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o 2023 HAHH2E= Inflation: A New Normal or a Waning Wave? | gk A&
o7, a9 A ZA| A Maurice Obstfeld, UC Berkeley; Sebnem Kalemli-Ozcan,
U of Maryland; Yuriy Gorodnichenko, UC Berkeley; Pierpaolo Benigno, U of
Bern)2} KDI % A2tista A7319) I&E#old @ A7(e.g Production and
Expenditure Structure and Inflation Dynamics; Are Inflation Expectations
Anchored for Everyone? Evidence from Household Surveys; Inflation
Expectations Through the Lens of the Slack in the Real Estate Asset Market;
CBDC-based New Banking System as a Solution to the Monetary Policy
Tradeoff between Price and Financial Stability)®] 32} E&0| o|Fo]d o A<l

[] Conference Synopsis
O Inflation is back. Until a couple of years ago, weak inflationary pressure
and zero-lower-bound policy rates were significant challenges for advanced
economies, which had experienced four-decade-long declining inflation and
nominal interest rates since the 1980s. Aging populations and technological
changes, among many other factors, were discussed as their rationale. The
tide, however, has changed direction. As the Covid-19 pandemic has
subsided, inflation has become a policy target that many central banks

struggle to push down rather than pull up. Central banks around the



world have sharply increased their policy rates beginning in 2022. In the
United States, the annual core Personal Consumption Expenditures Price
Index (PCE) in 2022 recorded a historic December-to-December high of 5%,
the highest it has been except for the great inflation period from the mid
1970s to the early 1980s. The Fed raised its target policy range to 5% -
525% in its May 2023 meeting. Economists believe that inflation is always
and everywhere a monetary phenomenon. Monetary authorities committed
to fighting inflation can eventually control it. Many questions, however, are
as yet unanswered. Why has inflationary pressure soared in 2022 after a
40-year downward trend? Is inflationary pressure the result of unexpected
real shocks or unprecedentedly bold combinations of monetary and fiscal
policies? How long will inflationary pressure last? What is an appropriate
inflation target level? Is 2% a golden rule? Given high debt levels, what
are the risks of increased inflationary pressure and elevated nominal
interest rates? How do changes such as technology, environment, and
demographics affect inflation in the long run? The 2023 conference will

address these questions and others of great importance.
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[] Maurice Obstfeld(UC Berkeley), Keynote Speach

O A|&: Natural and Neutral Real Interest Rates: Past and Future
O W-&: Economists posit a critical real rate of interest below which the
monetary policy setting is inflationary and above which it is deflationary.
For roughly a decade after the Great Financial Crisis, many economists
linked deflationary pressures to the difficulty central banks encountered in
attaining sufficiently low policy interest rates, after decades of global
decline in market real rates of interest. In contrast, some ascribe the
recent global upsurge in inflation to central banks’ tardiness in perceiving
the need for real interest rates high enough to place a sharp brake on
demand. This paper surveys the decline in real interest rates in advanced
and emerging economies over the past several decades, linking that
process to a range of global factors that have operated with different
force in different periods. The paper argues that estimates of long-run
equilibrium real rates (r) may not always furnish an accurate guide to
the rate appropriate for short-term monetary policy (r>). It argues further
that effective monetary should consider not only equilibrium in the
market for domestic goods, but also the current account balance, financial
conditions (including capital flows), and imperfect policy credibility.
Equilibrium long-term real interest rates have risen recently, according to
market indicators. However, the main underlying factors that have pushed
real interest rates down since the 1980s and 1990s - notably
demographic shifts, lower productivity growth, corporate market power,
and safe asset demand relative to supply - do not appear poised to
reverse and drive a durable rise in global real interest rates over the
coming years. Low equilibrium interest rates probably will continue to

bedevil monetary policy and financial stability.
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O A& Korea’s Inflation, Monetary Policy, and Expenditure Structure
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[] Kalemi-Ozcan(U of Maryland)

O A& Pandemic-Era Inflation Drivers and Global Spillovers

O

O

Z5: We estimate a multi-country multi-sector model to quantify the
drivers of inflation during 2020-2023 and to measure inflation spillovers
across countries. This exercise yields four key findings. First, negative
supply shocks arising from constrained domestic labor and imported
intermediates sparked inflation in advanced economies initially. Second,
positive aggregate demand shocks created by expansionary fiscal policy
widened demand-supply imbalances, intensifying inflation during 2021 -
2022. Third, reallocation of consumption between goods and service
sectors further amplified these imbalances and transmitted inflation across
countries through global production networks. Fourth, complementarities
in production amplified the impact of energy shocks and tight labor

markets on inflation.
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A= Are inflation expectations anchored for everyone? Evidence from
household surveys

Z5: We empirically characterize the heterogeneity in the conditional
distribution of household inflation expectations across the demographic
groups using the Survey of Consumer Expectations data and also
investigate how the monetary policy shock affects the conditional
distribution. It is found that, across all the groups, the peak of the
group-specific distribution of household inflation expectations aligns
closely with the 2% target by the Federal Reserve, but there is substantial
heterogeneity in both the left and right tails, primarily on the right. In
response to a contractionary monetary policy shock, households overall

adjust their inflation expectations significantly downward, which implies



that monetary policy is effective in stabilizing inflation expectations.

