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Avoiding the wave; 
Global “stagflation”
 can be prevented
Most economists agree that the second wave of the crisis cannot be avoided, but at the same time, they do not offer any solutions other than a general sense of panic. Their more  sensible and stoic colleagues believe that it is possible to soften the blow of this  “second wave”, but that this would require a major consolidation effort by the central banks of developed countries.
Remembering the 70s 
Unlike most economic terms, “stagflation” is a relatively young term.  It was used for the first time in the 1960s  in the British Parliament to briefly describe a mixture of several negative factors – stagnation in the economy, high inflation and high unemployment rates. The last time the term “stagflation” was used in reference to the dismal economic situation was in the USA in the 70s, as a result of the oil crisis.
Since mid-2011, with the gradual development of events in the Eurozone, economists around the world have once again begun discussing the risk of global “stagflation”. Many of them are attempting to reassure the public, and are finding more and more differences between the current situation and what occurred during the 1970s in the USA and around the world.  According to Eduardo Plastino,(an International Economy Analyst at Oxford Analytica) 40 years ago, developing countries were much weaker than they are today, whilst  today they are able to “absorb” inflation without it being a serious detriment to their own economic growth. Global “stagflation,” according to expert
, is possible, but definitely not in the near future.
However, a widespread belief is that the  “second wave of the crisis” and the inevitable “stagflation” associated with it. U.S. Federal Reserve policy is to blame for this. The Fed lowered the refinancing rate
 of the first wave of the crisis, thus beginning  the process of injection of “hot” money into Asian and Latin American countries. The European banking crisis of last year only made the situation worse – the so-called “carry-traders” (players of the currency market, specializing in purchasing currencies in countries with low interest rates in order to invest them in countries with high interest rates that are likely to provide a higher return) strived to be rid of the euro, thus weakening it even more, and converted those  assets into dollars and yen.
Make your bets 
The refinancing rate was adopted against the background
 of the first wave of the crisis in 2008 and has not changed since December 2008, from  0.25%.,. 
“It was a very emotional reaction to the crisis by the Fed, which can lead to very dangerous consequences,” – said Ronald McKinnon, Professor of International Economics at Stanford University.
At the same time, he maintains that there is a way out of this situation. 
“The Fed should announce  a step by step increase in rates,  say, up to 2%” McKinnon continues. “This should be accompanied by a specific program aimed at reducing the risks of the parties in the interbank lending,   particularly the risks of small banks, which might allow them to provide secure lending to small and medium-sized businesses. In order to maintain financial and monetary stability during the transition period, the four largest central banks – the Fed, ECB, The Bank of England and The Bank of Japan – should solely
 agree on a gradual transition to a single goal,  perhaps a 2% rate for  basic short-term inter-bank loans. We can suppress the carry-traders activity and reduce the flow of “hot” money from the center to the peripheries  only by reducing the gap between the interest rates in developed and developing countries.”
According to  McKinnon, these issues ought to be a topic for discussion amongst the twenty main countries in the near future. No matter what measures are taken to overcome the crisis in Europe, whilst the refinancing rate in the United States remains at its current level of 0.25%, the “hot” money from the USA will be used by carry-traders for investments in developing countries, where the refinancing rate and, consequently, investor returns on investments, are much higher. Any ordinary event that 
(not necessarily an economic one, but perhaps a natural disaster on a global scale) will contribute to the bursting of the bubble and thus threaten the global financial system.
A safe harbor 

In light of all this, Russia’s prospects seem to be quite optimistic, although it is unlikely that the country will manage to  avoid a global recession entirely. In mid-2011, as the West became more and more concerned about the dangers of global “stagflation,” economists surmised that Russia’s prospects seemed good.  The Bank of America Merrill Lynch even published an overview entitled “Russia will benefit from the global “stagflation.”. According to this overview, “stagflation” is usually preceded by a sharp jump in oil prices. Such a jump would be bad news for most developing countries, since GDP growth in these countries is more likely to fall. The economies of such BRIC countries as India and Brazil are growing faster than others, but Russia,  as an exporter of oil, will win.
However experts are at present inclined to believe that the Russian economy is more vulnerable than it seemed at first glance. Igor Nikolaev, Director of the Strategic Analysis Department of FBK’s audit and consulting company maintains that “in spite of the fact that last year we reached a record low level of inflation (according to official Rosstat data, inflation in Russia in 2011 was only 6.1%), the Russian economy as a whole is at huge risk of inflation. The Russian economy is monopolized, there is an insufficient level of competition in Russia and these  monopolies in Russia are all regulated by the government. –  I  As a result of changes in the economic climate and falling energy prices which are   direct consequences of the economic slowdown, the Russian ruble may weaken.”
Since the international community is awaiting the second wave of the crisis, this situation is doubly unpleasant. High inflation (the inflation of 9-10% will be considered high given the current situation in Russia) is likely to discourage economic activity, and so   the Russian authorities will have to resort to certain measures in order to curb inflation.   If the world economy undergoes the “stagflationary” process, then Russia will have to deal with its consequences. Igor Nikolayev concluded with the fact that “You wouldn’t be able to stand aside and watch what is happening in the world, like it was three years ago. There is a 90% chance that all these negative processes in the world will affect the Russian economy”,  
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