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New ECIPE Working Paper:

Globalisation and Inflation in OECD Countries

During the last two decades, the world has experienced a remarkable process of
disinflation, with average inflation rates in industrialized countries falling by 10
percentages. Inflation has also become less volatile and less vulnerable. Parallel to
this, a tremendous increase in economic integration — globalization — has been
taking place. In this new study, Gernot Pehnelt’s analyses the relation between
globalization and inflation in OECD countries and concludes that economic
freedom and the degree of globalization are positively related to the disinflation
process.

Ger not P e hn e loffers asubstastial costributioh yo an important debate.
Focusing on OECD countries, P e h n enpitical analysis finds that there has been a

» gl obal i soainflatom Petendlt fdentdies the different ways in which
globalisation couldinfluence inflation —falling import prices, enhanced global
competition, integration of labour markets and policy incentives and investment reforms
—and econometrically tests these propositions.

Inflation rates in OECD countries dropped from an average of 12 percent in 1980 to 2
percent in the late 1990s. Meanwhile, the volatility of inflation has also fallen, leading
to a stabilisation of inflation expectations. In the United States, for example, inflation
volatility has fallen by two thirds since the mid-1980s and even developing countries
have seen volatility fall since the 1990s. As empirical evidence suggests, high inflation
volatility is associated with lower average growth and has a negative effect on the
productivity of investment.

The integration of economic, political, and cultural systems, and advances in
information technology and transportation, have dramatically expanded interaction in
the world. Globalization is also associated with trade liberalization and institutional
reforms in many countries. The reduction of tariffs and other barriers to trade, fostered
by GATT/WTO liberalization and European integration, have been additional drivers of
the massive growth in world trade.
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Overal, Ger not  Enmihcal eedults Cosfirm that globalisation significantly con-

tributed to the disinflation process in OECD countries since the 1980s. Countries

characterized by higher levels of globalization have also mitigated inflationary shocks

and economic setbacks. P e h n e | tshows that ¢ven d iflation rates have now

fall en back to gbmenkOEB&GDotoUnor mabkitgl ob
significantly contributed to this development and will continue to have a positive effect

on inflation.
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