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Inflation is a term that is often mentioned in the news, but do you really know what it means? And 

how it can impact you? In this article, we’ll discuss the basics of inflation, how it’s measured, its 

causes, and the impact it has on various aspects of the economy like prices, interest rates, and more. 

What is Inflation? 

If you ask different people, you’ll get different definitions of inflation, but in simple terms, inflation 

refers to the rate at which the general level of prices for goods and services is rising and, 

subsequently, the purchasing power of currency is falling.  

How is it measured? 

Inflation is usually measured by using the consumer price index (CPI) or the producer price index 

(PPI), which are indexes that measure the average price changes of a basket of goods and services 

over a specific period. 

The CPI measures the average change in prices that consumers pay for goods and services, while the 

PPI measures the average price changes that producers of goods and services experience. 

Causes of Inflation 

Inflation can be caused by a variety of factors, but the most common are supply and demand 

imbalances, changes in production costs, and changes in money supply. 

Supply and demand imbalances occur when demand for goods and services exceeds the supply, 

which can lead to higher prices. Changes in production costs can also lead to higher prices as 

producers pass on the increased costs to consumers. Changes in money supply, or the amount of 

money in circulation 

Inflation can present several challenges for global businesses. Here are a few of the main ways 

inflation can impact businesses: 

1. Increased costs: Inflation can increase the cost of raw materials, Labor, and other inputs. This 

can make it more expensive for businesses to produce their products or provide their 

services, which can eat into their profit margins. 

 

2. Reduced purchasing power: When inflation rises, consumers have less purchasing power. 

This can lead to lower demand for goods and services, which can hurt businesses that rely on 

consumer spending. 

 

 

3. Currency fluctuations: Inflation can lead to fluctuations in currency exchange rates. This can 

make it harder for businesses to plan and budget for expenses, particularly if they operate 

across multiple countries. 

 

4. Economic instability: When inflation is high, it can contribute to economic instability. This can 

make it harder for businesses to invest and grow, as they may be more hesitant to take risks 

in an uncertain economic environment. 



Overall, inflation can be a significant challenge for businesses operating globally. It can impact their 

costs, revenue, and ability to plan and grow effectively. 

Driving inflation refers to the factors that contribute to an increase in the overall prices of goods and 

services within an economy. Some of the main factors that can drive inflation include: 

 

Driving inflation  

 Driving inflation could be an increase in the supply of money in circulation in an economy. When 

there is more money competing for the same amount of goods and services, prices tend to rise. 

Another factor that can drive inflation is an increase in demand for goods and services, particularly if 

supply is limited. Other factors such as changes in interest rates, government policies, and global 

economic conditions can also impact inflation. 

1. Increased demand: If the demand for goods and services increases, prices tend to rise as 

well. 

2. Supply shocks: A sudden decrease in the supply of certain goods or services, such as a 

natural disaster or political instability, can cause prices to increase. 

3. Cost-push inflation: When the cost of production increases, such as due to a rise in wages or 

raw material costs, businesses may pass on the added expenses to consumers in the form of 

higher prices. 

4. Money supply growth: When the central bank prints more money and injects it into the 

economy, it can lead to an increase in prices and overall inflation. 

5. Exchange rate fluctuations: If a country’s exchange rate changes, it can impact the prices of 

imported goods and services, which can then impact overall inflation levels. 

 

Who benefits from inflation?  

Inflation can have different effects and benefits on different people and groups. In general, 

borrowers tend to benefit from inflation because the value of the money they borrowed decreases 

over time, making it easier for them to pay back the loan. Similarly, people who own assets, such as 

real estate, stocks, and commodities, can benefit from inflation because the value of their assets 

tends to increase as the prices of goods and services rise. However, savers and people on fixed 

incomes may be negatively affected by inflation, as the value of their savings and earnings decreases 

in real terms. Inflation can also negatively impact a country’s economy if it gets too high and causes 

uncertainty and instability. 
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