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Inflation and unemployment are two critical and 

intertwined economic issues that policymakers 

must address. The decision to prioritise one over 

the other has profound implications across differ-

ent segments of society: anti-inflationary 

measures typically benefit the wealthy, while the 

unemployment these policies bring along falls 

more heavily on the working class and economi-

cally vulnerable populations. This dynamic is 

closely linked with neoliberalism, a paradigm that 

emerged in the late 20th century advocating for 

free-market policies, deregulation, and minimal 

government intervention. Neoliberalism empha-

sises price stability and low inflation as key to eco-

nomic growth, often at the expense of social wel-

fare programs and labour market protections. 

This paradigm was dominant over the last dec-

ades, however, the post-pandemic inflation crisis 

presented a challenge for these neoliberal views. 

Traditionally, neoliberal economics linked persis-

tent inflation with wages and wage spirals. Yet, 

recent data shows that “unit labour costs have 

been muted compared to previous inflationary 

episodes” (Stanford et al., 2023, p.4). Addition-

ally, real wages have fallen in many industrial 

countries, while corporate profits have risen. De-

spite this, central banks, including the Federal 
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Reserve and the ECB, chose to raise interest rates 

to historically high levels. 

As said, inflation was often attributed to wage-

price spirals. Michal Kalecki (1971) argued that in-

flation results from conflicting income claims be-

tween workers and firms. He and other academ-

ics like Korpi (2002) suggested that tight labour 

markets give workers more power to demand 

higher wages. Following Okun’s law (Heylen, 

2020; Prachowny, 1993), controlling inflation in-

volved cooling the economy and reducing labour 

market tightness to weaken workers' bargaining 

power. Central banks used higher interest rates 

to achieve this, leading to lower investments and 

thus reduced labour demand. However, recent in-

flation was not solely driven by wage-price spi-

rals. As said, real wages had declined significantly 

(Stanford et al., 2023), and unit profits increased, 

affecting the balance between wages and produc-

tivity. Addressing this kind of profit-driven (in-

stead of the typical wage-driven inflation that is 

dominant in neoliberal views) inflation requires 

different measures, such as price regulations or 

fiscal policies (Stanford et al., 2023; Weber & 

Wasner, 2023). Rather than these alternative pol-

icies, the central bank’s reliance on interest rate 
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hikes unfairly burdens workers who are not the 

primary cause of the inflation surge after the pan-

demic. 

The conflict between inflation and unemploy-

ment extends beyond wages versus profits. 

Choosing low inflation necessitates, in a neolib-

eral paradigm, raising interest rates, which in-

creases unemployment. With the Phillips curve 

flattening (indicating a weaker link between infla-

tion and unemployment), more rate hikes are 

needed to curb inflation, exacerbating unemploy-

ment (Kuttner & Robinson, 2010; Occhino, 2019; 

Seydl & Spittler, 2016). Higher unemployment in-

creases demands on social security systems, but 

higher interest rates force governments to cut 

spending (Heylen, 2020; Korinek & Stiglitz, 2022; 

Vermeiren, 2023). Hence, hiking interest rates to 

combat inflation disproportionately impacts low-

income workers, who are often the first to be laid 

off and last to be rehired. Vermeiren (2023) ar-

gues that central banks have weakened workers' 

bargaining power by prematurely raising interest 

rates during economic recoveries, and therefore 

workers vis-à-vis capital owners, have seen their 

bargaining power significantly decline over the 

last decades. As firms gain more pricing power, 

the central banks’ interest rate policies are criti-

cised for engaging in class warfare (Barker, 2023; 

Downey, 2022) by reducing inflation by cutting 

wage demand. Indeed, when looking at the num-

bers provided, unit profits increased by 9.3% 

year-on-year in late 2022, contributing more to 

inflation than unit labour costs (European Com-

mission, 2023). 

