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1 Vitor Gaspar, Carlos Eduardo Goncalves, Paolo Mauro, and Marcos Poplawski-
Ribeiro, Fiscal Policy Can Help Tame Inflation and Protect the Most Vulnerable, April
2023, IMF, Link.
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Surprise inflation’s effect on debt
In contrast to expected inflation, surprise inflation significantly

reduces the debt-to-GDP ratio.
(change in debt-GDP ratio, percentage points of GDP)

= Debt/GDP > 50 percent
—— Debt/GDP <= 50 percent
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Source: IMF staff estimates using data from the IMF Public Finances in Modern History

and World Economic Outlook databases.

Note: Regressions include 85 economies for the sample period 1992-2019, excluding

countries with population of less than 1 million in 2019 and observations with annual

surprise or expected inflation higher than 30 percent in absolute terms. Expected

inflation is defined as the one-year-ahead forecast; surprise inflation is defined as

realized minus expected inflation. The panels plot the average impulse response

and the 90 percent confidence bands (blue and red shaded areas), with standard

errors clustered at the country level. IM F
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Distributive effects of inflation
Consumption, income, and wealth drove inflation effects
on people’s well-being during the latest surge.

(estimated declines in wellbeing as percent of household income resulting from inflation,
Q2-2021 to Q2-2022)
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Source: IMF staff calculations.,

Note: The x-axes split households by income quintile groups. It shows the effects
of inflation on households through (i) consumption patterns (red), (ii) real income
(blue), and (iii) net nominal wealth erosion (green). We selected Kenya (a

developing economy) and France (an advanced economy) for illustrative IM F

purposes. For Kenya, data for wealth effects are unavailable.
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Distributional effects of inflation-reducing policies
The poor will benefit the most if fiscal restraint and targeted

transfers are used in combination with monetary tightening.
(cumulative percent deviation from the long-term value)

W Monetary tightening alone
O Fiscal restraint with targeted transfer, no monetary tightening
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Source: IMF staff calculations
Note: Simulations performed with a Heterogeneous Agents New Keynesian (HANK)
model calibrated for the United States. In the model, the central bank follows a

monetary rule with the objective of bringing inflation back to target. In turn, wealthier

the only financial asset), which yield interest income

families own government bor

2.5 percentage-point increase In interest rates

We define onetary tigntening - as

We define “fiscal restraint with targeted transfer a reduction in the overall budget

deficit of 1.5 percentage points of GDP while increasing transfers to the poorest 35 IM F

percent by 0.5 percent of GDP,
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