[] Yuriv Gorodnichenko(UC Berkeley)

O

[]

O

A & Fiscal Policy and Households’ Inflation Expectations: Evidence from
a Randomized Control Trial

Z5: Rising government debt levels around the world are raising the
specter that authorities might seek to inflate away the debt. In theoretical
settings where fiscal policy “dominates” monetary policy, higher debt
without offsetting changes in primary surpluses should lead households to
anticipate this higher inflation. Are household inflation expectations
sensitive to fiscal considerations in practice? We field a large randomized
control trial on U.S. households to address this question by providing
randomly chosen subsets of households with information treatments about
the fiscal outlook and then observing how they revise their expectations
about future inflation as well as taxes and government spending. We find
that information about the current debt or deficit levels has little impact
on inflation expectations but that news about future debt leads them to
anticipate higher inflation, both in the short run and long run. News

about rising debt also induces households
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A& Inflation Expectation Through the Lens of the Slack in the Real
Estate Asset Market

Z 5 Phillips (1958) uses century-long British data to show that a labor
market slack condition measured by unemployment rates correlates with
wage inflation. Economists have studied on labor markets to examine
inflation dynamics since then. In contrast, this paper focuses on capital
markets. It introduces a capital market slack condition variable q, which is
defined as the ratio of nominal GDP per capita to the housing price

index, to show that q has negative associations with output market



inflationary pressures in the United States (1970-2022), Japan (1971-2022),
and South Korea (1985-2022). q allows a one-dimension Phillips curve of
unemployment rates to expand into a two-dimension inflation surface of
labor and capital market slack conditions, i.e., unemployment rates and q,
which offers new perspectives on inflation dynamics. For instance, the US
inflation dynamics in the era of three Fed chairs are observed through the
lens of this inflation surface. The tight connection between housing prices
and aggregate household lending volumes is examined as a rationale
behind the link between inflation and q, and a simple capital market
equilibrium condition is used to show that q can be interpreted as

Tobin’s marginal q in the real estate asset market.

[] Pierpaolo Benigno(U of Bern)

O Al&: It's Baaack: The Surge in Inflation in the 2020s and the Return of
the Non-Linear Phillips Curve

O Z%=: This paper proposes a non-linear New Keynesian Phillips curve
(Inv-L NK' Phillips Curve) to explain the surge of inflation in the 2020s.
Economic slack is measured as firms’ job vacancies over the number of
unemployed workers. After showing empirical evidence of statistically
significant nonlinearities, we propose a New Keynesian model with search
and matching frictions, complemented by a form of wage rigidity, in the
spirit of Phillips (1958), that generates strong nonlinearities. Policy
implications include the thesis that appropriate monetary policy can bring
inflation down without a significant recession and that the recent
inflationary surge was mostly generated by a “ labor shortage” -ie. an

exceptionally tight labor market.
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O A|&: CBDC-based New Banking System, Bank Runs, Efficient Allocation,

and Monetary Policy Tradeoff between Price and Financial Stability



O Z%3F: The current banking system cannot prevent bank runs completely.

Nor can it achieve a socially efficient allocation, since bank competition
can restrain banks’ money creation. As an alternative, I consider a
CBDC-based new banking system in which deposit-taking is centralized
by a central bank through CBDC while lending is decentralized by
commercial banks. I show theoretically that this new banking system
prevents panic-based bank runs entirely. Commercial bank runs cannot
occur as banks do not take customer deposits and central bank runs can
be prevented due to some special powers only central banks can exercise.
I also find that this new banking system induces a first-best allocation by
solving a tradeoff between competition and money creation. Furthermore,
this new system can mitigate a monetary policy tradeoff between price
and financial stability, by neutralizing negative effects of monetary policy

tightening on bank run risks.

[] Maurice Obstfeld(UC of Berkeley)

O A &: The Global Dollar Cycle

o

Z%: The US. dollar's nominal effective exchange rate closely tracks
global financial conditions, which themselves show a cyclical pattern.
Over that cycle, world asset prices, leverage, and capital flows move in
concert with global growth, especially influencing the fortunes of
emerging and developing economies (EMDEs). This paper documents that
dollar appreciation shocks predict economic downturns in EMDEs and
highlights policies countries could implement to dampen the effects of
dollar fluctuations. Dollar appreciation shocks themselves are highly
correlated not just with tighter U.S. monetary policies, but also with
measures of U.S. domestic and international dollar funding stress that
themselves reflect global investors’ risk appetite. After the initial market
panic and upward dollar spike at the start of the COVID-19 pandemic,
the dollar fell as global financial conditions eased; but the higher inflation



that followed has induced central banks everywhere to tighten monetary
policies more recently. The dollar has strengthened considerably since
mid-2021 and a contractionary phase of the global financial cycle is now
under way. Owing to increases in public- and business-sector debts
during the pandemic, a strong dollar, higher interest rates, and slower

economic growth will be challenging for EMDEs.
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