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Pregledni rad 

 
Rezime 

 

izazova savremenih ekonomija, sa direktnim i indirektnim im-

ekonomskih odluka na nivou pojedinaca, preduze
ovog rada jeste da analizira uzroke, dinamiku i posledice inflacije, 
sa posebnim fokusom na njen uticaj na ekonomsku aktivnost i 

 

dugor
posledicama. 
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UVOD 
 
Inflacija predstavlja jedan od centralnih pojmova savremene mak-

dovod
posmatra kao negativna pojava, njen uticaj na ekonomiju nije jed-

konteksta u kojem se javlja. 

oblicima, od umerene i kontrolisane inflacije u stabilnim ekonomi-
jama do ekstremnih oblika poput hiperinflacije, koja je imala ra-

ekonomije, posebno nakon globalne finansijske krize i pandemije, 

nata i ekspanzivnih ekonomskih politika. 

strukturi potro

 

Savr

subjekata i institucionalni okvir. 

ard. Rast cena osnovnih dobara i usluga dovodi do smanjenja re-
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Predmet ovog rada jeste analiza uticaja inflacije na ekonomiju i 

e 

nestabilne inflacije. 

dela, prikazan je teorijski okvir koji obuhvata osnovne pojmove i 

sija re-

tiku. 
 

2.TEORIJSKI OKVIR  
 

indikatora makroekonomske stabilnosti. U savremenoj literaturi 
infla

faktora (Blanchard, 2017; Mankiw, 2021). 

karakter (Coibion, Gorodnichenko, & Weber, 2022). 
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proizvodnje, poput rasta cena energenata ili rada. 
 

 strukturne inflacije, koja je povezana sa rigidnostima u 
ekonomiji, 

 uvezene inflacije, koja nastaje usled rasta cena na 
 

 

Blanchard, 2023). 
Nakon pandemije COVID-

Pradhan, 2020). 
 

  tvrdi da je inflacija prvenstveno 

monetarnu politiku. 
 Kejnzijanski pristup 

 
 Nova kejnzijanska ekonomija 

kredibilne monetarne politike (  
 Strukturni pristupi ukazuju na institucionalne i razvojne 

faktore kao uzroke inflacije, posebno u zemljama u razvoju. 

risani pristup (Borio et al., 2022). 

 

neizvesnosti i smanjenja investicione aktivnosti (Khan & Senhadji, 
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2001). 

okvira (Kremer, Bick, & Nautz, 2013). 
Inflacija i nezaposlenost su tradicionalno povezani kroz Filipsovu 

ovaj odnos oslabljen, posebno u uslovima globalizacije i 
fle  

alnog pada prihoda zaposlenih (Stiglitz, 2015). 

inflacije na raspodelu dohotka i nejednakost. Inflacija ima dispro-

2001). 

pristup finansijskim instrumentima (Doepke & Schneider, 2006). 

(Jaravel, 2021). 
Kontrola inflacije predstavlja jedan od osnovnih ciljeva monetarne 
politike. Centralne banke koriste instrumente poput kamatnih stopa 

 

kako bi se izbegli inflatorni pritisci. 

vima kriza (Leeper, 2021). 
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3.  
 

tivnih i kvantitativnih pristupa, sa ciljem sveobuhvatnog sagle-

, 

lizu i empirijske uvide (Creswell & Creswell, 2018). 
-

-
veza i

zemalja. 

Watson, 2020). Iako ovaj rad nije primarno empirijski zasnovan na 

sekundarne izvore. 
sekundarni podaci

izvora: 
 

zama, 
  
 publikacije centralnih banaka (npr. Narodna banka Srbije), 
  (Eurostat, World Bank Data). 

2017). 

metode: 
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 Deskriptivna analiza  
pojmova i teorijskih koncepata inflacije. 

   

standarda. 
 Komparativna analiza  koristi se za identifikaciju razlika 

 
   primenjena na 

nantni teorijski i empirijski nalazi. 

matsko i objektivno sagledavanje velikog broja podataka (Krip-
pendorff, 2018). 

