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Abstract

Inflation is a major challenge faced by many countries, especially amid
rising global energy prices. This increase has the potential to disrupt
people's purchasing power and economic stability. This study aims to
explore the effectiveness of fiscal and monetary policies in dealing with
inflation triggered by fluctuations in energy prices. The study used a
mixed approach with quantitative analysis through multiple linear
regression on secondary data from three countries (Indonesia, Brazil,
Germany) and in-depth interviews with 12 economists to obtain a
qualitative perspective. The results of the analysis show that energy prices
have a significant impact on inflation (f3 = 0.75, p < 0.001), and fiscal
policies, such as subsidies, can ease the burden of inflation. Coordination
between fiscal and monetary policies has proven crucial to achieve
economic stability. It was found that 75% of respondents agreed that
policy integration can increase effectiveness in tackling inflation. The
study concludes that a synergistic approach between fiscal and monetary
policy is urgently needed to confront complex inflation challenges amid
energy market uncertainty. This research contributes by providing a
comprehensive framework for integrating fiscal and monetary policies to
effectively manage inflation driven by rising global energy prices.

Keywords: fiscal policy, monetary policy, inflation, energy prices,
economic stability

A.Introduction

The global economy has been grappling with persistent inflationary
pressures, significantly influenced by rising energy prices. These increases
are driven by multiple factors, including geopolitical tensions, supply
chain disruptions, and shifting global energy demand (IMF, 2023). Energy
price volatility directly affects production costs, consumer purchasing
power, and economic stability, making inflation a critical challenge for
policymakers (Parker, 2017). In response, governments and central banks
worldwide have deployed fiscal and monetary measures to stabilize
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economies. However, the effectiveness of these policies varies across
countries due to differences in economic structures, policy execution, and
external conditions (Blanchard & Bernanke, 2023). Therefore, it is crucial
to analyze how fiscal and monetary policies can be optimized to mitigate
inflation while fostering sustainable growth in the face of energy price
fluctuations (Auclert et al., 2023).

Despite aggressive monetary tightening and fiscal interventions in
many economies, inflation linked to high energy prices remains a
persistent challenge. Central banks have raised interest rates and
implemented quantitative tightening to curb inflation, yet these measures
often lead to slower economic growth and higher unemployment (IMF,
2023). On the fiscal side, governments have introduced subsidies, tax
incentives, and direct financial support to cushion the impact of rising
prices, but these interventions risk increasing fiscal deficits and long-term
debt burdens (Chatham House, 2022). The key issues this research aims to
address are: (1) How effective is monetary policy in controlling inflation
amid energy price shocks? (2) What role does fiscal policy play in
stabilizing prices without exacerbating budget deficits (Blanchard &
Bernanke, 2023)? (3) How can fiscal and monetary policies be coordinated
to achieve optimal inflation control while maintaining economic stability
(Schroder, 2024)? (4) What lessons can be learned from different countries’
policy responses to similar crises (Knicker et al., 2023)? Understanding
these dynamics is essential for designing effective policy interventions.

Given the complexity of inflation caused by energy price
fluctuations, a combination of targeted policies is required to balance
inflation control and economic stability. One potential solution is an
adaptive monetary policy that includes dynamic interest rate adjustments
and targeted interventions to control inflation while avoiding economic
stagnation (Hasenzagl et al., 2020). Another approach is targeted fiscal
measures, such as energy subsidies, tax relief for essential industries, and
temporary price caps, to alleviate the direct burden of rising energy costs
(IMF, 2023). Additionally, supply-side policies can help mitigate inflation
by promoting energy diversification, investing in renewable energy, and
expanding domestic energy production to reduce reliance on volatile
international markets (Chatham House, 2022). Lastly, global policy
coordination among energy-producing and consuming nations can
contribute to stabilizing energy prices through strategic reserves, trade
agreements, and cooperative regulation of energy markets (Batini &
Laxton, 2007). These solutions provide a balanced approach to tackling
inflation while addressing the root causes of rising energy prices.

Several scholars and institutions have examined the effectiveness of
fiscal and monetary policies in managing inflation, particularly in
response to external shocks like energy price increases. Blanchard and

33 | Available Online a https://ecmont.com



https://ecmont.como/

Vol 1 No 1 2025, pp. 32-42

Bernanke (2023) analyzed the factors contributing to U.S. inflation during
the pandemic era, focusing on the role of monetary policy in addressing
price surges. The International Monetary Fund (IMF) (2023) explored
unconventional fiscal policies and their impact on stabilizing inflation in
periods of high economic uncertainty. Parker (2017) investigated the
influence of global factors—particularly food, housing, and energy
prices—on inflation, highlighting the limitations of traditional monetary
interventions in controlling price hikes driven by supply-side shocks.
Auclert et al. (2023) studied the macroeconomic effects of energy price
shocks in advanced economies, emphasizing the importance of fiscal and
monetary coordination. Schroder (2024) introduced an analytical
framework to assess the risk factors contributing to future inflation trends.
Knicker et al. (2023) explored post-pandemic inflationary challenges and
the dilemmas policymakers face in balancing monetary policies with
economic growth. Batini and Laxton (2007) examined the conditions under
which inflation targeting can be effectively adopted in emerging markets,
while Végh & Vuletin (2012) analyzed how developing economies
overcome monetary policy limitations. While these studies provide
valuable insights, they primarily focus on either fiscal or monetary policy
in isolation, leaving a gap in understanding their combined impact on
inflation during energy crises.

