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Stagflation is an economic condition characterized by the simultaneous occurrence of stagnant
economic growth, high unemployment, and rising inflation. This paradoxical situation presents
policymakers with significant challenges, as measures to curb inflation can further suppress growth,
and efforts to stimulate the economy may exacerbate inflation. Understanding what causes
stagflation is crucial for investors, policymakers, and anyone interested in macroeconomic dynamics.
Among the potential causes, rising oil prices and technological factors are often discussed. In this
article, we explore these factors in detail to answer the question: which of the following would cause
stagflation? Specifically, we focus on options A. Rising Oil Prices and B. Technical issues, analyzing
their roles and implications.

Understanding Stagflation

What Is Stagflation?

Stagflation is a unique macroeconomic phenomenon where inflation and unemployment rise
simultaneously, while economic growth stagnates. Traditionally, inflation and unemployment are
believed to have an inverse relationship, as described by the Phillips Curve. However, stagflation
defies this relationship, posing a complex problem for economic policy.

Historical Context

The term "stagflation" gained prominence during the 1970s, particularly during the oil crisis when
oil prices surged, leading to inflation and economic slowdown in many Western economies. This
period highlighted how external shocks could trigger stagflation, challenging conventional economic
theories.

Which Factors Can Cause Stagflation?

A. Rising Oil Prices as a Cause of Stagflation

Rising oil prices are often cited as a primary external shock that can lead to stagflation. Oil is a
crucial input in many industries, and increases in its price can have widespread economic impacts.



Impact of Rising Oil Prices on the Economy

e Higher Production Costs: As oil prices increase, the cost of manufacturing, transportation,
and logistics also rises. Businesses face higher expenses, which can lead to increased prices
for goods and services.

e Inflationary Pressures: Increased costs are often passed on to consumers in the form of
higher prices, fueling inflation.

¢ Reduced Consumer Spending: As prices rise, consumers may cut back on spending, leading
to decreased demand and slower economic growth.

e Unemployment Rise: Higher production costs can lead businesses to cut jobs or delay hiring,
increasing unemployment rates.

Historical Examples of Oil Price Shocks Causing Stagflation

The 1973 oil crisis and the 1979 energy crisis are classic examples where sharp increases in oil
prices contributed to stagflation. In both instances, economies experienced high inflation, rising
unemployment, and sluggish growth simultaneously.

Mechanisms Linking Oil Prices to Stagflation

Rising oil prices act as a supply shock, reducing aggregate supply in the economy. This shift causes
inflation to rise while output declines, creating the perfect storm for stagflation. The key mechanism
is that increased input costs reduce productivity and economic output, while inflationary pressures
persist.

B. Technical Factors and Their Role in Stagflation

Understanding 'Technical' Causes

The term "technical" can refer to various non-external shock factors, including technological
disruptions, structural issues within the economy, or misalignments in market expectations. While
these factors are less direct than oil price shocks, they can contribute to stagflation under certain
conditions.

Technological Disruptions and Structural Changes

¢ Obsolescence of Industries: Rapid technological change can render certain industries
obsolete, leading to job losses and economic stagnation.

e Productivity Paradox: If technological advancements are misaligned or slow to translate into
productivity gains, economic growth may stagnate even as prices rise.



e Market Mismatches: Structural mismatches between skills and job market demands can
increase unemployment, while inflation persists due to other factors.

Market Expectations and Policy Errors

Inflation expectations can influence wage-setting behaviors and price adjustments. If market
participants anticipate persistent inflation, they may negotiate higher wages, which can lead to a
wage-price spiral, further fueling inflation without economic growth.

Speculative Activities and Asset Bubbles

Speculative activities can distort markets, leading to resource misallocations. When bubbles burst or
speculative pressures ease, economic activity can slow down while inflationary pressures remain,
contributing to stagflation.

Distinguishing Between Causes of Stagflation

External Shocks vs. Internal Structural Issues

While rising oil prices are external shocks originating outside the economy, structural issues are
internal and often involve policy missteps or market failures.

External Shocks (e.g., Rising Oil Prices)

- Originating outside the domestic economy
- Sudden and unpredictable
- Require policy responses focused on supply-side solutions

Internal Structural Issues (e.g., Technical Problems)

- Rooted in economic policies, market design, or technological change
- Often evolve gradually
- May require structural reforms or technological innovation to resolve

Conclusion: Which of the Following Would Cause
Stagflation?

Based on the analysis above, rising oil prices are a well-documented cause of stagflation. External
shocks like oil price hikes directly increase production costs, leading to inflation while
simultaneously dampening economic growth and raising unemployment. This pattern was vividly
observed during the 1970s oil crises, where soaring oil prices led to widespread stagflation across
many advanced economies.



