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THE ROUTE TO AN ERA OF HIGH CONSUMER PRICE INFLATION 
 
Orange Lights Flashing on the High-Inflation Track in 2022 
 

An era of high consumer price inflation, not just in the US but globally, most 
likely lies ahead. Even so, we should be prepared for a probable lull in inflation 
after a first spurt later this year. And a risk-scenario exists were a growth cycle 
downturn starting in 2022 develops into a full-blown recession driven by savage 
asset price deflation. The aftermath of that could be an extended period of 
monetary repression rather than a resumed early march into an era of high 
inflation. 
 

No wonder the so-called "reflation trade", based on the view that a post-
pandemic boom will send long-term interest rates much higher, hardly seems 
like a one-way bet. A mega stimulus package focused on the next 12 months 
may make political sense in terms of a Democratic landslide in the mid-terms.   
That is what "go big" is all about!  However, this stimulus, coupled with the in-
built rebound of spending as pandemic recedes, adds to the likelihood of a 
future pullback of the economy.   
 
The recent fleeting fall in US inflation expectations 
       
According to the commentators (and some market indicators), there has been 
some ebbing of US inflation anxieties in the last few weeks. It seems that the 
strength of the projected economic rebound as the pandemic now recedes has 
sewn some speculation that Federal Reserve policy will not be stuck in such an 
inflationary mode as previously widely thought.    
         
Correspondingly there has been more selling pressure in the US inflation-
protected Treasury market (TIPS) than in the conventional market, meaning that 
so-called derived inflation expectation measures have fallen for long-dated 
forwards (2026-31).  Simultaneously far forward, real interest rates in the TIPS 
market have risen.  
         
It is never a good idea to read too much into this regarding the general state of 
mind in markets about inflation dangers given the TIPS market's narrowness.    
But some weakness in gold markets recently also hint at the ebbing of concerns 
about the US inflation outlook. 
          
Given monetary economics limited ability to make precise inflation projections, 
we should all acknowledge the scope for white noise in the markets regarding 
inflation danger. Fundamental considerations suggest that any ebbing of 
concern is fleeting.    

Executive Summary 
 
Forecasting an economic boom 
and rising consumer prices 
through several quarters as the 
pandemic recedes – that is the 
easy part.   What happens beyond 
is the hard part.  
 

Are we heading into an era of high 
consumer price inflation?  Will 
there be a sustained high growth 
outcome for many years, or will 
there be a growth cycle downturn 
and even severe recession as soon 
as 2022/23? 
 

These are central questions of this 
first GMV for Spring 2021.  The 
answers include a caution to avoid 
the myopia of much present 
commentary.  
 

Most likely, there will be a lull in 
consumer price inflation next year, 
having risen to as high as 3-5 per 
cent per annum in the third or 
fourth quarter of this year in the 
US.  The risk of recession in late 
2022 and into 2023 will turn 
mainly on the path of asset 
inflation (and deflation). 
 

The emergence of high inflation 
into the mid-2020s and beyond is 
most plausible in the context of 
sustained strength in the private 
sector of the US and global 
economy.  Alongside central 
banks’ aim, led by the Fed, is the 
maximum revenue collection of 
inflation tax and monetary 
repression tax. 
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Yes, a robust economic rebound in the US and globally would likely mean that 
real rates have to edge up to be consistent with an unchanged Fed force of 
monetary inflation. If they edge up too little, that might mean Fed policy has 
become even more inflationary.  But given the massive scope of the tax 
revenues that the Fed must raise for Big Government in monetary repression 
and inflation tax, it is just implausible that it will be ratcheting down its inflation 
mode.  We should admit that the path of actual CPI inflation, quarter by quarter, 
or even year by year, which will result from Fed policies, remains surrounded by 
considerable uncertainty. 
 
Get ready for detours along the route to high inflation 
        
Though the pathways to high inflation are uncertain, it is not too early to try to 
make some exploratory headway along these as we enter Springtime 2021.          
       
First, we should make a general point.  
      
