Why inflation, deflation, unemployment is bad for Economy?
Inflation and Deflation

Inflation is an increase in the price of a basket of goods and services that is representative of the economy as a whole.

Inflation is an upward movement in the average level of prices. Its opposite is deflation, a downward movement in the average level of prices. The boundary between inflation and deflation is price stability.

The Link between Inflation and Money

Because inflation is a rise in the general level of prices, it is intrinsically linked to money. Inflation is too many takas chasing too few goods. To understand how this works, imagine a world that only has two commodities: Oranges picked from orange trees, and paper money printed by the government. In a year where there is a drought and oranges are scarce, we would expect to see the price of oranges rise, as there will be quite a few dollars chasing very few oranges. Conversely, if there's a record crop or oranges, we would expect to see the price of oranges fall, as orange sellers will need to reduce their prices in order to clear their inventory. These scenarios are inflation and deflation, respectively, though in the real world inflation and deflation are changes in the average price of all goods and services, not just one.

Inflation and the Money Supply

We can also have inflation and deflation by changing the amount of money in the system. If the government decides to print a lot of money, then dollars will become plentiful relative to oranges, just as in our drought situation. Thus inflation is caused by the amount of dollars rising relative to the amount of oranges (goods and services), and deflation is caused by the amount of dollars falling relative to the amount of oranges. Inflation is caused by a combination of four factors: 

· The supply of money goes up. 

· The supply of other goods goes down. 

· Demand for money goes down. 

· Demand for other goods goes up. 

Inflation’s Impact on an Economy 

Inflation measures at what rate prices in an economy are rising. Inflation is tied directly to the purchasing power of a currency within its borders and affects its standing on the international markets. Prices of goods, houses, labor, production materials, etc., are all closely monitored to see if their prices are increasing or not, and at what speed. Inflation can come about for different reasons. 

Very Fast Growth in an Economy 

In one simple example, inflation can start rising as a result of unchecked growth in an economy. Fast economic growth increases the amount of money printed and circulated throughout the economy. Extra money is necessary because consumers are taking money out of their banks and purchasing products. If businesses and stores are bringing in larger revenue and profits, then it can be expected that workers' wages will increase as well. As wages increase, consumers go out and buy even more goods. 

Businesses that did not benefit from the initial extra economic activity see that the consumers, with their extra wages, have more money. They purchase more of other goods now expanding the economic activity to other sectors. In order to keep up with the extra demand the businesses may choose to raise their prices. 

If these cyclical prices changes are not contained, then it takes away from the actual economic growth of the economy, as on paper people have more money, but the money buys less goods due to higher prices. For example, a retired person with retirement funds in a bank will be adversely affected if prices start rising because that nest egg is not able to buy the same amount of goods at inflation. 

Volatile Items 

In a second example, inflation can be set off by an increase in the price of just one crucial item, such as energy. If the price of oil goes up, many other items that use oil in their production process will increase in price. Not only that, but also consumers and businesses have to spend more of their incomes and revenues to pay for the same amount of gasoline (a products that uses oil). Inflation erodes the purchasing power of their currency. Since an economy such as the US is heavily dependent on oil for its economic activity, a rapid rise in energy costs could begin a period of inflationary pressure.
Curbing Inflation 

Inflation is troublesome. It is the job of the central bank of an economy to manage price stability. The main tool that central banks have is the power to set the country's base interest rate. If inflation is running high, a central bank would raise rates in order to cool economic activity, and hopefully stem inflation. If inflation is low and the central bank wants to stimulate economic growth, they might lower rates. Since inflation has such a direct impact on a country's interest rates policy it is very important in the currency markets. 

