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Abstract:  This paper analyses key macroeconomic repercussions of the 
global pandemic and geo-political crises in terms of growing recessionary 
and inflationary pressures, and finally, the potential occurrence of stagfla-
tion. Primarily, stagflation shocks in the 1970s are analyzed and compared 
to the current crisis for the period January 2020 - July 2022 in the example 
of selected economies (the United States, Germany and France). Descrip-
tive analysis showed that in the observed period, inflationary and recession-
ary pressures existed in USA, Germany and France; however, those pressures 
could not be identified as stagflation, since they did not happen simultane-
ously. Namely, during the pandemic crisis, recessionary pressures were pres-
ent, since the GDP growth decreased till the first quarter of 2021 in analyz-
ed economies, while inflation rates were stable. On the other hand, with the 
recovery of economies in the second quarter of 2021 inflationary pressures 
were stronger, intensified by the geopolitical crisis. Therefore, it seems that 
the most visible anomaly of the global economic system in 2022 is the pres-
ence of inflationary pressures.
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1.	 INTRODUCTION 

This paper investigates the realization of targeted macroeconomic goals in the circumstances 
of global discontinuities, which could lead to stagflation pressures. Namely, the focus is on the 

achievement of stable, sustainable and permanent economic growth and development of the ob-
served economies when a high dose of uncertainty and insecurity in the global environment exists.

For the policymakers, the observation and improvement of three macroeconomic indicators are 
of primary importance: an increase in gross domestic product, a low unemployment rate and low 
inflation. These indicators are mutually intertwined as will be discussed. So far, it has been as-
sumed that it is almost impossible to ensure a strong pace of GDP growth without reducing un-
employment or without suffering inflationary pressure. Namely, conducting an anti-inflationary 
policy would come at the expense of a slightly lower gross domestic product with a higher un-
employment rate. The bottom line is that there is bad news as well as good news. Current cir-
cumstances, which are a reflection of exogenous health shock and the current geopolitical crisis, 
lead to an even more complicated situation. Namely, nowadays economic policymakers are faced 
with the simultaneous pressure of inflation and recession, which can be recognized as stagflation.

Stagflation occurs when the economy experiences a halt or decline in production, a drop in 
overall output and an increase in unemployment, as well as high inflation. Hence, all three mac-
roeconomic indicators are going in the wrong direction, and the economy is simultaneously 
threatened by output decline and inflationary adjustment. Furthermore, in the presence of stag-
flation pressure, high inflation and a stagnant economy can fully coexist, or low inflation and a 
growing economy, which has not been the case so far. Thus, the arrival of stagflation was some-
thing completely new, and far more complex for the functioning of the entire macroeconomic 
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system that requires completely new solutions with a comprehensive approach and analyses 
(Boesler & Graffeo, 2022).

The goal of this paper is twofold: (1) to elaborate a review of the stagflationary shocks of the 
1970s and (2) to conduct a descriptive analysis of potential stagflationary pressures in the peri-
od 2020-2022 during the pandemic and geo-political crises, evaluating the key macroeconom-
ic indicators of the United States of America (USA), Germany and France. Hypotheses analyz-
ed in the paper are: (H1) recessionary pressures are present in the USA, Germany and France in 
the period January 2020 - July 2022; (H2) inflationary pressures are present in USA, Germany 
and France in the period January 2020 - July 2022; (H3) stagflationary pressures are present in 
USA, Germany and France in the period January 2020 - July 2022.

The rest of this paper is organized as follows. After the introduction, section 1 presents the liter-
ature review, section 2 deals with the speculative analysis of stagflation, and section 3 discuss-
es the stagflation shock during the 1970s. Section 4 tests the functioning of the global economy 
through the presence of fear of stagflation caused by the emergence of Covid-19, and the pro-
longed escalation of geo-political relations between Russia and Ukraine. Concluding remarks 
are summarized within the last section.