There are no grounds for having confidence in any simple rule of thumb in 
today's radicalised and dysfunctional monetary systems, such as x per cent 
expansion of money supply means a y per cent rise in prices in general.   Strong, 
broad and stable demand for money in real terms does not demonstrably exist 
for any of the monetary aggregates touted as candidates, least of all monetary 
base now so corrupted by the payment of slightly above-market interest rates 
on its bank reserve component.     
        
Even so, we may see the surges in the supply of money in whatever aggregate 
as symptomatic of elevated inflation danger – realising that this can emerge in 
asset inflation or goods and services inflation. Still, that mathematical precision 
in forecasting is groundless.   
 
Historical guide how inflation emerges 
         
Further, a historical note: in past episodes when demand for money may have 
better behaved than today, there is no evidence that inflation forecasting based 
on money supply analysis was reliable in the short-run, except in a very big 
picture sense.  Moreover, the mechanism by which excess on the money supply 
side pushed up prices was never just a simple matter. 
          
Historians looking for direct links between money supply developments, 
including governments' monetary financing and prices, do best when a gold or 
foreign currency numeraire is widely respected.     
          
For example, during the US Civil War, the gold dollar enjoyed a free market and 
the price of the greenback against gold most likely played directly a role in the 
day-to-day pricing of consumer goods.  And so, it was in the Weimar inflation.   
As the Reichsmark slid against the dollar (on the gold standard), sellers of goods 
and services in Germany simply ratcheted their domestic prices up to match the 
exchange rate path.   
            
Plotting the emergence of high inflation is more challenging in principle when 
there is no such role played by hard money or gold numeraire in the setting of 
prices. We can think of the United States neutrality period during World War 
One (1914 to March 1917) when domestic prices soared as gold inflows from 
the Entente Countries (selling gold in the US to pay for their imports) fed rapid 
US money supply growth. The strong global demand for exports from the US 
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coupled with extraordinary monetary ease went along with the upward pressure 
on US prices, even though the dollar was now the strongest large currency 
globally.   The dynamics of the climb in prices included at its essence persistent 
strong excess demand in goods markets and rapid credit growth – all made 
possible by an underlying strong monetary inflation. 
 

High consumer price inflation emerged in the US through the mid and late 
1960s, with double peaks in the early-mid 1970s and the late 1970s.  The rise in 
US consumer price inflation in 1965-8 occurred with the dollar still fixed against 
other currencies in the Bretton Woods system. An explanation in the domestic 
price formation process's unhinging may be attributed to the freeing of the 
private gold price in March 1968 and the Deutsche mark revaluation in 1969.  
However, there is no firm evidence of this. 
 

Instead, the story of accelerating prices seems to have been rising pressure of 
demand amidst a global economic boom (for example, Japan in the late 60s and 
early 70s growing in double digits, as was the case for some Continental 
European countries).   There was no reining in excess demand by stabilising 
monetary forces given US policy domination, then inflationary, under the 
Bretton Woods system.   This rising pressure of excess demand got impetus from 
strong asset inflation in the US and abroad, evident from the early/mid-1960s. 
On top of this came the additional military expenditures from the mid-1960s of 
the Vietnam War and the Great Society's social spending.  
 

Under a sound money regime, characterised by a reliable anchoring of the 
system and full market determination of interest rates, inflation pressures 
would not have built up.   Interest rates in real terms would have climbed sooner 
and faster.  But as the Fed Chief of the time said, William McChesney Martin, his 
institution was not independent of government, and it tried to manage the cost 
of public borrowing.  
 

The later further build-up of consumer price inflation in the US from 1971-3 got 
a big fillip from Nixon's devaluation of the dollar – stimulating a significant direct 
rise in tradable goods prices and producing a commodity price boom. Dollar 
devaluation also played a direct role in pushing up US consumer prices during 
1977-8, 1986-89, and 2004-5.    
 

