ENERGY EFFI Cl ENCY AND | NFLATI ON

Amul ya K. N. Reddy
(7/ 12 Pal ace Cross Road, Bangal ore -- 560 020, India)

To develop a sinple relation between inflation and energy
efficiency, let us start with the equati on of exchange® invol vi ng
the price level, P, the quantity of goods and services, Q the
money supply, M and the velocity of noney, V,

PQ= MV
Differentiating, we have
P.dQ + QdP = MdV + V.dM

To sidestep all the discussions regarding the role of noney
in determning inflation, let us set dM = dV = 0 which neans that
both the noney supply and the velocity of noney are assuned
constant. In that case,

QdP = - P dQ
dP = - (PPQ dQ = - (P/IQ dE (dQ dE)
=- P(de/B [(dQQ/(dE E)]
where E is the energy input into the econony. W can also wite
(100. dP/P) = - (100. dE/ E) e

where eg = [(dQ Q/(dE/E)] = the energy elasticity of the
guantity of goods and services, i.e., the productivity of energy.

This result shows that, if both the noney supply and the
vel ocity of noney are constant, the percentage price change,
i.e., the inflation, decreases with either a percentage increase
in the input of energy or an increase in the energy elasticity of
the quantity of goods and services, i.e., the productivity of
energy. That is, the nore efficiently energy is utilized in the
econony, the greater will be the decrease of inflation.

This approach to tackling inflation does not seemto have
been expl ored.
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