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Popular Explanations for Inflation Come and Go

(a) Non-monetary causes

® Supply-chain disruptions and shortages

® Too much “demand” chasing too little “supply”
® Wage-price “spiral”

(b) Monetary Causes
® Too much money chasing too few goods

® Diminishing credibility of the monetary unit as a store of
wealth
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Why the Inflation News Varies Month to Month

% change in

% change in

% change in CPI

year month WTI oil price producer-goods prices seasonally adjusted
2023 July 8.3 -0.3 0.2
2023 June -1.9 0.1 0.2
2023 May -9.9 -1.2 0.1
2023 April 8.4 -0.1 0.4
2023 March -4.6 -0.6 0.1
2023 February -1.7 -0.6 0.4
2023 January 2.2 0.9 0.5
2022 December -9.4 -2.0 0.1
2022 November -3.6 -0.7 0.2
2022 October 3.9 -1.1 0.5
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Oil-Price Movements
as a Leading Indicator
of Inflation

calendar-year average data
from 1986

Data: Producer price index for all commodities (Bureau of
Labor Statistics) and the spot price of West Texas Intermediate
crude oil (Energy Information Administration).
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AVERAGE cumulative increase in producer-goods prices
accompanying and following years in which:

PERCENT

the oil price
rose relative
to the median
(17 years)

the oil price

.~ declined relative
/7 to the median

Y (17 years)

YEARS

prod: DollarMarkSig-2022




exhibit: 4

¢ ” AVERAGE year-to-year inflation accompanying
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Data: Headline and core consumer price indices, seasonally ad- oil price oil price oil price
justed (Bureau of Labor Statistics), together with the month-end increased more changed less fell more
price of crude oil (Reuters Bridge Commodity Research Bureau than 15% than 15% than 15%
until 1985) and the month-average price (Energy Information (23 periods (39 periods (10 periods
Administration). Prog: 7 SUSTINF OILCORE averaging 67%) averaging 1%) averaging _33%)
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Data: Price of West Texas Intermediate crude oil (Bridge Re- YEAR BEFORE 4 4l (17 years)
uters Commodity Research Bureau), together with the producer 2 2l
price index for all commodities and the consumer price index 3 al
for all urban consumers (Bureau of Labor Statistics). aL al
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After Fed Rate Hikes,

Inflation Keeps

on Going
monthly data from August 1954

On average,
Fed rate hikes
and cuts are not
accompanied
or followed by
perceptible
change in the
inflation rate.

Data: Monthly average overnight rate on federal funds (Federal
Reserve Board) and producer price index for all commodities
(Bureau of Labor Statistics).
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AVERAGE cumulative increase in producer-goods
prices accompanying and following:
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The Long-term
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petroleum has varied
it has, throughout its
history, constantly
moved back toward
10 -

Data: Spot prices for gold (last London fix) and West Texas In-
termediate crude oil (1946-85, Thomson Reuters Commodity
Research Bureau; and from 1986, Energy Information Adminis-
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NOl’m Reversion percent change in the oil-gold ratio (oz/barrel)
in the Ratio of Oil to L —— 13.7
Gold Prices o
calendar-year average data
from 1946
5 b
The price relationship
between oil and gold is not 0 ]
symmetrical.
Oil follows gold rather than
vice versa. It reverts toward 5 -
restoring a normal oil-gold
ratio.
-10 —
-12.7
-15 =
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Data: Prices of spot gold (last London fix) and West Texas Intermediate Whi];c;lr tyheea::t:: (top QUII.'I’(I|e (mldd.let.:hree (botton qymtlle
crude oil (Thomson Reuters Commodity Research Bureau/Energy Infor- was initially: a\qegzg;;] 9 averg;::gl %SO7 n a\:)e{)i%l; g

mation Administration).
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Causation Runs

from Gold Prices
to Qil Prices

calendar-year average data
from 1949

Data: Month-end spot prices for gold (last London fix) and West
Texas Intermediate crude oil (1946-85 Thomsen Reuters Com-
modity Research Bureau; and from 1986, Energy Information

Aministration). 7 SUSTINF TRIANG
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annualized change in consumer prices

Inflation in Emerging
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Week) converted to local currency at current exchange rates (Fed- 01 0.2 05 1 2 5 10 20 50 100 200
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price indices (International Monetary Fund). for gold in local currency
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The Oldest Theory of Inflation

as Re-expressed by Modern Economists

“IRobert A.] Mundell reminds us of a mechanism of transmission of

inflation ...

... a general loss of confidence in money, a psychological mood that can

be transmitted across national boundaries.

A general loss of confidence in money will lead individuals to try to
convert their assets into physical form: goods or housing or real estate.’

b

<2 Richard Cooper, Yale University, 1975.



Long-term Price
Parallels among Gold,
Forward Gold,
and Oil

calendar-year average data
from 1926

Historically, the prices of both spot

gold and crude oil move in parallel

with, and gravitate toward, the price
of gold in forward markets.

Data: The annual US price of petroleum (Resources For the
Future, preferred series), the price of West Texas Intermediate
crude oil (1946-85, Thomson Reuters Commodity Research Bu-
reau; 1986-date, Energy Information Administration), together
with the price per troy ounce of gold bullion (The Golden Con-
stant/last daily London fix). The monthly forward gold price is
estimated using the mid-year yield on 20-year Treasury bonds,
converted to annual compounding (Ibbotson Yearbook/US

Treasury). 11 FORGOLD FORGOLD-f6
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Plunge and Recovery 120 120
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formation Administration), spot gold (last London fix) and 30-
year zero-coupon Treasury bonds (InterContinental Exchange). | 2022 | 2023
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Data: Producer price index for all commodities (Bureau of Labor 0
Statistics) and the prices of spot gold and 20-year Treasury bonds. 0 1 2 3
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Waves of Inflation
and Disinflation as the
Dollar Fluctuates

mid-month and month-end data
since the 2020 election

behind inflation is
now fully into its

Data: Mid-month and month-end prices for spot gold (London
last fix) and 30-year Treasury principal strips (Merrill Lynch/In-

terContinental Exchange).
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How Mundell Diagnosed the 1970s Inflation

® There is widespread disillusion with the attempt to regulate the quan-
tity of money instead of the exchange rates.

® The error ... was in not understanding the control function of gold con-
vertibility. As long as currencies are convertible into gold, inflation is
impossible beyond a certain point.

® Once ... the currency value of gold is allowed to rise, the system be-
comes inflation-unstable.

® It is this phenomenon, and the international anarchy to which it is con-
ducive, that has left in shambles the concept of international price level

stability.
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How Mundell Diagnosed the 1970s Inflation

® But a fixed rate system by itself will not prevent all countries from
harmonizing to a hyperinflationary rate of price increase. It is only as-
set convertibility that can achieve that.

® For this reason, the extra degree of freedom in the system should be
devoted to making one or more currencies convertible into a com-

modity.

<2 Robert A. Mundell, “Gold: the ‘final asset’ problem and its resolution,” The International Economy, HCWE & Co., first
published February 27, 1980; reprinted November 30, 1999.
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Conclusion

Even economics cognoscenti are finding inflation hard to
cope with. They look on it as a devious and complicated
enemy which they have not been able to predict, explain
satisfactorily, or rein back in.

In all fields, a malfunction is hard to predict, explain, or stop,
if it has been mis-diagnosed. Could that be the problem here?

There is strong evidence that inflation results from instability
in the value of the currency, and will cease when that is fixed.
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