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The Wage-Price Spiral: Up or Down?
LIU Yuanchun' DING Yang’

(1.Shanghai University of Finance and Economics; 2.School of Economics, Renmin University of China)
Abstract This paper combines existing research and indicative data to conclude that a wage-price spiral has been
formed during the current round of inflation in Europe and the United States, and that its main effects have been to
prolong and intensify the upward movement of inflation amid shocks on both the supply and demand sides. The
reduction in labor supply as a result of the Covid pandemic and the surge in job demand under strong stimulus
policies are the main reasons for the prominent strengthening of this spiral. After an examination of the conditions
in China and the West in the aftermath of the Covid outbreak, we believe that Western developed countries are more
likely to generate an upward wage-price spiral through the cost-push channel. The opposite is true for China, where
wages are at risk of falling in the face of persistently low inflation and weak aggregate demand. This could continue to
dampen aggregate demand by affecting residents' incomes and generating a downward wage-price spiral. Prevention
of this kind of development must be a focus of policymakers.
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