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Navigating through an inflationary world

KEY MESSAGES
 » Inflation, despite recent moderation, remains a persistent 

global challenge, with price pressures still above pre-pandemic 
levels in most economies. Headline inflation has moderated, 
but core inflation—particularly in services—remains relatively 
high in developed economies, while developing economies 
continue to struggle with elevated food prices.

 » Geopolitical fragmentation, trade barriers, and climate change 
portend recurrent supply-side shocks, fuelling unpredictable 
inflationary pressures. These disruptions are increasing 
uncertainty and volatility, which complicate investment 
decisions and economic policymaking.

 » Managing inflation and mitigating its adverse effects 
requires a well-calibrated and adaptive policy mix that 
integrates monetary, fiscal, and supply-side measures. Recent 
experiences have illustrated the relative importance of each of 
these measures and provide important lessons for their use.

The current inflation landscape
Inflation has once again become a central topic among 
academics, policymakers, and in the daily lives of cit-
izens.1 For much of the past two decades, inflation 
remained relatively low and stable in most developed 
and developing economies, even as a few countries 
experienced high inflation amid economic and financial 
crises or macroeconomic mismanagement. Between 
2000 and 2020, global inflation averaged 3.4 per cent, 
compared to 8.0 per cent in the 1980s and 7.1 per cent 
in the 1990s. Even in developing countries, where infla-
tion is typically higher and more volatile, it followed 
a downward trend since the mid-1990s, supported 
by technology-driven efficiency gains and stronger 
macroeconomic policy frameworks, including infla-
tion-targeting regimes (Duncan and others, 2024). In 
recent years, however, global inflation surged (figure 1), 
driven by COVID-19-induced supply chain disruptions, 
strong post-pandemic demand, and sharp increases in 
international commodity prices, further exacerbated by 
the war in Ukraine. This fuelled a cost-of-living crisis, 
as soaring prices for essentials eroded household pur-
chasing power, particularly for lower-income families, 
deepening poverty and further widening socioeconomic 
inequalities.

Despite recent moderation, with global headline infla-
tion falling from 5.6 per cent in 2023 to 4.0 per cent in 
2024, price pressures remain a persistent challenge for 
policymakers worldwide. By early 2025, annual headline 
inflation still exceeded its 2015–2019 average in 89 out 
of 134 countries—around 65 per cent—underscoring 
ongoing difficulties in curbing price pressures. In most 
developed economies, inflation remains above central 
bank targets, though underlying drivers vary across 

1 The analysis of inflation involves some specific terminology. The price level refers to the 
average of current prices across a broad basket of goods and services in an economy, 
typically measured by indices such as the Consumer Price Index (CPI) or the GDP defla-
tor. Inflation is the rate at which the general price level rises over a given period, usually 
expressed as a percentage change from a previous period. Headline inflation measures 
total inflation, including all items in the consumer basket—notably food and energy, 
whose prices are often volatile—and provides a broad view of inflation as experienced 
by households. Core inflation excludes these volatile components to capture the under-
lying trend in price dynamics and is often used by central banks to assess persistent 
inflationary pressures and guide monetary policy. Food inflation refers specifically to the 
rate of change in food prices over time, typically measured through the food component 
of a consumer price index.

countries. In the United States, persistent core inflation 
has been driven largely by robust consumer demand, 
a tight labour market, and rising services prices—par-
ticularly in housing. In the euro area, persistent upward 
pressure on services prices reflects strong wage growth, 
along with robust consumer spending on leisure activi-
ties in the tourism, hospitality and recreational services 
sectors.

At the same time, heightened policy uncertainty and 
rising trade barriers contribute to renewed inflation-
ary pressures. The recent U.S. tariff package—which 
includes a 10 per cent baseline tariff on all imports and 
significantly higher rates for China—risks increasing 
import costs for both final and intermediate goods, while 
disrupting global trade flows. In response, retaliatory 
measures—such as China’s announcement of additional 
tariffs on all U.S. goods—are set to further escalate trade 
tensions. These developments could generate inflation-
ary spillovers across the world through higher input 
costs, reduced supply-chain efficiencies, and increased 
market uncertainty.

