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Abstract

Inflation has mostly gone up because of higher global commodity prices, global supply chain bottlenecks, rising
food and energy prices, falling currencies at the start of the pandemic, and bad climate shocks. Quantitative
easing, which is a big financial stimulus plan that has been rolled out over the last two years, has also made
prices go up for consumers. Prices are going up at the fastest rate in almost 40 years, and tight labour markets in
some of the world's most important economies have also started to push up wages. Inflation has gone up in the
second half of 2021 because of a number of factors that have different effects in different places. More than half
of the record inflation rate in the Euro area in January was caused by rising energy prices, and that was before
the situation in Ukraine got worse. Most leaders in the west have strongly condemned Russia's invasion on
February 24 and have already started to put Russia under harsh economic and political sanctions. Already, the
pandemic has caused the world economy to have high inflation and financial markets that are weak and volatile.
Russia is one of the EU's biggest sources of oil and gas, and putting sanctions on Russia will affect how much
energy the rest of Europe can get. Russia supplies Europe with almost 40% of its natural gas and 25% of its oil.
As part of sanctions against Russia, if the gas line from Russia to the EU is turned off, this will hurt the EU
economy and could cut the EU's GDP by 3%. Global food prices are at their highest level in a decade, and
Russia and Ukraine export almost a quarter of the world's wheat. This could have an effect on global food prices
as well.

Even if a new type of Coronavirus didn't show up to mess up growth around the world, the Ukrainian crisis
would still slow growth and cause big jumps in inflation. The outlook for an economic recovery around the
world will be lowered ™M,
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Introduction

The situation is deteriorating very fast because of the war in Ukraine. Food and fuel prices have risen since
Russia and Ukraine are important exporters of a variety of commaodities, including gas, oil, coal, fertilisers,
wheat, corn, and seed oil. Wheat is almost purchased completely from Russia and Ukraine by several economies
in Europe, Central Asia, the Middle East, and Africa. Food shortages and price hikes in low-income countries
might exacerbate hunger and food insecurity. Furthermore, interruptions in supply chains might worsen
inflationary pressures significantly.

Inflationary pressures are becoming a significant challenge for many people throughout the world. Rising prices
can reduce the value of real income and savings, making families poorer. These effects, however, are not
perceived equally: Households with lower and intermediate incomes are more vulnerable to inflation than those
with higher incomes. This reflects their earnings, assets, and spending habits. Inflation, on the other hand, may
have a less direct influence on the poorest households living in poverty across the world. This is because the
poorest families have limited wage earnings or assets and rely on nonmonetary income sources like subsistence
farming or trading, which are less susceptible to inflation [,

It's possible that it's one of the most commonly used economic words. Inflation has pushed countries into long
periods of instability. Central bankers frequently aim to be recognised as "inflation hawks." Politicians have won
elections by promising to combat inflation only to lose power when they fail to follow through on their promises.
Inflation is the rate at which prices rise over a set period of time. Inflation is usually defined as a broad statistic,
such as a general rise in prices or an increase in a country's cost of living. It may, however, be calculated for
specific commaodities like food or services like haircuts, among other things. Inflation, regardless of the context,
refers to the increase in the cost of a certain set of products and/or services during a specific time period, usually
a year.

Literature Review

Theories on Inflation

In economics, inflation is defined as a steady rise in the price level of goods and services in a given economy.
Each unit of money buys less items and services when the aggregate price level rises. As illustrated by the oft-
repeated proverb "too much money chasing too few commaodities,” inflation has always been inextricably linked
to money. Inflation, according to Anyanwu (1993), is a scenario in which there is an excess demand for products
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across the whole economy. Given the availability of productive resources, this means that the level of
expenditure on locally created things is achievable in the long run. The percentage change in the price index
(consumer price index, wholesale price index, producer price index, etc.) determines the rate of inflation.) [,
The consumer price index (CPI), according to Essien (2002), analyses the price of a typical basket of items and
services bought by the average consumer and is produced from quarterly surveys of consumer prices. Changes in
the cost of certain items and services have differing degrees of impact on reported inflation due to the different
weights of the consumer basket.

