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Will global quantitative easing (QE) lead to
high inflation this time?

Ding Meng, Economist

In response to the coronavirus epidemic, the Federal Reserve launched unlimited quantitative
easing on March 23. Other central banks, including the European Central Bank, the Bank of
England, and the Bank of Japan, also launched or added QE. Will this round of globalized

quantitative easing cause higher global inflation?

Unlike the 2008 financial crisis, the coronavirus epidemic has disrupted global supply chains
and damaged some countries’ industrial production capacity. The total output of the global economy
will decline significantly. QE will lead to more currencies chasing fewer goods in this environment.

Hence, the risk of a sharp increase in global inflation is rising.

1. The difference between theory and the real world means QE
does not necessarily bring higher inflation

Under the assumption of economic theory, quantitative easing will inevitably bring global
inflation higher. According to the monetary economics equation: MV = PQ, the amount of currency
in the economy times the speed of currency circulation is always equal to the amount of goods in
the economy times the prices of goods. Assuming that the output and speed of currency circulation
in the economy remain the same for a short time period, then there will be a positive relationship
between the amount of money printed in the economy and the price of commodities. Therefore, QE,

which creates more money, will inevitably bring the price of goods up.

But in the real world, things are different:

1. The currency circulation rate may slow down.

2. The output in the economy may increase.

In both situations, even if the amount of money in the economy increases, goods prices may not
rise sharply accordingly.

3. the definitions of currencies and goods in monetary economic equations are different from
those in the real world. First, in the real world, not all currencies can be considered as having
the same purchasing power. For example, the Bank of Japan launched quantitative easing policy
as early as 2001, but it has not clearly exported any inflation to the world. Yen’s over-supply was

partially offset by its depreciation vs US dollar.
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The difference between theory and reality helps to explain why global quantitative easing after
the 2008 financial crisis did not bring about global inflation, and why this time the inflation scenario
will be different.

2. The adjustment of exchange rates in the euro and yen vs the US dollar
makes other central banks’ quantitative easing to have limited impact on
global inflation compared with the US

Although the European Central Bank, the Bank of England, and the Bank of Japan introduced
unprecedented quantitative easing after the 2008 financial crisis, the effect of these QEs on global
inflation were limited due to the adjustment of exchange rates of these countries’ currency vs the US
dollar. For example, although the European Central Bank launched a similar asset purchase program
during the European debt crisis, the exchange rate of the euro vs US dollar fell from a high of 1.4 to a
low of 1.04, a decline of more than 25%. The purchase power of euro fell significantly; Similarly, the
dollar-yen exchange rate has risen from 75 to 125, an increase of more than 60%, limiting the effect

of multiple rounds of quantitative easing by the Bank of Japan on global inflation.

In the absence of major changes in the foreign exchange market, the only QE that can cause

significant inflation pressure globally is Fed’s quantitative easing.

3. The main reasons why QE from the Fed after the 2008 financial crisis
failed to bring higher inflation lay on structural decline in the U.S. currency
multiplier, globalization, and the sharp fall of oil price

The Fed’s quantitative Figure 1: Fed balance sheet and speed of currency (M2) circulation
easing in response to the
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