 
 Inflacija  

(CPI), 
 Ekonomski rast  

proizvoda (BDP), 
   posmatran kroz realne zarade, 

 

2022). 

ikom interpretacije rezultata. Pre svega, rad se oslanja na sekund-

stupanja u rezultatima. 

eralizaciju rezultata (Borio et al., 2022). 
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u 
ekonomskih politika. 
 

4.UTICAJ INFLACIJE NA EKONOMIJU  
 

roekonomsku stabilnost i performanse privrede. Njeni efekti se 

rada, finansijski sistem, spoljnotrgovinsku razmenu i ukupni 
ekonomski rast. U savremenim ekonomijama, posebno u tranzi-

 

investitora. U takvim uslovima dolazi do odlaganja ili smanjenja 
 

nih 
 

do  

dovodi do pada realnih zarada, posebno u javnom sektoru i kod 
zaposlenih sa fiksnim primanjima (Arandarenko, 2020). Ovo ima 
negativne implikacije na produktivnost rada i ukupnu ekonomsku 
aktivnost. 
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inflacije, dolazi do preusmeravanja sredstava ka alternativnim 
oblicima ulaganja, poput nekretnina ili stranih valuta (Samuelson 
& Nordhaus, 2010). 

jivost finansijskog sistema. 

 

fiskalne nestabilnosti i gubitka poverenja investitora. 

smanjuje izvoznu konkurentnost (Krugman & Wells, 2018). 

uticati na trgovinski bilans, posebno u uslovima visoke uvozne 

inflacije i spoljnotrgovinskog deficita. 

roekonomske nestabilnosti, smanjenja investicija i usporavanja 
rasta (Khan & Senhadji, 2001). 
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banka Srbije, 2023). Nestabilna inflacija dovodi do smanjenja pov-
 

 
5.  

 

makroekonomski fenomen, inflacija se najkonkretnije manifestuje 
na mikroekonomskom nivou  

 
Jedan od najdirektnijih efekata inflacije jeste smanjenje kupovne 

 

u ekonomijama sa visokom inflacijom i sporim rastom plata (Dea-

slenih u javnom sektoru i penzionera (Arandarenko, 2020). 

 

svojih prihoda usmere na zadovoljenje osnovnih potreba. 

. 
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su: 
 penzioneri, 
 osobe sa fiksnim primanjima, 
  

 

slojevi s  

 

 

 
U Srbiji je prisutna tendencija ulaganja u nekretnine i devize kao 

 

 

sa istorijom inflacionih kriza. 
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g 
razvoja. 

zovanje i kupovina nekretnina. 
 

6.DISKUSIJA 
 

blagostanja ( . Njeno dejstvo se ne 

stitucionalnog okvira u kojem se javlja. 
U kontekstu savremenih ekonomskih tokova, posebno nakon glob-

ekspanzivne fiskalne i monetarne politike doprineli su stvaranju 
inflatornih pritisaka koji su se prelili na gotovo sve sektore 

u 
negativne posledice po ekonomski rast i zaposlenost. 

zarada. U uslovima kada nominalni rast plata zaostaje za rastom 

a 

tivnost. 
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jalnih tenzija. 

 
avati 

tom smislu, kredibilitet monetarne politike i poverenje u centralnu 
 

stitucionalni mehanizmi i efikasni instrumenti monetarne politike 

ekon

 

novne potrebe, dok se izdaci za obrazovanje, kulturu i investicije 

 
Sa aspekta ekonomske 

inflaciju, ali istovremeno dovode do smanjenja investicija i rasta 
nezaposlenosti. Stoga je ne
bilnosti cena i ekonomskog razvoja. 
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 fiskalnu disciplinu, 
 strukturne reforme, 
  

Bez ovakvog integrisanog pristupa, efekti inflacije se ne mogu 

 
 

 
 

Analiza sprovedena u ovom radu pokazuje da njen uticaj nije jed-

 

ka i 

ekonomske neizvesnosti, smanjenja investicione aktivnosti, nar-
ta. 

snim 
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razvoju ljudsko
napretka. 

