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I want to thank Bank of France for organising 
this conference, and the Governor for inviting 
me. It’s certainly a privilege to speak on this 

extraordinary panel with the President at the ECB, 
Jean-Claude Trichet, John Lipsky, Richard Fisher and 
Philippe Martin.

Clearly we’re meeting at a time of extraordinary 
uncertainty, and I think in addition to discussing the 
conjuncture, as I have no doubt everyone will today, it’s 
useful to have a conference like this to also talk about 
the fundamentals: what do we really think underlies the 
current situation, what is the long run haul for us?

If you can forgive me, I have to think of a poem. It’s 
my favorite poem and it reminds me of the current 
situation. It’s by the American poet, Robert Frost, 
called “Fire and ice”. It goes something like this:

 Some say the world will end in fi re,
 Some say in ice.
 From what I’ve tasted of desire
 I hold with those who favor fi re.
 But if it had to perish twice,
 I think I know enough of hate
 To know that for destruction ice
 Is also great
 And would suffi ce.

So if I had to describe the current conjuncture, I suppose 
the Fed is worried about fi re and the ECB about ice.

The theme of this topic is globalisation and infl ation. 
For most of the 1990’s and certainly the fi rst part
of the 2000’s, I don’t think there’s any question that 
central banks were helped by globalisation. We only 
have to ask how much; that’s what we could debate 
about. If I had to put my fi nger on the fundamental, 
on what has really, really been important, it is that 
globalisation has helped raise growth. Now, is it 

globalisation or technology or the interaction of 
globalisation and technology? I think it’s a moot point. 
The combination has been increased growth, and that’s 
made it easier to sell low infl ation to the public. I know 
that central bankers, all of us here, understand that 
the central bank can’t affect long run growth. But I 
think it’s fair to say that much of the public and most 
politicians don’t understand that. So of course it’s easier,
if growth’s pretty good, to keep infl ation lower.
Of course, there are channels through which globalisation 
has had an effect on infl ation. It has reduced monopoly 
power in many places. That helps lower prices by itself 
and also affects the pass-through of infl ation.

I think it’s also fair to say that, at least in the rich 
countries, globalisation has weakened labor. Labor’s 
share has been declining steadily around the world. 
It’s hard to measure, but it certainly appears to be the 
case. At the same time, globalisation has probably 
made wages more fl exible; infl exible wages are one 
of the root problems that monetary authorities face. 
So that, too, has probably made life easier in terms 
of having lower infl ation obviously. Falling wages are 
a big problem politically. It’s a huge redistribution 
of income. I’m not trying to be unsympathetic to 
the distributional issues, but just talking about low 
infl ation. But all of these things combined have 
helped make low infl ation more credible. I won’t 
go into detail, but there are a number of theoretical 
underlying issues that underscore that globalisation 
has made it easier to make low infl ation credible, and 
therefore to anchor infl ationary expectations.

Now, turning to where we are in the current 
conjuncture. Globalisation has been helpful, 
but we’re at a point in the cycle where with or 
without globalisation –but maybe exacerbated by 
globalisation– there are clearly increasing infl ation 
pressures world wide. This is the danger from ice. 
Commodity prices and food prices are the most 
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obvious culprits. But there are also upward price 
pressures in Asia that are likely to lead to greater cost 
pass through, whether or not the Asian currencies 
eventually appreciate, which is one of the most 
controversial and central questions on fi nancial 
globalisation today. I think it’s fair to say that one of 
the reasons that there are infl ationary pressures world 
wide is that, not looking at individual central banks, 
but looking at all of you collectively, interest rates 
have been kept pretty low for a long time; real interest 
rates, nominal interest rates. And that’s a core reason 
why there are upward infl ationary pressures.

The idea that it’s just commodity prices or it’s just food 
prices is, I think, wrong because we’re looking at the 
whole world. Everybody is experiencing this. If you 
had one region having high infl ation from terms of 
trade shock and another low infl ation, that would 
be one story, but the infl ation surge is universal. At 
the same time, through most of the world, we’re still 
seeing pretty strong growth. If this were not broadly 
infl ationary, if the reason that overall infl ation 
wasn’t balanced is because some prices were richer 
downward and not canceling out the commodity 
prices, we would see lower growth in those sectors, 
in the sticky price sectors. But we’re not seeing this 
in much of the world. So there’s a pretty good case to 
be made that the broad global infl ation, not looking at 
individual regions and countries, is simply a result of 
having fairly low global interest rates. You can decide 
what you want to do about it, but I think they’re clear 
markers of the problem.

Now, I was asked to talk about some facts of 
globalisation. The fi rst fact I list there is that there’s 
already a saturation of facts about globalisation! 
So I’m going to be very brief about that. Clearly the 
number one issue is the integration of China and 
India, and there’s a lot of hyperbole about exactly 
what that means. My colleague, Richard Freeman, 
speaks of three billion people having been added 
to the global labor force. That may be coming, 
but certainly a few hundred million have been 
added, and we have improved communications 
and the Internet. If I were to just show you one 
fact that might be known to you, but somewhat 
less familiar, it is from a paper by Philip Lane and 
Gian Maria Milesi-Ferretti which shows indeed it’s 
the case that the advanced countries’ share of gross 
cross border goods trade has gone down. But at the 
same time, the advanced countries’ share of cross 
border asset holdings has gone up. So although in 

trade the rich countries have become progressively 
smaller in the world, that’s not the case for fi nancial 
fl ows. Many of the issues surrounding the current 
conjuncture go around this fact. Indeed, one of the 
interesting questions will be how this affects what 
happens as the US current account rebalances and 
Europe possibly takes up more of the defi cit, which 
I’ll say more about in a moment.