Several economic theories to explain inflation have emerged as a result of contributions from various economic
schools of thinking. The Amount Theory of mMoney was presented by the Classical school of thought to explain
why changes in the quantity of money in circulation affect overall price fluctuations. In the 19th century, the
quantity theory of money was a primary pillar of classical monetary analysis, the leading conceptual framework
for understanding current financial events, and the intellectual basis of orthodox policy prescriptions aimed at
maintaining the gold standard. The earliest dynamic process examination of how the impact of a monetary
change flowed from one region of the economy to another, affecting relative price and quantity, was done by
David Hume (1711-1776). The Quantity Theory of Money is greatly refined, elaborated, and expanded by him.
MV = PT, where M is the money supply, V is the velocity of circulation, P is the price level, and T is the
transaction or output, is the most famous equation of the Quantity Theory of Money, created by Irving Fisher.
Prof. Milton Friedman's Neo-Classical (monetarist) school of thought, which holds that "only money counts,"
strengthened the monetary influence on inflation, and monetary policy is a more effective weapon for economic
stability than fiscal policy. According to monetarists, the money supply is the "dominant, but not exclusive"
driver of both the short-run level of production and prices, as well as the long-run level of prices. 2014 (Case &
Fair)

The Keynesian school of thought, on the other hand (established by John Maynard Keynes between 1883 and
1946), emphasizes on aggregate demand growth as the cause of demand-pull inflation. The aggregate demand is
made up of consumption, investment, and government expenditure. At full employment, the inflationary gap
develops when the value of aggregate demand exceeds the value of aggregate supply. The bigger the gap
between aggregate demand and aggregate supply, the more quickly inflation rises (Parkin, 2014). According to
Keynes' demand-pull inflation theory, lowering inflationary and demand pressure requires a plan that reduces
each component of total demand. A tax increase is one of the reductions in government spending that, alone or in
combination, may help to reduce effective demand and manage inflation. However, under severe situations, such
as hyperinflation during a war, limiting the amount of money or cutting general spending may be impossible if
the increase in tax goes against the direct action for demand control (Keynes, 1936).

Impact of Inflation

The impacts of inflation on growth, productivity, and output have been extensively examined in
macroeconomics. In the literature on money and economic growth, the impacts of inflation on the steady-state
equilibrium of capital per capita and output are examined using theoretical models (Orphanides and Solow,
1990).

Inflation has a number of effects on economic growth, and the burden has been passed on to fixed-income
seniors. For example, when the cost of goods and services grows, these retirees will be unable to buy the same
number of items as previously. Because the economy needs a certain level of savings to fund investment, which
increases economic development, this discourages saving and reduces economic growth. Furthermore, because
of the increased prices they would be compelled to provide to cover their expenses, companies will find it
difficult to choose what to create, where to produce, and for whom to produce in the future, since they will be
unable to predict demand for their product. Furthermore, it creates uncertainty about future pricing, interest rates,
and currency rates, increasing the risks to prospective trade partners and discouraging commerce. Inflation has a
direct and indirect impact on investments. It boosts transactions and information, which directly stifles economic
progress. When inflation, for example, makes nominal value uncertain, investment planning becomes difficult.
Individuals may be unwilling to sign contracts if inflation cannot be predicted, leaving relative values uncertain.
This aversion to signing contracts will stifle investment and, as a result, slow economic development. In this
case, inflation will deter investment and may result in a recession [,

Global Inflationary Trend

Inflation has returned sooner, has risen more sharply, and has proved to be more tenacious and persistent than
major central banks had predicted. After grabbing headlines in the United States, the problem has now become a
focal point of policy debates in a large number of developed nations. The 12-month inflation rate was above 5%
in 15 of the 34 countries classified as AEs by the International Monetary Fund's World Economic Outlook
through December 2021. It has been nearly two decades since such a rapid, broad spike in high inflation (by
today's standards).