In conclusion, a significant gap exists between ac-

ademic findings and central bank policies, impact-

ing society profoundly. This research will explore 

the ECB’s view on persistent post-pandemic infla-

tion, assessing their view on causes of post-pan-

demic inflation and their justifications for rate 

hikes. By analysing the ECB’s stance through 

speeches between 2021 and 2023, and studying 

its effects on low-income workers, we aim to bet-

ter understand the implications for economic pol-

icy and social equity. In this particular paper, we 

challenge the current economic orthodoxy and 

advocate for a more equitable approach that 

balances inflation control with reducing inequal-

ity throughout our economies.  

Bargaining power and the distribution of in-

come 

Firms and profit-price spirals 

We already know how workers acquire bargain-

ing power. This is through low unemployment 

and labour market tightness, allowing them to ac-

quire a greater share of the income distribution. 

Firms, on the other hand, acquire bargaining 

power mostly through pricing power, usually 

through pent-up demand or market power 

through monopolies. But how does a firm gain a 

higher degree of monopoly? According to Weber 

and  Wasner (2023), the most important factor 

here is the supply-side economy. Bottlenecks can 

create temporary monopoly power for firms with 

supply on hand, leading to protected profit mar-

gins and even increased profit margins (Antoniou 

et al., 2017; Franzoni et al., 2023). Market power 

is thus not constant, but changes dynamically 

through supply-side developments and exoge-

nous shocks. Indeed, supply-side shocks can in-

duce inflation, but it does not yet render this in-

flation persistent (Lavoie, 2023). What makes 

sellers’ inflation persistent, are the stages that 

follow after the initial supply-side shock.  

When an ‘impulse’ like bottlenecks happens in 

the supply-side economy, firms try to protect 

their profit margins by raising prices. In the next 

stage, this propagates through the economy. Unit 

costs rise, just as commodity prices, resulting 

from bottlenecks that give certain firms monop-

oly power (Stanford et al., 2023; Weber & Was-

ner, 2023). This monopoly power can then be 

used to raise prices above the rise of unit costs, 

resulting in higher profit margins (Acharya et al., 

2023). Workers notice this rise in profit margins, 

and react through defending their share in in-

come distribution by asking higher nominal 

wages. Since firms have monopoly power in that 

particular stage, firms can accept these higher 

nominal wages, only for them to hike profit mar-

gins even more. This phase can, in theory, go on 

forever, where labour tries to win back their 
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share in income, asking for higher wages, and 

firms can hike profit margins through their mo-

nopoly power.  

Notice how this looks familiar to a wage-price spi-

ral, with one significant difference. In a wage-

price spiral, workers are in charge due to their 

high bargaining power, and firms have to follow, 

trying to protect their profit margins. In this so-

called profit-price spiral, firms now have the 

power to set prices, and workers are now desper-

ately trying to protect their real wages. Firms can 

claim a bigger share in income distribution, and 

labour is trying to protect their share in income 

distribution. This decrease in labour bargaining 

power instils fear of wages lagging behind price 

hikes, rather than adjustments in wages and 

prices offsetting each other (Kouvavas et al., 

2021; Nikiforos et al., 2023). 

The imminent dark side of interest rate hikes 

It is this fear of wages lagging behind that makes 

academics question policy actions to bring down 

inflation (Barker, 2023; Downey, 2022). The main 

instrument central banks use to release inflation-

ary pressure is of course their interest rate, how-

ever, this mechanism involves certain social costs, 

as briefly discussed in our introduction. After all, 

low-skilled workers are the first to get fired and 

the last to be hired again  (Mason & Melodia, 

2021; Oesch, 2010; Vermeiren, 2023). Moreover, 

hiking interest rates can further exacerbate the 

problem of a decline in labour share, de facto fa-

cilitating firms in higher profit margins, resulting 

in even lower real wages (lower labour bargaining 

power)  with higher profit margins (higher firm 

bargaining power) (Schäfer & Semmler 2024).  

Additionally, because interest rate policies impact 

unemployment, they play a critical role in revers-

ing the growth of inequality and narrowing the 

race, gender and education gap (Ferguson & 

Storm, 2023; Mason & Melodia, 2021). It is there-

fore important to know what instigates inflation 

and what makes it persistent. When, as described 

by Weber and Wasner (2023), inflation becomes 

persistent because of a profit-price spiral, interest 

rate hikes further deteriorate workers’ bargaining 

position, fueling the distributional conflict even 

more in favour of firms. In other words, wage evo-

lution will lag behind price hikes (Nikiforos & 

Grothe, 2023). 