2.	 LITERATURE REVIEW

The emergence of stagflationary pressures is a current and increasingly omnipresent topic that is 
discussed vigorously on a global scale. It directly affects the functioning of the state, the devel-
opment of the economy, as well as the economic standard of individuals. Taylor (2022) explains 
stagflation as the worst experience of the 70s of the last century, indicating that the economic en-
vironment needs more than a decade to revitalize its constructs. Torry (2022) points out that the 
effects of stagflation shocks are seen as a trap through which the world’s economy passes, due to 
the negative trends that stagflation brings with it, such as the radical destruction of the macroeco-
nomic system. Koenigsberg (2022) explains the phenomenon of stagflation as a nightmare faced 
by economies, which has a harsh effect on key macroeconomic variables. Shipman and Tom-
linson (2022) indicate that this far-reaching problem reflects chronic problems at the global lev-
el, emphasizing a high dose of stagflation fear, which resulted in a “flood” of ministerial resig-
nations (mainly Ministers of Economy). Accordingly, only those countries which start working 
hard “today” and make extremely difficult decisions will be able to overcome the crisis.

Koegh (2022) emphasizes that the world’s number one problem when it comes to the macroeco-
nomy is rapidly growing inflation, describing its distorting effect on the purchasing power of the 
population; namely, this is explicitly reflected in the goods market’s demand reduction, which 
spills over into the labor market’s demand decline and consequently brings down the entire ag-
gregate supply. Accordingly, problems of such proportions should be suppressed at the moment 
of creeping growth, and not at the moment when they take on galloping proportions. Rossouw 
(2022) indicates that at the moment the biggest problem of the global economic system is rising 
inflation because people on fixed incomes such as pensioners are getting poorer over time. As 
inflation rises, their purchasing power decreases.

Hawkins (2022) believes that “inflationary psychology” is a phenomenon that currently represents 
the foundation of the macro-economic problems; hence, the expected rise in prices tomorrow ac-
celerates consumption today, automatically reflecting on damaging aggregate demand and price 
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accumulation. Therefore, the reaction of the economic authorities, which is “required” to curb in-
flation through higher interest rates and reduce government spending, just pushes the economy 
into recession. Granville and Martin (2022) point out that the decline of economic activities is a 
crucial problem, believing that the form of the recession cannot be accurately predicted. However, 
one is certain, the recovery will not be fast, and that the economies will have to make a lot of ef-
forts to return to the level of economic activity before the emergence of Covid-19. 

Dolar (2022) indicates that the eventual continuation of the tightening of relations between Russia 
and Ukraine would lead to an increase in the price level of oil derivatives, which would increase 
global inflation, moreover a gradual entry into the phase of recession, i.e. possible stagflation. Ol-
ney (2022) explains that the presence of inflation is an enormous problem that can occur due to 
two reasons. The first reason is that there is an increase in demand that results in an increase in 
the price level, while the second reason refers to disruptions in the supply chain. Furthermore, he 
points out that the limited supply of oil derivatives, electricity, or agricultural inputs could be rec-
ognized as a stagflation generator, highlighting the fact that people nowadays buy less at higher 
prices.

Katić (2022) indicates that the global economy has reached the highest level of uncertainty and 
that almost all economic activities are getting out of control. Namely, some „hidden hand is push-
ing us into ruin”, referring to the “state that thinks”, with the active intervention of the state appa-
ratus to remove the negative consequences of the market model of the functioning of the economy. 

Kapoor (2022) points out that an eventual rise in interest rate levels by Central Banks in re-
sponse to a rise in price levels would have the effect of wreaking havoc on household budgets. 
The author also asserts two essential reasons that preceded the current condition of the global 
economy - first, the decline in industrial production caused by the emergence of Covid-19, and 
second, the effects of events on the territory of Ukraine.

3.	 THEORETICAL FRAMEWORK OF STAGFLATION

The theoretical framework of stagflation analysis can be based on the application of the AS-AD 
model, on which basis, it is possible to see the dynamics of changes and the effects of shocks 
caused by stagflation movements. To analyze the effect of external shocks and macroeconomic re-
percussions, diagram 1 is presented. Diagram 1 shows two axes (X and Y). On the Y-axis is the 
price level within one economy, that is, the economic system, while on the X-axis is the movement 
of output, that is, the produced quantity of products in a time interval of one year in one country.

