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A Return of the Great Inflation and Its Econometric Implications
Ibaragi Hideyuki

Abstract

The world economy has experienced a rapid acceleration of inflation rates since the latter half
of 2021. This paper estimates the impacts of narrowing output gaps and stagnated globalization on in-
flation rates to show the risks of underestimating inflationary pressures in the economic projections
which are based on the past economic data. As the first step, the usual Phillips curve equations incor-
porating headline inflation rates and output gaps were estimated by using the data during the period
between 2000 and 2019. Then, the extent of the contribution of narrowing output gaps to higher infla-
tion rates in 2020 onward was estimated, by applying those parameters derived from the estimated
Phillips curve equations. In the cases of the United States and Germany, the shrink in output gaps can
explain only a fraction of higher inflation rates, which accelerated to around 4% in early 2022 excluding
the impact of higher energy and foods prices. The underestimation of inflation projection based on
output gaps implies that the accelerated inflation rates may reflect the possibility of steepening or up-
ward drifting of the Phillips curves driven by higher inflation expectation. As the second step, the im-
pact of globalization on inflation rates was estimated using the panel data during the period of 2000
to 2019 including 26 OECD countries. According to this estimation, globalization has only a limited im-
pact on annual inflation rate in each country. However, the predicted impact of stagnated globalization
on inflation rates may also be understated. If the extent of globalization reversed to the level in early
2000 when China joined the WTO, such large disruption of global network could push up inflation rate
by a half percentage point to more than one percentage point, depending on each country’s conditions.
These findings show the risks of underestimating inflationary pressures in the economic projections
which are based on the past economic data and point to the importance of paying due attention to the

possibility of higher inflation expectation or the reversal of globalization caused by the recent surge
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in geopolitical tensions.
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