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Chart 1: Global Price Phillips Curve?
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Weighted world
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Notes: Average world output gap and global core CPI inflation (PPP-weighted).
Sources: CEIC, IMF, ONS, Thomson Reuters Datastream and Bank calculations.

Chart 2: Price and Wage Phillips curves have flattened throughout globalisation

Price Phillips Curve

Wage Phillips Curve

Source: BIS 87" Annual Report.
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Chart 3a: Superficially strong evidence of a global inflation cycle

Notes: Correlations calculated using quarterly data on annual inflation rates.
Sources: Thomson Reuters Datastream, National Sources and Bank calculations.
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Chart 3b: Core inflation rates exhibited little co-movement post-crisis

See notes and sources to Chart 3a.
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Chart 4: External demand has steadily increased in importance
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Sources: IMF and Bank calculations.
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Chart 5: Sustained, cumulative relative price shock in goods accommeodated through higher
services price inflation

United Kingdom

United States
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Notes: Six-month average of the log-difference between core goods prices (excludes food and energy) and services prices (series
indexed; 2005 = 100). The US sernes uses PCE price indices.
Sources: Thomson Reuters Datastream, national sources and Bank calculation.
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Chart 6: The development of global value chains has boosted trade in intermediates

Intermediate goods & services

Final goods & services

Notes: Imports and GDP are in current US dollars.
Sources: Johnson and Noguera (forthcoming), Powell (2016), World Input-Output Database (2016 release) and BIS.
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Figure 1: Effects of globalisation on the Phillips curve

Inflation

A (1) Movements in demand relative to supply

(2) Positive supply shocks from global integration of
product and labour markets

(3) Integration of global value chains, increased competition
and contestability of product and labour markets
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Chart 7: Global long run real interest rates have fallen over the past 30 years

Source: Rachel, L and Smith, T (2015), ibid.

BATRIARGTT , A TERAOZBRAFERKTESS |, RERNBRIAMES B 1990F LAKE(R
T RRELIRFIRY140MNE R |, HOIESHEI2025F B FEISNEN. XEREAOEGEEBT
RELZE  XREZMMIZFE N E—RENFRIRERNEE,

BTN ES |, SENHIEHNER—A U B AR REE KRB AT,

Chart 8: Secular drivers pushing down long-run equilibrium real interest rate
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Chart 9: Close co-movement of long-run interest rates at high frequency...
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Notes: 10-year real bond yields derived from inflation swaps.
Sources: Bloomberg and Bank calculations.

Chart 10: ...and at low frequency
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Chart 11: Majority of long-horizon variation in UK equilibrium rates explained by international factor:
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Table 1: G4 net asset issuance still low in 2017

Sbn 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Asset 61 1756 451 670 642 1756 1254 1312 1799 1338
purchases

Bond 2936 2664 3534 2486 2263 1753 1525 1093 1286 1527
|Issuance

Net 2097 908 3083 1816 1622 3 270 -219 -513 189
|IssuUance

Notes: G4 here are the UK, EA, US and Japan. Bond issuance refers to annual changes in the stock of the general government debt.
Agency debt is also included for the US. Asset purchases refer to total amount of bonds purchased by the central banks. Annual asset
purchases are obtained by summing net monthly purchases over corresponding 12 months. Monthly flows are converted into US dollars
by using an average monthly exchange rate. Sources: ECB, Bank of England, Federal Reserve, Bank of Japan, SIFMA, Thomson
Reuters Datastream and Bank calculations.
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Chart 12: Strong capital goods orders point to demand rotating towards investment
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Sources: Sources: Thomson Reuters Datastream and Bank calculation.
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Chart 13: UK increasingly integrated in onward EU supply chains

UK exports that are intermediate /
components of EU value chains
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intermediate components
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Notes: The chart shows how much of the value added by the UK in exports to the EU / other countries that is subsequently re-exported.
Sources: Credit Suisse and World Input-Output Database (2016 release).
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Chart 14: Relative wages of workers exposed to global labour markets squeezed

46pp
loss

Notes: The chart shows the estimated loss in earnings since 1991 for a worker at a company in the manufacturing sector with a high
exposure to rising competition relative to a worker with a low exposure, expressed as a share of their annual earmnings in 1991.
Source: Professor David Autor, ‘Economic and political consequences of China's rise for the United States: lessons from the China
Shock’, IFS Annual Lecture 2017, 22 June 2017.
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Chart 15: Trade-off that emerged after the referendum has diminished
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