These dynamics may not only raise price levels for spe-
cific goods in the short-term but could also contribute 
to broader inflationary pressures as well as greater 
volatility and uncertainty. A key concern in this context 
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is the role of inflation expectations. Inflation expecta-
tions influence wage-setting, pricing behaviour, and 
central bank credibility, making them a crucial channel 
in the transmission and persistence of inflation. Amid 
the recent surge in policy uncertainty in the United 
States, the University of Michigan reported a sharp rise 
in inflation expectations in March 2025, with one-year 
expectations surging to 4.9 per cent (figure 2) and five-
year expectations reaching 3.9 per cent—a three-decade 
high. Similarly, in the United Kingdom, average one-year 
inflation expectations rose to 3.4 per cent in February, 
while five-year expectations increased to 3.6 per cent 
(Bank of England, 2025). Amid headwinds to growth and 
heightened policy uncertainty, developed country cen-
tral banks face increasingly difficult trade-offs between 
controlling inflation—and anchoring inflation expecta-
tions—and supporting economic activity.

Inflation remains elevated in many developing econo-
mies as well, with more than 20 countries still experi-
encing double-digit inflation by early 2025. In Africa 
and Western Asia, for example, price pressures are well 
above long-term averages (United Nations, 2025). While 
headline inflation is expected to decline further in 2025, 
high and volatile food inflation remains a major concern 

in many developing countries, averaging above 6 per 
cent. This persistence is driven by limited transmission 
of the decline in international prices,2 currency depre-
ciation, and climate-related disruptions to agricultural 
output. In Brazil, for example, food price inflation surged 
from 1.8 per cent in January 2024 to over 7.0 per cent by 
January 2025. Between 2018 and late 2024, the number of 
countries experiencing annual food inflation above 20 
per cent has tripled, rising from six to eighteen.

The recent inflation episode: drivers and evolution
In the last five years, global shocks have shaped infla-
tion dynamics across both developed and developing 
countries. However, the importance of specific drivers 
and impacts varied, reflecting differences in economic 

2 In November 2023, the FAO Food Price Index had declined by nearly 25 per cent from its 
all-time high in March 2022. However, this easing in global food prices was not fully re-
flected at the domestic level in many countries. Food inflation remained elevated, and in 
real terms, it exceeded headline inflation in 127 out of 163 countries (World Bank, 2023). 
Moreover, some studies related to the transmission of price shocks in agricultural com-
modity markets show that intermediate and consumer prices tend to respond faster to 
input cost increases than to decreases (see, for example, Vavra and Goodwin, 2005).

Figure 1

Monthly headline inflation and components

Source: UN DESA, based on data from CEIC and Trading Economics.
Notes: YoY = year-over-year. Country group data are an unweighted 10 per cent trimmed mean, excluding the 10 per cent largest and 10 per cent smallest values from the sample.
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structures, vulnerabilities to external shocks and policy 
responses. In developed economies, headline inflation 
surged from less than 1 per cent in early 2021 to over 11 
per cent by the end of 2022, primarily due to rising oil, 
gas, and food prices following the war in Ukraine. Supply 
chain disruptions played a significant role in triggering 
price pressures, particularly in durable goods and auto-
mobiles, where semiconductor shortages and shipping 
delays created massive supply bottlenecks. Core infla-
tion also rose substantially, albeit more gradually than 
headline inflation, reflecting the partial pass-through of 
energy and food price hikes. Later, in 2023, tight labour 
markets and wage growth, coupled with strong consumer 
demand, also contributed to upward pressures on prices. 
A key driver of these pressures was the acceleration in 
services inflation, particularly in housing, financial ser-
vices, insurance, and medical care.

