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Stagflation is characterised as a period of stagnant economic activity, and high inflation. A term first coined in the UK during
the 1960s and 1970s where a sustained period of inflation and unemployment blighted the British economy. As policy makers
developed their understanding of monetary and fiscal policy in the role of managing stagflation, it has been a challenge largely
confined to the past in Europe. That is, until now.

European economies are being hit by the perfect storm of economic challenge. We have outlined eight key influential
challenges which are interlinked, and driving this period of stagflation

While the issue of high inflation and low growth isn’t isolated within European countries, these geographies are more exposed
than other global powerhouses – particularly due to the reliance on Russian gas and commodities under sanctions.

Source: tradingeconomics.com

ECONOMIC BACKGROUND & OUTLOOK

Covid continues to 
have a lasting impact 

on the global 
economy

A strong USD is 
impairing the 

competitiveness of the 
Euro and Sterling

The conflict in Ukraine 
has skyrocketed 

energy and 
commodity prices

The cost of living 
crises is dampening 

confidence and 
reducing spend

Low unemployment 
creates a competitive 

labour market

Rising interest rates 
reduce the buying 

power of people and 
businesses

10.6%
Inflation
YoY to Oct-22

0.2%
GDP Growth 
Rate
Q3 2022

6.2%

0.2%

10.4%

0.4%

11.1%

(0.2%)

2.1%

1.0%

7.7%

0.7%

Supply chain 
shortages, particularly 

from China, are 
pushing up prices

Nervous debt markets 
are increasing the cost 
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Impact of 
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The recent UK GDP growth rates are marked by the coronavirus pandemic. In Q2 2020, amidst nationwide lockdowns, the
economy shrank by 21% in three months. As the country emerged from restrictions, pent up demand was the driver for a
resurgence in GDP in 2021, and Q2 saw a growth rate of 25%, with Q3 and Q4 also offering 7% growth in both quarters.

UK GDP Quarterly Growth Rate: 2016 to Q3 2022

While Q1 2022 remained strong, with growth of 9% in the three month period, Q2 was already starting to look different with
just 0.2% growth in this quarter. For Q3 2022, the UK economy shrunk for the first time since the pandemic, by -0.2%. The
last time the UK economy shrunk in a single quarter, pandemic aside, was Q4 2012. While not good news, it is notable that
the retraction of -0.2% did beat the market forecasts of -0.5% for this period. However, this did not stop the Bank of England
commenting in August 2022 that the UK was heading for recession, with little in the armory to stop it.

UK Inflation and Interest Rates: 2016 to Q3 2022

A key lever available to the Bank of England is interest rates. These, directed towards the fight against inflation, are one of the
key drivers for the slowing economy. The post-pandemic economic reboot has been varied across the globe. Western
countries have largely emerged from the pandemic, and their recovered demand is not being met by supply from Asia,
particularly China where city-wide lockdowns have been enforced throughout 2022. This, combined with soaring energy
prices following conflict in Ukraine, has driven inflation to new heights.

Central banks have responded by increasing interest rates from their historically record lows and are commentating that rates
will likely continue to rise as it seeks to control a runaway inflation rate.

Source: Data sources include the Office for National Statistics and Bank of England, extracted on 1 December 2022
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A curious influence on today’s UK economy is, despite the worsening GDP position and high inflation, unemployment is at the
lowest rate for over 50 years, at currently 3.6%. As the graph below shows, there has been a relatively constant trend in the
reduction of unemployment in the UK, marked by key recessionary events.

Owing to the Government support schemes, e.g. furlough, provided for during the Coronavirus Pandemic, the increase in
unemployment during this time was modest and quickly recovered.

UK Unemployment Rate (1982 to August 2022)

Economists have long evidenced how a low unemployment rate will drive inflation. As businesses fight for the best talent,
wage inflation creeps in. Many reading this paper will have their own experiences of recruiting talent over the last two years,
and their own personal challenges of doing so – often, it’s the higher salary which seals the deal.

The cost-of-living crisis has also impacted wage inflation. Businesses across professional and financial services offered mid-
year inflationary wage increases to reflect the abnormality of the market – and regular strike action across public services,
transport and postal work has become a regular feature of newspaper headlines.

