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The Pillars of the Global Economy in a Nearly 

Synchronous Downturn 
 

May 27, 2022, Peter von Elten 

The US, China, Europe as well as many emerging economies are facing slowing growth for dif-

ferent reasons and with varying intensity. The accumulation of geopolitical, economic and infla-

tionary pressures is driving the global economy toward recession. At the center of this decelera-

tion is the Ukraine war, which has imposed high humanitarian and material costs and sharply 

accelerated inflation in such key basic needs as energy supplies and food. The war has also made 

us realize that the world is in danger of splitting geopolitically and economically into two blocs, 

the liberal democratic and rights-based order on the one hand, and the dictatorial and power-

based world on the other. The division of labor between these worlds, agreed upon in the context 

of globalization, is being spelled back in part. The new terms are "reshoring, nearshoring and 

friendshoring," i.e., a return to regional- and nation-state structures that place local security of 

supply above efficiency and productivity considerations. 

Prominent voices such as Kristalina Georgieva, president of the IMF, Joseph Stiglitz, former chief 

economist of the World Bank, and Kenneth Rogoff, Harvard professor of economics, warn of rising 

inflation and recession risks due to the accumulation of stresses.  

The pandemic has been preceded by a decade of weak productivity growth and low investment. 

Central banks and governments, primarily in the US and Europe, have countered with extremely 

expansionary monetary and fiscal policies to support growth and employment. However, the ef-

fects of the expansive monetary and low-interest rate policies diminished over time, while the 

side effects in the form of inflationary increases in real assets, growing inequality and massively 

rising government debt became increasingly evident. It was to be expected that at some point 

the interest-free environment and the explosion of the money supply - the ECB alone has pumped 

over four trillions of euros into the markets since the beginning of the pandemic - would prove 

inflationary. Central banks have long downplayed the inflationary dangers, pointing to the severe 

but arguably temporary dislocations in global trade caused by the pandemic. However, the 

Ukraine war has further fueled inflation. To prevent a wage/price spiral and dampen inflation 

expectations, central banks now feel compelled to tighten monetary policy, even though the 

global economy is already slowing. However, the sword of significant interest rate hikes and li-

quidity tightening, which central banks have used successfully in the past to combat phases of 

elevated inflation - albeit often at the expense of recession - can only be used to a limited extent 
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this time. The increasingly precarious state of public debt hardly allows for a sharp rise in interest 

rates and thus a quickly effective fight against inflation. While citizens suffer losses in purchasing 

power despite government aid programs, states can at least contain their debt with the help of 

inflation. 

Europe is hit particularly hard by the effects of the war. The extremely complex and expensive 

reduction of the fatal dependence on Russian energy, high financial assistance for Ukraine, which 

according to estimates has to cope with monthly budget deficits of five billion USD, military re-

armament within NATO as well as coping managing the flows of refugees describe some of the 

challenges. From a Russian point of view, the brutal destruction of Ukrainian infrastructure lead-

ing to massive waves of migration might well be intended with the aim of destabilizing Europe on 

major issues. The longer the war continues, the greater the danger that Europe will become di-

vided over the distribution of refugees and the costs to be borne. 

The expansive monetary and fiscal policies of the US government under Presidents Trump and 

Biden have allowed the United States to enter the pandemic phase with stronger growth and 

overcome it faster than Europe. The price, similar to Europe, has been a sharp increase in govern-

ment debt, a huge glut of money and high real asset inflation. These factors and high government 

support programs have encouraged a surge in demand that, combined with the supply distortions 

caused by the pandemic and the war, is having a strong inflationary effect. A depleted labor mar-

ket increases the risk of a wage-price spiral. In March of this year alone, US authorities reported 

11.5 million job openings and 4.5 million workers who left their jobs, the majority to take ad-

vantage of higher wages and financial incentives offered by competing employers. The interest-

free world that has persisted for years has caused real estate prices in the US to run hot again, 

above the levels that triggered the financial and economic crisis of 2007. Now, interest rate in-

creases - 30-year mortgages now cost more than 5% on average - and significantly higher con-

struction costs threaten to choke off this boom. However, because banks have now become much 

more tightly regulated and most mortgage borrowers have secured long-term financing on favor-

able terms, there is no threat of a crash like in 2007. However, less heavily regulated market par-

ticipants such as private equity firms and pension funds, which have become increasingly involved 

in the real estate market in recent years, could suffer defaults. 

The economic slowdown in China is largely attributable to the zero-covid policy, but it is also a 

consequence of the country's increasing isolation. State intervention in economic activity, right 

down to individual companies, as well as freedom-restricting surveillance of citizens, has led to 

an exodus of foreign executives. The announced strategic cooperation with Russia and the Taiwan 

issue will also lead foreign companies to reassess their dependence on the Chinese market.  

Peter von Elten 
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