This inflationary surge isn't limited to wealthy countries. In addition, annual inflation rates in 78 of 109 EMDEs
are over 5%. By the end of 2020, the percentage of EMDESs (71%) will have more than doubled. As a result,
inflation has practically become a worldwide concern, with Asia staying free for the time being.
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Share of Advanced Economies (AE) and Emerging Markets and
Developing Countries (EMDE) with Inflation> 5%
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Fig 1

When comparing AEs and EMDEs, the basic drivers of inflation spikes differ from nation to country. Many
EMDEs, whose fiscal and monetary aid in response to COVID-19 was limited and where economic recovery in
2021 lagged much behind the AE rebound, do not fit the prevalent US diagnosis of "overheating."

Furthermore, pandemic-induced bust-and-recovery patterns differ considerably among nation income categories,
with recovery defined as a country's economy returning to its per capita income level in 2019. By the end of
2021, over 41% of high-income AEs had achieved this threshold, compared to 28% of middle-income EMDEs
and just 23% of low-income countries.

The gap between developed and developing countries, however, is much wider than this comparison suggests,
since many EMDEs were already suffering declines in per capita income prior to the pandemic, while most AEs
were seeing new highs. Despite the fact that many EMDEs have reduced their estimates of potential output in
recent years, there is little indication that their inflationary pressures are primarily the consequence of
overheating after strong policy assistance.

The increase in commaodity prices in concert with rising global demand is a phenomena that both developed and
developing nations are experiencing. Oil prices were 77 percent higher in January 2022 than they were in
December 2020.

Global supply networks, which have been severely harmed by events in the past two years, are another major
worry for both developed and developing nations. The cost of transportation has increased. And, unlike the oil-
based supply shocks of the 1970s, the COVID-19 supply shocks are more varied and opaque, making them more
unexpected, according to the World Bank's latest Global Economic Prospects study.

Currency depreciation (as a consequence of lower foreign capital inflows and downgrades of national credit
ratings) has resulted in import inflation in EMDEs. Because inflation expectations in EMDEs are less well-
anchored and more vulnerable to currency swings than in AEs, the transition from exchange rates to prices is
often faster and more severe.

Food price inflation is another important factor to consider. In 2021, 12-month food price increases will exceed
5% in 79 percent (86 out of 109) of EMDESs. Although AEs have not been spared from increasing food prices,
just 27% of them have seen price hikes of more than 5%.

Worse, food price inflation disproportionately impacts low-income countries (and low-income customers across
the globe), making it a regressive tax. Food makes up a far larger share of the typical household's consumption
basket in EMDEs, implying that inflation will persist in these countries. Food prices will rise tomorrow as a
direct effect of today's higher energy costs (through higher costs for fertilizer, transport, and so forth).

Even with floating exchange rates, the potential for "really independent” monetary policy in small open
economies remains confined, despite the fact that the majority of EMDESs no longer have fixed exchange rates,
as they did during the inflation-prone 1970s. The idea of importing inflation from international financial centres
is not a thing of the past.

Indeed, the most striking feature of today's inflation is its widespread nature. The major central banks are
entrusted with managing inflation in the absence of global policy options to control supply-chain disruptions.
Even if the US has a slight tightening (by historical standards) in 2022, it is unlikely to be enough to keep
inflation in check. Throughout a 2013 paper, Kenneth Rogoff and | show that the US Federal Reserve's
proclivity to do too little, too late (until Paul Volcker's arrival) was primarily to blame for inflation persisting in
the 1970s.
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In the medium term, EMDESs would not benefit from a more rapid and forceful policy response from big central
banks. The majority of people would face higher financing costs, and the chance of financial troubles for certain
people would skyrocket. The costs of inactivity, on the other hand, would be higher in the long run. Because the
US and other developed countries failed to tackle inflation quickly enough during the 1970s, they were obliged
to take considerably more drastic measures, resulting in America's second-deepest postwar recession and a debt
crisis in developing economies.

