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Abstract: Inflation remains one of the most persistent challenges in the Indian economy, influencing growth,
investment, and consumer welfare. This study critically examines the underlying causes, recent trends, and
consequences of inflation in India by drawing upon secondary data from government reports, RBI
publications, journals, and research articles. The analysis highlights the dual impact of demand-pull and
cost-push factors, such as rising consumer demand, supply chain disruptions, agricultural underproduction,
global commodity price fluctuations, and exchange rate volatility. The paper also explores the role of
monetary and fiscal interventions in moderating inflationary pressures, including repo rate adjustments,
taxation policies, and contractionary monetary measures. Findings suggest that while moderate inflation can
stimulate production and economic activity, persistent high inflation erodes purchasing power, reduces
savings, and disrupts long-term investments. Moreover, inflation uncertainty poses significant risks to
policy effectiveness, resource allocation, and overall macroeconomic stability. The study emphasizes the
importance of integrating both domestic and global factors in framing inflation control strategies, as well as
the need for a balanced approach that safeguards growth while maintaining price stability. The results
provide useful insights for policymakers, financial institutions, and researchers aiming to understand the
dynamic nature of inflation in India and its broader economic implications.
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l. Introduction:

Inflation is a persistent macroeconomic challenge that affects both developed and developing economies, shaping patterns of
growth, investment, consumption, and welfare. In India, inflation has been a recurring concern due to its structural complexi ties
and sensitivity to both domestic and global shocks. Beyond being a statistical rise in prices, inflation has wider implications for
resource allocation, income distribution, savings, and the long-term stability of the financial sector. The role of the financial
system as an intermediary between savers and borrowers is significantly weakened when inflation uncertainty distorts investment

decisions and reduces the effectiveness of monetary policy.

In recent decades, India has experienced episodes of high inflation caused by multiple factors such as demand—-supply mismatches
in essential goods, agricultural underproduction, rising input costs, fiscal imbalances, global oil price volatility, and currency
fluctuations. More recently, the COVID-19 pandemic, geopolitical tensions, and supply chain disruptions have exacerbated
inflationary pressures, underlining the interconnectedness of domestic and global drivers. While moderate inflation may
encourage production and economic activity, prolonged and uncontrolled inflation erodes purchasing power, depresses real

savings, and undermines economic stability.
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This paper seeks to provide a comprehensive analysis of the causes, consequences, and control measures of inflation in India. The
study is guided by the following research questions:

What are the major domestic and global factors driving inflation in India?

o 2

How does inflation influence economic growth, investment, and consumption patterns?
c. What role do monetary and fiscal policies play in addressing inflationary pressures?
d. How has inflation uncertainty affected macroeconomic stability in India?

e. What policy strategies can balance the twin goals of price stability and economic growth?

By addressing these questions, the study contributes to a deeper understanding of India’s inflation dynamics and provides useful

insights for policymakers and researchers seeking sustainable strategies for economic stability.

1. Recent trends of Inflation in India:

India’s retail inflation, measured by the Consumer Price Index (CPI), fell sharply to 1.55% in July 2025, the lowest in eight
years, compared to 2.10% in June, largely due to a steep decline in food prices, particularly pulses and vegetables. This marks
the first time since January 2019 that inflation has dropped below the Reserve Bank of India’s (RBI) tolerance band of 2-6
percent. According to the Ministry of Statistics and Programme Implementation (MoSPI), the Consumer Food Price Index (CFPI)
posted a negative inflation rate of —1.76%, underscoring the deflationary pressure in the food segment. While this decline
improves consumer purchasing power, it also raises concerns about rural distress and lower farm incomes, which could suppress
demand in the long term. Regional disparities persist, with states like Punjab recording a higher inflation rate of 3.53%, more
than double the national average. Economists note that sustained low inflation reflects weak demand conditions, and although the
RBI is expected to maintain current policy rates, the trend could create space for potential interest rate cuts later in the year.
Overall, the recent figures highlight both the benefits of lower inflation for consumers and the risks it poses for producers,

signaling the need for careful policy calibration to balance price stability and economic growth.