The new age of globalisation is just not new and with all 
due respect to wonderful books like “The world is fl at” 
by Thomas Friedman, I think that we can just point 
at many, many earlier eras that are similar with great 
inventions. If we had had communism and socialism 
in the 1960’s or 1970’s, I’m sure that we would have 
seen something similar to what we have today.

So just picking up on the theme that this has been 
helpful to central banks, we have until now had a 
really wonderful world in terms of low infl ation, stable 
high growth. It’s been helped by many, many factors 
which speakers can talk about, but certainly better 
macro policies everywhere, much better monetary 
policy everywhere, fi nancial markets mostly better 
everywhere; we may have our doubts about that later 
today. There have been many, many positive factors 
and as a result of these and better central bank policy, 
we’ve had nearly a universal decline in infl ation.

Virtually every central bank, until recently, was 
pretty happy with itself and convinced that it had a 
wonderful framework for reducing infl ation. But the 
fact is that the decline in infl ation has been universal. 
Let’s look at the Republic of the Congo, which still has 
the record for cumulative infl ation since 1970, having 
three hyper infl ations under its belt (Zimbabwe is 
on track to challenge this record.). In recent years, 
infl ation has gone below ten percent and it’s a little 
above it now. Brazil is worried about four and a half 
percent infl ation, and this is a country that’s had 
two hyper infl ations, and stands just after the Congo 
for cumulative modern infl ation. Disinfl ation has 
been really quite universal. If one looks at 1992, 
44 countries had infl ation over 40 percent. But today 
it’s quite rare. Nevertheless, infl ation today is sharply 
on the up tick. The United States had CPI infl ation 
of over 4 percent last year. I personally believe that 
China has a very good shot at having infl ation over 
5 percent in 2008, perhaps much higher. Again, this 
comes to the commodities and monetary policy 
question: is infl ation in China really about having too 
little pork or too much money? I would say it’s much 
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more likely the latter. Then you can turn to countries 
like Argentina (well looking at the real infl ation rate 
and not the one that they get after they fi re their 
statistical offi ce). Venezuela, Vietnam, Russia; we see 
rising infl ation everywhere. Zimbabwe is breaking 
some kind of modern day record, having claimed to 
hit 66,000 percent last year, although I have a student 
from Zimbabwe, who says there’s actually nothing for 
sale in the stores. She’s not sure how the government 
measured the 66,000 percent infl ation, but it does 
seem to be very high.

If we look at today’s monetary policy, we’re really 
seeing the fi rst moment at which new monetary 
policy frameworks are going to be stress tested. 
If I could point to just a couple of the risks, there’s of 
course the United States; there’ll be much discussion 
of that. But I would also point to China, as China 
starts to face problems with its current paradigm. The 
most immediate is infl ation, but I think there are 
many other problems that China is facing. There’s 
a question of how the authorities are going to react 
and whether we might see instability also emerging 
out of China.

Certainly the rebalancing of the US current account 
is upon us. There are many who have argued that 
this is not an important issue. It’s much debated 
in academics. I don’t think there is necessarily 
a clear answer. We’ll know more in many years. I 
personally, however, think it’s a problem and see the 
current account as being at the heart of many of the 
problems that the United States has today, at least 
being an integral part, if not necessarily being the 
main driver.

Then, fi nally, I have to say something about fi re. 
I’m going to refer to a paper of mine with Carmen 
Reinhart. It’s part of a book project that we’re nearing 
completion of, with the title “This time different?” 
It’s supposed to be sarcastic, looking at the history of 
international fi nancial crises. I think you can look at 
the US subprime crisis and really ask that question. If 
you look at a lot of the genesis of the crisis, at indicators 
of the run up to the crisis, they look a lot like other 
banking and fi nancial crises, not just from developing 

countries, but those that we’ve seen in rich countries 
and industrialised countries around the world. Some 
of the leading indicators that people look at in this 
literature include housing and equity price run ups, 
capital infl ows, and the rise in indebtedness. And even 
the inverted V shape in growth –the slowing down 
in growth that the United States has experienced– is 
fairly characteristic of the lead in to previous fi nancial 
crises. Moreover, the housing price run up in the 
United States is fairly typical of those of the big fi ve 
crises, the worst ones post World War II, and those of 
19 major and intermediate fi nancial crises. We’re going 
to have a discussion later about is the United States 
different, so let me just jump to my conclusions.

There are many who argue that globalisation does 
not substantially change the calculus of monetary 
policy. Michael Woodford has exposited that view 
recently. I strongly disagree with that. I think this 
assumes away the political economy issues. These 
political economy pressures were masked by the 
good times, were masked by the phenomenal growth 
that technology and globalisation gave us. When 
globalisation is creating downward pressures on costs, 
upward pressures on growth, it is much easier to 
maintain stable monetary policy. I think at this point 
in the conjuncture, probably the most important thing 
is for central banks to clearly communicate that they 
can’t do it all, that they’re not magicians, that they 
can’t always keep output high when you’re facing epic 
shocks such as what’s happening in houses prices in 
the United States, Britain and other countries, what’s 
happening in productivity and elsewhere.

Something we can discuss over the course of the day 
is how critical is globalisation to monetary policy? 
Is it really true, as some central bankers maintain, 
that we just aren’t going to have any problem keeping 
infl ation low as the cycle turns against us because our 
institutions are so strong? Or are there other factors 
that might make it more diffi cult? We can debate 
these issues throughout the day. I apologise if my fi re 
and ice poem is somewhat melodramatic. Perhaps 
we just have smoke and frost for the moment. But 
surely the poem captures the dilemma that central 
banks face today.