inflacijom zahteva koordinisano delovanje monetarne i fiskalne 
politike, kao i postojanje stabilnih i kredibilnih institucija. Bez tak-

 

ekonomskih politika u uslovima inflatornih pritisaka. Preventivne 

 

nejednako  
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ECONOMY AND STANDARD OF LIVING 

 
     Review paper 

 
Summary 

 
Inflation represents one of the most significant macroeconomic 
challenges of modern economies, with direct and indirect implica-
tions for economic growth, market stability, and the standard of 
living of the population. As a continuous increase in the general 
price level, inflation affects the real value of money, income distri-
bution, and economic decision-making at the level of individuals, 
companies, and the state. The aim of this paper is to analyze the 
causes, dynamics, and consequences of inflation, with a particular 
focus on its impact on economic activity and the quality of life of 
citizens. 
This paper employs descriptive, analytical, and comparative meth-
ods, using secondary data sources from relevant scientific literature 
and reports of international and national institutions. Special atten-
tion is given to distinguishing between the short-term and long-
term effects of inflation, as well as its redistributive consequences. 
Keywords: inflation, macroeconomic stability, standard of living, 
purchasing power, economic policy 
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INTRODUCTION 
 
Inflation represents one of the central concepts of modern macroe-
conomics and one of the key indicators of the stability of an eco-
nomic system. It is most commonly defined as a continuous in-
crease in the general price level of goods and services over a certain 
period of time, leading to a decrease in the purchasing power of 
money. Although inflation is often perceived as a negative phe-
nomenon, its impact on the economy is not unambiguous, but ra-
ther depends on its intensity, duration, and the economic context in 
which it occurs. 
In a historical context, inflation has appeared in various forms, 
ranging from moderate and controlled inflation in stable econo-
mies to extreme forms such as hyperinflation, which has had dev-
astating consequences for both economic and social systems. Mod-
ern economies, particularly after the global financial crisis and the 
pandemic, are facing new inflationary challenges arising from dis-
ruptions in global supply chains, rising energy prices, and expan-
sionary economic policies. 
Inflation has multiple effects on the economy. At the macroeco-
nomic level, it affects investment, savings, employment, and eco-
nomic growth, while at the microeconomic level it directly affects 
the standard of living of the population through changes in real in-
comes and consumption patterns. Particularly significant is its im-
pact on income distribution, as inflation affects different social 
groups in different ways, often deepening existing social inequali-
ties. 
In theoretical terms, inflation is the subject of various economic 
approaches. The monetarist school emphasizes that inflation is pri-
marily a consequence of excessive growth in the money supply, 
while Keynesian theory highlights the role of aggregate demand 
and fiscal policy. Contemporary approaches attempt to integrate 
these perspectives, taking into account global factors, the expecta-
tions of economic agents, and the institutional framework. 
A particular importance in the analysis of inflation lies in its impact 
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on the standard of living. The rise in prices of basic goods and ser-
vices leads to a decrease in the real purchasing power of the popu-
lation, which may result in a decline in quality of life, changes in 
consumer behavior, and an increase in poverty. This effect is par-
ticularly pronounced in economies with lower income levels and 
less developed social protection mechanisms. 
The subject of this paper is the analysis of the impact of inflation 
on the economy and the standard of living, with the aim of identi-
fying the key mechanisms of its effects and the consequences for 
different economic agents. The paper is based on the assumption 
that inflation, although it may have certain positive effects within 
moderate limits, in most cases has a negative impact on the stand-
ard of living, especially in conditions of high and unstable infla-
tion. 
The structure of the paper is organized as follows: after the intro-
ductory section, there is a theoretical framework, covering the 
basic concepts and causes of inflation. This is followed by the re-
search methodology, an analysis of the impact of inflation on the 
economy and the standard of living, as well as a discussion of the 
results. Finally, conclusions and recommendations for economic 
policy are presented. 
 