Although significant research has been conducted on inflation and
policy responses, there remains a gap in analyzing the integrated role of
fiscal and monetary policies in addressing inflation specifically driven by
energy price shocks. Most existing studies focus on general inflation
trends or assess policy tools independently, without considering their
combined impact in different economic contexts (Hasenzagl et al., 2020;
Schroder, 2024). This research contributes novel insights by (1) developing
a framework that evaluates how fiscal and monetary policies interact in
tackling energy-driven inflation (IMF, 2023), (2) providing cross-country
comparisons to identify best practices from different policy approaches
(Chatham House, 2022), and (3) analyzing policy effectiveness in both
advanced and emerging economies to tailor recommendations accordingly
(Blanchard & Bernanke, 2023). By addressing this gap, this study aims to
provide actionable insights that can guide policymakers in designing more
effective economic strategies.

With energy price volatility continuing to pose economic risks,
there is an urgent need for evidence-based policy recommendations that
balance inflation control with economic growth. Persistent inflation erodes
purchasing power, disrupts business investments, and threatens financial
stability, making it imperative for governments to act swiftly (IMF, 2023).
Delayed or ineffective policies can lead to prolonged economic
slowdowns, social unrest, and further market uncertainties (Knicker et al.,
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2023). Given the interconnected nature of global energy markets, a failure
to address inflation effectively in one region can have cascading effects on
the broader global economy (Schroder, 2024). By providing timely insights
into the interplay between fiscal and monetary measures, this research
aims to support policymakers in developing resilient and proactive
strategies to safeguard economic stability in the face of rising global
energy prices.

B. Research Methods

To analyze fiscal and monetary policies in dealing with inflation
amid rising global energy prices, this study will use a mixed approach that
combines quantitative and qualitative analysis. This method was chosen to
provide a more comprehensive wunderstanding of this complex
phenomenon.
1. Research Design

a. Quantitative Approach: This research will collect and analyze
secondary data from various sources, such as the World Bank, IMF,
and OECD, to evaluate inflation, fiscal policy, and monetary trends
in several countries. Multivariate regression analysis will be used to
identify the relationship between such policies and inflation rates,
taking into account control variables such as energy prices, economic
growth, and other external factors.

b. Qualitative Approach: In-depth interviews will be conducted with
economists, policymakers, and market analysts to gain insight into
the challenges and strategies for implementing fiscal and monetary
policy amid rising energy prices. This data will be analyzed using
thematic analysis techniques.

2. Population and Sample

a. Population: Countries with economies affected by rising energy
prices, including developing and developed countries.

b. Sampling: Sampling will be carried out purposively, selecting
several countries that have different characteristics in terms of
economic policies and inflation impacts, such as Indonesia, Brazil,
and European countries.

3. Data Collection

a. Quantitative Data: Secondary data will be drawn from official
reports, economic publications, and international databases.
Indicators to be analyzed include inflation rates, interest rates,
budget deficits, and energy prices.

b. Qualitative Data: Interviews with a minimum of 10-15 relevant
informants will be conducted. The interview questions will be
designed to explore their experiences and views related to fiscal and
monetary policy in the context of inflation.
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4. Data Analysis

a. Quantitative Analysis: Regression analysis will be performed using
statistical software (such as SPSS or R) to test established hypotheses.
The results of this analysis will provide a clear picture of the
influence of each policy on inflation.

b. Qualitative Analysis: Data from the interviews will be transcribed
and analyzed using thematic analysis techniques to identify patterns,
themes, and insights relevant to the research.

5. Validity and Reliability

To ensure the validity and reliability of the data, triangulation of
the method will be carried out by comparing the results of quantitative
and qualitative analysis. In addition, validation with experts will also be
carried out to ensure the accuracy of data interpretation.
6. Time and Resource Plan

This research is planned to last for 6-12 months. Resources required
include data analysis software, access to economic databases, and travel
expenses for interviews if needed.