"A stitch in time saves nine," says an ancient saying. Meanwhile, the return of inflation will aggravate inequality
within and across countries.

Quantification of Inflation

Consumers' cost of living is defined by the prices of a variety of products and services, as well as their relative
share of the family budget. Government agencies conduct house surveys to build a basket of frequently bought
items and monitor the basket's cost over time in order to calculate the cost of living for the average consumer.
(Housing expenses, including rent and mortgages, account up the largest component of the consumer basket in
the United States.) The consumer price index (CPI) is the cost of this basket at a given point in time relative to a
base year, and the percentage change in the CPI over a given period is consumer price inflation, the most often
used measure of inflation. (For example, if the base year's CPI is 100 and the current year's CPI is 110, inflation
over the period is 10%.)

By excluding government-set prices and the more volatile costs of commodities such as food and energy that are
largely influenced by seasonal factors or temporary supply restrictions, core consumer inflation focuses on the
underlying and persistent inflation trends. Policymakers also keep a close eye on the pace of core inflation. For
measuring the entire inflation rate — for a nation, for example, rather than just for consumers — a broader
index, such as the GDP deflator, is required.

For consistency's sake, the CPI basket is usually maintained constant throughout time, although it is occasionally
updated to reflect changing consumption patterns, for as by adding new high-tech products and deleting those
that are no longer widely bought. The GDP deflator's contents change from year to year and are more up-to-date
than the CPI basket's contents, which are usually stable. Because the GDP deflator measures the average price
change over time for all products and services produced in a given country, this is the case. The deflator, on the
other hand, contains non-consumer expenditures (such as military spending) and is therefore unreliable as a
measure of living costs.

What happens during an Inflationary state?

Consumers are worse off when nominal income, measured in current currency, does not expand at the same pace
as prices because they can purchase fewer things. In other words, their purchasing power, or real income after
inflation, declines. The actual income is a measure of one's standard of life. When real revenues rise, so does the
level of life, and vice versa ["],

Prices change at different rates in reality. Some, like the price of traded commodities, change on a daily basis,
while others, like contract-based compensation, require longer to adjust to (or are "sticky" in economic
terminology). In an inflationary environment, unevenly rising prices will inevitably reduce the buying power of
certain consumers, and the biggest cost of inflation is the loss of real income.

Inflation may have an impact on people who receive and pay fixed interest rates over time. Consider pensioners
who are guaranteed a 5% yearly increase in their pension. When inflation rises beyond 5%, a retiree's buying
power decreases. A borrower with a 5% fixed-rate mortgage, on the other hand, would gain from 5% inflation
since the real interest rate (nominal rate less inflation rate) would be zero; repaying this debt would be even
simpler if inflation was greater, as long as the borrower's income kept up with inflation. The lender's actual
revenue obviously decreases. Because nominal interest rates do not account for inflation, some people gain
purchasing power while others lose it.

Indeed, a large number of countries have suffered high inflation, including hyperinflation of 1,000 percent or
more per year in extreme circumstances. In 2008, Zimbabwe had one of the world's worst instances of
hyperinflation, with an estimated annual inflation rate of 500 billion percent. Such high levels of inflation have
been disastrous, and governments have had to take tough and painful economic measures to reduce inflation to
manageable levels, including abandoning their national currency, as Zimbabwe has done.

While high inflation is bad for the economy, deflation, or price reductions, is also bad. When prices are falling,
customers postpone purchases if at all possible in order to take advantage of future price reductions. This
translates to lower economic activity, lower producer earnings, and lower economic growth. Japan has had a
long period of essentially little economic progress, owing mostly to deflation. During the global financial crisis,
which started in 2007, the US Federal Reserve and other central banks across the globe-maintained interest rates
low for lengthy periods of time and employed various monetary measures to guarantee that financial institutions
had enough liquidity.

Low, stable, and, most importantly, predictable inflation, according to the majority of experts, is good for the
economy. When inflation is low and predictable, it is easier to account for it in price-adjustment contracts and
interest rates, reducing the distortionary impact. Furthermore, knowing that prices are likely to increase in the
future motivates individuals to make purchases sooner, boosting economic activity. Many central bankers have
made keeping inflation low and stable a top policy aim, an approach known as inflation targeting.
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How is inflation created?