2.THEORETICAL FRAMEWORK 
 
Inflation represents a continuous increase in the general price level 
in an economy, resulting in a decline in the purchasing power of 
money. It is measured by the Consumer Price Index (CPI) and rep-
resents one of the key indicators of macroeconomic stability. In 
contemporary literature, inflation is not viewed solely as a mone-
tary phenomenon, but as the result of a complex interaction be-
tween monetary, fiscal, and real factors (Blanchard, 2017; 
Mankiw, 2021). 
Contemporary authors emphasize that inflation also depends on in-
flation expectations, which play a crucial role in its dynamics. Ac-
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cording to research, the expectations of economic agents can sig-
nificantly influence price and wage formation, thereby giving in-
flation a self-sustaining character (Coibion, Gorodnichenko, & 
Weber, 2022). 
The traditional classification of inflation includes demand-pull in-
flation and cost-push inflation. Demand-pull inflation occurs when 
aggregate demand exceeds aggregate supply, while cost-push in-
flation results from an increase in production costs, such as rising 
energy or labor prices. 
However, contemporary literature introduces additional categories, 
such as: 

 structural inflation, which is associated with rigidities in 
the economy,  

 imported inflation, which arises from rising prices in in-
ternational markets,  

 supply-shock inflation, caused by disruptions in global 
supply chains (Bernanke & Blanchard, 2023). 

After the COVID-19 pandemic, research has indicated the emer-
gence of so-
both demand-pull and cost-push inflation, making it more difficult 
to predict and control (Goodhart & Pradhan, 2020). 
Different economic schools offer different explanations of infla-
tion: 

 The monetarist approach argues that inflation is primar-
ily the result of excessive growth in the money supply. This 
approach emphasizes the role of central banks in control-
ling inflation through monetary policy.  

 The Keynesian approach highlights the role of aggregate 
demand, government spending, and fiscal policy in gener-
ating inflation.  

 New Keynesian economics integrates the role of inflation 
expectations and price and wage rigidities, emphasizing the 

 
 Structural approaches point to institutional and develop-
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mental factors as causes of inflation, particularly in devel-
oping countries. 

Contemporary research confirms that no single theory can fully ex-
plain inflation on its own; rather, an integrated approach is neces-
sary (Borio et al., 2022). 
The relationship between inflation and economic growth repre-
sents one of the key questions in macroeconomics. Empirical re-
search shows that there is a nonlinear relationship between these 
two variables. 
Moderate inflation can have a positive effect on economic growth, 
as it encourages consumption and investment. However, when in-
flation exceeds a certain threshold, its impact becomes negative 
due to increased uncertainty and reduced investment activity (Khan 
& Senhadji, 2001). 
More recent research confirms that the inflation threshold is lower 
in developed countries than in developing ones, highlighting the 
importance of the institutional framework (Kremer, Bick, & Nautz, 
2013). 
Inflation and unemployment are traditionally linked through the 
Phillips curve, which suggests the existence of a short-term trade-
off between these two variables. However, contemporary research 
shows that this relationship has weakened, especially under condi-
tions of globalization and more flexible labor markets (Blanchard, 
2016). 
Inflation also affects real wages, which has direct consequences for 
living standards. If wage growth does not keep pace with inflation, 
there is a real decline in incomes of employees (Stiglitz, 2015). 
One of the key aspects of modern research is the impact of inflation 
on income distribution and inequality. Inflation has a dispropor-
tionate effect on different social groups, with those on fixed in-
comes being the most vulnerable (Easterly & Fischer, 2001). 
Recent studies indicate that inflation increases economic inequality 
because different groups have different consumption structures and 
varying access to financial instruments (Doepke & Schneider, 
2006). 
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Also, rising prices of essential goods, such as food and energy, 
have a particularly strong impact on the living standards of lower-
income groups (Jaravel, 2021). 
Controlling inflation is one of the primary objectives of monetary 
policy. Central banks use instruments such as interest rates and 
open market operations to stabilize the price level. 
Contemporary research emphasizes the importance of central bank 
credibility and the management of inflation expectations 
(Bernanke, 2020). At the same time, fiscal policy must be aligned 
with monetary policy in order to avoid inflationary pressures. 
Recent literature highlights that coordination between monetary 
and fiscal policy is crucial for effective inflation management, es-
pecially in times of crisis (Leeper, 2021). 
 

