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Factors that triggered the initial inflation surge weaken

Commodity prices retreat…
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Source: BIS Annual Economic Report, 2023

…supply chain disruptions ease… …spending rotation starts to 
revert
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Headline inflation abates while core inflation proves sticky

Contribution to year-on-year inflation
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Source: BIS Annual Economic Report, 2023
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Larger contribution from services may imply more persistent inflation

Services prices continue to rise 
at an increasing pace
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Source: BIS Annual Economic Report, 2022

Share of labour costs is higher in 
services

Common global factor explains 
less of changes in services prices
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Synchronised monetary tightening lifts rates from historic lows

Monetary tightening episodes
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Source: BIS Annual Economic Report, 2023
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Monetary tightening raises borrowing costs and slows demand

New mortgage and lending 
rates in major AEs rise…
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Source: BIS Annual Economic Report, 2023

…and bank credit growth drops… …while durables and residential 
investment growth slows down
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Activity holds up better than expected, in part thanks to transfers and savings

Evolution of output forecasts
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Source: BIS Annual Economic Report, 2023

Real consumption growth drivers 
in the United States

Real consumption growth 
drivers in other AEs
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Strength in activity owes in part to strong labour markets and positive surprises
Unemployment rates are at 
historical lows
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Source: BIS Annual Economic Report, 2023

Natural gas storage levels in 
Europe build up rapidly

China reopens earlier and more 
vigorously than expected
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Key risk I: 
Persistent inflation
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Disinflation takes time
Past disinflation 
episodes
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Source: BIS Annual Economic Report, 2023

Services price growth Headline inflation: 
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Wage- and price-setting could easily change, with implications for inflation
Purchasing power of 
households has been eroded
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Source: BIS Annual Economic Report, 2023

Real wages have fallen behind 
more than they did in the past

.Firm profits have grown at a 
solid pace
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Key risk II: 
Financial instability
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The long shadow of low-for-long: duration mismatches and exposure to outflows
US banks reach for long-
duration assets
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Source: BIS Annual Economic Report, 2023

Projected decline in bank equity 
due to upward shift in yield 
curve

Funding shifts to short-term 
deposits during the low-for-long
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Rising interest rates test bank resilience
Losses on debt securities 
accumulate, authorities 
intervene
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Source: BIS Annual Economic Report, 2023

Recognition of unrealised losses 
would weigh on capital ratios

Equity investors differentiate 
across banks
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Boxes are ticked for financial stress during monetary tightening
Stress more likely when private 
credit-to-GDP is high…
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Source: BIS Annual Economic Report, 2023

when the surge in inflation is 
strong…

…when house prices grow 
rapidly
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Sensitivity of bank interest margins to increase in policy rates looks different
NIMs have risen with policy 
rates in this cycle
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Source: BIS Annual Economic Report, 2023

Rise in asset yields to date 
suggests scope for further rise 
in AEs

Debt funding costs lag 
adjustment to higher interest 
rate environment
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Low-valuation banks: balancing market demands amid low profitability
Tight link: RoE forecasts and 
PBR
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Source: BIS Annual Economic Report, 2023

Low-valuation banks pay out a 
higher share of their income

Low-valuation banks’ stocks 
suffer more after large RoE
declines
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Read the full report at bis.org
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