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In 1973 and again in 1978-79 the price of oil
increased fourfold. Result: stagflation
(stagnation + inflation)

In the five year boom previous to 2008 the
price of oil increased by the same amount
but inflation remained under control (2%)

In the big recession after 2008, stagnation
with constant prices (after a year of deflation
How can we explain these contradictory
developments of output and inflation? Are we
free from stagflation?



Sources of data
Eurostat
OECD
World Bank
WIOT (World Input-Output Data Base)
Others (INE, BdE, The Economist...)
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Inflation (GDP Deflator)
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$ per barril crude oil (constant dollars, 2007)
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Table 2.2.1: Energy intensity
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Output: principle of effective demand
Y=pA
Y'=A

Prices-Inflation: Cost-push inflation.
Augmented Phillips curve
Wage share: I'w (=1/n) (globalization)
Oil share:¢p-Po (Po($), e=%$/€)
Inflation expectations (Monetary Policy of CB)
Mark-up (globalization)



Impact of APo on prices
A oil share >AP

Possible feedback (spiral?) P <> w) unless
expectations of inflation are anchored

AP > VX' > VY’

Impact of APo on output
>A oil share >ATransfers to RoW >
>VYd >Vu >VC >Y’



Autonomous Demand, Aggretate D and Distribution and Utilization rates of capacity and
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Evolution Yr & P
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Evolution Yr' and P'
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Why APo (2003-2008) has not caused stagflation

as in 1973-19807

Less oil intensity (oil+gas ?)

No wage/prices feed-back. Key role of Central Banks
anchoring expectations

Globalization (international competition of labour and
capital)

« Which countries are more vulnerable to

stagflation?
High oil+gas intensity countries. - reduce fuel intensity
and fuel dependency (diversification of energy mix,
exchange rates stability)
Countries where wages are linked to past inflation. >
Wages linked to inflation target
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