Developing economies also experienced a sharp rise in 
inflation, due to their higher dependence on imported 
energy and fuel, currency depreciation, and structural 
vulnerabilities. The impact of surging food and energy 
prices on headline inflation was particularly pro-
nounced, as these essentials constitute a larger share 
of household consumption. For instance, in low-income 

countries in Africa and South Asia, food expenditures 
account for over 40 per cent of total consumer spending, 
compared to just 10–15 per cent in most European Union 
economies (USDA ERS, 2023). Average headline inflation 
in developing countries increased from 4.6 per cent in 
early 2021 to more than 11 per cent in November 2022, 
with several economies facing inflation rates above 25 
per cent.3

A key amplifying factor in developing economies was 
currency depreciation, as many countries saw their 
domestic currencies weaken against the U.S. dollar 
throughout 2022. This raised the cost of imports, par-
ticularly food and fuel, thereby intensifying domestic 
inflationary pressures. Currency depreciation was 
largely driven by the U.S. Federal Reserve’s monetary 
tightening in response to stubborn domestic inflation. 
While countries such as Argentina, Nigeria and Türkiye 
experienced depreciation due to country-specific fac-
tors, a broader wave of currency weakening affected 

3 The pass-through from headline to core inflation in developing countries is typically fast-
er and more pronounced, due to a number of factors including higher share of food and 
energy in consumption baskets.

Figure 2

United States: one-year inflation expectations and economic policy uncertainty

Source: UN DESA, based on University of Michigan Consumer Survey and Baker, Scott, Nicholas Bloom and Steven J. Davis “Measuring Economic Policy Uncertainty”, available at 
www.PolicyUncertainty.com.
Note: LHS = left-hand-scale, RHS = right-hand-scale.
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many developing economies. In Egypt, repeated cur-
rency devaluations, combined with a heavy reliance 
on food imports—particularly wheat—also intensified 
inflationary pressures. Unlike in developed economies, 
wage-driven price pressures were much less prevalent 
due to a smaller post-pandemic monetary and fiscal 
stimulus, larger informal labour markets, and higher 
levels of underemployment.

Furthermore, there is some evidence indicating that 
firms’ responses to rising costs and supply shocks exac-
erbated inflationary pressures. Companies with substan-
tial market power not only passed on higher costs but 
also expanded profit margins (Lagarde, 2023). Empirical 
evidence, particularly in developed economies, indicates 
that profit expansion was prevalent, further propagating 
price pressures (Bivens and Banerjee, 2023; Uxó and oth-
ers, 2023; Matamoros, 2023). Arce and others (2023), for 
example, estimate that unit profits contributed around 
two-thirds to inflation in the euro area in 2022, whereas 
in the previous 20 years their average contribution had 
been around one-third. Similarly, Hansen and others 
(2023), find that rising corporate profits explained nearly 
half of Europe’s inflation increase between mid-2021 
and mid-2023, as firms raised prices beyond the surge in 

imported energy costs. Firms may have been able to raise 
prices beyond their costs due to temporary monopolies 
in industries facing capacity constraints and consumers’ 
expectations of rising prices.

Even as inflation has been a global phenomenon, its 
impacts have been uneven across countries, sectors, 
households, and firms. These disparities reflect under-
lying differences in consumption patterns, income 
levels, market structures, and the nature and timing 
of policy responses—underscoring the often regres-
sive and asymmetric nature of inflation impacts. At 
the aggregate level, between 2020 and 2024, consumer 
prices rose cumulatively by about 20 per cent in devel-
oped economies and 35 per cent in developing econo-
mies—substantially exceeding the increases recorded 
during the previous five-year period (figure 3). As wages, 
in general, failed to keep pace with price increases, 
households’ purchasing power was eroded, requiring 
them to change consumption patterns in order to stay 
within their (fixed) budgets. Such adjustments could 
have disproportionately affected poorer households, 
exacerbating socioeconomic inequalities. This dispar-
ity stems primarily from differences in consumption 
patterns: essential goods and services—food, energy, 
and rent, which account for a larger share of spending 
among lower-income households—recorded some of the 
steepest price increases.

