Perspectives on Business Management & Economics (PBME)
Volume VIl « December 2022 « ISBN: 978-81-951151-4-3

INFLATION MANAGEMENT TECHNIQUES IN THE
POST-PANDEMIC ERA: AN EXAMINATION OF TOP
10 ECONOMIES

BHAVYA SATISH PATEL, Undergraduate Student,
Bachelor of Business Administration (Honours),

S K Somaiya College, Kalyan, Maharashtra, INDIA 421301
0000-0001-7317-2290

ABSTRACT

Countries globally are fighting inflation after Governments have printed monies to meet\
their COVID-19 expenditure. However, slower economic growth rates, geopolitical
tensions, sanctions, elevated prices of crude oil and other commodities, and supply chain
bottlenecks are making this fight more difficult. This research article examines the
inflationary control approaches followed by the governments and the authorities of the
top 10 economies of the world according to their GDP in controlling the rising inflation.
The study sample includes the United States of America, China, Japan, Germany, India,
the United Kingdom, France, Brazil, Italy, and Canada. This study examines the question:
Can developed countries, despite having most of the necessary resources with them, be
able to manage rapidly rising inflation? A clear research gap arose because of the falling
economic growth in the world post-pandemic. Therefore, this paper focuses on how
countries have changed their monetary and fiscal policies to manage high inflation rates.

Lessons from this inflationary study can help Governments and administrations handle

saving their economies better.
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INTRODUCTION

The global outbreak of economic instability due to the abrupt increase in the post-
pandemic inflation rate for various reasons has caused havoc in all countries. Some countries
are facing the worst inflation rates to be ever recorded in the last 30-40 years. As a result,
central banks are changing their former monetary and fiscal policies to achieve price stability
to control the sudden rise in inflation. Achieve this, they believe, can be by structural analysis
of inflation commodities to undermine the monetary policy coordination.

Inflation can be studied from a microeconomics perspective (such as individual price
expectations and employment rate measured at a personal level) or from a macroeconomic
perspective (such as price changes of goods and services as a basket). This research focuses
on inflation from a macroeconomic perspective.

Many people misunderstand inflation as a bad sign for the country's growth, believing
that it reduces the purchasing power of the individual. However, data finds that a moderate
inflation rate is linked to the growth of the countries. Japan, for instance, has been facing
deflation for several years or a low inflation rate standard of living of people has not quite
improved and is predicted to get worse. However, every country has a different accepted
inflation rate according to its economy. Therefore, a further increase in the inflation rate than

the accepted rate of inflation or hyperinflation is proven bad for all countries.
LITERATURE SURVEY

Inflation has brought disruption in the capital market and labor market instability. As
the problems started in the Eurozone with the supply side and having an effect of it on demand,
it is stated that it could be cushioned with the changes in the fiscal policy. Many banks have
forcefully responded to the inflation targeting and have increased the rates accordingly. The
countries face continuous rate hikes, and it is said to possess an underlying threat that could
have a domino effect on the developing country. Many countries use inflation targeting to
control inflation rate hikes, but that could not be proven beneficial to all countries. All the
countries have faced oil price shocks, and with the research, it has been found with the
research of China that countries should focus on core inflation instead of headline inflation.
The public's inflation expectations differ from the central bank targets, and it is a major

challenge for policymakers.
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Table 1: Coverage on “inflation” by various research databases

Research Total Publication in Publication in Publication in

Database Results 2019 2020 2021
Google Scholar 47,20,000 132000 107000 90400
Science Direct 229244 11461 12654 15093
Springer Link 238693 11583 12348 15627
Proquest 9291387 456964 687765 1115796
Wiley Online
Library 258262 9842 10921 11263
Emerald Insight 32949 2267 2357 3227
JSTOR 6712 15 15 13
BASE 106870 3727 3683 3770
Semantic Scholar 367000 8860 8475 7329
Taylor & Francis
Online 2346 9 78 98

Data Source: Author compilation

Table 2: Inflation-related themes

Inflation Theme

Theme Description

Global Commodity

Analysis of the impact of global commodities on inflation.