On the other hand, technological factors—while influential in shaping economic structure and
productivity—are less likely to directly cause stagflation unless they result in specific disruptions,
structural mismatches, or policy failures that hinder growth and fuel inflation simultaneously.

In summary:

- Rising Oil Prices (A) are a direct and historically validated cause of stagflation.
- Technical factors (B), unless they lead to significant supply shocks or structural economic issues,
are less likely to cause stagflation on their own.

Therefore, the most accurate answer to the question "Which of the following would cause
stagflation?" is option A: Rising Oil Prices. External shocks like oil price hikes are classic catalysts
for stagflation, especially when accompanied by other structural vulnerabilities.

Understanding these dynamics is vital for policymakers and investors alike. Recognizing the signs of
external shocks and structural issues can help in designing effective responses—be it through
supply-side policies, technological innovation, or strategic reserves—to mitigate the adverse effects
of stagflation and stabilize the economy.

Frequently Asked Questions

Which of the following would most likely cause stagflation:
Rising oil prices or technical advancements?

Rising oil prices would most likely cause stagflation because they increase costs for businesses and
consumers while economic growth slows down.

How does rising oil prices contribute to stagflation?

Rising oil prices increase production costs and transportation expenses, leading to higher inflation
and potentially slowing economic growth, characteristic of stagflation.

Can technological advancements lead to stagflation?

Generally, technological advancements improve productivity and economic growth, so they are
unlikely to cause stagflation; however, if they lead to significant disruptions without immediate
productivity gains, they could contribute indirectly.

Which factor is a more direct cause of stagflation: rising oil
prices or technological stagnation?

Rising oil prices are a more direct cause of stagflation because they directly increase costs and
inflation while potentially slowing economic growth.



Why is rising oil prices associated with stagflation rather than
just inflation?

Because rising oil prices can simultaneously lead to higher inflation and slower economic growth,
creating the conditions characteristic of stagflation, unlike typical inflation which is often
accompanied by strong growth.

Additional Resources

Stagflation: The Economic Enigma

In the realm of macroeconomics, few phenomena have proven as perplexing and challenging to
policymakers as stagflation. Coined in the 1970s during a period of stagnant economic growth
combined with high inflation, stagflation defies the traditional economic doctrine that inflation and
unemployment are inversely related. Understanding what causes stagflation is crucial not only for
economists and policymakers but also for investors and consumers navigating uncertain economic
waters.

This article explores the question: Which of the following would cause stagflation? Specifically, we
evaluate the options:

- A. Rising Oil Prices
- B. Technical (which we interpret as technological factors or disruptions)

Through an in-depth analysis, we will understand how these factors influence the economy and their
potential to induce stagflation.

Understanding Stagflation: A Brief Overview

Before delving into causes, it is essential to define what stagflation entails and why it is such a
problematic economic condition.

What Is Stagflation?

Stagflation occurs when the economy experiences three concurrent issues:

1. High inflation: Rapidly rising prices diminish purchasing power.

2. High unemployment: A sluggish or contracting economy leads to job losses.

3. Stagnant or slow economic growth: Overall output remains flat or grows very slowly.
Why Is Stagflation a Policy Dilemma?

Standard economic tools often have opposing effects. For example:

- To combat inflation, a government might tighten monetary policy (raising interest rates), which can



slow economic growth further and increase unemployment.
- To reduce unemployment, policymakers might lower interest rates or increase government
spending, which can exacerbate inflation.

This conundrum makes stagflation particularly challenging to address since measures to curb
inflation can worsen unemployment and vice versa.

Factors Contributing to Stagflation

Several factors can contribute to stagflation, but two primary candidates are:

- Rising Oil Prices
- Technological Factors (Technical disruptions or advancements)

Let's analyze each in detail.

Rising Oil Prices as a Cause of Stagflation

The Role of Oil in the Economy

0Oil is often termed the "lifeblood" of modern economies. It fuels transportation, manufacturing,
heating, and a myriad of other sectors. As a vital commodity, fluctuations in oil prices can have
widespread economic repercussions.

How Rising Oil Prices Can Lead to Stagflation
When oil prices spike sharply, several interconnected effects can trigger stagflation:

1. Increased Production Costs

- Higher input prices: Oil is a key input in transportation and manufacturing. A rise in oil prices
increases the cost of goods and services.

- Cost-push inflation: Businesses facing higher costs often pass them onto consumers, leading to
inflation.

2. Reduced Consumer Spending

- Higher transportation costs: Consumers pay more for commuting and travel.