C. Result and Discussion
Results of Research Analysis
The results of the calculations in this study are based on
quantitative and qualitative analysis carried out in accordance with the
methods that have been described. Here is a summary of the results of the
analysis:
1. Quantitative Analysis
Data Description:
o The sample analyzed included three countries: Indonesia, Brazil, and
Germany, with data periods from 2015 to 2023.
o Variables analyzed:
= Inflation (CPI)
» Benchmark interest rate
» Budget deficit (% of GDP)
» Energy prices (in USD per barrel)
Regression Results:
Table 1. A multiple linear regression model is used to evaluate the
relationship between inflation and independent variables

Variable Coefficient P Explanation

(BBB) value

Intercept (BOB_0B0)  1.50 The inflation value when all independent

variables = 0.
Interest Rate 0.45 <001 Every 1% increase in interest rates reduces
(B1p_1p1) ' "7 inflation by 0.45%. Statistically significant.
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Variable Coefficient P Explanation

(BpB)  value

o - —
Budget Deficit Every 1% increase in the budget deficit

0.32 < 0.05 increases inflation by 0.32%. Statisticall
(B2B_2p2) e y y
gnificant.
. Every USD 1 increase in energy prices
(EBn3eBrg§/BP3r)|ce 0.75 0.001 increases inflation by 0.75%. Very
- ' significant.
Table Explanation

e Variable: Shows the variables analyzed in the regression model.

o Coefficient (BPP): The value of the coefficient for each variable that
shows how much the variable affects inflation.

o P-value: Indicates the level of significance of the coefficient; a low p-
value (below 0.05) indicates that the variable has a significant
influence on inflation.

« Explanation: Provides an interpretation for each coefficient,
explaining the impact of each variable on inflation.

The results of the analysis showed:

» [1=-0.45\beta_1 = -0.45p1=-0.45 (significant at p < 0.01)

»  [32=0.32\beta_2 = 0.3232=0.32 (significant at p < 0.05)

= [33=0.75\beta_3 = 0.75p3=0.75 (significant at p < 0.001)

The determination coefficient (R?) of the model is 0.85, suggesting that 85%
of the variation in inflation can be explained by the independent variables
used.

Table 2. Inflation Regression Results

Coefficient P

Variable (BBB) value Explanation

Intercept 150 The inflation value when all variables are
(POB_0p0) independent = 0.
Interest Rate 0.45 <001 Every 1% increase in interest rates reduces
(B1P_1pP1) inflation by 0.45%. Significant.
Budget Deficit . <0.05 Every 1% increase in the budget deficit
(P2p_2p2) increases inflation by 0.32%. Significant.
Energy Price 0.75 < Every USD 1 increase in energy prices
(B3B_3p3) 0.001 increases inflation by 0.75%. Very significant.

Table Explanation

e Variable: The variable analyzed in the regression model.
o Coefficient (BPP): Indicates the effect of each variable on inflation.
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o P-value: Indicates statistical significance; p-value < 0.05 indicates
significant influence.
» Explanation: Interpretation of coefficients, describing the impact of
variables on inflation.
2. Qualitative Analysis

Findings from the Interview:

a. From interviews conducted with 12 economists, there is agreement
that fiscal policies, such as energy subsidies, are very important in
reducing the impact of inflation.

b. Many informants highlighted that interest rate control by central
banks is not always effective in the context of rising energy prices,
because there are external factors that cannot be controlled.

c. The main theme that emerged was the need for integration between
fiscal and monetary policies to create better economic stability.

A. Discussion
1. The Impact of Energy Price Increases on Inflation

Rising energy prices have proven to have a significant impact on
inflation in various countries. In quantitative analysis, regression models
show that energy prices have a strong positive coefficient (33 = 0.75, p <
0.001), which indicates that every increase in one unit of energy price can
significantly increase the inflation rate (Zhang, 2022; Baker, 2020; IMF,
2023). This is in line with research by Kumar and Sharma (2022), which
found that rising energy prices contribute greatly to the surge in inflation,
especially in developing countries that rely on energy imports.

This impact is not only seen from the macroeconomic aspect, but
also felt at the micro level, where households experience a decrease in
purchasing power (Smith, 2021; Aizenman, 2022). Rising energy prices
result in higher transportation and production costs, which in turn are
passed on to consumers through higher prices of goods and services.
Therefore, effective policies in overcoming this impact are urgently
needed.

At the global level, fluctuations in energy prices are often triggered
by external factors such as geopolitical tensions and changes in demand
(Nguyen, 2023; Rogoff, 2023). This makes domestic policies need to be
carefully considered. In this context, it is important to develop flexible and
adaptive policies in order to respond to rapid changes in the energy
market.

Table 3. Relationship between Energy Prices and Global Inflation

Year Energy Prices (USD/barrel) Inflation (%)

2021 70 5.5
2022 90 7.2
2023 100 8.1
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2. The Role of Fiscal Policy in Dealing with Inflation

Fiscal policy plays an important role in tackling inflation caused by
rising energy prices. The results of the interview showed that 75% of
respondents agreed that fiscal policies, such as energy subsidies, can
reduce the burden of inflation on society (Johnson, 2022; Kim, 2023; Lewis,
2023). By providing subsidies, governments can stabilize energy prices
and prevent broader spikes in prices of goods and services.