Outlook for consumer prices 2021 and beyond 
 

Fast forward to the present, dollar devaluation in the past year, now in reverse 
and not substantial anyhow by historical comparison, has not been on a scale to 
be a prominent feature in the likely rise of US consumer price inflation through 
2021. Still, it could join as a factor in the inflation story further ahead. In 2020 
the story was one of suppressed inflation to a considerable degree. Supply 
shortages related to the pandemic did not in many cases get reflected in a rise 
in quoted prices but a diminution of service qualities, a disappearance of many 
now infected services from the shelves, and more extended waiting periods for 
delivery.  
 

Now, as the pandemic recedes, some of these invisible price rises of 2020 will 
reverse as the supply side of economies recover. The dynamics of the visible 
consumer price inflation narrative in 2021 seems most likely to be built in a surge 
of overall demand, creating shortages and excess demand across various 
markets for both inputs and output. Underpinning CPI growth will be the 
destruction, some temporary and some permanent, of considerable capacity, 
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including shale oil/gas, during the pandemic.  Hot speculative markets in 
commodities may also be playing a role in the inflation dynamics of 2021.  If the 
cost of building new homes were included in the price index, the rise of 
consumer prices would be all the more significant. 
 

In sum, US consumer price inflation could accelerate under intense demand 
pressure in the context of monetary inflation even without devaluation. How 
severe that demand pressure will be outside the US, particularly in emerging 
markets and Europe, is open to doubts in some cases. Still, by the second half of 
this year, a considerable rebound is expected here.  
 

In principle, real forces could work against a vigorous climb in consumer prices.  
Such fundamental forces were present in the "roaring 1920s", when productivity 
growth was very rapid in the midst of the second industrial revolution. A post-
war glut of agricultural commodities deepened.   Real factors also contained 
inflation at a low level in the second half of the 1990s during the IT revolution 
and persistent oil glut. 
 

Even without the strong productivity growth, consumer price inflation has been 
contained in the past decade despite rampant monetary inflation by the forces 
of globalisation and digitalisation. The latter has led to intense predatory price 
cuts in some areas of the economy. Moreover, the abundance of energy supply 
has caused oil and gas prices to crash from the super-high level of the early 
2010s. 
 

Most potent in Japan during the past quarter-century, these real disinflationary 
forces are likely to be less powerful going forward. Productivity growth will 
struggle in the context of growing malinvestment, and globalisation will reverse 
in some cases.  Arguably, there has also been some "over-digitalisation" during 
the pandemic. 
Consensus economic forecasts are for super-strong demand growth in the US 
economy this year, with some GDP growth estimates as high as 6 to 7 per cent 
after a decline of a little over 3 per cent in 2020.  It is easy to see how this torrid 
pace of demand growth, explained by i) record jumps in the US M2 aggregate; 
ii) the accumulation of "forced savings" federal government "stimulus", and iii) 
real resource shortages in global commodity markets could bring annualised US 
CPI growth in the second half of this year to 3-5 per cent.  
 

That forecast has some downsides, and crucially it is myopic (focused on the 
immediate future through to say early 2022 rather than beyond).  Spending on 
available infection-free services may be switched from vital alternative areas of 
demand during the pandemic, and government stimulus might be much less 
stimulatory than imagined. A pullback of capital spending in the pandemic boom 
sectors might occur sooner and more intensely than widely imagined by the 
present optimistic consensus.   But let's continue to go with the consensus 
optimism regarding the next three quarters of 2021 to explore pathways to high 
inflation.  
 

A new era of high inflation? 
 

A big question is whether this would be a new "era" of high and rising inflation, 
as through the late 1960s and 1970s or just a temporary surge in prices. 
 

A surge could be consistent with pent-up demand this year, coupled with 
expectations that this will normalise in 2022. In effect, firms might charge a 
premium price for those impatient to consume this year, with a lower price for 



100 Pall Mall, London SW1Y 5NQ  |  Telephone +44 (0)203 995 4488 
macrohedgeadvisors.com  |  mha@macrohedgeadvisors.com 

 

 5 

those willing to wait into next year, by which time supply bottlenecks might have 
eased.   More broadly, the price climbs of late this year might not get built into 
long-run inflation expectations and wage-price behaviour if many economic 
participants see these as "one-off". 
 