Diagram 1 shows three curves:
•	 Supply curve AS,
•	 Supply curve AS’
•	 AD demand curve.

At the point where the demand curve and the original supply curve intersect, the equilibrium 
point (E) is read and defines the given price level (p) and the given output level (q). In a situa-
tion where there is a negative shift in the supply curve (AS), i.e. moving to the left (or up) and 
creating a new supply curve (AS’), a new intersection with the original demand curve (AD) cre-
ates a new equilibrium point (E’). E’ is formed on a new, higher, price level (p’) and it is defined 
with a new, lower, quantity of output (q’).
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Diagram 1. Stagflation 
Source: Author, based on Bajracharya (2018)

The conclusion is that in the new equilibrium point, a smaller amount of products is produced at 
higher prices, which indicates stagflationary pressures. The question arises, what factors cause 
a negative shift in the AS supply curve and consequently stagflation? Stagflation most often oc-
curs when there is a supply-side shock, if the supply structure of a key factor of production, such 
as the supply of labor, electricity or oil, is disrupted. Oil, as one of the key sources of energy, 
can be used as input and output for almost all existential and business activities. Certainly, the 
primary importance of understanding a very complex topic is that if a country faces a shortage 
of the mentioned production factors, it will automatically be reflected in an increase in prices, 
along with a decrease in production.

Overcoming the situation explained in Diagram 1, refers to the active role of the state and pol-
icymakers. In terms of recession, policymakers apply an expansive fiscal policy to initiate and 
stimulate production in order to return the economy to a state of economic balance. Another 
high-frequency situation is the occurrence of inflationary pressure. The problem itself was over-
come by the gradual application of a restrictive monetary policy, i.e. by withdrawing the mon-
ey supply from circulation and increasing the reference interest rate, in order to minimize the 
harmful aggregate demand. When the economy is faced with inflation and recession simulta-
neously, the application of expansive fiscal and monetary measures would certainly lead to the 
recovery of the economic environment; however, then inflationary pressure could lead to a hy-
perinflationary problem, which is certainly not the goal. On the other hand, although restric-
tive adjustment measures application would return inflation to economic normality, the econ-
omy would move from recession to depression and face an even more catastrophic macroeco-
nomic scenario.

The complexity of these problems could be stressed by the fact that stagflation is a rare econom-
ic situation; thus, there is no standard solution for overcoming it, especially having in mind that 
current stagflation is a consequence of war and global economic uncertainty. 

4.	 REVIEW OF THE STAGFLATIONARY SHOCKS OF THE 1970S

The question arises whether any economy has experienced stagflationary consequences so far, 
i.e. the so-called supply-side shock. The last time such a situation, which economists also call a 
nightmare, happened in the United States of America (USA) was in the 70s of the last century. 
Namely, it was a period in which energy prices rose incredibly. The USA is an economy that in 
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the 1960s and 1970s imported enormous amounts of petroleum products in order to strengthen 
its macroeconomic structure, accumulate industrial production and generally meet the needs of 
the population. Jackson (2022) pointed out that everything was completely normal, functioning 
smoothly until the appearance of the embargo by the Organization of the Petroleum Exporting 
Countries (OPEC).

At that moment the US economy in a short period simultaneously experienced an increase in 
the consumer price index, above 10% (such an increase has not been recorded in the US al-
most since the Second World War), while unemployment jumped from 4.6% in 1973 to 9% in 
1975, and GDP plummeted. The OPEC countries continued to increase the oil price in the fol-
lowing period, thus, this was automatically reflected in the fact that inflation grew from year 
to year, and the economy sank into recession. Doubtless, the USA, as one of the most devel-
oped economic systems, tried to minimize the effects of the increase in oil-derivate prices. The 
USA government changed Americans’ lifestyles through policy measures, which was reflected 
in increased savings and rationalization of the consumption of an irreplaceable energy source 
(Krugman, 2022).

