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The mysterious doctrine of 2 percent. Why? 
 
1. ZLB episodes regarded as unlikely at that rate 

 
2. DNWR regarded as unlikely to be seriously binding 

 
3. Price stability advocates offered a measurement fig leaf 

 
 

We now know that 1&2 not true. But also good reason to  
 fear a low-inflation trap, so that there is option value to  
 reducing the odds of falling in 

















Low inflation traps: complacency, credibility, timidity 





Draghi on deflation: 
 
Deflation is a protracted fall in prices across different 
commodities, sectors and countries. In other words, it is a 
generalised protracted fall in prices, with self-fulfilling 
expectations. Therefore, it has explosive downward dynamics. 
We do not see anything like that in any country. 
 
… 
 
If we were to see deflation, we would have to sit down and 
think carefully, but we do not see it. 
 
… 
 
First, the fact that inflation is low is not, by itself, bad; with low 
inflation, you can buy more stuff. Second, we don’t see deflation 
and that is what we have to fear. We don’t see that yet.  