In July 2025, India’s category-wise inflation trends revealed contrasting patterns across different segments of the economy. The
Consumer Food Price Index (CFPI) recorded a deflation of —1.76%, driven mainly by falling prices of vegetables, pulses, and
edible oils, which significantly pulled down the overall inflation rate. Cereals and spices, however, continued to show moderate
price increases, reflecting supply-side pressures in specific food items. Inflation in the housing sector remained stable, hovering
around 3-4%, while fuel and light saw marginal moderation due to lower crude oil prices and government price adjustments. The
clothing and footwear category registered steady inflation, reflecting cost pressures in raw materials and manufacturing. On the
services side, healthcare and education costs continued to rise, adding to household expenditure burdens despite easing food
inflation. This divergence across categories indicates that while consumers benefited from cheaper food prices, non-food
essentials such as housing, healthcare, and education kept inflationary concerns alive, underscoring the need for targeted policy

measures that address both supply shocks in agriculture and structural rigidity in service-related expenses.

1. Calculation of Inflation in India:

In India, inflation is calculated mainly through two indices: the Consumer Price Index (CPI) and the Wholesale Price Index
(WPI). The CPI measures retail inflation by tracking the monthly changes in prices of a fixed basket of goods and services
consumed by households, including food, clothing, housing, fuel, health, and education, with data compiled by the Ministry of
Statistics and Programme Implementation (MoSP1). Since 2014, the Reserve Bank of India (RBI) has adopted CPI as the primary
benchmark for monetary policy under its inflation-targeting framework. The WP, on the other hand, captures price changes at the
wholesale level before goods reach the retail market and covers around 697 commaodities grouped into primary articles, fuel and

power, and manufactured products, compiled by the Ministry of Commerce and Industry. While WPI was historically the main

[JNRD2508240 International Journal of Novel Research and Development (www.ijnrd.org) ‘ c296



http://www.ijnrd.org/

© 2025 IJNRD | Volume 10, Issue 8 August 2025 | ISSN: 2456-4184 | JNRD.ORG

measure of inflation, it now mainly serves to track supply-side pressures, whereas CPI reflects the direct impact on consumers.
Together, CPI and WPI provide a comprehensive understanding of inflationary trends in the Indian economy, supporting

policymakers and researchers in designing effective fiscal and monetary strategies.
IV.  Statement of the Problem :

Inflation continues to be one of the most critical challenges facing the Indian economy, as it directly affects growth, investment,
consumption, and the overall standard of living. Despite policy interventions, India has witnessed fluctuating inflation rates in
recent years, driven by both domestic and global factors. Demand-supply imbalances in essential commodities, rising global crude
oil prices, currency fluctuations, and supply chain disruptions—exacerbated by the COVID-19 pandemic and geopolitical
tensions such as the Russia—Ukraine conflict—have significantly altered the trajectory of inflation. The persistence of high food

inflation, coupled with volatility in fuel and manufacturing costs, has further complicated the management of price stability.

Although moderate inflation may encourage production and economic activity, prolonged and uncertain inflation erodes
purchasing power, depresses household savings, and hampers long-term investments. Moreover, inflation uncertainty poses
additional risks by reducing the effectiveness of monetary policy and distorting resource allocation. While the Reserve Bank of
India (RBI) has adopted inflation targeting using the Consumer Price Index (CPI) as its benchmark, sharp variations between CPI

and the Wholesale Price Index (WPI) reveal the complexity of measuring and managing inflation in a diverse economy like India.

Therefore, the central problem lies in understanding the multiple drivers of inflation, its impact on key macroeconomic variables,
and the adequacy of existing monetary and fiscal measures in ensuring price stability without compromising growth. This study

attempts to address these issues by analyzing the causes, consequences, and policy responses to inflation in India.

V. Objectives:

The study is undertaken with the following specific objectives:

a) To identify and analyze the major domestic and global factors influencing inflation in India.
b) To examine the impact of inflation on key macroeconomic variables.

c) To evaluate the effectiveness of monetary and fiscal policy interventions.

d) To assess the role of inflation uncertainty in shaping macroeconomic stability.

e) To suggest policy recommendations and strategic measures.

