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Abstract: Inflation is a quantitative measure of the rate at which the average price level of a basket of 
selected goods and services in an economy increase over a period of time. It is the constant rise in the 
general price level of prices where a unit of currency buys less than it did in prior periods.In economics, 
inflation is a sustained increase in the general price level of goods and services in an economy over a 
period of time.Inflation reflects a reduction in the purchasing power per unit of money - a loss of real 
value in the medium of exchange and unit of account with in the economy. 
Inflation affects economies in various positive and negative  ways. The Negative effects of inflation  
include an increase in the opportunity cost of holding money, uncertainty over future inflation which 
may discourage  investment and savings, and if inflation were rapid enough, shortage of goods and as 
consumers begin hoarding out of concern that prices will increase in the future.In Positive effects 
include reducing unemployment due to nominal wage rigidity, allowing the central bank more leeway in 
carrying out monetary policy, encouraging loans and investment instead of money hoarding, and 
avoiding the inefficiencies  associated with deflation. In most of the countries are effected  by  inflation. 
and also faced many more problems. In present scenario some of the countries are effected by Inflation. 
They are- Venezuela, Zimbabwe, Argentina & Sudan. 

 
Introduction: Inflation is a huge problem for many economies worldwide.   In countries 
like Venezuela, Argentina, Zimbabwe and Sudan the average consumer has been largely affected by the 
Inflation currently occurring.  A basic definition of Inflation is when the currency used in a country 
experiencing Inflation buys fewer goods, the purchasing power decreases.  This is often bad for 
consumers, especially in countries experiencing very high Inflation rates because they are not paid 
enough to compensate for the rising cost of goods and services. 
 
Venezuela holds the title for highest inflation rate any one country is undergoing today at well over 
200%.  This is not even the highest that Venezuelan inflation has reached in the past two years, that 
number is estimated to be about 800%.  When inflation rates reach these ludicrously large numbers it is 
referred to as Hyper Inflation.  This has made life in Venezuela for the average person very difficult the 
past few years.  A great illustration of how much more difficult life has been for average Venezuelans can 
be seen here; in this  $20 could buy someone 629 bolivars in 2013 and as of August 2019 $20 could buy a 
person 195,755 bolivars.  
Inflation is not always a horrible thing for a country to experience, it can sometimes be beneficial to a 

economic growth.  A country may attempt to increase inflation rates for several reasons.  One 
reason is that very low inflation rates often correspond with minuscule interest rates.  Higher interest 
rates encourage investment because people will see a better return on their investment with higher 
interest rates.  When a country wants to encourage investment they will often attempt to induce 
inflation, which would likely increase interest rates.  
 
Various Types of Inflation: Inflation means a sustained increase in the general price level. The main 
two types of Inflation are 
1. Demand- Pull Inflation  

Aggregate demand (AD) will be increasing faster than aggregate supply. 
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2.  Cost-Pull Inflation: This occurs when there is a rise in the price of raw materials, higher taxes. 
 
We can also categorise Inflation by how fast the price increases are, such as: 

 Dis Inflation                                 a falling rate of inflation 

 Creeping Inflation                       low, but consistently creeping up. 

 Walking/Moderate Inflation -   (2-10%) 

 Running Inflation -                    (10-20%) 

 Galloping Inflation                     (20%-1000%) 

 HyperNInflation                         (> 1000%) 
 
Causes of Inflation: So what exactly causes inflation in an economy? There is not a single, agreed-
upon answer, but there are a variety of theories, all of which play some role in inflation:  
1. The Money Supply: Inflation is primarily caused by an increase in the money supply that outpaces 
economic growth. Ever since industrialized nations moved away from the gold standard during the 
past century, the value of money is determined by the amount of currency that is in circulation and 

f the value of that money. When the Federal Reserve decides to put more 

because of the changing public perception of the value of the underlying currency. As a result, this 
devaluation will force prices to rise due to the fact that each unit of currency is now worth less.  
2. The National Debt: We all know that high national debt in the U.S. is a bad thing, but did you 
know that it can actually drive inflation to higher levels over time. The reason for this is that as a 

  

 They can either raise taxes  

 Print more money to pay off the debt. 
A rise in taxes will cause businesses to react by raising their prices to offset the increased corporate 
tax rate. Alternatively, should the government choose the latter option, printing more money will lead 
directly to an increase in the money supply, which will in turn lead to the devaluation of the currency 
and increased prices. 
3. Demand-Pull Effect: The demand-pull effect states that as wages increase within an economic 
system (often the case in a growing economy with low unemployment), people will have more money 
to spend on consumer goods. This increase in liquidity and demand for consumer goods results in an 
increase in demand for products. As a result of the increased demand, companies will raise prices to 
the level the consumer will bear in order to balance supply and demand.  
4. Cost-Push Effect: Another factor in driving up prices of consumer goods and services is explained 
by an economic theory known as the cost-push effect. Essentially, this theory states that when 
companies are faced with increased input costs like raw goods and materials or wages, they will 
preserve their profitability by passing this increased cost of production onto the consumer in the form 
of higher prices. 
5. Exchange Rates: Inflation can be made worse by our increasing exposure to foreign marketplaces. 
In America, we function on a basis of the value of the dollar. On a day-to-day basis, we as consumers 
may not care what the exchange rates between our foreign trade partners are, but in an increasingly 
global economy, exchange rates are one of the most important factors in determining our rate of 
inflation. 
 