Therefore, when inflation persists because firms 

have more bargaining power, interest rate hikes 

might not be the ideal (cf. distributional conflict) 

or most efficient solution (cf. flattened Phillips 

Curve). Central banks should be concerned with 

lowering the bargaining power of firms and re-

storing the balance of labour in income distribu-

tion, so that the social costs of lowering inflation 

are reduced to the absolute minimum.  

Post-pandemic inflation: a story of profit mar-

gins  

Supply-side economy and post-pandemic infla-

tion 

But how did transitory inflation coming from sup-

ply disruptions during lockdowns become persis-

tent after COVID-19? Keeping in mind the conflict 

model of persistent inflation, we notice an im-

portant trend among academics. As discussed, 

supply-side shocks might give firms monopoly 

power as a result of bottlenecks. During COVID-

19, supply-side disruptions plagued our econo-

mies, effectively giving firms more power to po-

tentially raise their profit margins. Moreover, af-

ter COVID-19, energy prices soared due to the 

war in Ukraine, strengthening the bargaining 

power of firms even further (Ferguson & Storm, 

2023; Nikiforos, Grothe & Weber, 2024). This was 

further supported by high aggregate demand as a 

result of highly accommodative policies and built-

up excess savings during COVID-19 (Bekaert et al., 

2020).  

Indeed, as Bivens (2022) states, price increases 

since 2020 can be mostly attributed to higher 

profit margins, with labour costs contributing to 

less than ten per cent of the increase in prices. 

Bivens (2022) continues by explaining that non-

labour shortages (if there was a labour shortage, 

labour would have more bargaining power) like 

shipping capacity gave firms with supply on hand 

enormous pricing power to protect and increase 

markups vis-à-vis their customers.  
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Interest rate policy during post-pandemic infla-

tion 

In sum, as Mason and Melodia (2021) state, infla-

tion was instigated by temporary mismatches be-

tween supply and demand. It was necessary to 

speed the recovery on the supply side, rather 

than trying to push spending down to match the 

lower level of production, resulting in lower ag-

gregate demand. However, instead of resolving 

supply bottlenecks through public investment 

and policy changes to prevent restricted supply 

and excessive market power, central banks re-

acted by raising interest rates. This led to the fur-

ther downfall of aggregate demand, while the 

problem located itself on the supply side. In this 

context, higher interest rates and fiscal austerity 

would not have addressed these problems, on 

the contrary: “[...] those policy decisions will turn 

today’s temporary disruptions into a perma-

nently weaker economy with higher unemploy-

ment and greater racial and income inequality” 

(Mason & Melodia, 2021, p. 18). Inflation after 

COVID-19 was hence a story of firms taking higher 

profit margins, while workers had to fight to see 

their wage share of surplus protected, or in other 

words, a shift of power from workers to capital. 

Looking at the debate between academics, there 

is no question that interest rate hikes by central 

bankers are not the most ideal nor most efficient 

solution to combat this persistent inflation. Read-

ing from Bivens (2023), Stanford et al. (2023), Ma-

son and Melodia (2021), Storm (2023), Nikiforos, 

Grothe and Weber (2024) and more, we notice an 

important consensus forming that rate hikes 

should not be the main solution to combat post-

pandemic inflation. Indeed, reading from these 

works, we learn that interest rate hikes might 

help relieve inflationary pressure by lowering in-

flation expectations, dampening demand and 

preventing interaction between workers and 

firms asking for higher wages and higher prices. 

However, reading from the previous section, 

these hikes are ideal for when labour has too 

much power and inflation persists because of 

wage-price spirals (Korpi, 2002; Stiglitz & Regmi, 

2022). Considering the events during and mostly 

after COVID-19, we can conclude that we are 

dealing with a profit-price spiral, whereby work-

ers try to protect their real wages and their share 

in income distribution (Weber & Wasner, 2023). 