VI.  Research Methodology :

This study adopts a descriptive and analytical research design to examine the causes, consequences, and policy implications of
inflation in India. The research is based entirely on secondary data sources, collected from government reports, the Reserve
Bank of India (RBI) publications, Ministry of Statistics and Programme Implementation (MoSPI) releases, and other official
databases. In addition, relevant academic articles, working papers, journals, books, and credible websites have been reviewed to
provide theoretical and empirical support to the analysis.The study focuses on the trends of inflation as measured by the
Consumer Price Index (CPI) and the Wholesale Price Index (WPI), which serve as the primary indicators of price movements
in the Indian economy. Recent macroeconomic developments, such as supply chain disruptions, global crude oil price
fluctuations, currency volatility, and geopolitical tensions, have been considered to contextualize inflationary pressures. A
qualitative assessment has been carried out to interpret the impact of inflation on key economic variables including growth,
investment, consumption, and savings.The methodology also involves a critical evaluation of policy measures undertaken by the
government and the RBI, such as fiscal adjustments, monetary interventions, and inflation targeting frameworks. By synthesizing
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insights from diverse secondary sources, the study seeks to provide a holistic understanding of the dynamics of inflation in India
and offer evidence-based recommendations for achieving long-term price stability and sustainable growth.
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Fig.1: Methodological flowchart

VII. Literature Review :

The study of inflation has long been a central concern in economic research due to its implications for growth, monetary stability,
and resource allocation. Several scholars have explored the relationship between inflation, its determinants, and its
macroeconomic consequences in both developed and developing economies. Early studies, such as Ball (1992), highlighted the
link between high inflation and greater inflation uncertainty, arguing that persistent inflation reduces the effectiveness of policy
interventions. Similarly, Cukierman and Meltzer (1986) emphasized how inflation expectations and uncertainty complicate
monetary policy decisions. Building on this, Andrade et al. (2012) and Evans et al. (2016) examined the asymmetry of inflation
and its role in shaping monetary policy frameworks, stressing the need for central banks to account for inflation risks when
formulating strategies. More recent literature has focused on quantile-based approaches to inflation analysis. Tsong and Lee
(2011) and Wolters & Tillmann (2015) demonstrated that inflation convergence differs across quantiles, with positive shocks
being more persistent than negative shocks. Studies on emerging economies, such as Banerjee et al. (2020), revealed that these
countries face higher upside and downside risks compared to advanced economies. Gupta, Jooste, and Ranjbar (2017) found
evidence of stronger inflation persistence at higher quantiles in South Africa, while Anguyo et al. (2020) applied a quantile
regression framework to explain food inflation dynamics in Uganda. Within the Indian context, Chowdhury (2014) used GARCH
models to establish a negative relationship between inflation and inflation uncertainty, supporting the Friedman-Ball hypothesis.
Similarly, Kundu, Bhoi, and Kishore (2018) provided sub-national evidence of inflation volatility, underscoring the challenges for

monetary authorities in addressing uncertainty. Rizvi et al. (2009) further identified bi-directional causality between inflation and
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uncertainty in several Asian economies, including India, highlighting the cyclical nature of inflationary pressures. In addition,
global factors such as oil price volatility, exchange rate fluctuations, and international trade dynamics have been recognized as
critical determinants of inflation. Lahiani (2019) demonstrated the role of crude oil prices across multiple price quantiles in the
US, while Auer et al. (2017) emphasized the globalization of inflation due to integrated global value chains. Taken together, these
studies suggest that inflation is influenced by a combination of domestic and global shocks, and that inflation uncertainty
significantly affects policy effectiveness. However, despite growing evidence, literature specifically addressing India’s inflation

tail risks and the effectiveness of targeted policy responses remains relatively limited, thereby justifying further investigation.

