	ECONOMICS
THE 2022-2024 INFLATION CRISIS
 ANSWER KEY   GUIDED NOTES - TEACHER KEY



LEARNING TARGETS
1. Trace the 2022-2024 inflation surge from causes through the Fed's response
2. Identify the four main drivers of the surge: stimulus, supply chains, energy, pent-up demand
3. Evaluate whether the Fed achieved a soft landing by late 2024

SECTION 1
The Surge: When Prices Started Climbing
The Calm Before
Through 2019, U.S. inflation was steady at about 2%.
The May 2020 COVID low was only 0.1% year-over-year.
By December 2020 inflation was still tame at 1.4%.
The first sign of trouble was March 2021, when CPI jumped to 2.6%.
The Climb
In June 2021 CPI jumped to 5.4% - the Fed initially called this transitory.
By December 2021 inflation had reached 7.0% year over year.
Russia invaded Ukraine on February 24, 2022, pushing energy higher.
CPI peaked at 9.1% in June 2022 - the highest since November 1981.
SECTION 2
The Peak: 9.1% in June 2022
The Peak in Numbers
The CPI peak was 9.1% (year over year), reached in June 2022.
The last time inflation was this high was November 1981.
The Fed's official target is 2%.
The 9.1% peak was about 4.5 times the Fed target.
Underlying Inflation
Headline CPI rose from 1.4% in Dec 2020 to 9.1% in 18 months.
Core CPI (excluding food + energy) peaked at 6.6% in September 2022.
41 years separate the June 2022 peak from the previous November-1981 high.
SECTION 3
Cause 1: COVID Stimulus and Money Supply
The Cash Injection
The CARES Act (March 2020) sent $1,200 checks to households.
A December 2020 round sent $600 checks.
The American Rescue Plan (March 2021) sent $1,400 checks.
Total household direct payments came to roughly $931 billion.
The Money Supply
The M2 money supply rose about 40% from Feb 2020 to March 2022.
That was the fastest M2 growth since World War II.
The personal savings rate spiked to 33% in April 2020.
By 2021 households held roughly $2 trillion in 'excess savings.'
SECTION 4
Cause 2: Supply-Chain Disruption
Broken Logistics
In fall 2021, more than 100 ships were waiting outside L.A./Long Beach ports.
Container costs jumped from ~$1,500 (2019) to ~$11,000 by Sep 2021 (Asia-US).
The chip shortage cut new-car production by about 30% in 2021.
China's zero-COVID lockdowns shut Shanghai and Shenzhen repeatedly.
Inputs Got Expensive
The U.S. trucker shortage hit roughly 80,000 - delays cascaded into stores.
Lumber prices quadrupled from spring 2020 to spring 2021.
This is classic cost-push inflation: production got more expensive.
SECTION 5
Cause 3: Energy Shock + Russia-Ukraine War
The Oil Shock
Russia invaded Ukraine on February 24, 2022.
Brent crude oil rose from $80 to over $120 per barrel in weeks.
U.S. national gasoline peaked at $5.02 per gallon in June 2022.
Russia is the world's 3rd-largest oil producer.
The Spillover
Diesel surged - and that pushed up transport costs everywhere.
Fertilizer (made from natural gas) tripled in price.
Wheat prices rose about 40%; Ukraine is a major breadbasket.
SECTION 6
Cause 4: Pent-Up Demand as the Economy Reopened
The Lockdown Effect
Households built up about $2 trillion in excess savings.
The personal savings rate hit 33% in April 2020.
Travel, restaurants, and services were shut down in 2020.
The Release
Vaccines rolled out in spring 2021 - reopening began.
Workers quit at record rates - the term 'Great Resignation' described it.
The term 'revenge spending' described 2021-22 premium-price reopenings.
SECTION 7
Fed Response: 11 Rate Hikes, 5.25 Percentage Points
The Cycle
The Fed delivered 11 consecutive rate hikes.
Total increase in the federal funds rate: 5.25 percentage points.
The hiking cycle started in March 2022.
The cycle ended in July 2023 at the 5.25-5.50% range.
The Pace
In summer 2022 the Fed delivered four straight +75 basis-point jumps.
75 basis points = 0.75 percentage points.
Before 2022, the Fed had not done a +75 hike since November 1994.
SECTION 8
Household Pain Points: Grocery and Gas
Grocery Inflation
Food at home inflation peaked at 13.5% year-over-year in August 2022.
Eggs rose about 70% in 2022 (avian flu plus feed costs).
Bread, milk, and meat were all up roughly 10-15% in one year.
Gas Prices
U.S. national-average gasoline peaked at $5.02 per gallon in June 2022.
Some California stations exceeded $7 per gallon.
Average households paid about $2,200 more for gas in 2022.
SECTION 9
The Gradual Cooldown: Disinflation 2023-2024
Disinflation, Not Deflation
Disinflation means inflation SLOWS while prices are still rising.
The June 2022 peak was 9.1% year-over-year CPI.
By June 2023, CPI had fallen to 3.0% year over year.
By December 2023, CPI was 3.4% (still above the 2% target).
The 2024 Picture
By late 2024, CPI was about 2.9% - close to but above the 2% target.
Core CPI was stickier at about 3.3% in late 2024 (housing slow to cool).
The 9.1-to-3.0% drop in one year was the fastest disinflation since 1982.
SECTION 10
Did the Fed Achieve a Soft Landing?
Evidence FOR a soft landing
Unemployment stayed below 4% throughout 2023.
GDP grew about 2.5% per year in 2023-2024.
A recession was never officially declared.
Inflation cooled from 9.1% to ~3% in just 18 months.
Evidence AGAINST
Inflation was still above the 2% target in late 2024.
Mortgage rates spent ~2 years near 7% - locked many out of housing.
A 'soft landing' = bringing inflation down without a recession.
Chart Review - see chart_cpi_inflation_2020_2024 and chart_fed_funds_rate_2022_2024 in the slide deck and Activity Parts 3-4
CPI peak: about 9.1% (per chart_cpi_inflation_2020_2024).
Per chart_fed_funds_rate_2022_2024, the cycle peak was about 5.50% (the 11th hike, July 2023).
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