Considering the strict raising campaigns of central 

banks, it leads us to our research questions: 

Firstly, how does the ECB explain recent inflation? 

Secondly, How does the ECB justify their exces-

sive rate hikes?  

Methodological and theoretical framework: 

thematic content analysis 

Our dataset consists of 130 public speeches given 

by ECB executive board members from May 2021 

up until 2024. The speeches are selected through 

the keyword ‘inflation’. We opted to start our 

analysis of speeches beginning May 2021, as this 

was the first time Euro area inflation peaked 

above the inflation target of the ECB. We deduct 

the categories for our first research question 

from our literature review, to which we will at-

tribute codes that can be applied to speech sen-

tences. The four categories we will use are expan-

sionary policies, exogenous factors, wages and 

profits. The category expansionary policies means 

attributing inflation to generous monetary 

measures and generous fiscal measures of gov-

ernments, as we derived from Bekaert et al. 

(2020), Claeys (2020) and Gharehgozli and Lee 

(2022). Exogenous factors describe shocks or de-

velopments from outside the economic system 

(such as supply disruptions, bottlenecks, geopoli-

tics etc.) that have an impact on endogenous var-

iables of our economic system, possibly leading to 

inflation. Our last categories, wages and profits, 

are what we described as the distributional con-

flict of income, whereas with wage-price spirals 

workers have more bargaining power and make 

inflation persistent by using this bargaining power 

to keep asking for higher wages. In profit-price 

spirals the bargaining power is distributed to-

wards firms, where they have the power to set 

prices, and workers desperately trying to recover 

their share in income distribution, resulting in 

second-round effects. In this division of catego-

ries, both the category ‘expansionary policies’ 

and the category ‘exogenous factors’ tend to gen-

erate mostly transitory inflation. Our categories 
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‘wages’ and ‘profits’ tend to generate mostly per-

sistent inflation, since they induce either a wage-

price spiral or a profit-price spiral. 

For the analysis of our first research question, we 

will follow the method of Arbogast, Van Doorslaer 

and Vermeiren (2023) very closely. After defining 

our categories, we will generate descriptive codes 

that could be mapped into each category de-

scribed. We will develop our code both deduc-

tively from our literature review, and inductively 

from the speeches themselves. Codes can thus be 

modified, dropped, added or re-assigned in the 

process. The result of this first reading is a final 

codebook that will be used for the actual analysis 

in the final phase. The second reading will com-

prise the actual analysis of the fragments and is 

based on our final codebook which can be found 

in the appendix. 

For our second research question, we opted for 

an exclusively inductive approach, where we 

developed the categories of our codebook in a 

first reading of the speeches. We decided to cre-

ate three categories. The first category refers to 

trying to dampen demand through interest rate 

hikes, implying that demand is simply too high 

and needs to be lowered to bring inflation down. 

A second category entails the labour market and 

refers to the need for interest rate hikes to loosen 

labour markets to prevent wage-price spirals and 

workers asking for higher wages. The last cate-

gory we created refers to the credibility of the 

ECB, its mandate and anchoring inflation expecta-

tions, whereby the ECB wants to uphold their sta-

tus as an independent, credible and strong insti-

tution. After this initial reading to construct our 

categories, we continued with the same phases as 

our first research question, meaning a phase to 

construct our codes for our designated catego-

ries, and a phase which carries out the actual 

analysis of the speeches 

 
Table 1: Categories and codes for RQ1: How does the ECB explain recent inflation? 

Categories Codes 

1. Accommodative policies References to expansionary monetary policies, expansionary fiscal pol-
icies 

2. Exogenous factors/ supply-de-
mand imbalances 

References to negative supply shocks, supply bottlenecks, commodity 
prices, geoeconomics/geopolitics, reshoring supply chains, climate 
change 

3. Wages References to tight labour markets, wage inflation (wage growth as a 
source of inflation), bargaining power of workers and unions, shortages 
of labour 

4. Profits References to profit margins and markups, firms having more pricing 
power (due to pent-up demand or due to market power) 

 

Table 2: Categories and codes for RQ2: How does the ECB justify their rate hikes? 