THE DUALITY OF INFLATION

POSITIVE EFFECTS NEGATIVE EFFECTS

Boosts Asset Values Decreases Purchasing Power

Encourages Spending & Increases Cost of Living

nvestment Uncertanity & Instability

Reduces Debt Burden Hurt Fixed-Income Eamers

FlEleihty in Pficing Reduces Savi“gs Value

/i Can Signal Economic Growth

Higher Borrowing Costs
Opportunity for Wage Growth

Fig.2: Positive and Negative impact of Inflation
While extensive literature exists on the dynamics of inflation, much of it has focused on advanced economies or employed broad
international comparisons, with relatively fewer studies offering a comprehensive country-specific analysis of India. The existing
research highlights the relationship between inflation and uncertainty, the persistence of inflation across quantiles, and the role of
global shocks; however, limited work has examined how these factors simultaneously interact within the Indian context. In
particular, studies on the tail risks of inflation in India, the combined effect of domestic supply-side shocks and global drivers,
and the practical effectiveness of monetary and fiscal responses remain underexplored. This gap underscores the need for focused
research that not only identifies the causes and consequences of inflation in India but also evaluates policy measures to balance

price stability with sustainable economic growth.

VIII. Average Inflation Rate in India

Over the past decade (2015-2024), India’s average annual inflation, measured by the Consumer Price Index (CPI), has hovered
around 5.4% —reflecting a moderate but sustained rise in the general price level. This estimate is supported by data from the
OECD and the World Bank, which report an average inflation rate of around 5.38% per annum during this period. Another
independent source, TheGlobalEconomy.com, confirms that the average annual inflation between January 2012 and June 2025
stands at approximately 5.74%. The variation among these values underscores the dynamic nature of India’s inflation trajectory,
which has seen peaks of double-digit inflation (e.g., around 10% in 2013) and dips to low single digits (e.g., near 1.5-2% in more
recent years). Overall, the decade’s average inflation rate highlights a trend of moderate price pressure, influenced by cyclical

domestic factors and global shocks.
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Fig.3: Average rate of Inflation in India from 2014 to 2024

In this line graph it is clearly observed that in the year of 2014 the rate of inflation is very high nearly 6.67% and in the year of
2019 the rate of inflation is very low 3.73%. Present year till may it is shows that the rate of inflation is 2.82%.

The empirical analysis of inflation in India reveals that price fluctuations are largely shaped by food prices, global commodity
shocks, and domestic supply-side disruptions. The study highlights that headline CPI inflation, being heavily influenced by food
inflation, shows significant volatility, which directly impacts household consumption and monetary stability. Over the last decade,
CPI inflation has exhibited deviations from the inflation target, sometimes falling below the lower tolerance band and at other
times breaching the upper limit, particularly during the pandemic years and adverse monsoon conditions. Moreover, external
shocks such as rising crude oil prices, currency depreciation, and global geopolitical crises have intensified inflationary pressures
in India. The evidence underscores that both demand-pull and cost-push factors are at play, with food supply constraints,
agricultural output variations, and global economic trends being the most decisive elements. Hence, maintaining price stability

requires careful monitoring of these macroeconomic variables along with timely monetary and fiscal interventions.

I X Determinants factors of Inflation:

Inflation in India is driven by multiple interlinked factors that can be broadly classified into demand, supply, domestic, and
external determinants:

1. Demand-Side Factors — When aggregate demand exceeds supply, prices rise. In India’s agrarian economy,
seasonal shocks such as droughts or floods reduce food availability, intensifying demand-pull inflation.

2. Supply-Side Factors — Agricultural underproduction, logistical inefficiencies, and rising labour costs contribute to
cost-push inflation. Shortages in essential commodities escalate production costs, which are ultimately passed on to
consumers.

3. Domestic Variables — Structural weaknesses in financial markets and gaps in monetary transmission reduce the
effectiveness of interest rate adjustments, thereby amplifying inflationary pressures.

4. External Factors — Global commodity price fluctuations, crude oil price volatility, exchange rate depreciation, and
trade imbalances expose India to imported inflation. For example, rising international fuel prices directly impact
transport and production costs.