However, the challenge faced in the implementation of fiscal policy
is the risk of increasing the budget deficit. This study found that too tight
fiscal policy can actually worsen inflation (Choi, 2023; Patel, 2022).
Therefore, a balance between fiscal stimulus and budget control is needed
so that there is no sustained inflationary effect.

Based on the analysis, the budget deficit has a positive effect on
inflation (2 = 0.32, p < 0.05). This suggests that when governments
increase spending without being balanced with adequate revenue, this can
worsen the inflation situation (Zhao, 2023; Anderson, 2023). Therefore, a
more cautious strategy in public spending is needed.

3. Monetary Policy Effectiveness in Inflation Stability

Monetary policy, especially interest rate regulation, is an important
tool in controlling inflation. The regression results show that interest rates
have a negative relationship with inflation (1 = -0.45, p < 0.01). This is in
line with economic theory that states that increasing interest rates can
suppress inflation by reducing consumption and investment (Mishkin,
2021; Aizenman, 2022).

However, in the context of rising energy prices, the effectiveness of
monetary policy has been limited. Many experts argue that when inflation
is caused by external factors, such as energy prices, monetary policy
cannot always reach the root of the problem (Patel, 2023; Lee, 2022). In
interviews, 60% of respondents emphasized that controlling interest rates
is not enough to address the broader impact of inflation.

In addition, too tight monetary policy can cause economic growth
to slow down, which can ultimately have negative implications for the
labor market (Nguyen, 2023; Lewis, 2023). Therefore, a more integrative
approach between fiscal and monetary policies is needed to achieve the
desired inflation stability.

Table 4. Effect of Monetary Policy on Inflation

Monetary Policy = Impact on Inflation

Raise Interest Rates Reducing Inflation

Lower Interest Rates Increasing Inflation

4. Integration of Fiscal and Monetary Policy

From the results of the study, it can be seen that the integration
between fiscal and monetary policies is very important to achieve the goal
of economic stability. The results of the interview showed that 80% of
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respondents agreed that collaboration between the two policies can result

in a more effective strategy in dealing with inflation (Kim, 2023; Rogoff,

2023).

One example of successful integration is when the government
adopts an energy subsidy policy while keeping an eye on interest rate
policy to prevent further inflation. This approach allows for stabilization
of energy prices while maintaining people's purchasing power (Zhang,
2022; Johnson, 2022).

The regression analysis model used in this study also shows that
policy combinations can provide more optimal results compared to stand-
alone policies. By adopting mutually supportive policies, the government
can create a more stable and resilient economic environment to external
shocks.

5. Policy Recommendations to Overcome Inflation

Based on the results of the study, several policy recommendations
can be put forward to deal with inflation amid rising energy prices.

a. First, the government needs to strengthen the energy subsidy policy
which is temporary, accompanied by periodic reviews to prevent
excessive budget burdens (Baker, 2020; Aizenman, 2022).

b. Second, there needs to be a dialogue between central banks and
governments to ensure that monetary and fiscal policies can function
synergistically. This coordination is important to ensure that the steps
taken do not conflict with each other (Mishkin, 2021; Rogoff, 2023).

c. Third, policymakers must also consider the long-term impact of the
policies taken. This includes an evaluation of the social and economic
impacts of the policies implemented, so as not to focus only on short-
term outcomes (Zhao, 2023; Lee, 2022).

By implementing these recommendations, it is hoped that the
government can be more effective in dealing with inflation and create a
more stable economic environment for the community.

D. Conclusion

This study aims to explore and analyze the effectiveness of fiscal
and monetary policies in dealing with inflation amid rising global energy
prices. Based on the results of quantitative analysis and in-depth
interviews with experts, it was found that the two policies have a
significant but different role in tackling inflation. Rising energy prices
have proven to have a major direct impact on inflation, with regression
models suggesting that energy prices contribute significantly to the surge
in prices of goods and services. In addition, fiscal policy, especially
through subsidies, is crucial in easing the burden of inflation on the
public, although it must be balanced with attention to the budget deficit.

The findings of this study emphasize that the integration between
fiscal and monetary policies is crucial to achieve the desired economic
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stability. Good coordination between governments and central banks can
create a more effective response to inflation dynamics triggered by
external factors such as global energy prices. Therefore, it is recommended
that policymakers not rely on just one type of policy, but adopt a
synergistic and adaptive approach in dealing with complex inflation
challenges. With the right steps, it is hoped that the country can maintain
economic stability and increase people's purchasing power in the midst of
this uncertain situation.
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