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A Review on Inflation in India-Causes, its Impacts, Trends and Measures to Control

Uday N. Kharadkar Pushkar D. Joshi

C.D.Jain College of Commerce C.D.Jain College of Commerce,

Shrirampur Shrirampur

® Abstract :-

Growth with stability is essential condition for attaining sustainable economic
development. Fluctuations in prices create an atmosphere of uncertainty which is not
conducive to development activity. Inflations mean paying more for goods than paying
carlier. Not only essential goods see a hike, non-essential items like cigarettes elc
would also cost more. The price of everything goes up over time and this phenomenon
is called inflation. The study examines that Increasing price level could leads to fall in
Purchasing power of the rupee, commuting budget has increased for most of the
middle class. Fixed income groups will be hit the hardest because their salaries will not
be revised to include the cost of living even as prices of items SO
present WP inflation rose to a five-month high of 6.01 per cent in M
cent in the previous month mainly because of higher prices of food i
affected badly the life of middle and poor class. Finally it concludes
inflation is needs tremendous, effective and long term policies of t
Inflation has been properly been curbed or averted the world economy

of new face on employment policies and have a new breath on the st
around the globe.

ar. However, at
ay from 5.20 per
tems. Inflation is
that, controlling
he government.
with experience
andard of living

® Introduction:-

Growth with stability is essential condition for attaining sustainable economic
development. Fluctuations in prices create an atmosphere of uncertainty which is not
conducive to development activity. Inflations mean paying more for goods than paying
earlier. Not only essential goods see a hike, non-essential items like cigarettes etc

up over time and this phenomenon

erything go up is called the “rate of
inflation”. For example, if the price of something is Rs.50 this year and next year the
price becomes approximately Rs.54 then the rate of inflation is 49

If the price of
something is Rs.80 then after a year with a rate of

inflation of 4% the price go up to
(80 x 1.04) = 83.2The rents have shot high, necessary commodities cost more than
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The Optimal Inflation Rate :-

The Optimal Inflation Rate It ariscs as the basis theme in deciding, un adequate
monetary policy- There are two debatable proportions for an cffeetive inflation,
whether it should be in the range of 1-3 per-cents as the inflation rate that persists 10
the industrialized economy or should it be in the range of 0-7 per-cents. While
deciding on the elaborate inflation rate certain problems occur regarding  its
measurement. The measurement bias has often calculated an inflation ratc that 1s
comparatively more than in naturc. gecondly, there often arises a problem when the
quality improvements in the product are in need to be captured out; hence it affects the
price index. The consumer preference for cheaper goods affects the consumption
basket at costs, for the increased expenditure on the cheaper goods takes time for the
increased weight and measuring inflation. The [[Boskin Commission]] has measured
1.1 per cent of the increased inflation in USA every-annum. The commission points
out for the developed countries comprehensive study on inflation to be fairly low.

Causes for inflation:

Inflation is caused by a combination of four factors. 1. Increasing supply of
money. 2. Decreasing/lack of supply of goods. 3. Decreasing Demand for money 4.
Demand for goods goes up Impact of Inflation:- Inflation seemed to be a chronic
problem in many parts of the world. There is a wide spread recognition that inflation
results 1n inefficient resource allocation and hence reduces pétential economic growth.
Inflation imposes high cost on economies and societies; disproportionately hurts the
poor and fixed income groups and creates uncertainty throughout the economy and
undermines macroeconomic stability. High inflation has always penalized the poor
more than the rich because the poor are less able to protect themselves against the
consequences, and less able 1o hedge against the risks that high inflation poses.
Iowering inflation therefore, directly benefits the low and fixed income groups.

1. Distract future plans: Inflation has an impact on our plans for the future. When

saving for retirement, college, a house, or simply budgeting for the next 12

months, the cost of goods and services have a direct impact on your goals. Due 10

inflation, your goals may cost more in the future than today. A meal that costs $10
today may cost $10.36 in one year. A car that costs $10,000 today may cost
$10,359 in one year, and almost $12,000 in only 5 years. So, when planning for the

future, you must consider inflation and the effect it may have on your g0 als.

2. Real wages of employees:- Many people dislike inflation because they feel it

makes it easier for the government, employers, financial institutions, and others 10

deceive them. One of the most important things about inflation is that the

confusion caused by price changes enables people to play tricks on employees, at

their expense.” Thus, some employers may “forget

: . » to raise their employees’
wages as much as inflation thereby givi

ng them a real pay cut. There 18 evidence
that people do get fooled, at Jeast initially, about their real wages. People seem 1

base their sense of satisfaction on nominal earnings rather than real carnings: 3-