5. Growth and Employment Linkages — Inflation is also influenced by economic growth patterns and employment
dynamics, as higher wage pressures can elevate production costs and reinforce price hikes.
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Together, these factors highlight that inflation in India is not only a domestic issue but also closely tied to global market dynamics

and structural challenges within the economy.
X. Major finding and Suggestion :

The study finds that inflation in India is the outcome of both domestic and global forces, with food price volatility, supply-side
disruptions, and external shocks such as crude oil fluctuations and currency depreciation being the primary drivers. The analysis
highlights that deviations of inflation from its target have adverse effects on consumption, savings, and investment, thereby
affecting overall growth and stability. It is observed that while demand-pull factors such as excessive government and household
spending escalate aggregate demand, supply-side bottlenecks in agriculture and production add further pressure to prices. To
address these challenges, the study suggests a mix of fiscal and monetary policies, including reducing public expenditure,
rationalizing taxes, and implementing contractionary monetary measures like repo rate hikes and credit control. Additionally,
long-term reforms such as strengthening agricultural productivity, improving food storage and distribution systems, and
stabilizing exchange rate mechanisms are recommended. These measures together can help contain inflationary pressures, protect

purchasing power, and sustain balanced economic growth.

e Fiscal Measures: Reduce unnecessary government spending, rationalize taxation, and control demand-pull inflation
through prudent budgeting.

e Monetary Measures: Use repo rate adjustments, credit control, and selective monetary tools to manage liquidity
and stabilize prices.

e Structural Reforms: Enhance agricultural productivity, strengthen food supply chains, and improve storage
facilities to reduce supply shocks.

e External Stability: Manage currency volatility and adopt trade policies that minimize imported inflation risks.

Financial controls of inflation primarily operate through monetary policy interventions implemented by the Reserve Bank of India
(RBI) to regulate money supply and credit flow in the economy. These measures aim to curb excessive liquidity that fuels
demand-pull inflation and to stabilize prices during volatile economic conditions. Instruments such as increasing the repo rate,
raising the cash reserve ratio (CRR), and selling government securities in the open market are widely used to absorb surplus
liquidity. Selective credit controls, including tighter lending norms and higher margin requirements, further help restrict credit
flow to speculative or non-essential sectors. In extreme situations, measures like demonetization or issuing new currency may be
adopted to address unaccounted money or hyperinflationary pressures. However, monetary tools are most effective against
demand-driven inflation and less so when cost-push factors, such as supply shortages or rising global commodity prices,
dominate. Hence, financial controls must be applied in coordination with fiscal policies to ensure overall price stability and

sustainable economic growth.

e Credit Management — RBI regulates the flow of credit by adjusting interest rates, reserve ratios (CRR/SLR), and open
mar ket operations to absorb excess liquidity.

e Repo Rate & Bank Rate Adjustments — Increasing policy rates makes borrowing costlier, discouraging excess credit
and reducing aggregate demand.

e Open Market Operations — Selling government securities in the market absorb surplus money supply, helping stabilize
inflationary pressures.

e Selective Credit Controls — RBI can restrict lending to speculative sectors by raising margin requirements or tightening
lending norms.

e Demonetization — Withdrawal of high-denomination notes is sometimes used to counter unaccounted money and curb

inflationary pressures.
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e Issue of New Currency — In cases of hyperinflation, new currency notes may be introduced to restore stability in the

monetary system.

FINANCIAL CONTROLS OF INFLATION
CONVENTIONAL EXTREME
Credit Management Demonetization

I
Repo Rate &
Bank Rate Adjustments Issue of New
I A Currency
Open Market
Operations
, I :
Selective Credit Controls

Fig.4: Financial controls of Inflation

XI. Conclusion :

The study concludes that inflation in India is a multidimensional phenomenon influenced by domestic demand pressures, supply-
side bottlenecks, and external global shocks. While moderate inflation may stimulate growth by encouraging production and
investment, persistent high inflation erodes purchasing power, discourages savings, and destabilizes the economy. The findings
reveal that monetary measures such as repo rate adjustments and credit controls, alongside fiscal interventions like rationalized
taxation and expenditure control, play a crucial role in managing inflation. However, long-term stability requires deeper structural
reforms, including improvements in agricultural productivity, supply chain efficiency, and currency stabilization. Thus, a
balanced approach combining short-term policy tools with long-term institutional reforms is essential to maintain price stability,
safeguard consumer welfare, and ensure sustainable economic growth in India.
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