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Key Takeaways
•	 After a recession, inflation typically rises, driven by a recovering labor market, growing 

consumption, and higher commodity prices, etc.  

•	 Since 1990, U.S. inflation has correlated more closely with global inflation.

•	 Many secular, disinflationary forces remain at play: advances in technology, globalization, a 
lower dependency ratio, high private debt, well-anchored inflation expectations, and rising 
inequality.

•	 Given the record low levels of the velocity of money and M2 money multiplier, we do not expect 
sustained, high inflation. 
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After years of a market focus on the risk of disinflation or deflation, inflation has reemerged as a hot 
topic. There are many inflation-related questions in investors’ minds. Here are answers to a few of 
the most commonly-asked questions.

Q:	Is inflation too high in the United States? 

A:	 The answer is a resounding “IT 
DEPENDS.” In looking at the longer-
term picture of inflation from the 
1870s until today (see Figure 1 
below), one can see that inflation 
was more volatile before the 1960s. 
Inflation is much less volatile than 
in the past—and we suspect that 
this is due to the United States 
coming off the gold standard and 
the influence of the Federal Reserve 
from Chairman Volcker onward. 
From 1872 until 1982, the volatility 
of inflation was 6.8% per annum, as 
the gold standard effectively forced 
bouts of inflation and deflation. After the U.S. came off the gold standard in the 1970s, there 
was a nasty flare-up of inflation, but once the Volcker-led Federal Reserve raised interest rates, 
inflation expectations were choked off. From 1983 until today, the volatility of inflation has been 
1.3% per annum. Average annual inflation has been about 2.7%. The most recent reading is 7.0%, 
which is the highest level in last 20 years, but remains relatively low and stable compared to its 
entire history. 

Q:	Is it common to experience a period of rising inflation after a recession?

A:	 Yes, it is. Once a recession occurs, the Federal Reserve and the government usually respond 
with stimulative monetary and fiscal policies, aiming to revive the economy, reduce 
unemployment, and stabilize financial markets. Subsequently, the economy enters a recovery 
phase, and the economy begins a new cycle. At that point, inflation typically rises, driven by 
a recovering labor market, growing consumption, and higher commodity prices, etc. Figure 2 
shows the magnitudes and speeds of the inflation increases after the recessions. The current, 
rising inflation period rhymes well with historical patterns. 
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Figure 1: U.S. In�ation (CPI – All Items, Annual)

Source: Bureau of Labor Statistics, Haver Analytics, Yale University 

Figure 2: U.S. In�ation (CPI – All Items, Monthly, YoY% Change)

Source: Bureau of Labor Statistics, Haver Analytics, MetLife Investment Management (MIM)
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Q:	Is the current increase in the rate of inflation a global phenomenon?

A:	 We use the OECD-Total inflation index (including 37 countries) to represent global inflation. 
From Figure 3 we can see that U.S. inflation has correlated more closely with global inflation 
since the 1990s, when individual country’s markets of capital, goods, services, and labor 
started to become more integrated. Basically, we see that inflation has gone global, and that 
globalization has added to the downward pressure on U.S. inflation seen in the past 20+ years. 
Both U.S. inflation and global 
inflation have been rising since 
last year and have passed their 
prior peaks formed around 2008. 
The two inflations remain highly 
correlated, with U.S. inflation being 
slightly higher than global inflation 
in the most recent readings. Global 
supply-chain disruption, labor 
shortages, and higher commodity 
prices, along with loose monetary 
policy and fiscal spending, are  
likely key factors for the inflation 
being experienced.

Q:	Why don’t people think that inflation will be persistent?

A:	 The short answer is that many secular, disinflationary forces remain at play. Table 1 shows some 
of the key drivers for long-term inflation. Most of them are disinflationary and slow-moving. 
Advances in technology allow companies to produce goods at lower prices. Globalization/
competition enable companies to source cheap labor and allocate resources more efficiently. 
A lower dependency ratio (the percentage of the population that is aged below 16 and above 
65 versus the total working age population), is also disinflationary. High private debt, well-
anchored inflation expectations, and rising inequality are all disinflationary forces as well, which 
are not likely to change their secular trends suddenly. Accommodative monetary policy and 
expansionary fiscal policy are inflationary. However, when the economy begins to overheat, 
inflation is above the Fed’s 2% target, and the unemployment rate drops back to a normal level, 
the Fed is going to tighten its monetary policy, and the government will reduce fiscal stimulus, 
as has already been signaled. 

%

Figure 3: U.S. In�ation vs. Global In�ation (YoY %)

Source: OECD, MIM
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Table 1: Factors for Inflation
Factor Disinflationary Inflationary

Technology ✓

Globalization/Competition ✓

Demographics ✓

High private debt ✓

Well-anchored inflation expectations ✓

Rising inequality ✓

Accommodative monetary policy ✓

Expansionary fiscal policy ✓

Source: NDR, MIM
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Q:	How much money did the Fed “print” since the 2008 Great Financial Crisis? 

A:	 The short answer is “a lot.” One indicator to show the quantity of newly-printed money is 
total assets on the Federal Reserve’s balance sheet, which has expanded and contracted over 
time. During the 2007-2008 financial crisis and subsequent recession, total assets increased 
significantly, from $870 billion in August 2007 to $4.5 trillion in early 2015. Then, reflecting 
the FOMC’s balance-sheet normalization program that took place between October 2017 and 
August 2019, total assets declined to under $3.8 trillion. Beginning in September 2019, total 
assets started to increase again. Total assets surged from February 2020 to June 2020 as the 
Fed responded to the impact of the COVID-19 pandemic. The increasing trend has continued 
since then. Total assets are about $8.9 trillion as of January 2022 (shown in Figure 4).  