Paying higher taxes:- Inflation creates other opportunities for sophisticated in
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stitutions to unfairly take advantage of the average individual, in many people’s
minds. Inflation can increase the complexity of evaluating financial assets, from
CDs and insurance policies to stocks and bonds. This shifts the distribution of
power in the financial marketplace to the more sophisticated and knowledgeable
actors to the detriment of the average person, in this view. Thus, the government
might “forget” to change the tax brackets afier an inflationary episode, so the
average person would end up paying higher taxes

3. Distorting investments:- Economists tend to emphasize that inflation can do
economic damage by distorting investment and consumption decisions. D istortions
results from households® and businesses’ uncertainty about inflation’s future
course. When inflation is stable, people are more likely to have roughly the same
anticipation of its future level. When inflation is highly volatile, however, people
have different guesses. Most turn out to be wrong. Inadveftently, some end up
winners and other losers. Inflation and its impact on the common man In India
inflation is above 9% mark from last year. This has hit budgets of salaried middle
class in the country. Inflation has hit the COmmon man in so many ways, as
follows; - Purchasing power of the rupee falls- at Rs. 50 note, which could use (o
buy a kilogram of rice, will now fetch only half a kilogram - Commodity
wholesaler dealers, such as rice dealers’ at mandis, may try and hoard essential
commodities like food grains on hopes of reaping profits when prices increase
further on dwindling supplies - Fixed income groups will be hit the hardest
because their salaries will not be revised to include the cost of living even as prices
of items soar - Household as well as national savings drop because there s less
money to save now as people use a greater part of their disposable income to pay
for daily-use commodities - Retail investors owning stocks of inflation-sensitive
companies such as automobiles are likely to see the stock prices fall on low sales
as people prefer to not spend money on “luxury” items, sticking instead to the
“necessities - Food and dairy products which are of daily use are rising above 129,
For a middle class person it constitutes about 30-40% of his monthly spends. Such
an impact leave him very less money for other activities, - Impact on Emi-With
inflation being on high almost al] banks have increased rates
borrowers of home loan. As home loans are mostly taken at {loating rates most
customers have to pay more emi per month from last 1-2 years. - Petrol Prices-The
Petrol or diesel prices have been increased so many times thig YGar that travel or
commuting budget has increased for most of the middle cJass

by 1-2% on existing
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came in a notch above market expectations of a 5.1% rise. July’s result was lower than
the 5.4% increase observed in June, and marked the sccond consccutive annual
moderation. Annual average WPI inflation inched down from the 6.2% tallied in June
to 6.1%. Despite the deceleration in wholesale price inflation, most analysts continue
to see risks to the inflation outlook due to forecasts for a milder monsoon scason. WPI
inflation tose to a five-month high of 6.01 per cent in May due to higher prices of food
items. Headline WPI (wholesale price index) inflation is expected to moderate by the
end of 2014. However, risks to the outlook stems from possible sub-normal monsoon
and higher crude oil prices (on account of the crisis in Iraq),” the Economic Surveys
inflation eases, it is expected that the RBI would adopt a more accommodative stance
and bring down interest rate. “The monetary management challenge will also be helped
by fiscal consolidation and addressing of supply side constraints that exacerbate food
inflation. All these factors, in tandem, are expected to create room for monetary easing
later this fiscal year. Food inflation, however, remained stubbornly high during 2013-
14, reaching a peak of 1 1.95 per cent in third quarter According to economic survey of
India highlights that, the reasons, for high inflation, particularly food inflation, was the
result of structural as well as seasonal factors. Contribution of the commodity sub-
groups, fruits and vegetables, as well as egg, meat and fish to the food inflation has
been very high, it said. However, inflation in Non Food Manufactured Product (WPI
core) has remained benign throughout the year, with average inflation moderated to

four year low of 2.9 per cent in 2013-14, which indicates that underlying pressures of
broad-based inflation have somewhat eased.

To reduce inflationary pressures the government can increase tax and reduce
government spending. This will reduce AD. 4. Exchange Rate Policy; It was felt that
by keeping the value of the pound high, it would help reduce inflationary pressures. 5.
Wage Control; Wage growth is a key factor in determining inflation. If wages increase
quickly it will cause high inflation. In the 1970s, there was a brief attempt at wage

controls which tried to limit wage growth. However, it was effectively dropped
because it was difficult to widely enforce. i

Conclusions:

Inflation is affected badly the life of middle and poor class. Controlling
inflation is needs tremendous, cffective and long term policies of the government.
Inflation has been properly been curbed or averted the world economy with experience
of new face on employment policies and have a new breath on the standard of living
around the globe.

References

Ahluwalia M S (2002): —Economic reforms in India since 1991: has gradualism
worked?”, Journal of Economic Perspectives, 16, 67-88.

Arif R R (1996): Money demand stability: myth or reality - an econometric analysis,
Development Research Group Study No 13, Reserve Bank of India

Rangarajan, C. (1998). Indian economy: Essays on money and finance. New Delhi:
UBSPD. Sarel, M. (1996).