3.RESEARCH METHODOLOGY 
 

The methodology of this research is based on a combination of 
qualitative and quantitative approaches, with the aim of providing 
a comprehensive overview of the impact of inflation on the econ-
omy and living standards. In accordance with contemporary re-
search practices in the field of macroeconomics, an interdiscipli-
nary approach is applied, integrating theoretical analysis and em-
pirical insights (Creswell & Creswell, 2018). 
The research is designed as descriptive-analytical, with elements 
of comparative analysis. The descriptive approach enables the sys-
tematization of existing theoretical knowledge on inflation, while 
the analytical approach allows for the identification of cause-and-
effect relationships between inflation and economic indicators. 
The comparative approach is used to compare the effects of infla-
tion across different economic systems, particularly between de-
veloped and transitional countries. 
Modern econometric research often uses panel analysis and time 
series to study inflation, which allows the identification of long-
term trends and short-term fluctuations (Stock & Watson, 2020). 
Although this paper is not primarily based on its own empirical 
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model, it relies on the results of such studies as secondary sources. 
Secondary data were used in this study, obtained from the follow-
ing sources: 

 scientific papers indexed in the Scopus and Web of Science 
databases, 

 reports of international institutions (IMF, World Bank), 
 publications of central banks (e.g., National Bank of Ser-

bia), 
 statistical databases (Eurostat, World Bank Data). 

Secondary data are often used in macroeconomic research due to 
their reliability and comprehensiveness, especially in analyses at 
the level of national economies (Johnston, 2017). 
In order to achieve the research objectives, the following methods 
were applied: 

 Descriptive analysis  used to explain the basic terms and 
theoretical concepts of inflation. 

 Analytical method  enables the examination of interde-
pendencies between inflation, economic growth, and living 
standards. 

 Comparative analysis  used to identify differences in the 
effects of inflation across different economic systems. 

 Content analysis  applied to scientific papers and reports 
in order to identify dominant theoretical and empirical find-
ings. 

Content analysis represents one of the key methods in research that 
relies on secondary sources, as it enables a systematic and objec-
tive examination of a large amount of data (Krippendorff, 2018). 
For the purposes of the analysis, the following key variables were 
defined: 

 Inflation  measured by the growth rate of the Consumer 
Price Index (CPI); 

 Economic growth  expressed through the growth rate of 
Gross Domestic Product (GDP); 

 Living standard  observed through real wages, purchas-
ing power, and the level of household consumption. 
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Contemporary research emphasizes that it is necessary to use mul-
tiple indicators to measure living standards, as a single indicator 
cannot fully capture its complexity (Deaton, 2022). 
The research has certain limitations that should be taken into ac-
count when interpreting the results. First, the study relies on sec-
ondary data sources, which may limit the ability to draw original 
empirical conclusions. Additionally, different methodological ap-
proaches in the analyzed studies can lead to certain variations in 
results. 
Furthermore, inflation is a complex phenomenon whose effects de-
pend on numerous factors, including the institutional framework, 
which makes generalization of the results more difficult (Borio et 
al., 2022). 
Despite the mentioned limitations, the methodological approach of 
this paper enables the integration of contemporary theoretical and 
empirical knowledge on inflation. The combination of different 
methods contributes to a more comprehensive understanding of the 
impact of inflation on the economy and living standards, providing 
a basis for further research and the formulation of economic poli-
cies. 
 

