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Executive Summary

The purpose of this report is to examine and explain how technology influences inflation and the effects of the inflation on stakeholders. The report explains the main issues in inflation. Specifically, it discusses the role of technology in influencing various determinants of inflation such as wage rates, taxation, competition, aggregate demand and aggregate supply putting the discussion of these concepts in the context of the technology sector. Additionally, the report examines the impact of technology increase on inflation control and stakeholders such as suppliers, consumers, employees, investors and the government of Australia. The report recommends that the Australian Government should revaluate their inflationary fiscal and monetary control policies to consider technology sector as it is a major player in the inflation regulatory mechanisms. The report concludes by reiterating the relationship between technology, inflation, and determinants of inflation. 
1. Introduction


Inflation is a common thing in an economy. It refers to increase in prices of commodities and service (Kim and Lin, 2012). Inflation is inevitable in an economy that is growing considering that several aspects of the economy such as wage rates interest rate, employment rate, increased investment are usually at play. Basically, an increase in prices at a steady rate is normal; however, a rapid increase in prices of commodities and services is detrimental to the economy as it negatively affects the stakeholders in the economy. High inflation rate yields more negative effects to the economy. In this report, I examine the how new wake of technology in Australia reduces the inflation by examining how technology affects economic concepts that lead to inflation.

2. The main Issue.


Technology has penetrated every facet of our lives making it apart of us, from cell phones to computers to sophisticated technological accessories. The rapid advancement of technology has led to an increase in aggregate demand of technological hardware and software. The technology and related imports have increased meaning that the demand for technology commodities has increased. These imports increase incomes of importers, retailers and wholesalers can make a living by trading technology. These increased income increases the disposable income of citizens. Consequently, increased disposable incomes increase the purchasing power of households. However, this case study postulates the thesis that technological boom aids in controlling and maintaining inflation at a steady and normal growth rate by impacting various attributes of inflation such as wage rates, demand, supply among others. 
3. Economic Concepts

3.1 Role of Aggregate Demand of Technology in Keeping a Lid on Inflation


Michaillat and Saez, (2015) defines aggregate demand as “the utility-maximizing level of consumption at a given product market tightness and price” (Michaillat and Saez, 2015 p 12). It is expressed as the total demand arising from net exports, government expenditure, investment expenditure and consumer expenditure in a particular time in the economy. There has been a growing trend for quite some time, where the demand for technology and related commodities has been on the rise. The contemporary era of the internet has propagated this demand further. Australians are acquiring technology at an increasingly splendid rate. Importing technology reduces inflation in the sense that it reduces money in supply from the economy through imports capital flight. However, this increase in aggregate demand of technology is a double edged sword. The law of demand and supply has it that when the demand increases prices increase thus increasing inflation.
3.2 The Role of Aggregate Supply of Technology on Reduction of Inflation


Technology is one of the determinants of aggregate supply.  Michaillat and Saez, (2015)  defines aggregate supply as “ the amount of consumption traded at a given tightness” (Michaillat and Saez, 2015 p 9). Australia imports on technology from Asian countries specifically China which is its biggest trading partner have increased. This increased supply is in response to the increased demand for technology. However, an increase in supply that exceeds demand is detrimental to suppliers as it reduces prices. Sellers have to compete for the available demand by reducing prices thus reducing inflation.
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This curve illustrates the impact of an increase in demand and supply on the prices of technology. When prices from P2 to P1, quantity demanded for these products reduces and vice versa. Similarly when quantity supplied increases from Q1 to Q2 prices reduce. Basically, the supply and demand curves above illustrate the law of supply and demand which argues that an increase in demand increase prices and vice versa while an increase in supply reduces prices and versa (Kakarot-Handtke, 2014).
3.3 The Impacts of Technology on Wage Rate and Resulting Impacts on Inflation


Technology has gained popularity with many people because it makes our lives easier. Technology increases the speed at which tasks are accomplished, increases accuracy and quality of the work done. Furthermore, is able to do some task human beings cannot do or those that are deemed so risky to be performed by human beings. Technology is beneficial to an entrepreneur and business. However, technology is blamed for many woes in the labor market. In fact, Yeates (2018) asserts that technology is projected to squash 4000 jobs in Australia in 2018 (Yeates, 2018). It has increased unemployment rates in the labor market thus reducing the consumption capacity of households (Bishop and Cassidy, 2017). Consequently reduced consumption capacity reduces demand for products. When demand reduces, prices go down because suppliers compete for the few buyers available. This reduces inflation in the long run.  
3.4 Role of Technology Taxation on Reducing Inflation.