Inflation outlook: risks and uncertainties moving 
forward
In the coming years, a number of factors indicate that 
supply-side shocks could recur, keeping inflationary 
pressures elevated. Rising economic fragmentation 
and the increasing trade restrictions elevate produc-
tion costs, disrupt supply chains, and reduce efficien-
cies. When countries impose tariffs or trade barriers, 
import costs rise, driving up prices for consumers and 
businesses reliant on foreign inputs, with increases in 
prices of intermediate goods or raw materials having the 
potential to cascade through multiple final goods in the 
economy. For example, Cavallo and others (2021) inves-
tigate the introduction of United States’ tariffs ranging 
from 10 to 50 per cent on certain goods in 2018, and the 
retaliatory measures from Canada, China, the European 
Union, and Mexico. Tariffs passed through almost fully 
to United States import prices, with much lower rates 
of pass-through from exchange rate shocks into import 
prices.4 In a study for a large group of countries over 
several decades, Furceri and others (2021) shows that 
tariffs led to an increase in inflation after two years, in 

4 Fajgelbaum and others (2020) estimate that the resulting losses to U.S. consumers and 
firms was $51 billion, or 0.27 per cent of GDP.

Figure 3

Cumulative price changes

Source: UN DESA, based on estimates and forecasts produced with the World Economic 
Forecasting Model.

Note: e = estimates. Country group averages are GDP-weighted. Afghanistan, Argentina, Sudan, 
the Bolivarian Republic of Venezuela and the State of Palestine are excluded.
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addition to lower output growth, higher unemployment 
and small effects on the trade balance.5

Other factors are also important. Geopolitical frag-
mentation heightens global policy uncertainty, which 
can add inflationary pressures by discouraging long-
term investment, disrupting production strategies, and 
increasing risk premiums. These risk premiums are 
often associated with higher price volatility, particu-
larly in commodities and traded goods. Over time, such 
instability can also contribute to broader price volatility 
complicating economic decision-making. An increasing 
incidence of supply side shocks can also arise from cli-
mate change and associated extreme weather events, 
albeit not all of them are necessarily inflationary. 
However, as unexpected price increases become more 
frequent, inflationary expectations can rise beyond the 
limits designated by central banks, raising the spectre 
of self-fulfilling inflation in the economy.

Given the persistent inflationary challenges and the 
complex interplay of supply and demand forces, poli-
cymakers have turned to a mix of monetary, fiscal, and 
supply-side interventions to manage price pressures.

Responding to inflation: learning from recent 
experiences

Demand and supply considerations for policy choices

The recent surge in inflation sparked an examination 
of underlying causes, transmission mechanisms and 
emerging policy challenges. This debate largely cen-
tres on two perspectives (Martins, 2024). One attributes 
inflation primarily to excessive aggregate demand 
(Bergholt and others, 2024), emphasizing the role of 
expansive fiscal and monetary policies in the pandemic 
recovery. The other highlights structural and sectoral 
factors, arguing that inflation was mainly driven by sup-
ply-side constraints, global production bottlenecks, and 
the ability of dominant firms to raise prices in response 
to shifting market conditions (Weber and others, 2024). 
Importantly, these perspectives are not mutually exclu-
sive, as both demand and supply-side forces interacted 
throughout the episode—supply-side constraints domi-
nated the early stages, while demand pressures became 
more prominent later, particularly in developed econ-
omies such as the United States. These differing views 
naturally lead to distinct policy recommendations, with 
one favouring tighter monetary and fiscal policy and the 
other advocating targeted supply-side interventions.

5 In a recent study, the Bank of Canada investigates the potential impacts of U.S. tariffs on 
the Canadian economy. Under a scenario of 25 per cent reciprocal tariffs, the analysis 
suggests a notable decline in Canada’s GDP growth, driven by reduced export competitive-
ness, weaker business investment, and higher consumer prices (Bank of Canada, 2025).

Demand-side measures

Amid mounting inflationary pressures, central banks 
worldwide responded swiftly. The 2021–2023 monetary 
tightening cycle was among the most rapid, intense, and 
synchronized episodes of policy tightening. The U.S. 
Federal Reserve, Bank of England, and European Central 
Bank executed some of their fastest rate hikes, with the 
Fed raising rates by 525 basis points in 16 months—its 
most aggressive tightening since the 1980s. Initially con-
sidering inflation as transitory, major central banks later 
shifted to aggressive hikes to curb demand and ensure 
that expectations remained anchored around their 
respective inflationary target. In developing economies, 
many central banks acted early and decisively. Among a 
sample of 50 developing country central banks, 43 raised 
interest rates in 2022. By 2023, inflation began to ease 
as food and energy prices moderated and labour market 
pressures in developed economies subsided. As concerns 
over the growth prospects and financial stability grew, 
central banks slowed hikes and eventually began cut-
ting rates.

