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Inflation: Causes and Consequences

The study of economics is often left to “the professionals” because many people think that it has little 

to do with their daily lives.  Yet, nothing could be further from the truth.  A perfect example of this is 

the issue of inflation.  While most people probably don't spend much time thinking about inflation 

(being content to leave that to the economists) it is something that can have a radical impact on daily 

life.  One need only look at the story of Germany after World War I to see this worked out.  Before 

1921 the German mark (the currency at the time) was valued at 4.2 to the dollar.  However, as a result 

of rampant inflation, two years later it was valued in Berlin at 2,520,000,000,000 to the dollar (Benns 

& Seldon 240-241).  The effects of this catastrophic change were numerous but, as one history of the 

period has put it, “Undoubtedly the most lasting of the disastrous results of the currency inflation was 

the destruction or disintegration of a great part of the previously middle class. [...]  The support which 

the middle class gave to Hitler was in no small measure the result of suffering and discontent 

engendered by the currency debacle” (Benns & Seldon 242).  Clearly this is a matter to which we must 

pay careful attention.  Chronic inflation is both economically and morally problematic and must be 

addressed.           

Before we move forward to examine the problems that come from inflation, let us first take a step back 

and simply define the term “inflation”.  In his popular book for students, Richard Maybury defines it 

this way, “Inflation is an increase in the amount of money.  Inflating (increasing) the supply of money 

causes the value of each unit of the money to go down.  When the value of the money goes down you 

need more of it to buy what you want.  Prices rise” (Maybury 29).  Put a bit more technically, Webster's

dictionary defines it as,  “an increase in the amount of money and credit in relation to the supply of 

goods and services b) an excessive or persistent increase in the general price level as a result of this, 

causing a decline in purchasing power” (Webster's 332). 
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Even in defining the term we can already note that inflation (basically an increase in the money supply)

tends to raise prices and devalue the currency.  This raises the obvious questions: where does inflation 

come from and why does it exist at all?  To answer these questions we turn now to briefly examine the 

sources of, and motivation for, inflation.       

So what causes inflation?  This question is answered many different ways.  As economist Milton 

Friedman notes in his book Free to Choose, governments will often try to shift the blame to consumers,

businessmen, foreign interests or importation.  Yet none of these are the true cause of inflation.  

According to Friedman, at its root inflation is a monetary issue.  He explains this way, “Inflation occurs

when the quantity of money rises appreciably more rapidly than output, and the more rapid the rise in 

the quantity of money per unit of output, the greater the rate of inflation” (Friedman 254).  This 

situation exists because (unlike in the time when money was tied to or based on physical commodities 

such as tobacco, silver, or gold) the government now has the power to print paper money which is not 

subject to any physical limits.  When more money is printed, and the quantity of money outpaces the 

growth of output, inflation will be the inevitable result.  

This brings us to our second question, why does inflation exist at all?  In other words, what would 

motivate governments to continue to print money when they know it will only result in an inflationary 

spiral that raises prices and (as we shall see later) results in serious economic and moral problems?  

Friedman explains that, “Financing government spending by increasing the quantity of money is often 

extremely attractive to both the President and members of Congress.  It enables them to increase 

government spending, providing goodies for their constituents, without having to vote for taxes to pay 

for them, and without having to borrow from the public” (Friedman 265).  Once the government (using 

the power of the Federal Reserve Bank) decides to use their control over the monetary supply as the 
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proverbial “goose that lays the golden egg” inflation is often dismissed as a small price to pay for a 

situation that seems to profit everyone without costing anyone anything.  Yet, as we shall see, the old 

adage proves true that “there is no such thing as a free lunch” and inflation ends up costing everyone in 

the long run.

So what then, are the consequences of inflation?  To answer this, we will first look at the economic 

consequences of inflation before also mentioning some of the moral consequences that inflation brings.

The first economic consequence we can mention is increased government control.  Inflation operates 

much like an unofficial tax.  It increases the amount of money available to the government but 

ultimately takes that money from the people.  To quote Friedman, “The extra money printed is 

equivalent to a tax on money balances.  If the extra money raises prices by 1 percent, then every holder 

of money has in effect paid a tax equal to 1 percent of his money holdings” (Friedman 268).  This 

happens because as prices rise (because of the inflation of the monetary supply) people are forced to 

pay more than they used to for the same goods and services.  Often this will produce broader changes 

throughout the economy as prices and wages are adjusted because of this government induced inflation.