Sales Value vs Volume: Index Linked (Q3 2019 to Q3 2022)

Sources: Office for National Statistics
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UK lockdowns caused a 
reduction in retail volumes, 
which were closely matched 
with falling prices

Rising wage inflation is not enough to
counter consumer behaviours, and
sustain the high demand of goods and
services.

As the graph to the left shows,
businesses were agile to aligning lower
prices with reducing demand during covid
lockdowns. However, as prices have risen
since Q1 2021, consumers are
increasingly less able to stomach the
increases. The impact of which that is
consumers are buying less, albeit at
higher prices.

This presents a challenge for retailers who
will be continuing to wish to pass on
inflationary price increases to a consumer
base who will respond by buying less.



Managers and business leaders are therefore faced with a mixture of challenges which are unprecedented, and will most likely
not have been experienced by professionals in their working careers. While many will have experience of recessions, or
downturns, the combination of a recession alongside high inflation has happened twice (excluding the pandemic) since 1989.

Quarterly Economic Growth vs Inflation (UK, 1989 to 2022)

The challenge created by the rarity of these events is managers and leaders do not know how to tackle the challenges. There
will be few individuals, even at the more senior and strategic end of their careers, who will have a useable memory of how the
recession in the 1990s could inform their current strategy – and in any case, the world is a very different place.

We break down this lack of knowledge into two key groupings, which have far reaching consequences.

Sources: Office for National Statistics
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Events of stagflation are
rare. Aside from the global
pandemic, there have
been two other notable
moments where this has
occurred in the UK
economy since 1989.

The current delta between
Economic Growth and
Inflation is 10.2 percentile
points – a greater gap
than in either 1990 or
2008.

The recession in 
the early 90s 
saw inflation at 
c.8% while the 
economy 
retracted

The financial crisis 
saw inflation at up to 
5% while the 
economy retracted 
for four consecutive 
quarters

Impact:

• Negotiations are fraught as customers are unable to 
understand the need for price rises, and requests for 
increases are rejected

• The impact on end customer demand is not analysed, and 
the overall revenue impact is not understood

• Unchecked volatility in cashflows causes businesses to 
become conservative on longer term capex projects

Negotiation 
Gap

Impact

• Managers do not have the adequate training and 
experience in negotiating prices upwards during 
challenging times

• Customers may have developed methods for negotiation, 
including next-in-line choices for suppliers whose prices are 
no longer commercial

• Businesses may accept additional input costs without 
being able to pass these on to their end customer

Managers are not able 
to evidence how 
inflation is impacting the 
cost base, and 
therefore cannot 
articulate the need for a 
price increase

Managers do not know 
how to negotiate with 
customers and suppliers 
to ensure that price rises 
are delivered, costs are 
controlled, and margins 
are protected

Evidence 
Gap



The environment in which businesses find themselves is novel. While similar situations have occurred in the past, these are
not familiar to the vast majority of managers and decision makers in businesses. While stagflation has featured in the UK
economy before – it has not occurred at a time with such low unemployment, which introduces unique challenges and
requires bespoke solutions.

The sad truth is that some businesses will not survive. Competition will be fierce and consumers will be careful about their
spending habits. However, those businesses who are able to adapt to the economic environment, and take a longer term
view to their relationships with customers, suppliers and employees, will be better positioned both during this time, and
thereafter.

We believe there are four key focus areas which businesses should consider to ensure they are as prepared as they can be
for this period of stagflation.

WHAT CAN BUSINESSES DO

While the situation is unfamiliar and uncertain, there are tools available to
businesses to ensure they are prepared and able to make informed
decisions. New ways of working are required for this novel challenge.

Analyse and Govern

Businesses who evidence and articulate 
their challenge will make more informed 

decisions and customers and suppliers will 
be more receptive to conversations where 

negotiations are required

Increase Prices

As all businesses are facing similar 
pressures, the attitude that cash is king is 
no longer enough to guarantee business 

success – it’s the margin that counts 

Control Costs and Overheads

Overheads have a habit of creeping up over 
time, particularly in boom years. Often, a 

catalyst is required to drive cost reduction –
and businesses who take the opportunity 

are rewarded with better profitability in the 
longer term

Input Costs and Supplier Management

Business contracts will have likely been 
agreed during different economic 

circumstances and may no longer benefit 
either party. Parties which review 

agreements may find ways to better suit the 
current environment

1 2

3 4



In order to execute a price increase or cost reduction activity – first, the business needs to analyse the impact of these
actions. In the time of stagflation, the business may well be analysing scenarios or situations for the first time – and therefore
careful consideration of a broader set of factors is required.

