
Inflation, Monetary Policy
Intermediate Macroeconomics - UCLA - Econ 102

François Geerolf

UCLA

December 2, 2020

François Geerolf (UCLA) Inflation, Monetary Policy December 2, 2020 1 / 32



Section 1

Important Data about monetary policy
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Gold Prices ($/Ounce) 1800-1972
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Gold Prices ($/Ounce) 1970-2019
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Gold Prices ($/Ounce) 1970-2019
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Nixon Address, August 15, 1971

# [1] "Link to the video:"
# [1] "https://fgeerolf.com/econ102/monetary-policy.html"
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End of Bretton Woods

The end of Bretton Woods between 1971 and 1973 = start of fiat money.

Inflation targeting vs. exchange-rate targeting (and even better: Gold standard)

Now central banks have a target for inflation. Sometimes also have a “full employment”
mandate, but targeting inflation is usually their most important task.

Of course the dynamics of inflation has considerably changed since.
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U.S. Price Level 1920-2019
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U.S. Price Level 1920-2019 (Log Scale)
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U.S. Fed Funds Rate / Discount Rate (1914-2019)
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Fed Chairmen / Chairwomen
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Section 2

Fears of hyperinflation

François Geerolf (UCLA) Inflation, Monetary Policy December 2, 2020 12 / 32



German Hyperinflation: Price Index
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German Hyperinflation: Exchange Rates
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German Hyperinflation in the 1920s
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German Hyperinflation in the 1920s

François Geerolf (UCLA) Inflation, Monetary Policy December 2, 2020 16 / 32



Expenditure Shares (1912 - 1923)
Flirting with Disaster: 1914–1923 47

table 6
expenditures of a three-person 

household (middle-ranked salaried 
employees), from 1912 –1913 to 1923 (%)

Heating 
and Other

Rent Food Lighting Outlays

1912–13 30.2 30.3 4.8 34.7
1913–14 27.1 30.7 6.8 35.4
1914 –15 22.4 34.2 4.7 38.7
1915–16 21.4 42.5 4.4 32.0
1916 –17 18.1 48.6 2.1 31.2
1917–18 17.7 42.7 5.5 34.1
1918–19 13.1 55.5 4.9 26.5
1919–20 6.8 58.1 11.6 23.5
1920–21 4.3 47.8 8.8 39.1
1921–22 2.3 59.3 10.8 27.6
I /1922 3.8 55.2 4.3 36.7
II /1922 2.6 47.2 21.5 28.7
III /1922 1.2 69.3 9.3 20.2
IV/1922 0.4 64.7 15.7 19.2
I /1923 0.5 53.6 13.1 32.7
II /1923 4.6 35.7 6.1 53.6
III /1923 0.2 91.6 3.6 4.6

SOURCE: Wirtschaftskurve 2, no. 1 (1923): 29; no. 4 (1923): 21. Quoted in
Holtfrerich, The German Inflation, 1914 –1923, 261.

ucts on the urban markets. On the other hand, rent became an almost
negligible outlay for many households due to strict rent-control regula-
tions after the war. Yet for those who depended on rental income this
development often meant a financial catastrophe.

In the end, any kind of economic planning that exceeded a few days
or one month had become impossible because money no longer fulfilled
its function. It had long lost its capacity to store value; its function of
measuring and its exchange value had disintegrated as well. Thus, the
inflation that had jump-started the paralyzed economy after the war had
become a destructive force that was about to devour the entire German
economy. In 1923, industrial production decreased by 23 percent. Un-
employment spread rapidly and caused dangerous social tensions. In
view of the disastrous economic situation, and fearing that a hunger epi-
demic would spread throughout Germany, the German government de-
cided to make a radical break and implement a new currency.

On November 15, 1923, the Rentenmark, a provisional currency, was
introduced. Within a few weeks, the hyperinflation had disappeared as

02-C1510-P1  12/6/00  5:09 PM  Page 47
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Other Hyperinflations
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Section 3

Housing and Monetary Policy: 2000-2015
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Low Federal Funds Rates
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Fed VS ECB
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Trichet rate increase
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Hong Kong and Fed
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Delinquency Rates on Mortgages: Prime, Subprime, Adjustable, Fixed
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U.S. Residential Mortgage Delinquency Rates
Seasonally Adjusted Data, 1998Q2 to 2011Q1

Source:  Mortgage Bankers Association / Haver Analytics
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U.S. Real House Prices (1990-2013). Source: Shiller
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Section 4

Current Monetary Policy Issues
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QE: Long Term Refinancing Operations
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QE: Long Term Refinancing Operations
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Bitcoin
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Central bankers have become dominant holders of gvnt’ bonds   _ 51 

OECD ECONOMIC OUTLOOK, VOLUME 2020 ISSUE 1: PRELIMINARY VERSION © OECD 2020 
  

Figure 1.21. Several central banks have become dominant holders of domestic government bonds 

Per cent of total outstanding marketable bonds 

 
Note: For the United States, marketable treasury securities, excluding treasury bills, held by the Federal Reserve as a share of outstanding 
marketable treasury securities, excluding treasury bills, at market value. For the United Kingdom, Asset Purchase Facility holdings as a share 
of outstanding (conventional) gilts, at market value. For Canada, government bonds, excluding treasury bills, held by the Bank of Canada as a 
share of outstanding Canadian government bonds. For Japan, government bonds held by the Bank of Japan as a share of outstanding treasury 
securities, excluding treasury discount bills and including FILP bonds, at nominal value. For the euro area countries, cumulative net purchases 
of government bonds in the Eurosystem Public Sector Purchase Programme and the Pandemic Emergency Purchase Programme at book value 
as of end-May 2020 as a share of outstanding general government bonds at face value as of end-April 2020. For Sweden, the purchases of 
government bonds (355.4 billion SEK as of 15 May 2020) as a share of outstanding government bonds as of end-April 2020, at face value.  
Source: OECD Economic Outlook 107 database; Board of Governors of the Federal Reserve System; US Department of the Treasury, Bureau 
of Fiscal Services; Bank of Canada; Bank of Japan; Ministry of Finance Japan; Sveriges Riksbank; Swedish central government debt statistics; 
UK Debt Management Office; Bank of England; European Central Bank; and OECD calculations. 

StatLink 2 https://doi.org/10.1787/888934140411  
 

Higher economic growth and inflation would lower the debt-to-GDP ratio on their own. Towards this end, 
governments should implement ambitious structural reforms to boost potential growth (OECD, 2019b). 
However, the experience from the past decade suggests that achieving higher growth quickly through 
structural reforms may be challenging without monetary and fiscal support. Similarly, raising inflation to 
target and keeping it there may require persistent monetary and fiscal support. 

Reviewing all government expenditure will be necessary to ensure adequate spending on high-priority 
areas and people, and enhance growth without threatening debt sustainability. First, healthcare spending 
will need to be boosted in many countries, both to increase the capacity to respond to future pandemics 
and to address structural increases in healthcare costs (Lorenzoni et al., 2019).19 Second, after a decade 
of low public capital spending, it is necessary to increase high-quality public investment in sectors related 
to digitalisation, education and climate change mitigation. Market failures in these sectors cause private 
under-investment, preventing large positive externalities and the attainment of important social objectives. 
A reduction in public investment should be avoided, in contrast to the past large consolidation episodes 
(Blöchliger et al., 2012). Third, governments will have to address rising costs related to population ageing 

                                                
19 Across the OECD countries, health spending is projected to increase on average by 1.4% of GDP between 2015 
and 2030 (Lorenzoni et al., 2019). 
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