Indeed, the prospects of a growth cycle downturn or recession a year or two 
from the pandemic receding in Spring 2021 is a scenario well within the 
mainstream.  We have already mentioned possible pullback of capital spending 
in those areas of the economy which boomed during the pandemic, fuelled by 
asset inflation in pandemic stocks.   In line with this, there may be a spell of asset 
inflation turning into asset deflation, even without any severe tightening of 
monetary policy by the Fed – a process of speculative liquidation and some 
delayed crunch in long bubbly credit markets. 
 

Alternatively, there could be no such pullback in 2022. Instead, private sector 
demand may receive new strength from emerging capital spending boom 
outside the pandemic sectors and from a sustained strengthening in consumer 
spending supported by borrowing and some further run-down of pandemic 
savings.   Consistently there would be an underlying dynamic to private sector 
economy strength in the US and globally, as was the case in the 1960s 
inflationary period.    Infrastructure spending and Green economics as financed 
by governments in the US and Europe could be the icing on an inflationary cake 
– of which the essential ingredient would be the continued inflation stance of 
monetary conditions. 
 

Which is more likely first of all in the US context – a new era of sustained and 
accelerating goods and services inflation as in the late 1960s and early 1970s, or 
a jump in prices followed by a lull in consumer price inflation?  We should also 
consider the hybrid case of a lull in 2022 accompanied by further Fed radicalism, 
meaning a second inflation surge into 2023-5, with CPI inflation having fallen 
back transitorily to say 2 per cent in 2022. 
 

This hybrid outcome, as at the time of writing, is the most likely.  How much of 
a dip we get in inflation in 2022 will depend crucially on the extent of any bout 
of asset price deflation.  
 

There is a plausible scenario in which this asset price deflation occurs under 
cover of rising CPI inflation in the medium-term.   So as consumer prices resume 
a 3-5 per cent per annum rise from 2023/4 onwards with Fed interest rates still 
pinned down at the floor (albeit with small token adjustments upwards starting), 
asset prices remain unchanged in nominal terms, fall far cumulatively in real 
terms.   And as regards the high-yield credit universe, the write-down of debts 
in real terms with high inflation would go along with amelioration of credit 
status in some of the remainder. 
 

A slow burn for asset inflation? 
 

There is no historical precedent for this slow burn of asset inflation. Still, there 
is no precedent for a long monetary inflation featuring virulent asset inflation 
and the central bank late in the long cycle always seeking to push up consumer 
price inflation with a robust monetary inflation stance.   Even so, we should not 
count on that being the outcome.   Tiring out and distress amongst momentum 
traders and investors can become a potent force towards a crash. 
 

The resumption of high and higher inflation into 2023/4 and beyond depends 
on a strong buoyancy of private sector demand together possibly with 
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government expenditures which work directly on fuelling overall demand – all 
in the context of a Fed with its foot on the floor as regards the monetary inflation 
accelerator.  
 

There are alternative scenarios of flight from foreign currencies (euro or yen or 
Chinese currency) and a US economy failing to get any lift-off from a 1-2 per cent 
growth path into which it seems to have settled after the boom of 2021.   Even 
here, we could imagine some acceleration of US inflation into the mid-2020s led 
by rampant public spending growth and accommodated by extreme monetary 
ease.  
 

In any case, US CPI inflation peaking at 3-5 per cent pa in late 2021 and the first 
half of 2022, then falling back moderately during a growth cycle downturn or 
even recession, would translate into massive monetary repression and inflation 
tax for the US government.  Taking account of house prices, the peak rate of US 
inflation would be even higher.    And there is an alternative mainstream 
scenario of a short-lived plateau or dip of inflation in late 2022 and early 2023 
being followed by a new ramping up.  
 