Table 1. Trends in the rate of unemployment, inflation and GDP in the USA (1968 - 1983)
Year Unemployment rate % GDP % Inflation Rate %

1969 3.5 3.1 6.2

1970 6.1 0.2 5.6

1971 6.0 3.3 3.3

1972 5.2 5.3 3.4

1973 4.9 5.6 8.7

1974 7.2 -0.2 12.3

1975 8.2 -0.5 6.9

1976 7.8 5.4 4.9

1977 6.4 4.6 6.7

1978 6.0 5.5 9.0

1979 6.0 3.2 13.3

1980 7.2 -0.3 12.5

1981 8.5 2.5 8.9

1982 10.0 -1.8 3.8

1983 8.3 2.2 3.6

Source: Trading economics (2004)

A strong US economy, which employs hundreds of millions of people, has huge industrial pro-
duction and has ambitions for further growth and development. If the oil supply on the market 
decreases, it would automatically lead to an increase in the price level (inflation), while on the 
other hand, producers would reduce the aggregate supply. Further, a reduction in supply would 
lead to a decline in national production, with a rapidly growing unemployment rate.

Based on Table 1, it could be concluded that from 1969 until 1982, unemployment rose from 3.5% 
to 10%. While in the observed time interval, the level of inflation rose from 6.2% to the high-
est 13.3%. This certainly indicated that the US economy was facing stagflationary movements. 
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Graph 1 shows that two stagflation episodes were identified, due to two oil shocks, in 1974 and 
1979-1980. Beginning with a recession, the 1970s was a decade of pessimism and ended very 
painfully with the Vietnam War. Memories of the Great Depression made economic policymak-
ers reluctant to use contractionary monetary and fiscal policies to curb inflationary pressures, as 
it was believed that an increase in unemployment would be completely unacceptable, meaning 
that the American population would experience additional deflationary adjustment.

Graph 1. Stagflationary shocks in the USA (1969-1983)
Source: Author, according to Trading economics

Graph 1, (panel a) shows the movement of the inflation rate, while (panel b) shows the move-
ment of the GDP growth rate in the United States of America in the time interval 1969 -1982. 
The conclusion is that the American economy faced simultaneous inflationary and recession-
ary pressure twice, the first time in the period 1974 - 1975, while the second time was in 1980, 
which indicated the presence of stagflation.

5.	 DESCRIPTIVE ANALYSIS OF STAGFLATIONARY PRESSURES  
DURING THE PANDEMIC AND GEO-POLITICAL CRISES (2020-2022)

Fifty years after the 1970s, fears of stagflation are vivid again. The combination of rising inflation 
and slowing economic growth after the initial strong recovery from the Covid-19 crisis has been 
challenging for major economies around the world. It is expected that the conflict in Ukraine fur-
ther raises global inflation and further dampens growth momentum. Moreover, in order to make a 
comparative analysis of the crisis that happened in the 1970s and the one that is happening today, 
it is necessary to observe from several years back. In the first months of its origin, the coronavi-
rus was considered exclusively as a health problem. However, the speed of its spread which caused 
the lockdown of economies had final effects in slowing down economic activities. Certainly, it 
imprinted on the economic context of 2020. Global connectivity, intertwined relations between 
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countries, dependence on production factors, as well as the high mobility of labor, capital, goods 
and services, rapidly led to a negative impact on the macroeconomic indicators of almost all coun-
tries of the world (Mitchell & Duehren, 2022). The decrease in production was followed by a de-
crease in demand in the labor market, which was reflected in the increase in the unemployment 
rate. The decrease in industrial production is mostly noticeable in Germany (almost the most de-
veloped economy of the European Union before the pandemic crisis), the USA, and France, but 
also in the rest of the world. Russia’s invasion of Ukraine which began on February 24, 2022, di-
rectly complicated enough complex situation for the functioning of the global economy. Ukraine 
is one of the most important producers of basic food that is an inevitable part of everyone’s con-
sumer basket. That country fulfills almost half of the world’s needs for sunflower oil, 15% of corn 
and 10% of wheat. The lack of food was especially felt in the large number of European econo-
mies that are directly dependent on Ukrainian imports, grains and edible oil. However, the con-
sequences are far greater. In May 2022, the United Nations warned that the level of hunger in the 
world had reached a “new high” and that tens of millions of people could face long-term hunger 
because of the war. As of May 2022, 23 countries have imposed food export restrictions. Until the 
beginning of the war on the territory of Ukraine, the Russian Federation was the leading supplier 
and main source of energy for the whole of Europe. They ranked first when it comes to natural gas 
exports to the world market, second when it comes to crude oil and third when it comes to supply-
ing coal. In 2020, Russian oil, gas and coal accounted for a quarter of energy consumption in the 
European Union (Schifferes, 2022).

