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INFLATION IN THE UK:
WHAT LIES AHEAD?



The 2021-24 brief history
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• 2021 rise: pentup demand + 
reluctance to back to work + 
supply chains + fiscal stimulus + 
monetary stimulus.

• 2022 explosion: energy shocks + 
unanchoring of expectations + 
loose monetary policy

• 2023-4 decline: tightening of 
monetary policy, expectations re-
anchoring, supply shocks dissipate



Inflation is behind us, inflation may be ahead
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Short-run shocks upside
• Fiscal expansion, supply shocks
• Confusing supply shocks for supply trends

Short-run shocks downside
• Exchange rate, supply opportunities
• Being too gradual and present-looking 

Return to principles-based monetary policy
• Markets keep getting surprised and over-

reacting to data, meetings, and speeches



The new normal: biases versus traps
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Conjecture: long-run gilts r* persistently higher 

One scenario: inflation bias is back
• Cut bank rate too fast and too far
• Pursue lower interest rate (Friedman ’68)
• Pressure to inflate away the debt

Another scenario: a double deflation trap
• Higher term premium (QT, repression)
• Fiscal policy constrained by interest burden
• Monetary policy constrained by ZLB
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2021q1 2022q1 2023q1 2024q1
Years

US

10-year yield on US Treasuries minus expected inflation

m - y (%)

2019 5.6

2021 6.5

2022 4.7

2023 3.8


