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ABSTRACT 

Inflation, the sustained increase in the general price level of goods and services over 

time, is a critical macroeconomic phenomenon that impacts various aspects of an economy. 

Despite its significance, the dynamics of inflation remain a complex and multifaceted puzzle 

in macroeconomics. This paper endeavors to unravel this puzzle by examining the underlying 

drivers, mechanisms, and consequences of inflation dynamics. Drawing on theoretical 

insights and empirical evidence, we explore the role of factors such as aggregate demand, 

supply-side shocks, monetary policy, and inflation expectations in shaping inflationary 

pressures. Furthermore, we investigate the transmission channels through which inflationary 

impulses propagate across different sectors and regions of the economy. By shedding light on 

the intricate interplay of these factors, this study aims to enhance our understanding of 

inflation dynamics and inform policymakers' decisions in managing inflationary risks and 

promoting price stability. 
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INTRODUCTION 

Inflation, the sustained increase in the general price level of goods and services over 

time, stands as one of the most enduring puzzles in the field of macroeconomics. Its intricate 

dynamics and far-reaching implications have captivated the attention of economists, 

policymakers, and market participants alike for decades. Understanding the underlying 

mechanisms driving inflationary pressures is essential for achieving macroeconomic stability 

and promoting sustainable economic growth (Tsong & Lee, 2011). 

At its core, inflation dynamics represent a complex interplay of various economic 

forces operating within an economy. From shifts in aggregate demand to supply-side shocks 

and monetary policy interventions, a myriad of factors contribute to the evolution of inflation 

over time. Unraveling this macroeconomic puzzle requires a comprehensive examination of 

these factors and their interactions (Tas, 2011). 

One of the fundamental questions surrounding inflation dynamics pertains to its 

origins: What are the primary drivers of inflationary pressures? Classical economic theory 

posits that inflation arises primarily from excess demand relative to supply, leading to upward 

pressure on prices. However, modern macroeconomic analysis acknowledges the role of both 

demand and supply-side factors in shaping inflation dynamics. Understanding the relative 
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importance of these factors is crucial for formulating effective policy responses to manage 

inflationary risks (Lown & Rich, 1997). 

Furthermore, the transmission channels through which inflationary impulses 

propagate across the economy represent another layer of complexity in the inflation puzzle. 

Changes in prices of goods and services can have ripple effects throughout the production 

chain, influencing input costs, wages, and ultimately, overall price levels (Krause et al., 

2008).  

Moreover, inflation expectations, formed by the perceptions of households, 

businesses, and financial markets, can further amplify inflationary pressures through self-

fulfilling prophecies (Chowdhury et al., 2006). 

In addition to domestic factors, global economic developments and external shocks 

can also exert significant influence on inflation dynamics. Fluctuations in exchange rates, 

commodity prices, and international trade patterns can transmit inflationary or deflationary 

pressures to domestic economies, complicating the task of inflation management for 

policymakers. Moreover, in an increasingly interconnected world, spillover effects from 

inflationary episodes in one country can reverberate across borders, further complicating the 

inflation puzzle (Bobeica & Jarocinski, 2017). 

The persistence of inflationary pressures and the challenges they pose for economic 

policymakers underscore the importance of adopting a nuanced understanding of inflation 

dynamics. While moderate inflation can signal healthy economic expansion, sustained high 

inflation can erode purchasing power, distort price signals, and undermine macroeconomic 

stability (Bakas & Chortareas, 2019).  

As such, policymakers must navigate a delicate balancing act between fostering 

economic growth and preserving price stability in their efforts to manage inflationary risks. 

Moreover, the consequences of inflation extend beyond mere fluctuations in price 

levels. Inflation can have profound distributional effects, redistributing wealth and income 

among various segments of society (Ascari & Fosso, 2021). 

 Moreover, high and volatile inflation can erode confidence in the currency, 

undermine savings, and deter investment, posing long-term challenges to economic 

development and prosperity. Hence, unraveling the macroeconomic puzzle of inflation 

dynamics is essential for fostering sustainable and inclusive economic growth (Anari & 

Kolari, 2016). 

In light of the multifaceted nature of inflation dynamics, this paper seeks to provide a 

comprehensive analysis of the factors driving inflation, the mechanisms through which it 

propagates, and the policy implications for inflation management. By shedding light on the 

intricacies of the inflation puzzle, this study aims to contribute to a deeper understanding of 

macroeconomic phenomena and inform policymakers' decisions in navigating the 

complexities of inflation dynamics (Abbate et al., 2023). 

CONCLUSION 
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Inflation dynamics present a multifaceted puzzle in the realm of macroeconomics, 

encompassing a complex interplay of factors that influence price levels and economic 

stability. Throughout this examination, we have delved into the intricate mechanisms driving 

inflation, the transmission channels through which it propagates, and the policy implications 

for inflation management. 
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