The description of the situation and pressures after the pandemic crisis and the crisis in Ukraine 
is irresistibly reminiscent of the period of oil shocks and stagflation in the 70s - inflationary 
pressures are rising again caused by the same triggers in the context of rising energy prices, 
with a decline in economic activity. In order to analyze whether stagnation pressures are real, it 
will be analyzed the level of GDP and inflation on the example of the US, German and French 
economies. Since that stagflation is analyzed for the US economy in Section 3, stagflation pres-
sures are analyzed in the present period in the USA, followed by an analysis of stagflation pres-
sures in the largest European economies, Germany and France.

The US’s inflation rate increased to 8.7% in May 2022 (Graph 2, panel a). In the US economy, 
there is an increase in the price level of almost all products. The prices of energy products in-
creased by 34.6%, due to the increase in the price of gasoline (48.7%), fuel oil (106.7%, the larg-
est recorded increase), electricity 12%, and natural gas (30.2%, the highest since July 2008). The 
costs of the most basic existential activities increased by about 10%. A large increase was re-
corded in the prices of meat, fish and eggs (14.2%). Other increases were also seen in accommo-
dation costs (5.5%), used cars (16.1%) and airfares (37.8%). The citizens of one of the most de-
veloped economies in the world are facing a significant reduction in purchasing power caused 
by inflationary pressure. The gross domestic product of the USA (Graph 2, panel b) indicated 
complete stability until the emergence of Covid-19. In 2020, there will be a “negative growth” 
of the observed indicator by 3.4%. After the fall, the US manages to consolidate its public fi-
nance, refusing recession pressures.

As can be seen from Graph 3 (panel a), the annual inflation rate in Germany was confirmed at 
7.9% in May 2022. It was the third consecutive month of record-high inflation since German 
reunification, also it was the highest since 1973/1974, driven mainly by faster increases in ener-
gy (38.3%) and food (11.1%) prices. Energy prices rose sharply, especially fuel oil (94.8%), mo-
tor fuel (41.0%) and natural gas (55.2%), reflecting the impact of Russia’s invasion of Ukraine.
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Graph 2. Inflation Rate and GDP growth rate in the USA (2020 – 2022)
Source: Author, according to Trading economics (2022)

Based on Graph 3 (panel b), although it is visible that the presence of Covid-19 had a direct im-
pact on the reduction of GDP in 2020 to an almost record level, in the next few months, by con-
ducting a responsible policy, Germany’s macroeconomic environment returned to a state of sta-
bility, which repeated the average growth during the last decade of 3.6%. It seems that the re-
duction of GDP in Germany had character as a structural break, and therefore could not be iden-
tified as recession and stagflation, although stagflation pressures are still present. 

Graph 3. Inflation rate and GDP growth in Germany (2020 – 2022)
Source: Trading economics (2022)
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The annual inflation rate in June 2022 was changed to 5.8% (Graph 4, panel a). This increase in 
inflation is linked to an increase in the price level of energy products (27.8%), especially oil deriv-
atives (36.7%), diesel (35.2%), gasoline (24.2%) and gas (55.0%). As far as the price of electricity 
is concerned, there is a slight decrease (6.5%). The prices of agricultural and food products have 
accumulated by about (5%). Until the emergence of Covid-19, France had a stable GDP growth of 
about 4%, until experienced a steep decline in the second quarter of 2020 (Graph 4, panel b). Also 
in the second quarter of 2021, France achieves recovery. In comparison to Germany and the USA, 
France had a similar dynamic of GDP growth and inflation rate, although, the decline of GDP in 
the second quarter of 2022 was deeper. On the other hand, inflationary pressures in France are 
lower in comparison to Germany and USA, achieving maximum inflation of 6 %. 