Agriculture

The relation between inflation of agricultural goods and its prices

on the economy.

Trade

The relationship between trade openness and inflation.

Inflation expectation

The expectation from the household toward inflation.

Determinants of Inflation

The factors affecting the inflation rates to rise or fall.

Supply Chain

Supply chain disruption due to constant inflation pressure.

Economic Growth

The effect of inflation on economic growth.

Monetary Policy

The effect of change in monetary policy to curb inflation.

Inflation Targeting

Control of inflation through a goal-based approach

Unemployment

The nexus between inflation and unemployment.
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INFLATION MANAGEMENT TOOLS

Sanctions imposed on the country can hinder the country's growth rate. They can bring
the worst economic instability leading to an increase in the inflation rates causing poverty and
social tensions.

Now the Global Commodity and exchange rates have a significant impact on
determining inflation such as Crude oil itself is one of the crucial commodities in the global
economy as a change alone in its prices of it can bring change in the cost of producing goods
which will lead to inflation. Adhere to that, and some countries could face very high inflation
rates compared to others; with the change in the prices of commodities and exchange rates,
the U.S. is more sustainable to rising crude oil prices than European countries.

Output gap can help predetermine the inflationary pressure on an economy and
indirectly affect crude oil prices. This data is found to be more relatable to developing
countries.

Impetuous printing of money can cause havoc in the demand and supply as the supply
stays limited and precipitously demand increases causing demand Pull inflation.

Weak monetary policy or improvident policies by the central banks can trigger inflation
may, not in the short run but over a longer period of time. Even it may be the most critical
reason for triggering inflation.

"Real wage is found to have a positive impact on emerging countries but a negative
impact on the industrialized country."

"Budget balance for emerging economies and I.T. industrialized economies reflect a
negative effect on inflation. However, the sign is reversed for non-IT industrialized economies,
which may be attributed to the special conditions of these economies, such as abundance in
capital and/or the ability to find funds via being a member of a monetary union."

RESEARCH GAP

Past research focused mainly on the history, root causes, and current scenario.
However, due explanation of different factors of inflation and having done the microscopic
analysis of the factors and inflation on the economy, there has been little or no comparative
study on the inflation management policies approached by the top 10 GDP countries after the

post-pandemic surge in the inflation rates around the globe.
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RESEARCH METHODOLOGY

AlM

e To study the changes in the monetary and fiscal policies, country liquidity, and

exchange rates and their impact on inflation.

OBJECTIVE

¢ To have an outlook on the overall economic perspective of the world.
e To study the Macroeconomic approach towards inflation.

¢ To examine any new approaches used towards controlling inflation.

RESEARCH METHODOLOGY & METHOD

The study follows the Comparative Research Methodology to compare the policies and
approaches taken by the Central Banks and the Governments of the respective countries.
DATA SOURCES

Data is sourced from print and electronic media such as newspapers, magazines, and
online websites, policy documents of the central banks, and reports from various governments.
STUDY PERIOD

The COVID-19 pandemic first appeared at the end of January 2020, and several waves
of the pandemic affected countries through the middle of 2021. Inflationary pressures from the
pandemic were shown from the end of 2021 through the middle of 2022. Hence, the period of
the study is taken as 2021-2022

DISCUSSION
INDIA

India being a developing nation, is facing higher than usual inflation rates. This recurred
several times, as can be seen during the years 2008-2013. The inflation rate was higher than
the 9% mark, but after 2014, the central bank managed the inflation well by keeping it below
6% till COVID-19. A quick check soon after the pandemic, inflation came into control showed
that the inflation rate peaked at 7.79% as on April 2022. On June 8, 2022, the Monetary Policy
Committee (MPC) decided to increase the policy repo rate under the liquidity adjustment
facility (LAF) by 50 basis points to 4.90 percent with immediate effect, and many more rate
hikes were introduced.
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Consequently, increasing the interest rates, the currently standing deposit facility