How likely is the scenario of US CPI inflation moving into a higher range in 
coming years, beyond a possible lull in 2022-3, say around 5 per cent or higher? 
 

This would depend most likely on considerable dynamism developing in the US 
and global economy. The Fed's continued low or zero rate policies must 
translate into rapid credit growth, private sector-induced money supply growth, 
and intense demand pressures on prices.   By contrast, low economic growth 
with business spending cowed by huge monetary uncertainty is not conducive 
to monetary inflation unless a massive thrust from state spending emerges. 
 

It is also possible that inflation and inflation expectations rise during 2021-2 to 
such a degree as to mean that continuing near-zero US policy rates do cause 
inflation psychology to become inbuilt.    Households fearful of their savings 
melting bring forward consumption which fortifies demand pressures in the 
immediate.  The US government, via the Fed, tries to get ahead of US inflation 
expectations to levy a higher effective inflation tax rate in the present.  The limit 
on all of this would be political forces, whether run-away inflation creates 
support for political efforts which would seek to overturn the past era of 
monetary inflation.    
 
Inflation prospects outside the US 
 

Outside the US, keys to inflation take-off include currency developments and 
government thirst for monetary repression and inflation tax revenues.   Also, as 
in the US, much depends on whether the private sector goes into a sustained 
strong economic ascent.  
 

Take the UK as an example. 
 

The recent budget statement there revealed how much government tax strategy 
is based on freezing thresholds and brackets for tax in nominal terms so that as 
prices rise, these become more burdensome in real terms.   This strategy would 
fail if prices did not increase substantially in the coming years.    In that country, 
inflation at 2-3 per cent is a serious mandate for the central bank – and higher 
inflation, if tolerable politically, would benefit from accelerating the 
improvement in the public finances after the disasters of the pandemic.  The 
slowness of the monetary authorities to raise rates as price rises generally 



100 Pall Mall, London SW1Y 5NQ  |  Telephone +44 (0)203 995 4488 
macrohedgeadvisors.com  |  mha@macrohedgeadvisors.com 

 

 7 

accelerate in a post-pandemic boom could trigger a flight from the British 
pound, which would stimulate the medium-term outlook for consumer prices 
still further.  Suppose the British economy's private sector fails to enter a 
sustained vigorous path a year or so on from the pandemic. In that case, we 
should expect the Johnson government to use (via its central bank) the currency 
depreciation tool towards achieving its objectives for revenue and towards the 
so-called "stimulation" of the economy still beset by multiple drags. 
 

In broad terms, for Europe and Japan, one central pathway to higher inflation 
turns on dynamism at some point in the private sector domestically. Suppose 
this fails to emerge, then policy shifts even more to public spending and currency 
depreciation policies.   Dynamism must go beyond the bounce-back of demand 
which is assumed to accompany a decrease in incidence and seriousness of 
infection rates in the present medical emergency.   
 
Bottom line 
 

The most likely scenario is US CPI inflation rising to an annualised 3-5 per cent 
per annum later in 2021 and early next year.  
 

Then there could well be a lull back to a lower pace amidst a growth cycle 
slowdown or even recession.  
 

Beyond that, an outbreak to a higher level of CPI inflation is probable. This 
depends on the combination of considerable private sector dynamism, coupled 
with state spending spree and radical monetary policy stance continuing and 
deepening. 
 

An alternative scenario of sustained economic weakness into the mid-2020s is 
based on asset deflation and mal-investment's cumulative results.   Then the Fed 
collects mainly monetary repression tax rather than high inflation tax.  
  

Outside the US, the story is similar. However, implicit policies of currency 
depreciation, or currency depreciation triggered by capital flight, are likely to 
play a more significant role in the high inflation story.     
 

Investors in thinking about this outlook would be understandably cynical of 
catchy recipes for capital gains and focus on diversification strategies and the 
search for undervalued asset classes considering alternative scenarios. – all 
subjects for consultations with MHA! We look forward to hearing from you. 
 
  
           
 
    
 

 


