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SURVEY: OIL

Not so shocking
Apr 28th 2005 
From The Economist print edition



Does the oil price matter any more?


HOW is it that oil prices have been able to shoot from $10 a barrel to over $50 without triggering an economic shock? The conventional reckoning is that every $10 hike in the oil price will knock half a point off global GDP growth—and yet the rise to $50 seemed to make little difference to the global economy last year. Oil is priced in dollars, so the steep dollar depreciation in recent months should have helped the European Union. Yet despite that boost, the euro-zone countries grew by only 2% last year, whereas America, which was fully exposed to the oil-price hike, grew at 4.4%. China, with growth of around 10%, was in a class of its own.
Ken Rogoff, a professor at Harvard and former chief economist of the IMF, argues that the “world really did not have a clear picture” of the relationship between oil and GDP. He now thinks that a gradual rise to an oil price of $80 “would not present any great difficulties for the global economy”. If it happened over five or ten years, consumers would adjust by becoming more energy-efficient, using new technologies and perhaps even re-thinking their transport arrangements.
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Oil in troubled waters 
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The incredible shrinking companies [image: image6.png]



The bottomless beer mug [image: image7.png]



Consider the alternatives [image: image8.png]
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Mr Rogoff is a professor at Harvard and former chief economist of the IMF. The International Energy Agency publishes the Oil Market Report. OPEC announces its basket price for oil.
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The recent price rise coincided with low global inflation and strong demand-led growth, which meant it was easily absorbed. In contrast, the 1970s oil-price hike came at a time of high inflation, wage and price indexation and economic malaise. Mr Rogoff argues that the world's central banks have also become much more credible inflation-fighters, so oil-price rises have not been feeding through to higher interest rates.
Another important factor is that the OECD countries have become much less energy-intensive, thanks to the shift from manufacturing to services. America, for example, uses only half as much oil per unit of GDP as it did 30 years ago. In value terms, oil's share of OECD commodity imports plunged from 13% in the late 1970s to 4% in the late 1990s. 
When the pips start to squeak
So does that mean the oil price does not matter any more? Not quite. Some economists now argue that this relationship is asymmetrical. A rise from $10 to $20, or $40 to $50, may not cause much harm, but further rises, even if they are quite modest in percentage terms, may become increasingly damaging, especially if they happen quickly. 
In fact, argues Fatih Birol, chief economist of the International Energy Agency, present price levels may already be dampening the current cyclical upturn. In particular, they may be hurting the world's developing countries. Many poor countries are more dependent on imported oil and use energy far less efficiently than do rich countries as they make a dash for manufacturing-led growth. Economists are still trying to make sense of the “non-shock” of 2004, but some lessons are already clear. First, the world's utter reliance on petroleum for transport still leaves it highly vulnerable to an oil shock at some price. That, argues Mr Rogoff, is reason enough for America, the world's biggest oil consumer, to impose a carbon tax: “Either we raise the price of oil, or OPEC will.”
Second, comparing prices in absolute terms can be misleading, because over a period of time inflation can make a big difference. In today's money, the oil price actually topped $80 a barrel during earlier oil shocks. So in the end the oil price is still important: it's just that $50 ain't what it used to be.
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“The stone age did not end for lack of stone, and the oil age will end long before the world runs out of oil.” 





Nafta je danas pala na najnižu cenu za poslednja tri meseca, na ispod 47 dolara za barel, potiskivana vestima o obilnoj  onudi i daljem rastu zaliha u američkim rafinerijema. Analitačari pad pripisuju novim kretanjima na svetskim deviznim tržištima, odnosno povećanju vrednosti dolara, smanjenju potražnje u Kini i poslednjem sapštenju Vlade SAD o stanju zaliha sirove nafte. Promeni je doprineo i poslednji izveštaj Međunarodne agencije za energetiku da su visoke cene petroleja usporile rast tražnje u Kini Evropi i SAD.