(SDF) rate is adjusted to 6 percent, the marginal standing facility (MSF) rate is 6.5 percent,
and the Bank Rate to 6.5 percent. Furthermore, to support growth while controlling inflation
MPC decided to control the withdrawal of accommodation for consumer price index (CPI)
inflation of 4 percent within a band of +/- 2 percent. In addition, a tax cut on petrol and diesel
was being decided to manage the rising prices of fuels. The government tried reducing the
prices of importing crucial raw materials relating to the steel and plastic industry to reduce the
prices of the final product as well as the permitted duty-free import of 20 lakh tons of crude
sunflower and soybean oil till March 2024 and limiting exports of commodities such as sugar
and wheat. The interest rate on the Floating Rate Bond 2024 (FRB 2024), applicable for the
half year November 07, 2022, to May 06, 2023, is to be kept at 6.75 percent per annum. The
effectiveness of the policies has been proven by bringing down the inflation rate to 5.72% as

on December 2022.

Figure 1: Inflation in India over the years

2012 2014 2016 2018 2020 2022

Data Source: TradingEconomics / Ministry of Statistics and Programme Implementation (MOSPI)
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Figure 2: Interest rate in India
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Data Source: TradingEconomics / Reserve Bank of India

UNITED STATES OF AMERICA

The post-pandemic economic stress became visible after the United States of America
entered into a recession. Despite being a developed country, the annual inflation rate on June
2022 peaked at 9.06%. To recover from the falling economy, Federal Reserve System (Fed)
made some arduous adjustments to its policies, affecting the whole world. On September 22,
2022, the Board of Governors of the Federal Reserve System voted unanimously to raise the
interest rate paid on reserve balances to 3.15 percent and approve a 3/4 percentage point
increase in the primary credit rate to 3.25 percent. In addition, they have decided to unwind
their holdings of Treasury bonds and mortgage-backed securities to increase the cost of
borrowing. Fed expects this policy action to slow the growth in consumer spending to around
zero by early next year, easing the strain on supply chains. At the same time, higher mortgage
rates will reduce housing prices, which have grown enormously during the pandemic. Finally,
slowing demand will increase unemployment to around 5 percent by the end of 2023, which
should decrease wages and PCE inflation to fall back toward 2 percent by late 2023, and
economic activity to slow from 3.5 percent in the first quarter of this year to 0.6 percent by
end-2023. Fed has constantly been focusing on the rate hike to control inflation, four constant
75 basis rates hike were introduced, but looking at the current situation and ease of inflation
rates to 6.45%, they decided to continue with the diminishing rate hike on December 14, 2022,
a 50-basis point increased 2023 rate hike interest rates. From December 15, 2022, the interest
paid on the reserve balance was raised to 4.4%. Households and firms will face all impacts
caused by changes in the rates, and controlling these fiscal measures can be impactful in
reversing the effects.
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Figure 3: Inflation in the U.S. over the years
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Data Source: TradingEconomics / U.S. Bureau of Labor Statistics

Figure 4: United States Fed Funds Rate
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Data Source: TradingEconomics / Federal reserve

CHINA

The case of China is slightly different from other countries. Unlike others, it is seen to
manage the inflation rates very successfully, keeping it to 2.80% as of September 2022, and
has projected that inflation rates will fall to the 2.00% mark around 2023. The People's Bank of
China (PBC) has decided from October 1, 2022, the interest rates on personal housing
provident fund loans for first-time home buyers will be reduced to 0.15 percentage points. The
interest rates on 5-year-and-below loans and 5-year-above loans will be adjusted to 2.6
percent and 3.1 percent. China is experiencing slightly excess liquidity and forecasting that its
liquidity will rise above the required mark. It might be an indication that The People's Bank of

China (PBC) may cut down interest rates further. China is closely watching changes in other
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countries' monetary policies as it might impact the Chinese Yuan weakening from U.S. Dollar.
China has already reduced its foreign reserve twice this year, seeing that its Yuan has

depreciated to 8%, two years low against U.S. Dollar.

