A world of higher inflation – 17 Sep 07
Until now, the world has benefited from lower rates of inflation and also low interest rates.

But it is possible to argue that the forces which have kept inflation at all time lows are starting to unravel.  The integration of a billion new workers from China and the former Soviet bloc had a powerful disinflationary effect across the world.  Alan Greenspan, the former Fed chairman (who has just released his memoirs) argues that “the rate of change of prices – or the degree of disinflation – is related to the rate of change of globalisation.”  But once these 1bn people are connected, “the rate of change goes to zero”.

Things are going to change.  Ben Bernanke, the current Fed chairman will not be under the same global forces that Greenspan was able to benefit from.  In the long term, inflation will not be kept under control with lower rates of interest.
Greenspan predicts that oil will reach $100 per barrel, which adds the inflationary expectations.

Even the largest economies like the US will not be able to control these growing forces.  Due to integration of economies worldwide, “we cannot make a forecast for the US economy the way we used to”.
In explaining the creation of the housing bubble during his time as Fed chairman, he argues that it was not low interest rates that fuelled it.  Instead, despite having raised rates in 2004 and 2005, Greenspan points out that long term rates went down rather than up.  “Long term rates were being determined external to monetary policy.”

Bernanke will be under tougher conditions in the coming years as the disinflationary force of globalisation ebbs and rising consumption in emerging markets reduces the savings glut and pushes up long term interest rates.
Links:

A Global Outlook, FT - http://www.ft.com/cms/s/0/976b7442-6486-11dc-90ea-0000779fd2ac.html
