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Remember

Emerging markets are not the emerging markets of yore

The same economics toolkit that helps make sense of post-Covid
advanced economy in�ation also helps make sense of emerging
markets�in�ation

In almost all cases in emerging Europe, the underlying reasons are
also the same

Turkey is the major exception with senseless policy mistakes creating
high and persistent in�ation

In other emerging Europe the commodity price shock by itself
explains the great majority of in�ation run-up
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A Familiar In�ation Path
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Hmm
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The Baseline
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Emerging Europe, FX regimes
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Emerging Europe, GDP and in�ation
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Headline In�ation
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Core In�ation
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One Factor Rules Them All
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Observations

Common timing of in�ation increase and peak

Either due to common policy error

Or to common external shock

Hard to coordinate on common policy error

But, these countries mostly follow ECB policy so common policy error
may be imported

Common external shock is the better explanation

Refet S. Gürkaynak (Bilkent) In�ation in Emerging Europe 22/04/2024 11 / 30



Observations

Common timing of in�ation increase and peak

Either due to common policy error

Or to common external shock

Hard to coordinate on common policy error

But, these countries mostly follow ECB policy so common policy error
may be imported

Common external shock is the better explanation

Refet S. Gürkaynak (Bilkent) In�ation in Emerging Europe 22/04/2024 11 / 30



Observations

Common timing of in�ation increase and peak

Either due to common policy error

Or to common external shock

Hard to coordinate on common policy error

But, these countries mostly follow ECB policy so common policy error
may be imported

Common external shock is the better explanation

Refet S. Gürkaynak (Bilkent) In�ation in Emerging Europe 22/04/2024 11 / 30



Commodity Prices and In�ation
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Weight of Energy in Consumption Basket and Headline
In�ation
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Weight of Energy in Consumption Basket and Core
In�ation
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Why is Core A¤ected?

Wage pressure?

Direct e¤ect on core in�ation?

Wage pressure unlikely, not the same relationship with food weight in
basket

Energy shock is also supply shock
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Energy Intensity of Production
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Bummer

Energy intensity is irrelevant

But not all energy is the same

Imported energy is sensitive to the world price, local energy is much
less so

De�ne energy sensitivity of production as energy intensity x share of
imported energy
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Energy Sensitivity of Production and Core In�ation
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Memo: Energy weight in basket and core in�ation in EA
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Energy in�ation and core
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Core and non-core in�ation
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Econometrics
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Discussion

The energy and food contributions to headline explain all of headline
variance and half of core

I¤y econometrics, may be spurious

Importantly, leaves very little room for supply chain disruptions

Can we test if this is a mechanical result of regressing headline and
core in�ation on components of in�ation?
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Econometrics II
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Culprit: External Shock

Countries were di¤erentiated by their exposure to the same shock

Conditional on that, we understand much of the in�ation response
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Outliers: Albania and Hungary

Albania is an energy producer and exporter

Lek was appreciating

Very similar to Switzerland in energy su¢ ciency and appreciating
currency

Hungary had a pre-election �scal expansion that threw fuel on
in�ation

Macro policy was not altogether irrelevant

Where macro policy is very relevant: Turkey
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Exception that proves the rule
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Turkish macro story

Fascinating.

A neo-Fisherian disin�ation attempt going back to 2010, based on
�beliefs�of the prime minister/president (Gürkaynak et al. 2023,
Economic Policy)
Accompanying mix of very funky policies (for a time) to limit the
fallout

Using the variance of the e¤ective rate as a policy tool
O¤-market rates o¤ered for reserves in foreign currency
Banks forced to use discount window, rates above the top end of
corridor
Banks forced to do cross currency swaps with central bank

Cutting rates when in�ation 3x target
Long rates shooting up
Regulation to push them back down

Resulting in very strong �nancial repression
Turkey is what policy driven in�ation in emerging markets looks like
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Commodity Price Driven Post-Covid In�ation
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Conclusion

Emerging Europe no di¤erent from emerged Europe in terms of
in�ation dynamics

Turkey in the exception, that case is also well-understood using tools
for advanced economies

Energy price shock explains the in�ation in emerging Europe

Open question: Why is the level of in�ation conditional on country
characteristics higher in emerging Europe compared to EA?

Very worth thinking about
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