Figure 5: Inflation in China over the years

1988 1995 2002 2009 2016

Data Source: TradingEconomics / National Bureau of Statistics of China

Figure 6: China Loan Prime Rate
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Data Source: Trading Economics / Peoples Bank of China
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Figure 7: China’s one-year-medium-term Lending Facility rate

Apr 2022 Jul 2022 Oct 2022 Jan 2023

Data Source: TradingEconomics / People’s Bank of China

JAPAN

Japan's economy is more distinct from other countries because its past monetary and
fiscal policy has focused not on controlling inflation but improving people's standard of living
because of its decade of the low inflation rate. Net exports remain the same, which constitutes
a significant factor for the growth. With the rise in inflation, the Japanese Yen has depreciated
but looking at a macro level, currency appreciation is viewed negatively in Japan, but currently,
it is affecting the people's standard of living.

Japan has one of the finest monetary policies in the world it has developed its monetary
policy in such a way that helps to reduce price fluctuations wherein their gas and electricity
prices cannot be revised as asked for but need to take out long-term contracts. The same
happened for wheat prices were fixed for six months, wherein maintaining stagnant prices.
The effect of this policy might be a potential threat to the economy. After the Russia-Ukraine
war, oil prices shot up. Japan government provided subsidized oil prices in order to prevent
Consumer Price Index. Subsidies provided by the government on a large scale were financed
by the extensive government bond purchased by the Bank of Japan. It is estimated that around
50% of the 50 percent of goods and services in the Japanese consumer bracket used to
measure consumer price inflation are subsidized. The estimated value of this in 2021 is around
130 trillion yen (US$98 billion). Japan has been controlling inflation rates, but the rates have
gradually increased to 4 percent as of December 31, 2022. They will continue to enhance

Funds-Supplying Operations against Pooled Collateral.
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Japan used a double edge sword recovery technique after the COVID-19 pandemic.
Restrictions imposed on economic activity were lifted slowly compared to other G7 countries,
which impacted their economic growth but kept inflation under control. There is a continuous
outflow of capital to the United States and other countries, being invested in the U.S. Dollar by
private households, life insurances companies purchasing US Bonds, and extending loans to
Southeast Asia by Japanese banks the main reason for the outflow of capital is that The Bank
of Japan's expansionary policy had kept low-interest rates steadily below the United States.
But due spike in their interest rates, they announced a sudden increase in the 10-year bond
yield from 0.25% to 0.5% through a fixed-rate purchase option. The cost increase in imports

has affected the consumer price index in the short run, further impacting growth.

Figure 8: Inflation in Japan over the years
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Data Source: TradingEconomics / Ministry of Internal Affairs & Communications

Figure 9: Deposit rate in Japan
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Data Source: TradingEconomics / Bank of Japan
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GERMANY

A sudden spike in the inflation rate of Germany has been seen from 0.37% in 2020 to
10.9% as of September 2022, the highest ever recorded since 1951. This is mainly due to an
increase in food and energy prices due to the Russia-Ukraine war. In contrast, they have a
medium-term target of 2%. To regulate the further increase in energy prices, The German
government gave cushioning of 200 billion euros to tackle the energy crises. Accordingly, the
interest rate on the main refinancing operations and the interest rates on the marginal lending
facility and the deposit facility will be increased to 2.5%, 2.75%, and 2%, respectively, with
effect from December 2022, and the governing council may increase it further if the situation
aggravates.

