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ABSTRACT 

This research paper examines the phenomenon of price inflation, focusing on its causes, impacts, and 

policy considerations. Price inflation refers to the sustained increase in the general price level of goods and 

services over time. It is a complex economic phenomenon that affects individuals, businesses, and 

economies as a whole. The paper explores the main drivers of price inflation, the consequences it entails, 

and the policies that can be employed to mitigate its negative effects. The findings emphasize the importance 

of a balanced approach that takes into account both short-term stability and long-term sustainability in 

addressing price inflation. 
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1. INTRODUCTION 

Price inflation refers to the sustained increase in the general price level of goods and services in an economy. 

It erodes the purchasing power of money and impacts various stakeholders, from individual consumers to 

large businesses and governments. Understanding the causes, impacts, and policy considerations surrounding 

price inflation is crucial for policymakers and economists to make informed decisions and promote economic 

stability. 

2. CAUSES OF PRICE INFLATION 

Price inflation can arise from multiple factors. Demand-pull inflation occurs when aggregate demand exceeds 

the available supply of goods and services, leading to upward pressure on prices. This can be fueled by 

factors such as increased consumer spending, expansionary monetary policy, or government stimulus 
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measures. Cost-push inflation occurs when the costs of production, such as wages or raw materials, increase 

and are passed on to consumers through higher prices. This can be triggered by factors such as rising energy 

prices or supply chain disruptions. Built-in inflation refers to the expectations of future price increases that 

influence current wage and price-setting behavior. External factors, such as changes in exchange rates or 

global commodity prices, can also contribute to price inflation. 

3. IMPACTS OF PRICE INFLATION 

Price inflation has significant effects on consumers, businesses, and the overall economy. Consumers 

experience a decrease in purchasing power as the prices of goods and services rise. This can affect their 

standard of living and consumption patterns, leading to potential changes in saving and spending behavior. 

Businesses face challenges in planning and budgeting due to uncertainty about future prices, which can 

hinder investment and growth. Inflation can also have wider macroeconomic impacts, such as distorting 

economic signals, reducing savings, and impacting income distribution. 

4. POLICY CONSIDERATIONS FOR ADDRESSING PRICE INFLATION 

To address price inflation, policymakers have various tools at their disposal. Monetary policy plays a crucial 

role, with central banks adjusting interest rates and managing the money supply to control inflationary 

pressures. By raising interest rates, central banks aim to reduce borrowing and spending, thereby curbing 

inflation. Fiscal policy, including government spending and taxation, can also influence price inflation. 

Government spending should be carefully managed to avoid overheating the economy, while taxation 

policies can be used to impact consumer spending and investment. Supply-side policies, such as promoting 

competition, innovation, and productivity, can enhance the productive capacity of the economy and help 

alleviate inflationary pressures. Additionally, international trade policies can influence the prices of imported 

goods and services, which can have implications for domestic inflation. 

5. CONCLUSION 

Price inflation is a complex economic phenomenon with wide-ranging impacts on individuals, businesses, 

and economies. This research paper has examined the causes and impacts of price inflation, as well as policy 

considerations for addressing it. Achieving a balance between short-term stability and long-term 

sustainability is crucial in formulating effective policies to mitigate the negative effects of price inflation. 

Continued research and analysis in this area are essential for policymakers to make informed decisions and 

foster economic stability and prosperity. 
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