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Global and supply factors as drivers of inflation
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Monetary policy

focus had been on
domestic and demand-
driven price dynamics
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Inflationary Dynamics

can differ when inflation
IS driven by global and
supply side factors

Example, global prices
transmitting through
longer supply chains
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Central Bank Toolkits

needed to assess the
drivers of inflation in real
time amid less
developed global and
supply side modelling
and data




The UK experience since the pandemic
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Exposure to global drivers of inflation differed and interacted with
domestic adjustments to the pandemic
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Inflation decomposition into input costs and margins, 2022

CPI basket by input, 2022

Contributions to cumulative inflation since 2019 Q4
Percent, as of 2022
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CPI Core Services Core services FNAB

Energy (final) ® Energy (intermediate) ® Energy (total) @ Gross operating surplus
® Imports (final) @ Imports (intermediate)  ® Taxes Wages




Inflation decomposition into input costs and margins, 2024

CPI basket by input, 2024 Contributions to cumulative inflation since 2019 Q4
Percent, as of 2024
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CPI Core Services Core services FNAB

Energy (final) ® Energy (intermediate) ® Energy (total) @ Gross operating surplus
® Imports (final) @ Imports (intermediate) @& Taxes Wages




Energy and imports are key contributors to inflationary dynamics

Cost component contributions to CPI inflation
Percent
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Trade fragmentation and monetary policy in the UK

* Prices: expect negative adjustment overall, except in the near term

10% of UK imports from the US (oll in top 5); 35% of UK imports In dollar
8 to 18% drop In during 2018 tariffs

« Activity: expect negative sectoral effects (transport equipment, pharma)

UK's to the US performed relatively better during 2018 tariffs
Drag from and , amplified from financial channels

 Monetary policy: account for one-off adjustments to global reorganisation

Sectoral shocks and critical inputs become first-order under (extreme) disorderly fragmentation
Expect orderly fragmentation with some reduction in international diversification

Calibrating monetary policy to geopolitical reorganisation requires evaluation of the nature of
fragmentation shocks, their sectoral impacts and the time horizon over which they would be
expected to unwind (Attinasi et al., 2024)



https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op365~362d801aee.en.pdf?e3a8e9c595d3f0fa99259ae11700aa87
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