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Annotation. This article analyzes the interrelationship between inflation and
unemployment and examines their impact on economic stability. Inflation is described as a
rise in the general price level and the devaluation of money, which leads to price instability
for economic agents. Unemployment indicates the underutilization of labor resources in the
economic system. The article explains the inverse relationship between inflation and
unemployment in the short run through the Phillips Curve. However, it also highlights how
this relationship changes in the long run, based on the views of Milton Friedman and A. W.
Phillips. The paper also explores the current state of inflation and unemployment in
Uzbekistan. In conclusion, the necessity of implementing a balanced economic policy to
manage both inflation and unemployment is emphasized.
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Introduction

Inflation and unemployment occupy an important place in the economic systems of all
countries, and their interrelation plays a crucial role in ensuring economic stability.
Economic growth, social welfare, and the implementation of macroeconomic policies are
directly dependent on the condition of these two indicators. A complete understanding of
the relationship between inflation and unemployment is a key tool in shaping national
economic strategies.

Inflation is the process of a general increase in prices and the devaluation of money. This
situation disrupts price stability for economic agents, especially consumers and producers.
High inflation results in constant price increases, economic uncertainty, and rising costs. For
consumers, this means they have to pay more, which limits their purchasing power.
Producers, on the other hand, face higher prices and increased production costs, which
reduce production efficiency and slow down economic growth.
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Unemployment reflects the underutilization of labor resources in the economy. A high
unemployment rate causes economic instability in society, as unemployed individuals face
difficulties in meeting their essential needs. Unemployment is not only an economic issue
but also a social one. It reduces social welfare, increases income inequality, raises crime
rates, and undermines overall social stability.

The relationship between these two economic indicators has been a subject of extensive
analysis by economists for many years. In the short term, an inverse relationship between
inflation and unemployment may exist through economic policy. That is, as the
unemployment rate decreases, inflation tends to rise, and vice versa. However, in the long
run, this relationship becomes more complex. High inflation can undermine economic
stability and reduce the effectiveness of efforts to lower unemployment.

Main Body

The Relationship Between Inflation and Unemployment

In the short run, the relationship between inflation and unemployment can be inverse.
According to the Phillips Curve, as the unemployment rate decreases, inflation increases;
conversely, when unemployment is high, inflation tends to be lower. This economic
relationship has drawn the attention of many economists.

The Phillips Curve

In 1958, Alban William Phillips introduced the well-known "Phillips Curve," in which
he emphasized the inverse relationship between inflation and unemployment. According to
his theory, when the unemployment rate is low, wages and prices rise, leading to higher
inflation. Conversely, when unemployment is high, a decline in demand results in lower
inflation. However, this relationship is only valid in the short run. In the long run, economic
factors and policies may alter this dynamic.

Economists’ Perspectives

Milton Friedman, a Nobel Prize-winning economist, rejected the long-term inverse
relationship between inflation and unemployment. In his 1968 work “The Role of Monetary
Policy,” he stated: “In the long run, there is no trade-off between inflation and
unemployment. In the short run, policymakers may reduce unemployment by increasing
inflation, but in the long run, such a policy leads to economic instability.”

A. W. Phillips's research is also significant in analyzing both the short- and long-term
relationships between inflation and unemployment. He demonstrated that while an inverse
relationship exists in the short run, this relationship changes over the long run.

The Impact of Inflation and Unemployment on Economic Stability

Changes in inflation and unemployment levels significantly affect economic stability.
High inflation creates uncertainty in the economy, reducing investment and consumption.
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High unemployment increases social instability and poverty, which in turn slows down
economic growth.

The Case of Uzbekistan

Uzbekistan's economy also reflects the relationship between inflation and
unemployment. Although the unemployment rate has declined amid ongoing economic
reforms, inflation remains volatile. In recent years, inflation has increased, leading to rapid
price growth. Economic reforms and investments are key tools for controlling inflation and
reducing unemployment in Uzbekistan.

Conclusion

The relationship between inflation and unemployment is critical in formulating
economic policy. Economists distinguish between short-term and long-term dynamics.
While Milton Friedman emphasized the absence of a long-term inverse relationship, A. W.
Phillips demonstrated its presence in the short term. To ensure economic stability, it is
essential to implement a balanced policy that effectively manages both inflation and
unemployment.
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