Graph 4. Inflation rate and GDP growth in France (2020 - 2022)
Source: Author, according to Trading economics (2022)

Based on the previous analyses, we can conclude that in the observed countries (USA, Germa-
ny and France) similar dynamics of GDP growth and inflation rate exist in the period January 
2020 - July 2022. Namely, during the pandemic crisis, the GDP decreased till the first quar-
ter of 2021 in all analyzed economies, which could be recognized as recessionary pressures. In 
that period inflation rate was stable, below 2%. However, with the recovery of economies, in the 
second quarter of 2021, the inflation rate started to increase, while inflationary pressures were 
stronger in each quarter till July 2022. Therefore, the conclusion drawn is that although in the 
observed period, inflationary and recessionary pressures existed in USA, Germany and France, 
those pressures could not be identified as stagflation, since they did not occur simultaneously. 
Although no country has recorded major discontinuities in economic activities that would in-
dicate chronic macroeconomic problems, the dose of insecurity and danger of current period is 
certainly at a high level. What is evident is that the impact of the conflict between Russia and 
Ukraine is already showing itself in sharply higher prices of key goods. Many developing coun-
tries that are highly dependent on food imports are now even more vulnerable. Whether the 
geo-political crisis will have more far-reaching effects on the functioning of the global econo-
my remains to be seen.
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6.	 CONCLUSION

Based on the described and empirically documented problem of stagflation, taking into account 
experiences from stagflation in the 1970s, it could be concluded that the global economy is cur-
rently in an unenviable situation. The increase in inflation with a short-term decrease in eco-
nomic activities was reflected in current macroeconomic variables. Descriptive empirical anal-
ysis showed that a similar dynamic of GDP growth and inflation rate occurred in USA, Germa-
ny and France in the period January 2020 - July 2022. Namely, during the pandemic crisis, re-
cessionary pressures were present, since the GDP growth decreased till first quarter of 2021 in 
analyzed economies, while inflation rates were stable, below 2%. On the other hand, with the re-
covery of economies in the second quarter of 2021, inflationary pressures were stronger in each 
quarter till July 2022. Therefore, the conclusion is that inflationary and recessionary pressures 
existed in USA, Germany and France in the period January 2020 - July 2022; however, those 
pressures could not be identified as stagflation, since they did not occur simultaneously. Name-
ly, according to the descriptive analysis conducted, hypotheses, H1 and H2 are confirmed: reces-
sionary and inflationary pressures were present in USA, Germany and France in the period Jan-
uary 2020 - July 2022; while hypothesis (H3) is rejected: stagflationary pressures were not pres-
ent in USA, Germany and France in the period January 2020 - July 2022.

It seems that the most visible anomaly of the global economic system is the presence of infla-
tion, which is partly caused by the emergence of Covid-19, and then prolonged by the military 
conflict in Ukraine. Consequently, it is important to highlight the quote of economist Katić 
(2022): „When the tide of printed money recedes, only then will you see who was swimming in 
it”. Namely, the real cost of living for the largest part of the world’s population very often ex-
ceeds statistical inflation rates. If the states decided to return the price level to normal and “rein” 
inflation, then interest rates would increase, money would stop being printed, and governments 
would borrow less, but there would be a certain danger of deflationary adjustment and a poten-
tial collapse of the financial system. Certainly, the coming crisis will make low-developed and 
poor economies dissatisfied, since big capital will withdraw even faster, protecting high-profit 
rates, industrial production will melt, and states will be powerless because their economic ca-
pacities will hardly be able to support their economy. 
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