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Abstract: The article discusses the phenomenon of inflation, which is 

defined as the rate at which prices increase over a certain period of time. It explains 

how inflation reduces the purchasing power of money and is usually measured by 

the Consumer Price Index (CPI). The article also examines the difference between 

moderate and high inflation, showing that while a low and stable level of inflation 

supports economic growth, high inflation harms savings and increases the cost of 

living. In addition, the text briefly mentions deflation as an opposite process that can 

slow down production and employment. The importance of maintaining price 

stability for sustainable economic development is emphasized. 

Keywords: inflation, consumer price index (cpi), deflation, purchasing 

power, economic growth, prices, economy, central bank, money, cost of living, 

interest rate, price stability 

Inflation refers to the pace at which the prices of goods and services rise over 

time. It indicates a decline in the purchasing power of money — as prices grow, each 

unit of currency buys fewer products and services. A moderate level of inflation is 

typical for a developing economy, but excessive or extremely low inflation can cause 

significant economic challenges. 

Economists evaluate inflation using the Consumer Price Index (CPI), which 

measures the average change in prices of a selected set of goods and services such 

as food, housing, transportation, and clothing. Another key measure is the GDP 

deflator, which reflects overall price changes across the entire economy. 

The main causes of inflation can be grouped into several categories. 

Demand-pull inflation arises when demand for goods and services exceeds available 
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supply. Cost-push inflation occurs when production expenses — for example, wages 

or raw materials — rise. Moreover, inflation can be influenced by monetary and 

fiscal policies, including the printing of additional money or changes in interest rates 

by governments and central banks. 

A moderate rate of inflation, typically around 2–3% annually, is viewed as 

positive. It motivates people to spend and invest rather than delay purchases. 

Conversely, high inflation diminishes savings, raises living costs, and increases 

economic uncertainty for consumers and businesses. Deflation, the opposite 

situation when prices decrease, can reduce production, raise unemployment, and 

slow economic activity. 

Institutions such as the Federal Reserve in the United States and the 

European Central Bank seek to maintain inflation at a low and steady level. They 

manage inflation by adjusting interest rates and regulating the money supply to 

ensure price stability. This stability promotes sustainable growth and safeguards the 

purchasing power of consumers. 

Inflation describes a continuous rise in the general price level of goods and 

services over time. When prices grow, the value of money falls, meaning that the 

same amount of currency can buy fewer goods than before. A certain level of 

inflation is natural for an expanding economy, but extreme inflation or deflation can 

both lead to serious economic difficulties. 

Economists usually measure inflation through the Consumer Price Index 

(CPI), which reflects changes in the average price of a group of commonly purchased 

goods and services such as food, housing, transport, and clothing. Another important 

indicator, the GDP deflator, provides a broader view of price movements within the 

entire economy. 

Inflation may occur for various reasons. One major cause is demand-pull 

inflation, which happens when total demand in the economy grows faster than 

supply. Another is cost-push inflation, which results from increased production costs 

— for instance, higher wages or more expensive raw materials. Government actions 

also play a role: by expanding the money supply or altering interest rates, central 

banks can directly influence the pace of inflation. 

A moderate level of inflation, typically about 2–3% per year, is generally 

considered healthy. It encourages both consumers and businesses to spend and invest 

rather than delay purchases. However, high inflation erodes savings, raises the cost 

of living, and makes long-term financial planning difficult. In contrast, deflation, 
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when prices fall, discourages spending, leading to decreased production, 

unemployment, and slower economic growth. 

To ensure price stability, central banks such as the Federal Reserve in the 

United States and the European Central Bank carefully monitor inflation trends. 

They adjust interest rates and manage the money supply to keep inflation within 

target ranges. Such stability supports sustainable economic development and 

preserves the purchasing power of citizens. 

In summary, inflation is a vital indicator of economic performance. While 

mild inflation supports growth, maintaining control over price changes is crucial for 

ensuring stability, protecting savings, and promoting prosperity in society. 

To sum up, inflation is a key indicator of a nation’s economic condition. 

Although a moderate rise in prices is necessary for healthy growth, keeping inflation 

under control is essential to prevent economic instability and protect the overall well-

being of society. 

Inflation is the rate at which prices increase over a certain period of time. It means 

that the purchasing power of money decreases — people can buy fewer goods and 

services with the same amount of money. 

Economists usually measure inflation by using the Consumer Price Index (CPI). This 

index shows how the average price of a basket of goods changes over time. When 

the CPI rises, it means that inflation is happening. 

A moderate level of inflation is normal in a growing economy. It encourages 

spending and investment, as people prefer to buy now rather than later. However, 

high inflation can be dangerous — it reduces savings, increases the cost of living, 

and creates uncertainty in business. 

On the other hand, deflation (a decrease in prices) can also be harmful. When prices 

fall, people may delay purchases, leading to lower production, lower wages, and 

higher unemployment. 

Governments and central banks try to keep inflation low and stable, usually around 

2% per year. This level supports sustainable economic growth and protects 

consumers’ purchasing power. 