Though the business must still remember that it is operating within a challenging market environment, where time moves
quickly – and those more agile to adapt will be rewarded. Therefore, businesses will need to analyse quickly and draw
conclusions sooner than they may be used to. This can be a difficult barrier for some people, who pride themselves on
complete accuracy but do not have the time to execute their analysis as comprehensively as they would like.

The following attributes are important to analyse during this stage:

Throughout this analysis, the team must continue to review the financial situation, including the customers and suppliers
financial performance.

Indeed, the business may benefit from a rapid taskforce of the right skills and disciplines to mobilise such analysis. And a
focused governance structure may be helpful to ensure focus and pace. To ensure that the right people have input and
influence to the analysis, we suggest having representation from the following disciplines:

Collectively these groups will be able to analyse the impact on cost, price and operations. They will likely benefit from
programme management support, and an overarching C-Suite sponsor or leader.

ANALYSE AND GOVERN

Determine an inflationary 
adjusted cost base, with 

forecast

Overlay the revised cost base 
against clients, products and 

geographies

Quantify the price increase 
required to protect margins

Assess ability to pass through 
price increases and consider 
impact on demand (e.g. price 
elasticity, new business etc)

Consider impact on working 
capital in addition to P&L

Confirm targeted selling price 
by clients, products and 

geographies

Supply Chain

Procurement

Finance

Sales & 
Commercial

Technology

HR

Businesses who evidence and articulate their challenge will make more
informed decisions and customers and suppliers will be more receptive to
conversations where negotiations are required



Profitability 
secured

The business 
becomes loss 

making

Negative impact 
on margins

Profitability is 
significantly 
impacted

Informed by detailed and robust analysis, the business is then best equipped to articulate clear reasoning for price increases –
in addition, they are able to support the need for price increases where necessary, and can evidence the impact on product
supply should increases not be met. Customers will be receptive to higher prices if the business is also able to articulate an
additional value proposition alongside price rises – so doubling down on quality and service gives a competitive edge.

The role of price increases is then the focus of the customer facing teams and account managers. In order to mobilise a co-
ordinated approach to increasing prices, we suggest the following steps are completed before engagement:

Timing is crucial for a price increase strategy – and suppliers who are first to call are more likely to meet a more receptive
customer. Those further down the chain may find that the customer patience has been eroded by those who have come
before. Businesses who build trust through the process are also better placed to secure longer term prices with customer.

Once price increases have been confirmed, there are four following situations which businesses need to address. Subsequent
action is informed by the impact of the price increase

INCREASE PRICES

“Stay Focused”

• Keep monitoring 
inflation and prepare 
possible future price 
increases

• Anticipate cost control 
and reduction

“Grin and bear it”

• Refocus on profitable 
clients x products x 
geographies

• Implement cost controls 
and focus marketing 
efforts on core business

“Exit”

• Shutdown activity

• Divest activity

“Restructure costs”

• Aggressive cost 
reduction on value chain 
(> 15% of cost base) 

• Short-term shutdown 
on selected activities

Situation 1

Review customer 
contracts

Assess clauses for price 
increases and consider a 

strategy for the whole 
contract where prices are 

fixed (for example, 
adapting the contract 

duration)

Upskill and empower 
your people

Train your people to be 
great negotiators. 
Workshop real-life 

events, practice and 
promote your best 

negotiators to larger 
accounts

Operationalise a 
feedback loop

Get your people to share 
what works and what 

doesn’t work –
collectively learn. 

Feedback to the analysis 
team who can review 
and update findings

Brace for impact
Negotiations can be 

challenging, and 
customers may be 

motivated to prolong or 
mitigate the 

conversation. Prepare 
the wider team

1 2 3 4

Situation 2 Situation 3 Situation 4

Actions

As all businesses are facing similar pressures, the attitude that cash is king
is no longer enough to guarantee business success – it’s the margin that
counts.