Categories Codes 

1. Demand is too strong References to the need to dampen demand, expansionary fiscal poli-
cies, expansionary monetary policies 

2. Labour markets are too tight References to wage-price spirals, tight labour markets, wage inflation, 
bargaining power of workers 

3. We need to keep credibility and 
anchor inflation expectations 

References to the need to anchor inflation, credibility, mandate of the 
ECB 
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Results  

Figure 1: Mention of categories in speeches 

 

We can draw some interesting conclusions from 

our analysis of the ECB speeches. First of all, when 

looking at the share of categories in total coded 

fragments, we notice expected trends. Beginning 

from the second quarter of 2021, mentions of ex-

ogenous factors, primarily mentions of commod-

ity prices and supply disruptions accounted for al-

most 50% of total coded fragments. In addition, 

mentions of expansionary policies accounted for 

25% of total coded fragments. During the follow-

ing quarters, we notice a retreat of mentions in 

both of these categories, along with more men-

tions of profits and wages. This can be attributed 

to the loosening of pandemic lockdowns and the 

loosening of supply disruptions. This evolution 

stagnates during 2022 due to the war in Ukraine, 

resulting in the code geopolitics and geoeconom-

ics being mentioned more,  levelling the category 

of exogenous policies and taking hold of ECB 

board members’ perceptions.  However, at this 

time, the debate between profits and wages 

starts to emerge, as inflation becomes more en-

trenched and reaches levels of 5%-10%. After the 

initial shock of the war in Ukraine and as inflation 

evolves from transitory to persistent inflation, the 

debate of profits versus wages becomes more 

apparent, and the categories of exogenous fac-

tors and expansionary policies diminish. Mainly 

when the ECB started raising their key interest 

rates in the third quarter of 2022, we can see that 

the debate between profits and wages arose.  

Secondly, the findings suggest that ECB board 

members tended more towards wages as a cause 

of inflation. Moreover, while wages are the most 

talked about factor in our coded speeches (see 

Figure 2), research of the ECB Economic Bulletin 

concludes that profits were the most dominant 

factor of rising inflation (Arce, Hahn, & Koester, 

2023; Hahn, 2023). In other words, there is a dis-

crepancy between what ECB board members say 

and what ECB researchers conclude. Mentions of 

wages in our coded fragments dip only once be-

low the mentions of profits, which is in the second 

quarter of 2022. This was when most of the pan-

demic lockdowns were loosened and global ex-

cess savings started moving, while supply still was 

significantly constrained. This resulted in input 

prices being passed through to consumers more 

aggressively, and giving firms more pricing power 

(due to pent-up demand) to raise profit margins.  
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Figure 2: Wages vs. Profits 

Thirdly, when looking at our second research 

question, we notice that these results coincide 

with the results from our first research question. 

Overall, the dominant category is credibility, 

whereby the ECB wants to keep credibility in fi-

nancial markets to anchor inflation expectations. 

However, during the third and fourth quarters of 

2022, we find that strong demand is an important 

factor to justify rate hikes. This is due to the per-

ception that exogenous factors exacerbated sup-

ply disruptions, and highly accommodative fiscal 

and monetary measures after COVID-19 had 

strengthened demand, which resulted in an 

imbalance of supply and demand, leading to 

higher inflation. As supply disruptions were alle-

viated and accommodative policies dampened, 

our observation that the perception shifted to 

wages as the primary cause of inflation in 2023, 

as indicated by our first research question, is also 

reflected in the results of our second research 

question. Indeed, as shown by Figure 3, we see 

the importance of tight labour markets expand 

from the beginning of 2023, just as the debate be-

tween profits and wages starts to arise, which 

thus supports the general view of the ECB that 

wages are the main cause of inflation.  