The Governing Council intends to continue reinvesting, in total, the principal payments

from maturing securities purchased under the APP for an extended period past the date when
it started raising the key ECB interest rates and, in any case, for as long as necessary to
maintain ample liquidity conditions and an appropriate monetary policy stance.
As concerns the PEPP, the Governing Council intends to reinvest the principal payments from
maturing securities purchased under the program until at least the end of 2024. In any case,
the future roll-off of the PEPP portfolio will be managed to avoid interference with the
appropriate monetary policy stance.

Redemptions coming due in the PEPP portfolio are being reinvested flexibly to counter
risks to the monetary policy transmission mechanism related to the pandemic. As a result,

inflation rate has eased to 8.6% as of December 2022.

Figure 10: Inflation in Germany over the years

-10
1960 1974 1988 2002 2016

Data Source: TradingEconomics / Federal Statistical Office
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Figure 11: Euro Area Deposit Facility Rate

2.5

0.5

-0.5

Jan 2022 Apr 2022 Jul 2022 Oct 2022

Data Source:TradingEconomics / European Central Bank

UNITED KINGDOM

The inflation rate in the U.K. peaked at 11.1% on October 2022 to control the extent of
the inflation rate. The Bank of England has decided on a total of nine consecutive rate hike,
bringing the current interest rate to 3.5% by December 14, 2022. The main factor for rising
inflation is due to the Russia-Ukraine war limiting the supply of crude oil, and European
countries have seen a sudden increase in oil and energy prices. Seeing this, the government
decided to introduce an Energy price guarantee, the biggest challenge, by announcing the
Energy Price Guarantee, which includes a stable price for energy even if the price of crude oil
rises. The government also introduced a tax cut, but the following day, they faced the
consequence, the pound dropped to an all-time low, mortgage deals were pulled from the
market, and U.K. government bonds began to sell off at a historic rate, causing the Bank of
England to begin a temporary purchase program to calm volatility. Political instability has also

impacted the growth and also substandard GDP data.

Web: www.pbme.in 37



Perspectives on Business Management & Economics (PBME)
Volume VIl « December 2022 « ISBN: 978-81-951151-4-3

Figure 12: Inflation in the U.K. over the years
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Data Source: TradingEconomics / Office of National Statistics

Figure 13: Bank rates of United Kingdom
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FRANCE

The inflation rate for France on October 2022 has touched a whopping 7.1% since
1991. Inflation has spiked since the Russian invasion of Ukraine on February 24, 2022, which
has drawn unprecedented Western sanctions, including on some of its energy exports and
supply of grains being blocked to the world. To tackle this, they increased the composite cost
of borrowing for new loans to corporations increased to 1.86% and the household house
purchase loans to 2.88%. The main refining operations, deposit facility, and marginal lending
facility were increased to 2.5%, 2%, and 2.75%. The short-term rate as of January 25, 2023,
stands at 1.904.

Figure 14: Inflation in France over the years
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Data Source: TradingEconomics / INSEE, France

Figure 16: Euro Area Deposit Facility Rate
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Data Source: TradingEconomics / European Central Bank
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BRAZIL

The annual inflation rate is cooling down in Brazil to 5.79% in December 2022 from
12.13% as of 12.13%, a major reason being the transportation cost cut due to the government
cut in fuel prices. Brazil has observed 12 consecutive interest rate hike hikes, with the Selic
interest rate reaching 13.75% to battle inflation pressure. Banks continue to optimize their
liquidity management to eliminate excesses, adapt to current market conditions, and compete
for funding. The central bank is doing a considerably better job in managing enough liquidity
and capitalization to sustain in grim situations. Treasury assets neutralized the historic low of
credit margins. However, the credit flow in the household is still higher than expected in the
portfolio, composing very high risk, but the condition is stable for micro, small and medium-

sized enterprises.