Inflation Indicators: 
Consumer Price Index - The Consumer Price Index measures the average price level of a basket of goods and services that are purchased by consumers. Changes in the CPI represent the inflationary pressures surrounding the economy. Consumers buy goods and use services and the changes they experience in prices will reflect the inflation in the economy. 
Producer Price Index - Producer Price Index measures the average price level for a fixed basket of capital, rent and materials needed for producers to manufacture consumer goods. Just as the CPI measures the prices from a consumer perspective, the PPI measures the prices at the producer level. PPI can show inflation before CPI because it will influence consumers next as they purchase these more expensive goods and services. Part of the inflation at the producer level is passed onto the consumers and therefore influences the CPI figure 

Average Hourly Earnings - This indicator measures the change in worker's wages. It sheds light on consumers' disposable income and on the costs to firms for their labor. Changes in wages also highlight the tightness of the labor market, as firms will have to pay their skilled workers more to retain them. 
Deflation is a decrease in the general price level of goods and services. Deflation occurs when the annual inflation rate falls below zero percent (a negative 

rate" 
inflation rate
), resulting in an increase in the real value of money – allowing one to buy more goods with the same amount of money. This should not be confused with disinflation, a slow-down in the inflation rate (i.e. when inflation decreases, but still remains positive). As inflation reduces the real value of money over time, conversely, deflation increases the real value of money – the functional currency (and monetary unit of account) in a national or regional economy.
Currently, mainstream economists generally believe that deflation is a problem in a modern economy because of the danger of a deflationary spiral. Deflation prevents 

policy" 
monetary policy
 from stabilizing the economy because of a mechanism called the 

trap" 
liquidity trap
. However, historically not all episodes of deflation correspond with periods of poor economic growth.
A deflationary spiral is a situation where decreases in price lead to lower production, which in turn leads to lower wages and demand, which leads to further decreases in price. Since reductions in general price level are called deflation, a deflationary spiral is when reductions in price lead to a vicious circle, where a problem exacerbates its own cause. The 

Depression" 
Great Depression
 was regarded by some as a deflationary spiral. Whether deflationary spirals can actually occur is controversial.
Deflation is when prices on average go down without productivity increases or technology changes making this happen. So the prices of computers going down are not deflation because technologies changes have made this happen. This happens because there are fewer dollars in circulation. This is the opposite of inflation where the prices increase.
Five leading indicators of inflation are described in this section. The first is the price of gold, a commodity that once played an important role in the world monetary system and is still held as a store of value by investors in many countries. The next two indicators are the Commodity Research Bureau (CRB) index of commodity futures prices and the Journal of Commerce (JOC) index of industrial materials prices. These leading indicators are differing broad-based baskets of commodities that play a more important role than gold in current economic activity. The last two indicators are the Center for International Business Cycle Research (CIBCR) leading inflation index and the PaineWebber (PW) leading index. These indexes are composite leading indicators of inflation that combine broad-based commodity indexes with other economic variables believed to be useful in inflation forecasting.
What is 'Unemployment'
Unemployment is a phenomenon that occurs when a person who is actively searching for employment is unable to find work. Unemployment is often used as a measure of the health of the economy. The most frequently measure of unemployment is the unemployment rate, which is the number of unemployed people divided by the number of people in the labor force.

BREAKING DOWN 'Unemployment'

While the definition of unemployment is clear, economists divide unemployment into many different categories. The broadest two categories of unemployment are voluntary and involuntary unemployment. When unemployment is voluntary, it means that a person has left his job willingly in search of other employment. When it is involuntary, it means that a person has been fired or laid off and now must look for another job. Digging deeper, unemployment, both voluntary and involuntary, is broken down into three types.

Frictional Unemployment

Frictional unemployment arises when a person is in-between jobs. After a person leaves a company, it naturally takes time to find another job, making this type of unemployment short-lived. It is also the least problematic from an economic standpoint. Arizona, for example, has faced rising frictional unemployment in May of 2016, due to the fact that unemployment has been historically low for the state. Arizona citizens feel confident leaving their jobs with no safety net in search of better employment.

Cyclical Unemployment

Cyclical unemployment comes around due to the business cycle itself. Cyclical unemployment rises during recessionary periods and declines during periods of economic growth. For example, the number of weekly jobless claims in the United States has slowed in the month of June, as oil prices begin to rise and the economy starts to stabilize, adding jobs to the market.

Structural Unemployment

Structural unemployment comes about through technological advances, when people lose their jobs because their skills are outdated. Illinois, for example, after seeing increased unemployment rates in May of 2016, seeks to implement "structural reforms" that will give people new skills and therefore more job opportunities
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