Figure 3: Justifying why interest rates should be raised 
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Discussion 

2021: necessary inflation supporting economic 

goals 

In 2021, inflation was not yet deemed a problem, 

since inflation was low due to lockdowns. Aggre-

gate demand had fallen significantly and both 

central banks and governments had to interfere 

with accommodative policies to prevent defla-

tion. When lockdowns were loosened, aggregate 

demand picked up due to these policies, and ex-

cess savings, built up during lockdown, came 

loose and reinforced stronger demand. This up-

swing led to higher inflation rates, which were 

considered necessary to offset the deflation im-

pulses the year before. This inflation surge was 

largely seen as temporary, as ECB governors ex-

pected aggregate demand to fall back when tight-

ening accommodative policies and when excess 

savings erode. In 2021, inflation could not yet be-

come persistent as the output gap was simply too 

big, however, rising energy prices, supply bottle-

necks and supply shortages led to more pricing 

power to firms, as described by Weber and Was-

ner (2023). 2021 can be seen as the impulse and 

amplification stage of sellers’ inflation. Rising de-

mand resulting from highly accommodative poli-

cies feeds into these price evolutions, and gives 

firms more market power. 

2022: from transitory to persistent inflation 

Coming to 2022, high commodity prices, climate 

change and geopolitics kept working through our 

economies, enforcing the idea of transitory infla-

tion. Yet, reaching the second quarter of 2022, 

the debate of wages and profits as a cause of per-

sistent inflation starts to arise. Slack in the labour 

market declined at a faster pace than projected, 

and the strong pent-up demand created a favour-

able environment for firms to protect and boost 

their profit margins. Firms were passing higher 

commodity prices on to consumer prices, and 

tight labour markets left workers to bargain for 

higher real wages. Reaching the second half of 

2022, discussions about interest rate hikes 

started to arise amongst ECB board members. 

Considering their perceptions of rising profit 

margins, they concluded that interest rates had to 

be hiked to dampen demand, since high demand 

(resulting from the excess savings and accommo-

dative policies) had exacerbated corporate pric-

ing power.  

Supporting this view of ECB board members to 

hike interest rates is the surge in tighter labour 

markets and lower unemployment, suggesting 

having entered the conflict stage as described by 

Weber and Wasner (2023). Mentions on wages 

rose in relation to profits, due to labour trying to 

regain real wage losses. However, although nom-

inal wage growth was gradually picking up, the 

pace of the increase was not efficient enough to 

preserve or restore people’s purchasing power. In 

other words, bargaining power is still in corporate 

hands, workers are simply trying to recoup their 

lost purchasing power, and even then not being 

able to do so, despite tight labour markets. In this 

view, while wages are not going to add to infla-

tion, hiking interest rates is a way to anchor infla-

tion expectations and keep credibility in their 

mandate. This ensures that workers can ask for 

higher wages while taking into account anchored 

long-term inflation expectations. 

2023: Wages, wages, wages? Or profits? 

In 2023, the ECB deemed it necessary to tighten 

its monetary policy to prevent second-round ef-

fects such as de-anchored inflation expectations 

or wage-price spirals. Despite tighter labour mar-

kets and reduced unemployment rates, the 

higher-than-normal nominal wage increases 

largely stem from a catch-up process following 

the decline in real wages since mid-2021. This de-

cline results, as said above, from firms having 

more pricing power, leading to greater profit mar-

gins. This story of workers trying to recoup their 

income continues throughout 2023, suggesting a 

conflict stage as described by Weber and Wasner 

(2023), whereby workers try to restore their lost 

share in income distribution. However, although 

higher wage demand feeds into inflationary 

tendencies, real wages were still lagging behind 

profits. 

These dynamics, characterised by workers trying 

to regain a share of income distribution and firms 
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trying to retain their profit margins, contributed 

to persistent inflation in 2023, according to ECB 

board members. In light of this, the findings of our 

second research question align with these per-

ceptions of ECB board members. Throughout 

2023, we observe an expansion in the category of 

tight labour markets as a rationale for raising in-

terest rates, confirming the ECB's stance that la-

bour markets need to be loosened to mitigate 

persistent inflation. 

However, profits also broadened in the overall 

distribution of codes. This increase can partly be 

attributed to the substantial decline in mentions 

of exogenous factors and expansionary policies. 

