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Milton Friedman used to say that
inflation is always and everywhere a
monetary phenomenon. The economy,
however, has a nasty habit of proving
former greats wrong and Mr. Friedman
is no exception. The current bout of
inflation in Europe is almost exclusively
driven by the energy price shock.
Because the cause of inflation is
different, the solutions will have to be
different as well.

THE
ENERGY
PRICE SHOCK
WHAT TO DO WITH HIGH
INFLATION?

difference indefinitely. The
smarter solution in this
case is to let prices rise as
they may, compensate the
most exposed households
and firms by sending
them cash, and support
building new, non-gas,
energy infrastructure.
While high prices are
bad for most companies
and households, they
are the mover of Adam
Smith’s invisible hand.
High energy prices make
clean energy investments
more profitable, whether
they are solar, wind, water,
nuclear, or any other
source. Furthermore, they
create a powerful incentive
to solve electricity storage
issues, such as batteries,
to fully reap the benefits
of renewable energy. If
high gas prices are here to
stay, they also contain the
seed of the solution, we
just have to nurture it and
reap it.
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