Fiscal and supply-side measures

Amid significant supply-side disruptions that stoke 
inflation, the debate on policy responses continues to 
evolve. Conventional monetary policy tools—particu-
larly interest rate hikes aimed at curbing aggregate 
demand and anchoring inflation expectations—may 
prove insufficient or even suboptimal when supply-side 
factors dominate. In such cases, they can impose signif-
icant economic costs, including slower growth, higher 
unemployment, and financial instability, but with limited 
impact on the root causes of inflation. Recognizing these 
limitations, between 2021 and 2023 many governments 
complemented monetary tightening with relatively novel 
fiscal and supply-side measures to mitigate the broader 
fallout—particularly the escalating cost-of-living crisis 
affecting households and vulnerable populations. Fiscal 
measures refer to government interventions through 
taxation, public spending, and transfers to protect vul-
nerable groups, while supply-side and administrative 
policies aim to ease production constraints, stabilize key 
markets, or directly influence prices. Depending on their 
design and financing, however, some of these interven-
tions—particularly broad subsidies or untargeted tax 
cuts—can create additional inflationary pressures.

The fiscal measures comprised temporary value-added 
tax (VAT) reductions, targeted subsidies for energy and 
food, price stabilization mechanisms and export restric-
tions (Table 1). Amaglobeli and others (2023) report 
that cash and semi-cash transfers, VAT reductions and 
price subsidies were the most common measures across 
developed and developing countries, while reduction 
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Table 1

Temporary fiscal and supply-side policies between 2022 and 2024

Country Maximum inflation 2022 - 2024 Policy Description 

Argentina Headline: 292.2% (Apr 2024)

Core: 300% (Mar 2024)

Food: 308.3% (Mar 2024)

Price controls The government agreed with supermarkets/suppliers of mass con-
sumer goods to freeze or tightly regulate prices of 1,500 products. The 
maximum price increase was capped at 5%.

Bangladesh Headline: 11.7% (Jul 2024)

Food: 14.1% (Jul 2024)

Import duties 
reductions

Import duties on rice were lowered from 25% to 5%. Similar reductions 
applied to oil.

Price controls The government set prices for essential food items. 

France Headline: 38% (Sep 2023)

Core: 41% (Jun 2023)

Food: 73.6 % Sep 2023

Price subsidies/ 
Cash transfers

Introduction and expansion of subsidy to gasoline (€15ct/litre, then 
€30ct/litre. The subsidy was replaced by an income-based transfer 
targeted to car owners in the bottom-half of income distribution. 

Egypt Headline: 38% (Sep 2023)

Core: 41% (Jun 2023)

Food: 73.6 % Sep 2023

Buffer stocks General Authority for Supply Commodities is actively securing contracts 
to maintain a stock (at least 6 months’ worth of wheat). 

Kenya Headline: 38% (Sep 2023)

Core: 41% (Jun 2023)

Food: 73.6 % Sep 2023

Buffer stocks Re-launch of the Strategic Food Reserve –3 years after its operation was 
halted– to enhance food security/price stability.

Germany Headline: 8.8% (Oct 2022)

Core: 5.8% (Mar 2023)

Food: 21.2% (Mar 2023)

Price brakes Introduction of energy price break, which caps electricity, gas, and 
heating prices by subsidizing the difference between market rates and 
a fixed threshold. 

Tax reductions The VAT on gas and district heating was reduced from 19% to 7%. Also, 
taxes on petrol and diesel were temporarily reduced.

Indonesia Headline: 6.0 (Sep 2022)

Core: 3.4% (Dec 2022)

Food: 9.3 (Jul 2022)

Price controls A price cap on essential food items was implemented by setting a 
ceiling price for essentials. The prices were gradually adjusted. 

Export 
restrictions

Price caps on palm oil. When these caps were removed, prices soared, 
and then export restrictions were implemented.

