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Thursday 03 Jun 2021 Author: Dr. Brendan Brown 
 
BLOG 
 
The Absurdities of the OECD “Consensus” Narrative on 
Inflation and Digitalisation  
 
What a yawn! 
 

According to the just-published OECD global economic outlook, the picture is 
“uneven”; inflation is high this year but transitory; and governments should 
continue to assist their economies most notably in areas of spending on health, 
the environment and digitalisation. 
 

Yet these observations, and the bland way they are stated, are a wake-up call to 
just how far economic policymaking led by the US has gone beyond any 
remaining guardrails. 
 

Uneven for the OECD means that GDP per capita is already back to the pre-
pandemic level in the US and South Korea and will be in Germany and Japan by 
the fourth quarter of this year.   The rest of Europe, including the UK, reach that 
yardstick by mid-2022; South Africa, Brazil and Mexico much later. 
 

The strength of the US government “stimulus”, in the OECD view, means that in 
2022 the US economy continues to power ahead even having already (by the 
end of this year) reached the trend line of where it would have been without the 
pandemic.  
 

Of course, the OECD makes no mention here of the cumulative loss of national 
income, in the US or anywhere else, during the big dip (from the pandemic eve 
to when the yardstick of the pre-pandemic level of GDP per capita is met).  No 
doubt because “well-meaning” governments have compensated their societies 
for this through public assistance, albeit matched by massive public debt 
issuance.   For the OECD, though, these debts are not a current problem, given 
that servicing costs at zero or negative rates are so low. 
 

The OECD analysis assumes that individuals in their spending decisions make no 
allowance for higher conventional taxes in the future or the crushing monetary 
taxes in the present and future (monetary repression tax and inflation tax).   The 
OECD authors also make no mention that substantial amounts of shrunken 
national output during the pandemic have been to fight the war against COVID 
and hence are a deduction from, not an addition to prosperity in any meaningful 
sense. 
 

According to the OECD, inflation is transitory because considerable slack in the 
labour market means there will be no vicious circle of wage-price inflation.   For 
the OECD, and of course for the Keynesian establishment in the US, Europe and 
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Japan, wages are the key to the inflation process. More generally, they are 
focussed on the “state of inflation expectations”.  
 

At MHA, we share the view that high consumer price inflation is not becoming 
“inbuilt”, but our reasoning is quite different.  Economic sclerosis caused by all 
the malinvestment and monopolisation spurred by years of asset inflation 
means that a new private sector credit boom fuelling spending growth is 
improbable.  Robust statistics on new business start-ups do not repudiate 
sclerosis; instead, these suggest financial adaptability. Businesses with bulging 
pandemic debts close down and are replaced by look-alike businesses with no 
debts and most likely slashed rent bills.  
 

Even so, we should recognize that the jump in prices this year would have 
encountered a counter-force under a sound money regime. The rise in prices 
due to various bottlenecks and spill-over effects from asset inflation (one thinks 
here of house prices, commodity prices, and chip prices) would have driven an 
automatic tightening of monetary conditions.  At a higher average level of goods 
and services prices, the demand for base money would have been elevated; and 
with its supply limited money market rates would have risen.  
 

Instead, in our world of a fiat money race to the bottom, central banks are 
keeping rates at zero or negative levels, and so those price rises will not be 
reversed substantially into the following years.   High consumer price inflation 
may be transitory, but the cumulative increase in prices of 2021 is not transitory 
as it would have been under sound money.  The likely transitory decline of CPI 
inflation next year, likely to be in the context of economic slowdown and even 
recession, would be the springboard for a new aggravated monetary inflation 
impulse from the Federal Reserve, especially in the context of approaching mid-
term elections. 
 

Let’s move on to the OECD’s approval of “public assistance to the economy”. 
 

No one would dispute the need for greater health sector preparedness for a 
future pandemic.   But more broadly, the OECD’s justification for public spending 
is at best circular and worst downright dishonest.  They say that low rates on 
borrowing justify the public investment. Still, the rates are low solely because 
governments use their central banks to levy vast amounts of monetary 
repression tax.  
 

How can the levying of this tax be used as justification for new spending?  And 
why on digitalisation of all things? 
 

The monetary inflation policies during the pandemic fanned a vast pandemic 
stock bubble whose prevailing narrative was the fantastic opportunity of 
digitalisation.   We might well imagine now that there has been over-investment 
or mal-investment in digitalisation – indeed, not a good foundation for the public 
sector wading in with even more capital spending in this area? None of this 
disputes the benefits of digitalisation, but historically with the railroads, 
financial mania can drive the process well beyond the optimal economic path 
guided by the invisible hands under sound money.  Moreover, in today’s age of 
crony capitalism and monopoly capitalism, state spending to advance 
digitalisation would promote both.  
 

Even some generally favourable to free-market capitalism, not all economists 
endorse an opposing view to so-called “monopoly capital”. They point to the 
great advances which these now giant firms have accomplished and how 
consumers have benefited. 
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The problem for the anti-monopolists is that their demonstrations are 
counterfactual.   If no Google monopoly power, the world of the internet for 
households would have progressed very differently – more price comparison 
and broker type sites, authoritative and competitive online knowledge sources 
(encyclopedias with their advertising streams). Similarly, when we turn to 
Facebook and Amazon, without their exercise of predatory power against 
competitors, we could have had much better knowledge sources and better-
informed market-places than we have now. This would have included less 
suppression of many small sources of knowledge, including independent media 
and publishing. All of this is a topic for a future blog! 