In the event that the business needs to restructure its cost base, we recommend a rapid cost reduction programme to tackle
the problem head on and quickly. These programmes offers the opportunity for the business to redefine its ways of working,
its focus on profitability and how its teams interact with each other. The platform also offers an opportunity for the business to
challenge the norms of the business – fostering a “no sacred-cows” mind-set ensures that the business leaves no stone
unturned. In order to mobilise any change programme, leaders must be willing and able to follow the following four steps:

Leaders cannot deliver cost reduction programmes alone, so must ensure that their teams are personally committed to its
delivery and success. As this is understood and appreciated, teams work in a networked way to identify and quantify cost
saving initiatives, and then detail the practical steps to implement savings. Teams must work across networks as different
skillsets are crucial to success.

As we have detailed in this document, one of the key benefits of cost reduction programmes is pace. Rapid cost reduction
programmes can be mobilised quickly, and can drive financial benefits within weeks. Below we outline an extract of an
indicative timeline for mobilising and delivering a rapid cost reduction programme. Phase 1 could be a targeted 4-6 week
programme, with implementation duration being informed during this phase (though typically lasts 2-3 months).

We outline more details of this approach, including when to commit to such a programme, the do’s and don’ts, and key
takeaways, within our Rapid Cost Reduction paper – available here.

CONTROL OVERHEAD COSTS

The challenge
Shared understanding and 
appreciation of the “burning 

platform”

The cost
A desire to change, and an 
acceptance of the personal 

sacrifice

The objective
A clear articulation and clarity 
over the vision of the future 

beyond the programme

The plan
Practical steps which provide 
comfort and assurances on 

how to get from A to B

Phase 1: Design Phase 2: Implement

Mobilise High Level Design Detailed Design Plan & Finalise Implement

• Collate & build 
financial baseline

• Review org. 
structures

• Benchmarking 
comparisons

• Agree scope

• Align timeline/targets

• Mobilise teams

• Financial reviews 
with department 
leads and Finance 
Business Partners

• Identify “quick wins”

• Identify opportunity 
areas

• Refine scope and 
objectives

• Detailed analysis of 
cost structure

• Quantify & validate 
opportunities

• Develop future 
model and org. 
structures

• Engage 3rd parties 
re outsourcing, 
automation etc.

• Develop practical 
delivery plan

• Agree linkages 
between teams

• Confirm one-off 
costs

• Confirm savings & 
reforecast budget

• Deliver “quick wins”

• Mobilise delivery

• Commence meeting 
cadence and 
governance

• Initiative capture and 
tracking of benefits

• Change 
management and 
Comms
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Overheads have a habit of creeping up over time, particularly in boom years.
Often, a catalyst is required to drive cost reduction – and businesses who
take the opportunity are rewarded with better profitability in the longer term.

https://8sights.8advisory.com/post/102hxu9/rapid-cost-reduction-how-to-drive-efficiency-into-business-operations


In any business, managers are constantly balancing their input costs with prices. Every business is ultimately at the mercy of
the customers willingness to spend, and will need to balance their broader cost base to match customer expectations both in
price, quality and product.

Businesses constantly balance the benefits of a fixed but lower cost base versus a variable but higher cost base. This
question will naturally be more prevalent for businesses during stagflation, as the surety of a lower cost base may become
preferable, but at a cost: fixed cost bases are less able to vary with market conditions and can quickly become exposed to
shocks.

There are numerous methods for managing input costs and supplier contracts. Below we outline four which we consider to
be particularly pertinent in a period of stagflation.

Further details in relation to management of cost and supplier agreements is available in our Eight International member firm,
FRP’s, recent paper on Defusing the Inflation Time Bomb: How to Survive and Thrive – available here.

INPUT COSTS AND SUPPLIER MANAGEMENT

Business contracts will have likely been agreed during different economic
circumstances and may no longer benefit either party. Parties which review
agreements may find ways to better suit the current environment

Having certainty of pricing is always beneficial, and businesses who fix prices early can benefit from 
higher profitability and / or more competitive pricing, should prices go up. However, this strategy is 
not without risks, and businesses need to keep close to prices and the factors which influence 
price (inc. economic, political and social impacts)

Supplier contracts will have likely been drawn up in very different economic conditions, and the 
principles of these agreement may no longer apply. Businesses need to have a clear understanding 
of whether, when and how supplier contracts allow price changes. Indeed, if change is not possible 
in the short term, businesses may be able to mutually nullify a contract by replacing it with an 
agreement which suits both parties in the new economic environment.