4.THE IMPACT OF INFLATION ON THE ECONOMY 
 

Inflation represents one of the key factors shaping macroeconomic 
stability and economic performance. Its effects are manifested 
through various channels, including investment, the labor market, 
the financial system, foreign trade, and overall economic growth. 
In modern economies, especially in transition countries, the impact 
of inflation is often more pronounced due to structural weaknesses 
and institutional constraints (Arsic, 2018). 
One of the most important effects of inflation relates to investment 
activity. High and volatile inflation increases uncertainty regarding 
future costs and revenues, which negatively affects decisions of in-
vestors. In such conditions, investment is postponed or reduced, 
thereby slowing economic growth (Mankiw, 2021). 
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Domestic authors indicate that inflation in Serbia and similar econ-
omies often deteriorates the business environment, as it increases 
risk and reduces the predictability of economic flows (Petrovic & 
Brcerevic, 2019). Additionally, high inflation can lead to rising in-
terest rates, which further complicates the financing of investment 
projects. 
Inflation has a complex relationship with the labor market. In the 
short run, according to the traditional Phillips curve, unemploy-
ment may decrease, as rising prices stimulate production. How-
ever, in the long run, this effect weakens, and inflation can lead to 
labor market instability (Blanchard, 2017). 
In the domestic context, research shows that inflation often leads 
to a decline in real wages, especially in the public sector and among 
employees with fixed incomes (Arandarenko, 2020). This has neg-
ative implications for labor productivity and overall economic ac-
tivity. 
Inflation significantly affects savings and the functioning of the fi-
nancial system. Rising prices reduce the real value of monetary as-
sets, which discourages saving and encourages consumption. In 
conditions of high inflation, there is a redirection of funds toward 
alternative forms of investment, such as real estate or foreign cur-
rencies (Samuelson & Nordhaus, 2010). 
Domestic authors point out that inflation in Serbia often leads to 

ing in foreign currency in order to preserve the value of their assets 
(Stojanovic, 2017). This phenomenon can limit the effectiveness 
of monetary policy and increase the vulnerability of the financial 
system. 
Inflation also has a significant impact on public finances. On the 
one hand, it can increase government nominal revenues through 
higher tax bases. On the other hand, it raises expenditures, partic-
ularly in areas such as public sector wages and social transfers. 
In domestic literature, it is emphasized that inflation can also have 

at the same time it may undermine fiscal discipline (Arsic, 2018). 
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In the long run, uncontrolled inflation can lead to fiscal instability 
and a loss of investor confidence. 
Inflation also affects the competitiveness of an economy in the in-
ternational market. If inflation in one country is higher than in its 
trading partners, this leads to a real stregthening of the domestic 
currency, which reduces export competitiveness (Krugman & 
Wells, 2018). 
In the case of Serbia, research shows that inflation can negatively 
affect the trade balance, especially in conditions of high import de-
pendency (Petrovic, 2021). The rise in the prices of imported goods 
further intensify inflationary pressures, creating a vicious cycle be-
tween inflation and the trade deficit. 
The relationship between inflation and economic growth is com-
plex and nonlinear. Moderate inflation can have a positive effect, 
as it stimulates consumption and investment. However, high infla-
tion leads to macroeconomic instability, reduced investment, and 
slower growth (Khan & Senhadji, 2001). 
Domestic research confirms that price stability is a key prerequisite 
for sustainable economic growth in Serbia and the region (National 
Bank of Serbia, 2023). Unstable inflation reduces trust in institu-
tions and increases economic risk. 
 

5.THE IMPACT OF INFLATION ON LIVING STAND-
ARDS 

 
Inflation has a direct and multidimensional impact on the popula-

structure of consumption, the availability of essential goods, and 
overall quality of life. As a macroeconomic phenomenon, inflation 
is most clearly manifested at the microeconomic level  through 
household daily expenses and their economic security. 
One of the most direct effects of inflation is the reduction of pur-
chasing power. When price increase exceeds the growth of nomi-
nal wages, real incomes decline, which means that individuals can 
afford fewer goods and services than before. 
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Empirical research shows that this effect is particularly pronounced 
in economies with high inflation and slow wage growth (Deaton, 
2022). In the domestic context, it has been observed that inflation-
ary pressures often lead to a real decline in wages, especially 
among public sector employees and pensioners (Arandarenko, 
2020). 
In the long term, a continuous decline in purchasing power may 
lead to a reduction in living standards and an increased risk of pov-
erty. 
Inflation affects changes in consumer habits and the structure of 
household consumption. In the conditions of rising prices, espe-
cially for basic food items and energy, households are forced to 
allocate a larger part of their income to meeting basic needs. 
Research indicates that lower-income groups spend a larger share 
of their budget on food and energy, which makes them dispropor-
tionately affected by inflation (Jaravel, 2021). As a consequence, 
there is a reduction in spending on education, culture, healthcare, 
and other segments that influence long-term quality of life. 
In Serbia and the region, rising prices of basic goods have a pro-
nounced impact on changes in consumer behavior, leading to a 
shift toward cheaper substitutes and a reduction in overall con-
sumption (Petrovic, 2021). 
Inflation has a significant redistributive effect, as it affects differ-
ent social groups in different ways. The most vulnerable popula-
tion categories are: 