Long periods of high inflation are often the result of loose monetary policy. When the money supply becomes
too high in comparison to the size of the economy, the currency's unit value falls, which means its purchasing
power falls and prices increase. The quantity theory of money is one of the basic economic assumptions, and it
describes the relationship between the money supply and the size of the economy.

Inflationary forces may also be seen on the supply or demand sides of the economy. Supply shocks that interrupt
production, such as natural disasters, or raise production costs, such as high oil prices, may constrain total supply
and lead to "cost-push” inflation, in which supply disruptions drive price increases. Food and fuel inflation in
2008 was a case in point for the global economy, as substantially increasing food and fuel prices were
transmitted from country to country through trade. Demand shocks, such as a stock market rally, or expansionary
policies, such as when a central bank lowers interest rates or the government boosts spending, on the other hand,
may temporarily boost overall demand and economic growth. However, if demand growth outpaces an
economy's capacity to provide, the resulting pressure on resources emerges as “demand-pull" inflation.
Policymakers must find a balance between raising demand and growth when required while avoiding inflation by
overstimulating the economy.

Expectations also have a big role in inflation. Price increases are included into wage discussions and contract
price modifications if people or organisations expect price increases (such as automatic rent increases). This
behaviour has a limited impact on future inflation rates; if contracts are fulfilled and incomes or prices rise as
promised, expectations become self-fulfilling. And, to the extent that people rely their forecasts on current
events, inflation would show inertia through time, following similar patterns.

Approach of Policymakers

The best disinflationary policies, or policies targeted at lowering inflation, are determined by the causes of
inflation. If the economy has overheated and central banks are committed to preserving price stability, they may
use contractionary measures to limit aggregate demand, frequently by raising interest rates. Some central bankers
have opted to impose monetary discipline by setting the exchange rate, thereby connecting their country's
monetary policy to that of another nation, with varying degrees of success. However, when inflation is driven by
global rather than local factors, such techniques may be ineffectual. When worldwide inflation skyrocketed in
2008 due to rising food and fuel prices, numerous countries allowed the global price hikes to damage their own
economies. In rare cases, the government may directly set pricing (as some did in 2008 to prevent high food and
fuel prices from passing through). Such administrative price-setting approaches usually result in the government
amassing large subsidy bills to compensate producers for lost income.

Central bankers are increasingly relying on their ability to influence inflation expectations as a tool for lowering
inflation. Policymakers express their plan to temporarily restrict economic activity in order to influence inflation
expectations and the inflation component of contracts in order to lower inflation. The greater the influence of the
central bank’s pronouncements on inflation expectations, the higher its credibility.

Structure of Income Distribution

Low- and middle-income families depend on wage income and transfer payments to a larger degree than rich
households in developed nations. Price inflation often outpaces wage and transfer increases, however self-
employment and investment income are more likely to keep up with inflation. As a result, inflation might reduce
the earnings of lower-income households in comparison to the richest. Emerging markets and growing
economies provide the same impression. High-income families in Brazil, for example, obtain a bigger share of
their income from self-employment and investment income than low- and middle-income families. Even yet, the
poorest families depend on non-monetary sources of income.
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United States and Europe — Causes of High Inflation

It was triggered by a surge in commodity demand in 2021, when nations returned from lockdowns, shops

reopened, and individuals were able to spend money they had saved over weeks of economic stagnation.

= Fading demand: The rate of inflation is decreasing in a number of regions where prices were driven up by
unprecedented demand last year. In several instances, the inflation rate has been negative. Through 2022,
more and more commodities will undergo this process. As unusual demand wanes, so too will extraordinary
prices.