Tom Rose summarizes the dangers well when he says, “governmentally induced injections and 

withdrawals of money in the economy can be used by civil authorities to gain: 1) Control over the 

productive resources of a nation, 2) Control over the spending flow of money to which private 

entrepreneurs responds, and 3) Ownership of real wealth that is owned by private citizens” (Rose 214-

215).  

A second consequence is that inflation undermines the stability of our currency.  Since inflation is, at 

root, a monetary issue it makes sense that inflation would affect our currency.  We already noted the 

disastrous effects which inflation had on Germany before the Second World War and we could add to 
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that example the stories of Hungary during the 1950's or Argentina during the 1980's.  Even looking to 

our own history, we can think of the inflation which destroyed the Confederate currency during the 

1860's.  Looking further back we are also reminded by the phrase “not worth a Continental” of the time

when the Continental Congress overinflated the money supply and destroyed all trust in their currency. 

In all of these cases inflation undercut the stability of the currency.  As Wilhelm Ropke put it, “We have

now touched upon the central point of the whole discussion about present-day chronic inflation.  [...] 

We cannot have all three: stable money, full employment, and further wage increases.  We have to 

sacrifice one in order to preserve any combination of the other two” (Ropke 211).

What then are the moral consequences of inflation?  Again, two can be mentioned.  The first is that 

inflation discourages savings.  According to the Bureau of Labor Statistics, $200,000 in 2002 would be 

equal in buying power to $256,118.95 in 2012, a mere ten years later (Inflation Calculator).  What this 

means is that someone who had saved $200,000 in 2002 (whether for retirement or for some other 

reason) would need to earn an additional $56,118.95 in order to maintain the same level of buying 

power a decade later.  In other words, through inflation, the buying power of $200,000 dropped by 

$56,118.95 over a ten year period, functioning much like a hidden tax that, nevertheless, has very real 

consequences.  What kind of impact does this have on the economic outlook of a nation?  In short, our 

current economic policy discourages savings and so encourages spending.  Wilhelm Ropke summarizes

it this way, “To say it briefly, today's super-state, with it super-budget, super-taxation, and super-

welfare programs, has developed into a colossal apparatus for dissaving and, at the same time, an 

apparatus of inflation and growing compulsion” (Ropke 202).  This is a severe moral problem.  

Whereas Scripture tells us to look to the wise example of the ant (in Proverbs 6:6) and see how it saves 

for times of adversity, our economy pushes us to spend our way out of adversity.
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A second moral consequence of inflation is that it hurts the weakest among us.  Because inflation 

serves as an unofficial tax and particularly targets savings, it often hurts the elderly, retired, and 

widowed citizens who rely most heavily on savings.  This is significant because it reveals the important

ways in which our inflationary policies stand against the teaching of the Bible.  So then, as Dr. J. 

Robbins puts it, “To gain a true picture of economic principles we must turn ultimately to revelation 

and to the knowledge which God has given in the Scriptures.  It is from this foundation that we may 

proceed to develop a cohesive economic philosophy” (Robbins).  As we examine the Scriptures we find

that God is constantly concerned for those who are weakest in society (such as the orphans, the 

foreigners, and the widows).  God often points to this concern to highlight His righteous character and 

often points to His people's lack of concern for the weak as evidence of their sin (Exodus 22:22, 

Deuteronomy 24:17, Isaiah 1:23).  Will we too be like Israel and allow the weakest among us to be 

taken advantage of?

Even from this brief survey of the causes and consequences of inflation we can see that inflation does 

indeed pose a threat to our society, both economically and morally.  If we are to fight against inflation 

we must work to reform the monetary policies underlying its growth and encourage practices (like 

saving) that fight against it.  At the same time we must not forget that, “the chronic inflation of our age 

is a moral and social problem.  For this very reason it is also a problem which is not susceptible to any 

comfortable, quick, and simple solution or to one of mere monetary and credit techniques” (Ropke 

217).  This is a problem which deserves careful discussion and discernment, one which could very well

demand tough answers and decisions.  Hopefully, we will have the wisdom to make them.        
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