 pensioners, 
 individuals with fixed incomes, 
 the unemployed and socially disadvantaged groups. 

These groups do not have the ability to adjust their incomes to in-
flation, which leads to a real deterioration of their economic posi-
tion. 
Contemporary research shows that inflation increases inequality in 
income distribution, as wealthier groups have greater access to fi-
nancial instruments that allow protection against inflation (Doepke 
& Schneider, 2022). In contrast, poorer groups are more exposed 
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to rising prices of basic goods. 
Domestic authors also point out that inflation in transition econo-
mies has a more pronounced social impact, as social protection sys-
tems are not sufficiently developed (Arsic, 2018). 
Inflation also affects the financial behavior of households. Rising 
prices reduce the real value of savings, which discourages saving 
and encourages consumption or investment in alternative forms of 
assets. 
At the same time, inflation can have a positive effect on borrowers, 
as it reduces the real value of their obligations. However, this effect 
is limited and often accompanied by rising interest rates, which in-
crease borrowing costs (Stiglitz, 2015). 
In Serbia, there is a tendency to invest in real estate and foreign 
currencies as protection against inflation, which further influences 
the structure of the financial system (Stojanovic, 2017). 
In addition to economic consequences, inflation also has signifi-
cant psychological and social effects. Rising prices create a sense 

and institutions. 
Research shows that high inflation can lead to increased social ten-
sions, dissatisfaction, and political instability (Di Tella et al., 
2001). These effects are particularly pronounced in countries with 
a history of inflationary crises. 
In the long run, inflation can have negative consequences for the 
overall quality of life of the population. Reduced investment in ed-
ucation and healthcare, due to limited financial resources, can lead 
to a decline in human capital and a slowdown in social develop-
ment. 
Additionally, the uncertainty caused by inflation affects long-term 
household decisions, such as family planning, investment in edu-
cation, and the purchase of real estate. 
 

6.DISCUSSION 
 

The results of the research confirm that inflation is a multi-layered 
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macroeconomic phenomenon whose effects go beyond the purely 
monetary sphere and deeply penetrate the structure of economic 
relations and social welfare ( . Its im-
pact cannot be viewed linearly, but rather depends on its intensity, 
duration, and the institutional framework in which it occurs. 
In the context of contemporary economic trends, especially follow-
ing global crises (the financial crisis and the pandemic), inflation 
increasingly appears as a result of combined supply-side and de-
mand-side shocks. Rising energy prices, disruptions in supply 
chains, and expansionary fiscal and monetary policies have con-
tributed to the creation of inflationary pressures that spread across 