- Decreased disposable income: As transportation and energy costs rise, households have less to
spend on other goods and services, which dampens demand.

3. Economic Slowdown
- Business cutbacks: Elevated costs may lead firms to reduce investment or lay off workers.
- Unemployment rises: As companies slow hiring or lay off employees, unemployment increases.



4. Feedback Loop
- The combination of inflation (from higher costs) and unemployment (from reduced demand and
layoffs) creates the perfect storm for stagflation.

Historical Evidence: The 1970s Qil Crisis

The most prominent example of rising oil prices causing stagflation occurred during the 1970s oil
crises, particularly after the 1973 embargo by OPEC. The result was a period marked by:

- Double-digit inflation rates
- Rising unemployment
- Slow GDP growth

This historical precedent underscores the potent role of oil prices in shaping macroeconomic
conditions.

Summary: Why Rising Oil Prices Can Cause Stagflation

- They induce cost-push inflation.

- They lead to reduced consumer spending and business investment.

- They cause economic slowdown and higher unemployment.

- The simultaneous inflation and unemployment spike constitute stagflation.

Technical Factors and Their Impact on Stagflation

What Are Technical Factors?
The term "technical" could refer broadly to:

- Technological disruptions or advancements
- Technical inefficiencies or failures
- Structural shifts in industries

In the context of causing stagflation, the most relevant interpretation involves technological
disruptions that adversely affect economic productivity and growth.

How Can Technical Disruptions Lead to Stagflation?

1. Innovation Failures or Disruptions

- Sudden technological failures (e.g., a major infrastructure collapse) can hamper productivity.

- Disruptive innovations (e.g., rapid obsolescence of existing technologies) can lead to short-term
economic pain.

2. Structural Shifts Leading to Unemployment
- Technological changes can render certain industries obsolete, causing layoffs.

- If these layoffs are widespread, unemployment rises.

3. Impact on Inflation



- If the disruption causes supply chain issues or increases production costs (e.g., due to the need for
new infrastructure), prices may rise.

- Alternatively, a slowdown in productivity growth can cause stagnation, but if prices also rise due to
other factors, inflation can occur.

Examples and Considerations

- Industrial Restructuring: When industries undergo rapid technological change, initial
unemployment may rise before productivity gains are realized.

- Supply Chain Disruptions: Technical failures in logistics or manufacturing can cause shortages,
leading to price increases.

Limitations of Technical Factors Causing Stagflation

While technological issues can lead to economic slowdown and unemployment, their direct role in
causing inflation is less pronounced unless accompanied by supply constraints that push prices
upward. Typically, technological advancements tend to reduce inflation over time, but disruptions
can temporarily cause inflationary pressures.

Summary: Can Technical Factors Cause Stagflation?

- Yes, if they cause significant productivity losses, supply chain issues, or structural unemployment.
- However, they are generally less directly associated with the kind of persistent inflation seen in
stagflation compared to supply shocks like oil price hikes.

Comparative Analysis: Which Causes Are More Likely to
Induce Stagflation?

| Factor | Direct Impact on Inflation | Impact on Unemployment | Overall Likelihood of Causing
Stagflation |

I | | | |

| Rising Oil Prices | High | High | Very Likely |

| Technical Disruptions | Moderate to Low | Moderate | Possible, but less common |

Based on this analysis, rising oil prices stand out as a well-documented and potent cause of
stagflation, especially during supply shocks. Technical factors, while capable of causing economic
disruptions and unemployment, are less directly linked to persistent inflation unless they cause
supply constraints or cost increases.

Conclusion: Which of the Following Would Cause



Stagflation?

A. Rising Oil Prices is the more direct and historically validated cause of stagflation. The 1970s oil
crises serve as a textbook example of how a supply shock in a key commodity can simultaneously
induce inflation and unemployment, creating the classic stagflation scenario.

B. Technical factors, while impactful in certain contexts, generally do not induce stagflation unless
they lead to significant supply chain disruptions or productivity declines that push prices upward
alongside unemployment.

Final Thoughts

Understanding the causes of stagflation is essential for effective policy formulation. Policymakers
must recognize that supply shocks—like soaring oil prices—can have multifaceted effects that
challenge traditional economic approaches. As economies become more interconnected and
vulnerable to external shocks, being prepared for such scenarios becomes a vital part of economic
strategy.

For investors, consumers, and policymakers alike, the key takeaway is to monitor commodity prices
and technological developments carefully, as these factors can dramatically alter the economic
landscape and pose risks of stagflation.

In summary, rising oil prices are a primary driver of stagflation, whereas technical disruptions,
although impactful, are less directly associated with causing this complex economic condition.
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