When the exchange rate suffers such that the U.S. currency has become less valuable relative to 
foreign currency, this makes foreign commodities and goods more expensive to American consumers 
while simultaneously making U.S. goods, services, and exports cheaper to consumers overseas. 
This exchange rate differential between our economy and that of our trade partners can stimulate the 
sales and profitability of American corporations by increasing their profitability and competitiveness 
in overseas markets. But it also has the simultaneous effect of making imported goods (which make 
up the majority of consumer products in America), more expensive to consumers in the United States.  
Another causes of inflation are as follows 

 Inflation may occur sometimes due to excessive bank credit or currency depreciation. 
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 It may be caused due to increase in demand in relation to supply of all types goods and services due 
to a rapid increase in population. 

 Inflation also may be also be caused by a change in the value of production costs of goods. 

 Export boom inflation also comes into existence when a considerable increase in exports may cause a 
shortage in the home country. 

 
Effects of Inflation: 

1. Effects on Distribution of Income and Wealth: The impact of Inflation is felt unevenly by the 
different groups of individuals within the national economy some groups of people gain by making big 
fortune and some others lose. 
2. Effects on Production: The rising prices stimulate the production of all goods  both of consumption 
and of capital goods. As producers get more and more profit, they try to produce more and more by 
utilising all the available resources at their disposal. 
But, after the stage of full employment the production cannot increase as all the resources are fully 
employed. Moreover, the producers and the farmers would increase their stock in the expectation of a 
further rise in prices. As a result hoarding and cornering of commodities will increase. 
3. Effects on Income and Employment: Inflation tends to increase the aggregate money income (i.e., 
national income) of the community as a whole on account of larger spending and greater production. 
Similarly, the volume of employment increases under the impact of increased production. But the real 
income of the people fails to increase proportionately due to a fall in the purchasing power of money. 
4. Effects on Business and Trade: The aggregate volume of internal trade tends to increase during 
inflation due to higher incomes, greater production and larger spending. But the export trade is likely to 
suffer on account of a rise in the prices of domestic goods. However, the business firms expand their 
businesses to make larger profits.. 
5. Effects on the Government Finance: During Inflation, the government revenue increases as it gets 
more revenue from income tax, sales tax, excise duties, etc. Similarly, public expenditure increases as the 
government is required to spend more and more for administrative and other purposes. But the rising 
prices reduce the real burden of public debt because a fix sum has to be paid in instalment per period. 
6. Effects on Growth: A mild Inflation promotes economic growth, but a runaway inflation obstructs 
economic growth as it raises cost of development projects. Although a mild dose of inflation is inevitable 
and desirable in a developing economy, a high rate of inflation tends to lower the growth rate by slowing 
down the rate of capital formation and creating uncertainty. 
 
Measures to Control Inflation: 
 

 
 
Monetary Measures: The most important method of controlling inflation is monetary policy of the 
Central Bank. Most central banks use high interest rates as a way to fight inflation. Following are the 
monetary measures used to control inflation. 

 Bank Rate Policy against inflation. The increase in bank 
rate increases the cost of borrowings which reduces commercial banks borrowing from the central 
bank. 

 Cash Reserve Ratio 
reducing the lending capacity of the commercial banks. 

 Open Market Operations 
securities and bonds by the central bank. 
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Fiscal  Measures: Fiscal measures are another important set of measures to control inflation which 
include taxation, public borrowings, and government expenses. Some of the fiscal measures to control 
inflation are as follows. 

 Increase in savings 

 Increase in taxes 

 Surplus budgets 
 
Wage and Price Controls: Wage and price controls help in controlling wages as the price increases. 
Price control and wage control is a short term measure but is successful; since in long run, it controls 
inflation along with rationing. 
 
Conclusion: But inflation, especially a runaway inflation, is an unstable situation. It makes the business 
world uneasy and uncertain. Society gets disturbed as there grows discontentment among the salaried 
people and they demand an increase in their wages and salaries. 
The middle-class people suffer hard as the real value of their income becomes very low. Inflation is also 
unjust as it makes one class of people richer and the other poorer. But the most serious effect of 
inflation from the standpoint of the economy is that it makes the economic environment of business 
unstable. 
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