Figure 4: Total Assets on the Federal Reserve’s Balance Sheets

Source: Federal Reserve, MIM
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Q:	Where did the newly printed money go?

A:	 Most of the printed money ended up in “bank reserves,” i.e., returned to the Fed to be locked 
in the “basement.” The Fed injected the money into the financial system through open market 
operations, mainly via buying U.S. Treasury and Mortgage-Backed Securities. The money that 
investors received by selling these assets was deposited into banks. Instead of lending the 
money out, banks voluntarily chose to put the money into bank reserves (note: the amount 
is much more than required by law, which is called excess reserves). Two possible reasons 
are: first, there is less demand for loans; second, banks are not willing to take on credit risk, 
especially when they get paid interest on excess reserves. Therefore, most of the newly printed 
money ended up in “bank reserves,” as shown by the shaded area in Figure 5. The monetary 
base is the sum of bank reserves and currency in circulation. The currency in circulation 
increased as well since 2008, but at a much slower pace than that of bank reserves. It increased 
the liquidity of the financial system, since banks can withdraw the money from bank reserves 
held at the Fed if they want to. Another effect of the newly printed money is that it effectively 
pushes down long-term interest rates, which should theoretically stimulate the economy and 
push investors to take on more risks. Lastly, the Fed could alter the interest rate paid on excess 
reserves, which effectively created another tool for the Fed to conduct its monetary policies. 

Q:	Should we expect hyperinflation, given the huge amount of money supply?

A:	 Since most of the newly printed money is not actively circulating, it does not create a situation 
where more money is chasing the same amount of goods and services. Actually, the velocity 
of money (defined as the ratio of GDP to monetary base—M2 is used in this study) shows 
the opposite. The velocity of money is the frequency at which one unit of currency is used to 
purchase domestically-produced goods and services within a given time period. In other words, 
it is the number of times one dollar is spent to buy goods and services per unit of time. As 
shown in Figure 6, the U.S. velocity of money has decreased steadily since 2008, which reflects 
the deleveraging by both corporations and consumers. This is consistent with what we have 
seen—that consumers are paying down their debts, saving more, and spending less. Under the 
near-zero policy rate and quantitative easing environment, corporations choose to conduct 
share buybacks and pay out dividends, instead of taking on more risky projects and making 
more investments. 

Figure 5: U.S. Monetary Base: Total, Bank Reserves, Currency in Circulation

Source: Federal Reserve, MIM
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Another indicator to show that the printed money won’t cause hyperinflation is the “money 
multiplier.” The M2 money multiplier is the ratio of M2 to monetary base, i.e., the ratio of 
“commercial bank money” / “central bank money.” If the M2 money multiplier is high(low), it 
implies more(less) bank lending, more(less) corporate borrowing, and more(less) economic activity. 
Figure 7 shows that the M2 money multiplier has been hovering around record low levels since 
2008, which suggests relatively low borrowing/lending and slow economic activity.

In summary, until excess reserves are reduced and turned into loans, inflation pressures will be 
contained. Given the record low levels of the velocity of money and M2 money multiplier, we do 
not expect hyperinflation. 

Authors: 

Figure 6: The U.S. Velocity of Money

Source: Federal Reserve, MIM
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Figure 7: M2 Money Multiplier

Source: Federal Reserve, MIM
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Disclosure:

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not 
intended for distribution with Retail Investors.

This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not 
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or subscribe for any securities or investment advisory services. The views expressed herein are solely those of MIM and do not 
necessarily reflect, nor are they necessarily consistent with, the views held by, or the forecasts utilized by, the entities within the 
MetLife enterprise that provide insurance products, annuities and employee benefit programs. The information and opinions 
presented or contained in this document are provided as the date it was written. It should be understood that subsequent 
developments may materially affect the information contained in this document, which none of MIM, its affiliates, advisors or 
representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not rely on 
this document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of 
MIM may perform services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments 
(including derivatives) of any company mentioned herein. This document may contain forward-looking statements, as well as 
predictions, projections and forecasts of the economy or economic trends of the markets, which are not necessarily indicative of 
the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, 
may turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future 
results. Investing in the strategies discussed herein are subject to various risks which must be considered prior to investing.  These 
risks may include, but are not limited to Liquidity Risk, Interest Rate Risk, Credit Risk, Prepayment Risk, and Counterparty Risk

In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange 
Commission registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. 
Registration with the SEC does not imply a certain level of skill or that the SEC has endorsed the investment advisor.

This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK 
Financial Conduct Authority (FCA reference number 623761), registered address Level 34 One Canada Square London E14 5AA 
United Kingdom. This document is approved by MIML as a financial promotion for distribution in the UK. This document is only 
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the Markets in Financial Instruments Directive (2014/65/EU), as implemented in the relevant jurisdiction, and the retained EU law 
version of the same in the UK.
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in the various jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in 
the Gulf Cooperation Council (“GCC”) or the Middle East has reviewed or approved this document or the substance contained 
within it, (2) this document is not for general circulation in the GCC or the Middle East and is provided on a confidential basis to 
the addressee only, (3) MetLife Investment Management is not licensed or regulated by any regulatory or governmental authority 
in the Middle East or the GCC, and (4) this document does not constitute or form part of any investment advice or solicitation of 
investment products in the GCC or Middle East or in any jurisdiction in which the provision of investment advice or any solicitation 
would be unlawful under the securities laws of such jurisdiction (and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM”), a registered 
Financial Instruments Business Operator (“FIBO”). 
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