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While this diagnosis is partly true, in fact, the nominal interest rates in most countries did not 
follow the US’s lead. Figure 2 shows the recent changes in the interest rates in selected 
countries. Except for Hong Kong, China, which adopts a currency board and hence does not 
have any other option, the nominal interest rates in most other countries either did not 
change much or increased.7 

Figure 2: The Interest Rate in Selected Countries 

 
Notes: The interest rates are short-term policy rates. 

Source: Bank of Korea. 

However, Eichengreen’s point that the US is responsible for the recent global high inflation 
may still be valid if we look back further. Since 1992, when the US experienced a slight 
surplus in its current account balance, the US current account deficit widened, until recently, 
when it began to close. However, there are East Asian countries (including the PRC and 
Japan), EU countries, and oil-producing countries that have experienced a significant current 
account surplus. This scenario of global imbalance implies that an enormous amount of 
liquidity has been poured into the global economy. Many countries that are now experiencing 
a current account surplus, for fear of exchange rate appreciation have chosen to accumulate 
foreign reserves by intervening in the foreign exchange market. At the same time, in order to 
avoid large increases in domestic liquidity, these countries sterilized a large fraction of their 
reserve accumulation. However, this attempt was only partially successful, resulting in 
domestic liquidity increases. Even though the previously mentioned forces of globalization 
helped prevent these countries from facing immediate inflation, the pressure toward inflation 
was hiding in the asset price increases. Hence, eventual inflation was unavoidable. 

Interestingly, however, the rising inflation is much more visible in emerging economies. For 
example, the headline inflation rate in June 2008 is 8.9% in Thailand and over 10% in 
Indonesia, Philippines, and Viet Nam. In contrast, the headline inflation rate in the US, the 
source of global liquidity, was 5.0% in the same month. 
                                                 
7 While we focus on the nominal interest rates, it is possible to reach a different conclusion if the reasoning is 

based on the real interest rates. Because inflation was rapidly rising, the real interest rates in most Asian 
countries turned negative, which one can interpret to mean that the current monetary policy in these countries 
is expansionary. 