Figure 17: Inflation in Brazil over the years
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Data Source: TradingEconomics / IBGE

Figure 18: Brazil interest rate
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Data Source: TradingEconomics / Banco Central Do Brasil
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ITALY

The annual inflation rate in Italy is gradually rising. It currently stands at 11.6% as of December
2022, the highest in nearly 37 years, picking up from the 4.8 percent in January 2022.17 billion
euros package was approved for economic aid due to energy cost and consumer price.
European Central Bank raised the main refining operations, deposit facility, and marginal
lending facility rates to 2.5%, 2%, and 2.75%and sovereign yield was up by 27 basis points to
4.0%. The government also provided fiscal support in 2022 by cutting tax and providing
means-tested child allowance and some substantial additional fiscal support activity by
providing Superbonus and other tax credits, 14 retroactive pay-outs on recently agreed public
administration wage contracts, and large planned new hiring to support the implementation of
the NRRP.

Figure 12: Inflation in Italy over the years

1968 1980 1992 2004 2016

Data Source: TradingEconomics / ISTAT

Figure 20: Euro Area Deposit Facility Rate
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Data Source: TradingEconomics / European Central Bank
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CANADA

The inflation rate in Canada rose to 8.1% as of June 2022 from just 0.72% in 2020. The central
bank increased its policy repo rate to 4.5 percent from 1.5 percent. Government and the Bank
of Canada are in sync with each other to achieve the target of bringing down the inflation rate
to 2% by 2022, but due to global pressure and understating of CPl measures, it could not be
achieved, while at present, the Bank of Canada is taking responsibility to reduce the burden
on the economy where in from fiscal policy authority there is not much support for inflation but
rather to protect it from the economic impact of the pandemic. Many businesses are currently
facing issues due to inflation finding it hard to attract workers with wages because of business
and consumer inflation expectations. 10-Year Government Bond Yields increased by 101 basis
points to 2.85%.

Figure 21: Inflation in Canada over the years
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Data Source: TradingEconomics / Statistics Canada

Figure 223: Interest rates in Canada
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Data Source: TradingEconomics / Bank of Canada
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FINDINGS

e There have been many changes in monetary policies, but there are fewer changes in
fiscal policy.

e Countries are giving priority to inflation rates over their growth rate.

e All countries are consequently increasing their interest rates, potentially threatening
their economies in a bid to control inflation.

e Japan and China possess different overviews of their economy than all the other
countries.

¢ All the countries have increased the interest rate and 10-year government bond yield.

Table 2: Comparison of inflation of various counties pre, during and post-

pandemic
Inflation
Country
Feb-20 Aug-21 Aug-22
India 6.70% 5.30% 7%
United States of America 2.20% 5.60% 8.30%
China 5.30% 0.80% 2.50%
Japan 0.40% -0.30% 3.00%
Germany 1.90% 3.90% 7.90%
United Kingdom 1.90% 3.30% 9.90%
France 1.70% 1.90% 5.90%
Brazil 4.01% 9.70% 8.73%
Italy 0.40% 2% 8.40%
Canada 2.30% 4.20% 7%
Data Source: Author compilation
CONCLUSION

This paper discusses how the top 10 GDP countries' central banks and governments
reacted to the sudden inflation hikes, changing their monetary and fiscal policies to fight
inflation. Increasing the interest rates, managing their foreign reserves, changing liquidity
ratios, and cutting tax rates were executed by central banks of India, the United States,
Germany, the United Kingdom, France, Brazil, Italy, and Canada, but this was not the case for
China and Japan they were seen to manage inflation rates quite well, biggest solitude was their
depreciating currency and liquidity rate while for Japan is even their net export growth has

stalled, and both the countries could have the potential of inflation risk due to unstable

Web: www.pbme.in 43



Perspectives on Business Management & Economics (PBME)
Volume VIl « December 2022 « ISBN: 978-81-951151-4-3

economy of the world. The main reason for the economic instability is the Russia-Ukraine war

possessing increased the prices of Crude oil and food prices.
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