Conflict brings echoes of the 1970s
oil shock

Legacy of embargo is a world better prepared to
withstand high prices

It is only a minor exaggeration to say that the 1973 oil shock created the modern
global economy. That year the Arab oil producing countries stopped exports to many
western countries as punishment for providing aid to Israel during the Yom Kippur war.
The embargo helped birth a new energy economy, aiming to reduce dependence on
foreign oil. Its effects on inflation, meanwhile, brought the Keynesian era, where
central banks sought full employment, to an end. Eventually, the effects would usher in
the world of inflation targeting independent central banks.

Almost half a century on, the Russian war in Ukraine and the sanctions imposed in
retaliation are raising the risk of a new oil shock. While there is, as yet, no embargo of
similar scale to the 1970s on Russian oil — the US, which announced an end to imports
this week, and the UK, which plans to more gradually phase them out, buy little
compared to other countries — global prices have risen over the past couple of years
by a similar proportion. The cost of a barrel quadrupled during the 1973-74 embargo.
Today, prices have risen at an equivalent pace since their, admittedly pandemic-
induced, low in 2020.

But oil is much less important to today’s world and Russia less of a dominant producer
than the Opec cartel was in the 1970s. The International Energy Agency estimates oil
accounts for 32 per cent of total energy generation compared to 48 per cent in 1973
and is mostly used to fuel cars rather than power stations. Natural gas, though, has
increased its share of energy supply since 1973 from 16 per cent to 23 per cent, and
prices for gas in Europe have risen more than eightfold. Taken together, the rise in the
cost of both fuels could have scope to cause a similar “shock” to the world economy.

While economists are still debating the exact mix, the inflationary spiral of the 1970s
probably had as much to do with the strength of labour and relatively loose monetary
policy as with the energy price shock. With markets deregulated and lower rates of
unionisation today, workers have less capacity to ensure their wages keep pace with
prices. It is true that central banks have, once again, begun to put more focus on



increasing employment rather than limiting inflation, but they will hopefully not be as
slow to react to the warning signs as they were in the 1970s.

The economic outlook is still worrying: while the 1970s tend to be primarily associated
with inflation, the rise in unemployment and the recession that accompanied the “oil
shock” were equally devastating. Even if the knock-on effect on consumer prices can
be contained, sharp drops in real household incomes, and perhaps even a recession,
are likely to follow today’s steep increase in fuel costs. Some poorer countries, which
export oil or gas, may benefit but many of the very poorest, who rely on imported food
and fuel, will suffer.

Ultimately, the Arab states’ oil embargo did not work: Israel’s allies remained resolutely
committed to the country. Instead, the oil shock of the 1970s encouraged a renewed
focus on energy efficiency and bolstered attempts by the west to blunt what became
known as “the oil weapon”. President Jimmy Carter urged Americans to put on a
sweater and installed solar panels on the White House.

The west will undoubtedly feel significant pain in the short term from a new oil shock.
But in the longer term it will drive speedier adoption of renewables, the “energy of
freedom”, as German finance minister Christian Lindner put it.



The invasion of Ukraine threatens a
global food security crisis

Oleg Ustenko

The brutal Russian invasion of Ukraine is destroying a country, displacing millions of
people and ruining lives. Vladimir Putin has already come close to causing a major
nuclear disaster and appears to have plans for more. In addition, Russian violence is
creating a global food security crisis.

Ukraine is the world’s fifth-largest exporter of wheat, but farmers cannot now start
what is called their spring sowing campaign. The regular window for starting field work
is the first 10 days of March, and planting needs to be fully completed in the last week
of April. We have highly productive soil, but also a climate that sets the rules. There is
already no way that Ukrainians will be able to sow this year based on a normal
schedule.

Those parts of Ukraine which are most productive in terms of agricultural production
are now consistently under aerial attack and artillery bombardment. Working the fields
in regions such as Chernihiv, Poltava, Kharkiv, Sumy, and Zhitomir has become
practically impossible.

According to regional administrators, some of these fields are likely to be mined or
contain unexploded ordnance. Even when we are ready to start ploughing and
planting, anti-mining and ordnance measures will be essential — and we urgently
request help from all civilised countries in that task.

Ukrainian farmers are resilient. But they also have other important tasks at hand.
These currently include capturing Russian military equipment, blowing up fuel convoys,
and allowing demoralised Russian soldiers to talk with their mothers. We are a humane
and innovative people, but we also know what our priorities must now be.

Our tractors should be ploughing fields and feeding the world, but instead too many of
them spend time towing broken down and captured Russian equipment. All that deadly
junk will be recycled, of course, but we would much rather be busy growing the food
that people everywhere need to survive.



If this war is not stopped immediately, the world will experience a drop of global supply
between 10 per cent to 50 per cent of major agrarian products including wheat, barley,
corn, rapeseed, and sunflower oil. In recent decades, because of smart investments,
increased productivity, and overall efficiency, Ukrainian agriculture provided a major
buffer for the food security of billions of people around the world. Western companies
that have worked with us on this vital endeavour are a vital part of our on-ground
team.

But agricultural commodity prices have already increased and, once markets realise the
full depth of Putin’s madness, we should expect them to spike further. Rich western
countries may think they are less exposed, due to the nature of their food
consumption, with more meat and less bread in their diet than poorer ones. But higher
commodity prices increase the cost of livestock feed and will provide a further boost to
inflation pressure in the US, the EU, the UK and all developed countries.

The price tag for supporting poor people worldwide will increase substantially. On the
Chicago Commodity Exchange prices for wheat already demonstrate substantial
growth. To avert widespread hunger, massive budget pressures and further inflation
shocks, the world needs to act very quickly. All possible measures to stop Putin’s troops
must be on the table — including steps that would have been unimaginable 10 days
ago. The food production clock is ticking.

Each extra day of the Russian war against Ukraine threatens to push the world into a
new Dark Age. We will emerge victorious and every Russian tank and armoured vehicle
will be destroyed or sent back home. But the human cost will be enormous.

This cost will mostly fall on Ukrainians and the unfortunate Russian conscripts sent to
fight us. But it will also fall on people around the world who worry about how much
food they can afford to buy for their families.

To stop Russia, it is essential to impose a full set of sanctions on Russian energy
exports immediately — this will reduce the finance available for Putin’s war machine.
We are calling on all energy producers to step up and help ensure that effective
sanctions do not push up fuel prices.

Russian oil and gas are already the equivalent of blood diamonds. If you buy Russian
energy products, you are directly financing the killing of Ukrainian children, the forced
displacement of millions of people and the disruption of global food supply chains.
Putin’s war threatens famine and global famine always brings disease.

The Russian bell tolls for people who consume food everywhere.
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Our tractors should be ploughing fields, not towing broken down Russian equipment