Keynesian a renowned economist argued that one of the government fiscal policies on the economy is taxation (Chen, 2014). Increasing taxation increases inflation because the traders transfer the tax burden to the next customer until the chain of consumption gets to the consumer. This transfer of tax burden happens through increase in prices thus increasing inflation (Chen, 2014). Therefore, to reduce inflation the government should reduce the taxation on technological products.
3.5 Increased Competition Through Technology and Inflation.


Technology has enabled business to market themselves online thus increasing competition (Yeates 2018). When competition increases businesses are compelled to use strategies to cope with the strategies. One of those strategies is reducing prices so that it is lower than competitors’. This price reduction reduces inflation in the short run.

4. Stake holder Analysis 

4.1. Consumers

The main stakeholder, in this case, is the consumer of the technology. An increase in demand of the technology increases the prices making the final consumer to pay more. The increased demand induces an increase in supply which reduces prices in long run after several suppliers have entered the market. On the other hand, the final consumer bears a tax burden which is transferred to him by the intermediaries in the supply chain (Chen, 2014). Technology also cuts costs of production thus increasing supply consequently lowering prices and inflation in the long run (Yeates, 2018)
4.2 Suppliers


An increase in the demand for technology induces an increase in supply for those products so as to meet the demand. However, as more interested suppliers venture into the market, supply and demand equilibrium is attained. Therefore, further increase in supply saturates and floods the market making the prices to start declining as suppliers are competing for the available demand (Ball and Tseng, 2017). This means that the profits margin of these suppliers shrinks. Also, a reduced consumption capacity due to other determinants of inflation such as employment and unemployment rates, exchange rates, money supply, interest rates affect the suppliers by either reducing or increasing the consumption capacity of customers.

4.3 The labor Market (Employees)


The labor market suffers the most in the new era of technology driven business processes and operations. An increase in technology takes away jobs from laborers. Also, businesses are forced to retrench people and replace them with technology machines thus increasing unemployment rates. Unemplyemrnt reduces consumption capacity of household which then reduces inflation in the long run by pushing prices downwards (Schwager, 2008).
4.4 The government.


The government through fiscal and monetary policies reduces inflation by reducing taxes, increasing interest rates in a bid to reduce money supply, increasing monetary reserves of lending institutions to limit the credit given to entrepreneurs in the technology sector. Additionally, the government has fundamental role to play in reduction of inflation because it the main policy maker in the economy.

4.5 Investors.


Ideally, investors examine the market demand and the cost of doing business. Investments in the technology industries play a crucial role in controlling inflation. They avail supplies to the consumers to meet the demand thus regulating demand and supply forces. Additionally, investors inject resources into the business thus increasing money supply. Controlling technology investments is crucial for the government to avoid over investments which would increase inflation.

5. Recommendations


Technology is here to stay and is continuously being embraced. It has its own fair share of demerits as well as merits. However, the technology boom witnessed in Australia can be a useful tool in regulating the inflation in the country by manipulating inflation determinants. The labor market should capitalize more on sectors that do not fall victims of the technology down demerits a lot. Also, the government should keenly revaluate their fiscal policy to ensure that they do not overburden consumers through increased taxes on the technology. Similarly, investors and suppliers should exercise due diligence during market research to ensure that they are venturing into the right sector to avoiding venturing into an over flooded market where their profitability could be minimized.

6. Conclusion


Inflation is a core economic concept that is interrelated with other macro and micro aspects of the economy like money supply, wage rates, taxation, aggregate demand and supply, technology, competition exchange rates among others. A change in these aspects impacts inflation either positively or negatively. For Australian economy to secure positive economic growth, it needs to reevaluate its fiscal and monetary policies to ensure that it factors the role of the increased demand and supply for technology as a possible tool for regulating inflation. As we have seen in this report, the role of technology in impacting inflation is undisputable and therefore the Australian government and private sector should emphasize on reevaluating policies in this sector.
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