Consumers will be reviewing their spending habits during stagflation – particularly over the winter as 
the cost of living crisis and interest rates squeeze disposable income. Businesses who adapt their 
product groups quickly to meet new customer preferences will be able to retain their core customer 
groups both in the short and medium term.

The circumstances under which a business last raised capital will have changed. Businesses which 
are exposed to higher interest rates may look for other means to reduce their debt obligations and 
protect themselves against the burden of covenants. Indeed, businesses should be aware and 
ready to capitalise on Government assistance where that is available.

Raw
Material 
Hedging

Supplier 
Contract 

Management

Product 
Right-Sizing

Capital & 
Funding 
Review

https://go.frpadvisory.com/inflation-strategies


The economic climate is likely to worsen before it improves. A winter which will likely be marked by the cost of living crisis will
place pressures on businesses – especially those which rely on seasonal peak trading at Christmas. Economies of European
countries are likely to worsen, and inflation has a long way to fall before it is manageable in the traditional sense.

Stagflation may therefore be here for many months to come, and will likely be the key mark of 2023. Businesses will need to
learn, understand, analyse and adapt to this environment quickly – leveraging what tools they have at their disposal to inform
their people quickly. Many will benefit from a more tactical approach to cost and price, as they seek to protect margins.

For those impacted by the current market conditions, we have the following takeaways:

OUR KEY TAKEAWAYS

Regularly inform your analysis 
and decision making

The pace of change is faster during 
a recession, and the volatility of 

inflation requires businesses to be 
agile. Businesses need to keep 

their ear to the ground and ensure 
feedback loops exist to update 

analysis and assumptions.

Act quickly and correct the 
course

Implementing a good answer 
quickly is better than not 

implementing a perfect answer. Act 
quickly and mobilise earlier than 

desired – and leave room to 
correct the course as you go.

Be aggressive and
add-back if necessary

Be hard on all and every cost, and 
take out more than you think you 

need – it is easier to add back 
items than it is to remove costs 

without a “burning platform”

Communicate clearly
about the objectives

Take your people with you, be 
honest about the need for change 

and be as open as you can be. 
Build and maintain trust throughout

The economic climate is creating a challenging environment for businesses.
Those who are adaptable to volatility in cost, through robust analysis and
price changes, will be best positioned to face into these market conditions



Our teams have deep experience in transformation programmes, particularly during periods of distress. We support
businesses across Europe on financial analysis, cost reduction, performance improvement, turnaround and strategy.
We also have experience in M&A activity within a distressed environment which is commonplace during recessions.

Specifically, we could help you on the following challenges:

Should you have any challenges regarding for which we could support, our teams would be keen to work with you on your
desired solution.

Within Eight International, a global advisory organisation Eight Advisory is a co-founder of, we have a pool of professionals
who can support on a host of restructuring activity. Within the UK, Eight International has two member firms: Eight Advisory
and FRP. These two firms work side-by-side on broader cost reduction and restructuring programmes to ensure clients
receive a full complement of services for their situation.

Our Eight Advisory and FRP professionals have experience of working as one combined team under the Eight International
brand to fulfil the requirements of our clients seamlessly.

FPR is a UK based business advisory firm, 
specialising in Corporate Restructuring (inc. 

Insolvency), Corporate Finance, Forensic 
Accounting, Pensions Advisory and Debt 

Advisory

The business is home to 540 professionals 
across 26 offices within the UK.

Eight Advisory is an international transactions 
advisory firm, specialising in Transactions (FDD, 

ODD, ITDD, Integration & Carve-out) 
Restructuring, Transformation and Financial 

Engineering.

The business is home to 650 professionals 
across six European countries.

HOW WE CAN HELP

Standard Cost 
Assessment

Negotiation 
Strategy & 

Implementation

Rapid Cost 
Reduction

Supply Chain 
Optimisation

Working Capital 
Optimisation

Technology & 
Financial 

Transformation
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