= Base results: The most frequent measure of inflation is the change in prices from one year to the next. This
means that the year-over-year inflation rate we routinely cite tells us not just about current prices, but also
about prices from a year ago. Thus, the prices in March of current year are compared to those of a regular
economy in March 2022 and a restricted economy in March 2021. Obviously, if we compare normal to
lockdown, there will be a huge variation in costs, which will be rather substantial as the year progresses. By
June, at least in the United States, we will be comparing a normal economy in June 2022 to a normal
economy in June 2021. And at that moment, the price shift will clearly be less striking. Consequently, this
will reduce the annual inflation rate.

= Wage cost to price spiral: Currently, wage costs (as opposed to wages) are not increasing in an inflationary
way. In a mature economy, wages account for around 70 percent of inflation. The distinction between labour
costs and wages is a significant one. If individuals are paid more because they work better, this is not
inflationary. In the majority of economies, individuals are working harder. In industrialised economies,
economic production and GDP are often higher than pre-pandemic levels, although employment is typically
lower. This indicates that fewer individuals are generating more.

Conclusion

Other variables, such as the impact of the Ukraine conflict on food and fuel costs, are beyond the control of the
majority of governments and are contributing to a natural decline in inflation. However, the question of whether
the government should attempt to ameliorate the effects of rising inflation is distinct. There, people have options
for action. Either they may examine the advantages that are paid to help people for greater costs, or they can
examine the areas where something is taxed. Oil, for instance, is frequently taxed, therefore some governments
may believe that they may temporarily decrease the tax on oil or reduce sales taxes on other items in an effort to
make living more cheap. Even if governments are unable to alter oil supply and demand, there are measures they
may do to reduce the impact on the cost of living in the near term.

If we're talking about the next decade, then sure, governments may certainly support investments in renewable
energy and other related fields. However, there is a limit to what governments can do in the near term to
counteract price rises.

Approach to be taken by Policymakers

Subsidies are increasingly being used by governments to help families cope with the effects of climate change.
Subsidies may be a valuable transitional tool for reducing the consequences of shocks in certain circumstances.
They are, however, routinely left in place for much too long, with unavoidable bad consequences. Subsidies may
quickly deplete infrastructure, health care, and education budgets. Energy subsidies disproportionately benefit
wealthy households over poorer families, encouraging excessive consumption.

Worryingly, a number of countries are considering trade restrictions and export bans to protect their local food
supplies. It is imperative that they stop. These policies, although they may seem to be appropriate on a national
level, often have terrible global consequences. Trade restrictions increased the worldwide price rise and put
millions of people into poverty during the 2010-2011 food price surge, but also mitigated local price increases.
Instead, authorities should use social safety programmes to protect the poor from rising prices. Safety nets
including monetary, food, and in-kind transfers, school feeding programmes, and public works efforts are
examples of these policies. Calculating inflation indices for different income levels provides more precise
information on inflation experienced by the poor and should be used to drive the development of social safety
nets. Collaboration and communication on a global scale will be essential to avert retaliation measures.

Central banks in emerging and developing economies have also acted quickly to keep inflation under check.
They should think about the potential effects on poverty and inequality before deciding their next course of
action. Governments may also improve access to financial products that can help low-income families protect
their assets against inflation by encouraging more competition in the banking sector.

The pace of inflation is increasing, and many people are facing a worldwide cost-of-living challenge. In April,
the CPI (consumer price index) rose sharply. The COVID-19 epidemic's influence on food and energy costs has
exacerbated inflation as a result of Russia's invasion of Ukraine. Between February and March, the Food and
Agriculture Organization (FAO) of the United Nations' monthly food price index, which analyses prices of
internationally traded food commodities, climbed by 12.6%, hitting its highest level since its inception in 1990.
The FAOQO's cereal price index jumped by 17.9% during the same period, suggesting a spike in global wheat and
coarse grain prices, which was mostly due to export disruptions from Ukraine, one of the exporting countries. In
response to Vladimir Putin's invasion of Ukraine, several Western countries imposed crippling sanctions on
Russia, pushing oil prices beyond $110 per barrel, which were already high due to pent-up consumer demand
after COVID.
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