 
makes the implementation of standard economic policies more dif-
ficult, as measures to supress inflation often have negative conse-
quences for economic growth and employment. 
The analysis of the relationship between inflation and real wages 
is of particular importance. In conditions where nominal wage 
growth lags behind price increases, there is an erosion of real in-
come, which directly leads to a decline in living standards. This 
effect is especially pronounced in economies with weaker bargain-
ing power of workers and rigid labor markets. In the long term, 
such a situation can lead to a reduction in aggregate demand, which 
further slows down economic activity. 
Inflation also has a significant redistributive effect. It favors debt-
ors at the expense of creditors, as the real value of debt decreases. 
At the same time, savers and individuals with fixed incomes suffer 
the greatest losses. This redistribution of income often leads to in-
creased social inequality, which can have broader societal conse-
quences, including reduced trust in institutions and rising social 
tensions. 
An important question that arises in the discussion is the role of 
inflation expectations. If economic agents expect prices to continue 
rising, they will adjust their behavior  workers will demand higher 
wages, companies will increase prices in advance, and consumers 
will accelerate their purchases. This mechanism can lead to the so-
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called inflationary spiral, where expectations themselves become a 
driver of inflation. In this sense, the credibility of monetary policy 
and trust in the central bank play a crucial role in stabilizing infla-
tion. 
The discussion also highlights the differences between developed 
and transition economies. In developed economies, there are strong 
institutional mechanisms and effective monetary policy instru-
ments that enable inflation control. In contrast, transition econo-
mies are often characterized by weaker institutional capacities, 
greater dependence on imports, and more pronounced price vola-
tility. As a consequence, inflation in these countries has more sig-
nificant and long-lasting negative effects on living standards. 
Additionally, it should be emphasized that inflation also affects the 
structure of consumption. Under conditions of rising prices of basic 
food products and energy, households are forced to allocate a 
larger part of their budgets to essential needs, while spending on 
education, culture, and investments decreases. Such changes have 
long-term implications for the quality of human capital and overall 
social development. 
From the perspective of economic policy, a key dilemma arises be-
tween controlling inflation and maintaining economic growth. Re-
strictive monetary measures (such as raising interest rates) can suc-
cessfully reduce inflation, but at the same time they lead to a de-
crease in investment and an increase in unemployment. Therefore, 
it is necessary to find a balance between price stability and eco-
nomic development. 
Finally, the discussion indicates that the fight against inflation re-
quires a coordinated approach that includes: 

 monetary policy (control of the money supply), 
 fiscal discipline, 
 structural reforms, 
 strengthening of institutions. 

Without such an integrated approach, the effects of inflation cannot 
be controlled in the long term, which leads to a lasting disruption 
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of the economic system and the standard of living of the popula-
tion. 
 

CONCLUSION 
 
Inflation is a complex and multidimensional macroeconomic phe-
nomenon that has far-reaching consequences both for overall eco-
nomic activity and for the everyday life of the population. The 
analysis conducted in this paper shows that its impact is not unam-
biguous, but rather depends on its intensity, duration, and the insti-
tutional environment in which it occurs. 
The research results indicate that moderate and stable inflation can 
have certain positive effects, primarily by stimulating consumption 
and investment, as well as facilitating the adjustment of relative 
prices in the economy. However, when inflation becomes high and 
unstable, its negative effects become more pronounced and out-
weigh the potential benefits. In such conditions, economic uncer-
tainty increases, investment activity decreases, financial stability is 
undermined, and economic growth slows down. 
A particularly important aspect of inflation is its impact on the 
standard of living of the population. Rising prices directly reduce 
purchasing power, leading to a decline in real incomes and a re-
duction of consumption. This effect is most pronounced among so-
cial groups with fixed incomes, which do not have the ability to 
adjust to inflationary changes. As a result, inflation contributes to 
the increase of social inequality and the deterioration of the eco-
nomic position of the most vulnerable segments of society. 
In addition to its direct economic consequences, inflation also has 
broader social implications. It influences changes in consumer be-
havior, reduces trust in institutions, and increases a sense of uncer-
tainty among citizens. In the long run, such effects can lead to a 
decline in quality of life, limitations in human capital development, 
and a slowdown in overall social progress. 
An important conclusion of this paper is that controlling inflation 
represents one of the key objectives of economic policy. Effective 
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inflation management requires coordinated action of monetary and 
fiscal policy, as well as the existence of stable and credible institu-
tions. Without such an approach, it is difficult to ensure long-term 
macroeconomic stability and sustainable economic development. 
The analysis also highlights the importance of timely responses by 
economic policies in conditions of inflationary pressures. Preven-
tive measures, transparent communication with the public, and 
maintaining trust in institutions play a crucial role in stabilizing 
inflation expectations and mitigating the negative effects of infla-
tion. 
In the end, it can be concluded that inflation is not only an eco-
nomic, but also a social phenomenon, whose impact covers all seg-

trolling it represent the basis for preserving economic well-being, 
reducing inequality, and improving the standard of living. 
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