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No, We Are Not 
About to Return to 
1970s‑Style Inflation
Today’s central banks are willing and able to tackle 
the problem.

T. ROWE PRICE INSIGHTS
ON GLOBAL ECONOMICS

The world loves a label. The very 
low price increases during the 
decade that followed the global 

financial crisis (GFC) were termed, 
appropriately enough, “lowflation”—
in other words, inflation that fell short of 
central banks’ targets but was positive 
and therefore wasn’t deflation. Now, 
amid the current surge in inflation, have 
we entered the decade of “highflation”—
inflation that that is too high relative to 
central banks’ inflation mandate but too 
low to qualify as hyperinflation? 

Actually, let’s cool it with the labels. 
The current inflation surge rests on a few 
moving pieces but is mostly cyclical—

and central banks have both the ability 
and willingness to address the problem 
at hand. Contrary to some reports, 
we are not on the cusp of a return to 
the 1970s inflation inferno. Let me 
explain why.
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Three Primary Sources of Inflationary Pressure
Central bank responses are being guided by a range of dynamics 
acting simultaneously
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To understand the post‑COVID surge 
in inflation, we need to understand 
the post‑GFC period of lowflation that 
preceded it. The universally accepted 
explanation for the tepid post‑GFC 
recovery is secular stagnation, but, in my 
view, the true cause was deleveraging. 
As the U.S. financial system plunged into 
the abyss, the country’s financial sector 
and households had an epiphany: We 
have too much debt. Assisted by the 
rollout of stringent regulation, banks 
tightened lending standards and 
households spent the subsequent 
decade paying off debts. 

This process wasn’t limited to the U.S. 
In Europe, the eurozone existential 
crisis kicked off a drive for both the 
public and the private sector to prioritize 
debt repayments, and, through the 
taper tantrum, most emerging markets 
were also roped into deleveraging. 
Consequently, the post‑GFC world was 
a world of deficient demand and idle 
resources—a very noninflationary world. 

Three Reasons Why Inflation 
Has Returned

I believe there are three main factors 
behind the return of inflation. The 
first is structural. In 2019, prior to 
the coronavirus outbreak, I argued 
that the deleveraging process in the 
developed world had run its course 
and that we were about to enter a 
period of structurally stronger demand. 
I still believe this is the right paradigm 
and that it provides the structural 
underpinnings of a more inflationary 
world. This doesn’t mean we are 
entering a world of runaway inflation, 
though; rather, it means that central 
banks need to raise rates to keep 
demand in line with supply. In central 
bank parlance, the R‑star—the interest 
rate that keeps supply exactly in line with 
demand—has risen. 

The second factor behind the return of 
inflation is simple economic overheating. 
The crux of the issue here is the 

sheer size of the fiscal and monetary 
policy response administered during 
the COVID recession: Put simply, the 
stimulus was just too large for the 
global economy to absorb. The fact 
that we’ve now run out of labor tells 
its own story. Fortunately, cyclical 
demand management is another thing 
that central banks are well equipped 
for: tighten monetary policy and 
demand falls.

Third, there are some supply‑side 
issues that admittedly can’t be resolved 
by clever monetary policies. Most of 
these issues are well known, such as 
the shortage of semiconductors and 
the war in Ukraine, which have led to 
surges in vehicle and commodity prices, 
respectively. Although central banks 
are ill‑equipped to address supply‑side 
problems, we shouldn’t be too 
downbeat about this—first, because the 
issues are temporary and supply chains 
will eventually normalize; and second, 
because central banks know they 
shouldn’t use monetary policy to resolve 
temporary supply chain issues. Imagine 
if the Fed tightened monetary policy to 
bring the demand of autos to the current 
supply‑constrained output of 13mn units 
when the normal demand is 17mn units! 
It would likely plunge the economy into a 
very severe recession.

Independent Central Banks Mean 
We Are in a Different World

Leaving aside these supply‑side issues, 
the good news is that central banks 
have the tools to control most of the 
causes of the inflation we see today. 
The question is whether they are willing 
to employ these tools. My answer is 
an unequivocal yes—and this is where 
modern central banking bears little 
resemblance to the central banks of 
the 1970s. Inflation is a social choice, 
and by choosing independent central 
banks with clear inflation objectives and 
accountability, we have made the choice 
to keep inflation controlled. Anyone in 
doubt as to whether central banks like 

...the stimulus was 
just too large for 
the global economy 
to absorb.
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the Fed will fall prey to political pressures 
should revisit the experience of the 
2018 hiking cycle, when then‑President 
Donald Trump threatened to dismiss 
Federal Reserve Chair Jerome Powell 
in response to what he saw as an 
unwelcome tightening of monetary 
policy. The result? Powell kept his job, 
interest rates went up, and the Fed 
remained independent.

For participants in the financial markets, 
the bad news is that to bring inflation 
under control, central banks must 

tighten monetary policy to the point 
where growth slows to potential and, 
given our initial conditions, probably 
somewhat below potential. When growth 
slows sharply, particularly when it is 
accompanied by rising interest rates, 
financial market volatility usually ensues. 

There’s no getting around this, I’m 
afraid. It’s the cost we incur to avoid the 
inflation infernos of the past, and, over 
the long term, it’s frankly a small price 
to pay.

Inflation is a 
social choice....



4

Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.
Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
Sydney, NSW 2000, Australia. For Wholesale Clients only.
Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.
EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L‑1724 Luxembourg 
which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.
Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.
Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.
Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.
Mainland China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one‑on‑one basis. No invitation to offer, or offer for, 
or sale of, the shares will be made in the mainland of the People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions 
or Taiwan) or by any means that would be deemed public under the laws of the Mainland China. The information relating to the strategy contained in this material has not been 
submitted to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the Mainland China. The strategy and/or any product 
associated with the strategy may only be offered or sold to investors in the Mainland China that are expressly authorized under the laws and regulations of the Mainland China 
to buy and sell securities denominated in a currency other than the Renminbi (or RMB), which is the official currency of the Mainland China. Potential investors who are resident 
in the Mainland China are responsible for obtaining the required approvals from all relevant government authorities in the Mainland China, including, but not limited to, the State 
Administration of Foreign Exchange, before purchasing the shares. This document further does not constitute any securities or investment advice to citizens of the Mainland 
China, or nationals with permanent residence in the Mainland China, or to any corporation, partnership, or other entity incorporated or established in the Mainland China. 
Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.
New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New 
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no 
contravention of the Financial Markets Conduct Act 2013.
Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED 
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR 
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.
Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), No. 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. 
T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
South Africa—T. Rowe Price International Ltd (TRPIL), 60 Queen Victoria Street, London, EC4N 4TZ, is an authorised financial services provider under the Financial Advisory and 
Intermediary Services Act, 2002 (Financial Services Provider (FSP) Licence Number 31935), authorised to provide “intermediary services” to South African Investors. TRPIL´s 
Complaint Handling Procedures are available to clients upon request. The Financial Advisory and Intermediary Services Act Ombud in South Africa deals with complaints from 
clients against FSPs in relation to the specific services rendered by FSPs. The contact details are noted below: Telephone: +27 12 762 5000, Web: www.faisombud.co.za, 
Email: info@faisombud.co.za
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.
USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission. 
For Institutional Investors only.
© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of 
T. Rowe Price Group, Inc.

ID0005046 (05/2022)
202205‑2172123

T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


