

»+ 2020 bottlenecks and 2021 energy shocks: supply shocks are back

* [hey are the aggregate relative price components that had been subduea
» Volatility of last |2 months has eroded the capital of inattention

* The challenges for central banks have changed radically in last 12 months

* relative prices
» drifting expectations anchor
* trade-offs between Inflation and output

* pivots In policy, regain credibility following a narrow path

» Authors speak of flexibility. Reality calls for it to be (aggressively) used
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