






It is nearly half a century since the Organization of 
the Petroleum Exporting Countries (OPEC) imposed 
an oil embargo on America, turning a modest 
inflation problem into a protracted bout of soaring 
prices and economic misery. But the stagflation of 
the 1970s is back on economists’ minds today, as 
they confront strengthening inflation and 
disappointing economic activity.  

Stagflation is a particularly thorny problem because 
it combines two ills -high inflation and weak 
growth- that do not normally go together. So far this 
year economic growth across much of the world has 
been robust and unemployment rates, though generally still above pre-pandemic levels, have 
fallen. But the recovery seems to be losing momentum, fuelling fears of stagnation. Covid-19 has 
led to factory closures in much of South-East Asia, hitting industrial production. Consumer 
sentiment in America is sputtering, and after a decade of sluggishness, price pressures are 
growing (see chart). Inflation has risen above central-bank targets across most of the world, and 
is approaching 5% in North America.  

Still, we are of the view that a return 
to the late-70s-early-80s is unlikely 
because productivity growth is much 
higher now than then and central 
banks know how to rein in inflation to 
achieve price stability. Last month 
Jerome Powell, the Fed’s current 
chairman, declared that “if sustained 
higher inflation were to become a 
serious concern, we would certainly 
respond and use our tools to assure 
that inflation runs at our longer-run 
goal of 2%”.  



 

What next for the world economy then, if it is does not 
face a 1970s re-run? Rocketing energy costs pose a 
serious risk to the recovery. Soaring prices -or shortages, 
if governments try to limit rises -will dent households’ 
and companies’ budgets and hit spending and production. 
That will come just as governments withdraw stimulus 
and central banks start raising rates. A demand slowdown 
could relive pressure on the supply side, as Americans, 
once they have paid their eye-watering electricity bills, 
will be less able to afford scarce cars and computers.  

What is clear is that the global economy has changed 
since the 1970s, in its far greater integration through 
financial markets and supply chains. Trade as a share of 

global GDP has more than doubled since 1970. The uneven recovery from the pandemic has 
placed intense stress on some of the ties binding together economies. Panicking governments 
could hoard resources, further disrupting economies. So when it comes to the issue of stagflation, 
past experience therefore, is not the clearest lens through which to view the forces buffeting the 
global economy. The world has changed in the past 50 years, and globalization has created a vast 
network of interdependencies. The system now faces a new challenge, and one that we are 
watching closely. 

Be safe, be well! 
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