Mexico Headline: 8.7% (Aug 2022)

Core: 8.5% (Nov 2022)

Food: 14.5 (Sep 2022)

Price controls Fixed-price basket for essential goods with a 1,039-peso cap. In 
exchange, the government provided tariff exemptions, frozen railway 
fees, and eased regulations for businesses.

Pakistan Headline: 37.9 (May 2023)

Core: 20% (May 2023)

Food: 48.6% (May 2023)

Cash transfers Significant expansion of cash and semi-cash transfers programs to 
poor and vulnerable families.

Spain Headline: 10.8% (Jul 2022)

Core: 7.6% (Feb 2023)

Food: 16.6 (Feb 2023)

Price controls Rents: max. increases by no more than 2%, down from 3% limit. Gas: a 
price cap was imposed on gas used for power generation (cost covered 
by windfall profit taxes on lower-cost energy sources; solar and nuclear. 

Tax reductions Value-added tax on essential food items was eliminated, and VAT on 
pasta and cooking oil was reduced from 10% to 5%. 

Windfall profit 
taxes and profit 
monitoring

Introduction of windfall profit taxes on energy firms and banks to fund 
relief measures. The Business Margins Observatory was established to 
monitor corporate profits. 

Türkiye  Headline: 85.5% (Oct 2022)

Core: 70.5% (Oct 2022)

Food: 102.5% (Nov 2022)

Tax reductions A reduction in VAT was applied to consumer products and staple 
products from 18% to 8%.

Source: UN DESA. This selection of policies represents only a sample, and it is not intended to be comprehensive but rather illustrative.
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of customs duties or price freezes were also prevalent.6 

Additionally, some governments established or rein-
forced medium-term strategies to address structural 
factors driving inflation, such as expanding buffer 
stocks, strengthening competition policies, or promoting 
domestic energy production. Amid greater fiscal policy 
space—reflected in stronger pre-pandemic fiscal posi-
tions, greater access to low-cost borrowing and more 
resilient fiscal revenues—developed economies were 
able to implement broader and more sustained fiscal and 
supply-side interventions, despite the significant finan-
cial burden.7 In contrast, limited access to financing and 
reduced revenues during the pandemic crisis forced many 
developing economies to rely on more limited measures.

A common fiscal policy response was the adoption of 
temporary VAT reductions, unprecedented in both scale 
and prevalence. By directly lowering the tax component 
of consumer prices, these measures helped reduce head-
line inflation, particularly for essential goods and ser-
vices. These tax cuts, implemented in Argentina, Türkiye, 
Viet Nam, and several European Union countries—includ-
ing France, Germany, Spain, Poland and Portugal—came 
at a high fiscal cost due to their broad scope. A number 
of countries also adopted price subsidies to limit the 
pass-through of international price increases to domestic 
consumers, particularly for energy and food. France, for 
example, introduced a broad-based fuel price rebate that 
initially reduced gasoline prices by €0.15 per litre, later 
expanded to €0.30 per litre. The subsidy provided wide-
spread relief and was almost fully passed through to con-
sumers, yet it imposed a high fiscal burden and delivered 
disproportionate benefits to higher-income households.

Meanwhile, some countries resorted to strategic, targeted 
and temporary price stabilization mechanisms. By limiting 
price increases in a few essential goods and services, these 
measures can directly limit headline inflation and contain 
broader price pressures, particularly in moments of acute 
supply shocks. As argued by Weber and others (2024), 
such interventions can be especially effective in critical 
sectors—like food, fuel, and housing—where price surges 
not only affect basic living costs but also risk triggering 
broader inflationary dynamics and social instability.

Importantly, many of these recent price stabilization 
efforts differ from past experiences with widespread 
and prolonged price controls, which often led to supply 
shortages and severe market distortions (Guénette, 2020). 
In contrast, countries that achieved better outcomes—
such as Mexico and Spain—implemented strategic, 
time-bound, and targeted measures, usually paired with 

6 Cash transfers, however, were rarely announced in low-income countries.

7 In 2022/2023, the total estimated energy-related fiscal support in the European Union, 
encompassing all relief measures for households and businesses, amounted to approx-
imately 3.2 per cent of GDP (Dao, and others, 2024).

other supply-side incentives and broader macroeconomic 
adjustments. Additionally, targeted coverage (focused on 
key essentials), coupled with decisive monetary policy 
actions, helped anchor inflation expectations. These 
design features were essential in allowing governments 
to temporarily cushion households without replicating 
the adverse consequences historically associated with 
generalized price controls.