Nonetheless, there was also a notable rise in the 

absolute number of references to profits. Several 

factors account for this trend. Firstly, during this 

period, the research team of the ECB (see for ex-

ample Arce, Hahn & Koester, 2023; Hahn, 2023) 

conducted studies on the role of profits in driving 

inflation. The findings of these studies indicated 

that profits could indeed serve as a significant fac-

tor contributing to inflation. Consequently, ECB 

board members increased their mentions of prof-

its to maintain coherence between the research 

findings and their public statements. Secondly, 

with the decrease in commodity prices, consumer 

demand experienced an upturn, enabling firms to 

capitalise on the opportunity to increase their 

profit margins. This phenomenon can be at-

tributed to sticky prices, where prices remain un-

changed while input costs decrease, resulting in 

expanded profit margins. Lastly, the sudden surge 

in references to corporate profits can also be 

linked to the framework of Weber and Wasner 

(2023), particularly their concept of a profit-price 

spiral. As previously discussed, workers sought to 

reclaim their lost share in the distributional con-

flict towards the end of 2022. This initiated a new 

phase of propagation, where firms endeavoured 

to raise prices to safeguard their profit margins 

against rising input costs, in this case, higher la-

bour costs. 

The share of profit margins in total mentions 

deepens throughout the first three quarters of 

2023, as higher profit margins propagate through 

the economy. As labour supply stays constrained, 

and demand resurges, firms raise their profit mar-

gins. Moreover, profits increased more strongly in 

certain industries than in others. Indeed, looking 

at the graphs provided by ECB governors’ 

speeches, profits took a larger share in income 

distribution in sectors of low-skilled workers, such 

as agriculture, mining, manufacturing and con-

struction, confirming our literature research that 

low-skilled labour lost a higher share of income 

than workers in other sectors. This was due to a 

combination of demand and labour supply being 

high, resulting in firms being able to boost their 

profit margins, without workers being able to bar-

gain for higher wages due to less sectoral labour 

market tightness. In other sectors such as travel 

and hospitality, demand was high after the pan-

demic, but these sectors experienced tighter sec-

toral labour markets, resulting in workers being 

able to recoup their lost share of the income dis-

tribution.  

The labour market tightness of certain sectors left 

ECB board members to tend more towards men-

tioning labour market tightness and the need to 

anchor inflation as a justification to hike interest 

rates. It was after all necessary in certain sectors 

to temper economic activity. However, in other 

sectors, workers with a weaker bargaining posi-

tion saw their share in income distribution de-

cline even further. Yet, because ECB board mem-

bers saw inflation decline after their interest rate 

hikes, it seemed as if they had forgotten about 

the profit margins of firms. This left the category 

of wages in our first research question to expand 

to 60 per cent of total mentions, and the category 

of profits to fall back to only 10 per cent of total 

mentions. 

Concluding remarks  

When looking at the results of studies like those 

from Hahn (2023) and Arce, Hahn and Koester 

(2023), Storm (2023) or Bivens (2022), we notice 

that profits have contributed a lot more to the 

GDP deflator and inflation. This implies that over 

the past years, as firms could expand their profits, 

consumers have borne the brunt of the inflation-

ary shocks, rather than shareholders. Moreover, 

this dynamic was even stronger in sectors 
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regarding low-skilled labour such as agriculture, 

manufacturing and construction, leaving these 

workers as the ultimate victims of post-pandemic 

inflation. The real wages of these workers stay 

persistently low, while the profit margins of these 

firms have expanded significantly throughout the 

years (Bodnár & Mohr, 2023). While these devel-

opments were discussed a few times in speeches 

by ECB board members, the ECB never seemed to 

properly challenge this view both as a cause for 

inflation (see Figure 2) and as a justification to 

hike interest rates. Rather, they leaned more to-

wards tight labour markets as a cause of inflation 

and a reason to raise interest rates.  