Some countries turned to trade restrictions to combat 
inflation. By limiting exports or easing import barriers, 
these measures aim to increase domestic supply and 
reduce upward pressure on prices—particularly for food 
and energy—during periods of international market vol-
atility. Indonesia, for example, imposed a domestic price 
cap on cooking oil to counter a 50 per cent surge in crude 
palm oil prices. However, enforcement challenges led to 
shortages, prompting the government to quickly remove 
the cap—causing prices to soar again. This led to strict 
export restrictions, prompting complaints from domes-
tic producers—particularly small-scale farmers— and 
backlash from import-dependent countries, as Indonesia 
supplies 56 per cent of global exports.

Additionally, governments in some countries have been 
reinvesting in buffer stocks, reflecting a renewed interest 
in this policy tool amid persistently high food inflation in 
recent years (Manduna, 2024). Buffer stocks are publicly 
held reserves of essential commodities, such as staple 
foods, managed with the aim of stabilizing prices, ensur-
ing availability during shocks, and mitigating inflation-
ary pressures by smoothing supply fluctuations (Weber 
and Schulken, 2024).

The implementation of some of these fiscal and sup-
ply-side policy measures presents significant chal-
lenges and potential trade-offs. VAT reductions, for 
instance, can be costly, erode public revenues, and lead 
to asymmetric price adjustments when reversed. More-
over, broad-based subsidies, untargeted transfers and 
prolonged tax cuts can widen fiscal deficits, and stimu-
late demand, and reinforce inflationary pressures rather 
than mitigate them if sustained for too long. Price con-
trols may provide temporary relief but risk distorting 
markets, discouraging investment, and fuelling short-
ages. Similarly, export restrictions can stabilize domes-
tic prices but may undermine producer incentives, drive 
up global prices, and provoke retaliatory trade actions. 
As a result, these fiscal and supply-side interventions 
can generate inefficiencies, impact fiscal revenues and 
create international spillovers. Given these risks, ensur-
ing that these interventions remain targeted, temporary, 
and data-driven is crucial to avoiding fiscal imbalances 
and unintended economic distortions. Also, clear exit 
strategies and robust monitoring mechanisms are cru-
cial to prevent excessive fiscal burdens and misalloca-
tion of resources.
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Towards a balanced and adaptive policy approach
Although several of the drivers of the post-pandemic infla-
tionary surge appear to have abated, the inflation outlook 
remains complex, shaped by geopolitical fragmentation, 
trade restrictions, climate change and other pressures. 
Recent experiences have shown that even when supply-side 
shocks and disruptions are expected to be transient, they 
can trigger longer term inflationary episodes and price vol-
atility. Navigating this evolving landscape demands think-
ing beyond conventional policy approaches and requires a 
flexible and adaptive policy mix that integrates monetary 
policy with targeted fiscal and supply-side measures.

In this context, central banks may need to reassess their 
monetary policy frameworks—including inflation targets 
and broader mandates—to ensure their increased effec-
tiveness in an era of changing inflation dynamics.8 At the 
same time, fiscal policy must complement these efforts 
by ensuring that fiscal measures provide critical support 
to vulnerable populations. Given that supply constraints 
cannot be immediately altered by monetary or fiscal pol-
icy, well-designed longer-term strategies that strengthen 
production capacity and logistical efficiency are cru-
cial to addressing structural supply chain bottlenecks. 
Enhancing supply resilience through targeted invest-
ments in infrastructure, energy, and food security can 
mitigate inflationary risks. As geopolitical uncertainties 
grow and climate-related disruptions intensify, strategic 
policymaking and institutional adaptability are essential 
to stabilizing inflation while fostering sustainable and 
inclusive growth.
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