In addition, as discussed in our literature review, 

low-skilled workers also suffer the most from ris-

ing interest rates, as it is mostly low-skilled work-

ers who get fired first (Mason & Melodia, 2021; 

Vermeiren, 2023). Moreover, interest rate hikes 

fuel the distributional conflict even further by tak-

ing away bargaining power from labour. Thus, 

low-skilled workers see their share of income dis-

tribution decline twice: during the post-pandemic 

inflation (because firms are expanding their share 

in income distribution), and while combatting this 

post-pandemic inflation through interest rate 

hikes, further exacerbating inequality between la-

bour and capital in our Euro area. Academics and 

ECB board members (Beaudry, Hou & Portier, 

2024; Del Negro, Lenza, Primiceri & Tambalotti, 

2020) also have mentioned that the Phillips curve 

has flattened throughout the years, making inter-

est rate hikes not only unjust but also inefficient, 

as a flatter Phillips curve needs more interest rate 

hikes to stop inflationary pressures. The claims of 

Barker (2023) and Downey (2022) of central 

banks engaging in class warfare can thus be con-

firmed, in the sense that the ECB acknowledges 

the problems regarding low-skilled and low-in-

come workers, nevertheless, the ECB does not 

seem to consider this when conducting anti-infla-

tionary policies. 

However, we cannot simply accuse central banks 

of further exacerbating inequality and the decline 

in the bargaining power of workers and unions, as 

central banks almost only have their interest rate 

mechanism to lower inflation. They need to do 

this to keep their institution credible for foreign 

investments. Credibility is key in a neoliberal 

world, to ensure foreign investments. It is there-

fore important to look at other ways to lower ex-

cess corporate profits that do not have an impact 

on inequality and the distributional conflict. ECB 

governor Panetta states that the appropriate re-

sponse is not more fiscal support to compensate 

consumers for higher prices of goods and ser-

vices. Rather, it is important to intervene to pre-

vent any abuse of market power. Indeed, we can 

conclude that more fiscal support is not the right 

way, as it will only strengthen corporate pricing 

power due to pent-up demand. Next to that, 

workers and unions need to reclaim more bar-

gaining power to ask for higher real wages.  Due 

to globalisation, labour (and more importantly, 

low-skilled labour) lost a lot of bargaining power 

as they were faced with risks of offshoring. This 

led to unions having become more restrained 

with their wage demands, prioritising job security 

over higher pay. Deglobalisation and reshoring of 

supply chains can give some of the bargaining 

power back to labour. Moreover, deglobalisation 

can slope the Phillips curve back again, which 

would mean that fewer interest rate hikes are 

needed to lower inflation (Seydl & Spittler, 2016). 

European projects such as the Open Strategic Au-

tonomy can further ensure this deglobalisation. 

Ending this conclusion, we noticed throughout 

this research that the views and perceptions of 

ECB governors regarding the causes of inflation 

and reasons to hike interest rates do not align 

with the numbers and graphs from academics, 

even their researchers (Bivens, 2022; Arce, Hahn 

and Koester, 2023; Hahn, 2023; Storm, 2023). 

Moreover, we concluded that interest rates are 

unjust and inefficient in combating post-pan-

demic inflation. In our literature review, we dis-

cussed better ways to combat inflation induced 

by higher corporate profits. Examples of these so-

lutions are allocated credit policies by central 

banks, but governments too must contribute by 

identifying and addressing supply bottlenecks 

and avoiding (temporary) monopolies through 

antitrust laws (De Santis et al., 2018; Mason & 

Melodia, 2021; Stanford et al., 2023). Notice that 
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these policies suggest cooperation between cen-

tral banks and governments, effectively question-

ing the independence of the central bank, and 

questioning an important characteristic of neolib-

eralism. Central bank independence is at the core 

of financial markets today and is an important key 

to conducting credible and stable policies in our 

economies. However, as stated above, leaving 

the central bank with almost only their interest 

rate mechanism, our central banks are almost re-

quired to combat high inflation by further exacer-

bating inequality. And even then, considering the 

flattened Phillips curve, it isn’t efficient. Coopera-

tion between governments and central banks can 

help inequality and recoup bargaining power to 

workers, but fighting inflation through political in-

stitutions has its well-known flaws. Nuancing ne-

oliberalism is necessary to prevent inequality 

from being built up. In this sense, future research 

can look more in-depth at this profit inflation, and 

ask if central bank independence should be given 

up in the future to combat this new source of in-

flation, or even more, to what degree neoliberal 

ideas contribute to profit inflation and inequality. 
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